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INTRODUCTION

The report reviews the activities of the Ministry of Finance
during the year 2005-2006. The Ministry is responsible for the
administration of the finances of the Central Government. It is
concerned with economic and financial matters affecting the
country as a whole, including mobilisation of resources for
development. It regulates the expenditure of the Central
Government, including the transfer of resources to States. This
chapter gives a synoptic view of the important activities of the
Ministry during the year 2005-2006.

The Ministry comprises of four Departments namely:-
I.  Department of Economic Affairs;

Il.  Department of Expenditure;

Ill. Department of Revenue; and

IV. Department of Disinvestment.

I. DEPARTMENT OF ECONOMIC AFFAIRS

Economic Growth

The Central Statistical Orgainsation (CSO), which compiles
national accounts statistics, has introduced a new series with base
year 1999-2000 in place of the previous series with base year 1993-94.
The economy continued with the growth momentum of the previous
year with the quick estimates indicating overall growth rate of 7.5
per centin Gross Domestic Product (GDP) at factor cost at constant
1999-2000 prices in 2004-05 compared to 6.9 per cent as per the
revised estimates at 1993-94 prices in 2004-05 and 8.5 percent in
the previous year. As per the quick estimates of 2004-05, the
agriculture and allied, industry and services sectors grew by 0.7
percent, 8.6 percent and 9.9 percent respectively, compared to
10.0 percent, 7.6 percent and 8.2 percent respectively in the
previous year. This indicates the resilience of the economy to adjust
to weather induced shocks.

The real growth of 7.5 per cent in GDP during 2004-05 has
been achieved due to growth in mining & quarrying (5.8%),
manufacturing (8.1%), construction (12.5%), trade, hotels &
restaurants (8.1%), transport, storage & communication (14.8%),
financial services (9.2%) and community, social & personal services
(9.2%). However, agriculture and allied sector registered lower
growth of 0.7 per cent in 2004-05.

The quarterly estimates, at 1993-94 prices, released by the
Central Statistical Organisation indicate the real growth of GDP in
the first (April-June) and second (July-September) quarters of
2005-06 at 8.1 per cent and 8.0 per cent, respectively, compared
with a growth of 7.6 per cent and 6.7 per cent, respectively in the
corresponding quarters of the previous year. The overall growth
during April-September 2005-06 is estimated at 8.1 per cent
compared with 7.1 percent in the corresponding period of the
previous year. In the first half of 2005-06, growth of agriculture and
allied, industry and service sectors is estimated at 2.0 per cent,
8.6 per cent and 10.0 per cent respectively compared with the
sectoral growth rates of 2.1 per cent, 7.6 per cent and 8.8 per
cent, respectively, in the corresponding period last year.

In 2004-05, as per the quick estimates, the savings rate and
investment rate are higher than in the previous year. As percentage
of GDP at current market prices, gross domestic savings has
improved from 28.9 per cent in 2003-04 to 29.1 per cent in 2004-05,
and gross domestic capital formation from 27.2 per cent in 2003-04
to 30.1 per cent in 2004-05.

Developments in Prices Inflation and Agriculture

Annual point-to-point inflation rate in terms of Wholesale Price
Index (WPI) increased from 4.6 per cent in 2003-04 to 5.1 percent
in 2004-05. The year 2005-06 started with an inflation rate of 5.7
per cent on April 2, 2005, which was followed by a declining trend
until August 27, 2005 when it reached a intra-year low of 3.3 per
cent. Thereafter, the inflation rate rose steadily and it remained
below 5 per cent. As on January 21, 2006 it was significantly lower
at 4.5 per cent than 5.4 per cent recorded a year ago. The 52-
week average inflation rate recorded lower at 4.7 per cent on
January 21, 2006 as compared to 6.5 per cent last year. Inflation
rates for both manufactured products and fuel, power, light &
lubricants were at 2.8 per cent and 7.9 per cent, respectively as on
January 21, 2006 compared with 5.4 per cent and 10.2 per cent
respectively a year ago. However, inflation rate of primary articles
recorded higher at 5.7 per cent than 1.0 per cent recorded a
year ago.

In sharp contrast to the WPI, the CPI inflation had been stable
and moderate. This is because food items constitute higher weights
in CPI than in WPI and in general the price increases of these
items has been moderate both in the last year and the current
year. Average CPI inflation at 3.8 per cent in 2004-05 was
substantially lower than the average WPI inflation at 6.5 per cent
in 2004-05. The current fiscal year started with overall CPI inflation
rate at 5 per cent, up from 4.2 per cent in March 2005. The CPI
inflation rate stood at 5.6 per cent in December 2005 as against
3.8 per cent in the same month last year.

The anti-inflationary policies of the government include strict
fiscal and monetary discipline; rationalization of excise and import
duties of essential commodities to lighten the burden on the poor;
effective supply-demand management of sensitive items through
liberal tariff and trade policies; and strengthening the public
distribution system.

Agriculture

For the country as a whole, the seasonal rainfall from 1st June
to 30th September, 2005 was 99 per cent of its Long Period Average
(LPA). Among the four homogeneous regions, southwest monsoon
seasonal (June to September) rainfall over northeast India was
deficient by 20 per cent. Southwest monsoon seasonal rainfall over
Central India, Northwest India and South Peninsula was 110 per
cent, 90 per cent and 112 per cent of LPA respectively. The
cumulative rainfall (June-September) was excess in 8
meteorological sub-divisions, normal in 25 and deficient in 3 sub-
divisions.

The overall kharif foodgrains production during 2005-06 is
estimated at the level of 105.25 million tonnes (1st advance
estimates) compared to last year's production of 103.32 million
tonnes (fourth advance estimates).The kharif rice production is
expected to be 73.83 million tonnes. The total production of kharif
Coarse Cereals is estimated to be 26.44 million tonnes.

Developments in Industry and Infrastructure

During the period April to November 2005, the industrial sector
grew at 8.3 per cent. Manufacturing sector, which accounts for a
weight of 79 per cent in the Index of Industrial Production has
largely contributed to this growth. During the period April to
November 2005, this sector grew at an average rate of 9.4 per



cent. The comparable growth of the manufacturing sector during
the same period last year was 9.1 per cent. The mining and
electricity sectors, however, registered a lower growth rate of 0.5
per cent and 4.9 per cent respectively against the previous period's
figure of 5.1 per cent and 6.6 per cent.

Capital goods registered an impressive growth of 15.9 percent
during the current fiscal so far (April to November) as against 12.9
per cent in the comparable period of the last fiscal. The growth
rate of basic goods have improved marginally from 5.9 per cent
during April-November 2004 to 6.0 percent during April-November
2005. In case of intermediate goods there was a deceleration in
the rate of growth from 7.3 per cent to 3.0 per cent. The consumer
goods sector has grown at 12.9 per cent as against 11.2 per cent
during the same period in the previous year. A notable feature was
the better performance of the consumer non-durables in the current
year, which recorded a growth of 12.8 per cent as against 9.7
percent in the previous year (April - November).

At a further disaggregated level within the manufacturing
sector, "Other Manufacturing Industries" registered a growth rate
of 23.3 per cent during April-November 2005. Textile Products
(including wearing apparel) grew at 21.6 per cent during this period.
Other industry groups which recorded a growth exceeding 10 per
cent included Beverages, Tobacco and Related Products, Cotton
Textiles, Basic Chemical and chemical Products (except products
of Petroleum & Coal), Basic Metal and Alloy Industries, Transport
Equipment and Parts and Machinery and Equipment other than
Transport equipment.

Infrastructure

Quality infrastructure covering the services of transportation
(railways, roads, ports, civil aviation); electricity transmission and
distribution; communications (telecommunication and post); water
supply and sanitation, and solid waste management is one of the
most important necessities for unleashing high and sustained
growth and alleviating poverty, particularly in the backward States.

During 2005-2006, the infrastructure sector experienced mixed
outcomes. The overall index of six infrastructure industries,
accounting for 27 per cent weight in the Index of Industrial
Production (1IP), during April-December, 2005 registered a growth
of 4.5 per cent which is lower than the growth of 6.4 per cent
registered during April-December, 2004. Crude oil production
registered a negative rate of growth. Cement production
accelerated during this period.

Monetary Trends and Developments

During the year 2005-06 (up to January 20, 2006), broad
money (M3) grew at a higher rate of 13.2 per cent as compared
with 9.2 per cent in the corresponding previous period. M3 growth
on a year-on-year basis, as on January 20, 2006, was 16.4 per
cent, as compared with 13.9 per cent on the corresponding date of
the previous year. The growth of M3 on January 20, 2006 is also
higher than the projected growth of 14.5 per cent for the full year
indicated in the Annual Policy Statement of the Reserve Bank of
India (RBI) for 2005-06. The major components of M3 (currency
with the public, demand and time deposits with banks) registered
a higher growth in the current year as compared to the previous
year. Among the sources, growth of M3 in the current year was
largely driven by increase in bank credit to the commercial sector.

During the current financial year (up to January 20, 2006),
reserve money (MO) also grew at a higher rate of 9.4 per cent as
compared with 6.7 per cent in the corresponding period of the
previous year. The year-on-year growth of reserve money as on
January 20, 2006 was lower at 14.9 per cent compared with 15.3
per cent on the corresponding date of the last year. In recent years,
there has been a significant shift in the relative importance of
sources of reserve money. Net RBI credit to the Government, which
was driving the reserve money growth till 2002-03 ceased to be an
important factor. With large capital flows into the country, net foreign
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exchange assets (NFA) of RBI have emerged as a major
determinant of reserve money growth. In the current year up to
January 20, 2006, NFA grew by 0.3 per cent over the corresponding
period of the previous year.

In the conduct of monetary policy, the Reserve Bank of India
was faced with the challenge of reconciling two dominant views.
On the premise that inflation was supply induced, it was argued
that direct monetary policy action for controlling liquidity, may be
premature keeping in view the fact that industry was coming out of
a sluggish phase. At the same time, the expectations about inflation
were subdued despite conditions of overhang of excess liquidity
and strong credit growth owing to incomplete pass-through of
international oil price increases and uncertainties about its second
round effects. During 2005-06 as on January 27, 2006, additional
liquidity absorbed under the MSS was Rs. 37,280 crore.
Notwithstanding the MSS operations, surplus liquidity conditions
resulted in the reverse repo volumes tendered under the LAF
increasing from an average of Rs.29,809 crore in March 2005 to
Rs.34,832 crore in August 2005. Having regard to the possible
implications of excess liquidity on the price front, the RBI had during
October 2005 raised the fixed reverse repo rate by 25 basis points
from 5.0 per cent to 5.25 per cent. The RBI in the third quarterly
review of the Annual Policy Statement 2005-06 (January 23, 2006),
on appraisal of the macroeconomic conditions had further
increased the fixed reverse-repo rate by 25 basis points to 5.50
per cent with immediate effect. This has had salutary effect. The
reverse repo volume reached Rs. 40 crore only on January 27,
2006. With the onset of tightening of the liquidity in the system
RBI's injections under repo (LAF) have been taken up.

Bank credit

The pick up in bank credit, observed in the 2004-05, continued
through the current year. Gross bank credit by scheduled
commercial banks (SCBs), comprising food and non-food credit,
increased by 24.0 per cent in the current year (up to January 20,
2006) compared with 20.7 per cent in the corresponding period
last year. However, food credit declined by 6.8 per cent in the current
year (up to January 20, 2006), in contrast to the growth of 15.2 per
cent witnessed last year.

In the current financial year (up to January 20, 2006),
investment by Scheduled Commercial Banks (SCBs) in
Government and other approved securities declined by 3.3 per
cent as compared with growth of 5.1 per cent in the corresponding
previous period. The lower growth of investments in the current
year is mainly on account of SCBs offloading their investments in
Government securities, following the higher growth of bank credit
to the commercial sector and lower market borrowings by the
Central government.

External Sector

The year 2004-05 marked a significant departure in the
structural composition of India's balance of payments (BOP). After
three consecutive years of surplus, the current account of India's
BOP turned deficit during the year. While this deficit brought on by
a burgeoning imbalance between merchandise exports and imports
which was left uncompensated by surplus invisibles (net), does
underscore rising investment demand in the economy, the
magnitude of the deficit is one of the highest in recent times. The
turnaround in the current account balance from a surplus equivalent
to 2.3 per cent of GDP in 2003-04 to a deficit amounting to 0.8 per
cent of GDP in 2004-05 highlights a remarkable change in the
composition of the account during the year. The current account
continues to be in deficit with the size of the deficit during the first
half of the current year (i.e. April-September 2005-06) being almost
twenty seven times that of the deficit in the corresponding previous
period.

The transformation in the current account during 2004-05 was
accompanied by a capital account. The surplus in the capital



account grew by more than 80 per cent over and above its previous
year level. Such a growth largely nullified the negative impact of a
current account deficit on the pace of reserve accretion. Reserve
accumulation during 2004-05 was eventually more than four-fifth
of such accumulation during 2003-04, which maintained India's
status as one of the largest reserve-holding economies in the world.
Compared with 2003-04, when loan inflows had turned into net
outflows, such inflows shot up rapidly during 2004-05 and bolstered
the size of the capital account surplus with good support from robust
foreign investment inflows.

In spite of a deficit in the current account during 2004-05, the
total stock of foreign currency assets went up by US$26.1 billion
(on BOP basis) during the year. At the end of 2004-05, India's total
foreign exchange reserves (including foreign currency assets
(FCA), gold, special drawing rights (SDR) and reserve tranche
position (RTP) in the IMF) stood at US$141.5 billion, reflecting an
increase of US$28.5 billion, as compared with US$113.0 billion at
end-March 2004. As on January 27, 2006 India's total foreign
exchange reserves (including foreign currency assets (FCA), gold,
special drawing rights (SDR) and reserve tranche position (RTP)
in the IMF) stood at US$139.5 hillion.

India has been following a broadly market-determined
exchange rate policy for quite some time, allowing the Indian rupee
to move in response to the changes taking place in global foreign
exchange markets. The Rupee appreciated by about 2.3 per cent
against the US Dollar in 2004-05 and recorded an annual average
value of Rs 44.93. However, against the other currencies, the Rupee
showed a deprecating trend in nominal terms. The trends of
appreciation/depreciation displayed by the Rupee in nominal terms
against the four major global currencies in 2004-05 have reversed
during the year 2005-06. At the end of ten months of 2005-06, i.e.
till April-January 2006, the Rupee appreciated by around 2.1 per
cent against the US Dollar compared with the corresponding period
of the previous year.

In dollar terms and on customs basis India's exports registered
an impressive growth of 26.2 per cent in 2004-05 and exports
crossed the US$ 80 billion mark. The global economic outlook
and the growth in domestic output, especially the revival of the
manufacturing sector at 9.1 per cent in 2004-05 helped achieve
this. In the first three quarters of 2005-06 the pace of export growth
was maintained, with rate of growth at 18.1 per cent. The export
surge was also supported by the increase in the prices of petroleum
and other commodities. Growth was broad based, evident in most
of the sectors. While the US continues to be the single largest
trading partner of India, its share has declined in 2004-05 and
2005-06 (April-October). China has emerged as the second major
trading partner for India in 2005-06, and the share of China and
Hong Kong together in India's exports at 9.4 per cent is near the
10 per cent share of the US.

Merchandise imports continued the high growth path of earlier
years, in 2004-05 as well, with total import touching US$ 109.2
billion. Growth in imports in 2004-05 was 40 per cent. This was
the highest growth in imports since 1980-81 and was mainly due
to the steep rise in the price of petroleum products and other
commodities. During the first nine months of the current year import
growth decelerated, though the growth continued to be high at
27.3 per cent. Growth in POL imports was price driven rather than
volume driven. While POL imports increased by 45.1 per cent in
US$ value terms, the volume of imports grew only by 6.4 per cent.
Non-oil imports grew by 30.9 per cent and non-oil non-gold imports
by 31 per cent. In 2005-06 (April-October) imports continued to
grow, though at a decelerated pace, at 27.3 per cent, with growth
in POL at 45.4 per cent mainly due to price increase, with quantity
growth of POL items being only 1.6 per cent. The growth of non-
oil imports also decelerated and increased by 20.1 per cent and
non-oil non-gold imports increased by 22 per cent in the first nine
months of 2005-06. The increase in imports is also attributable to
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the growth in import of items like gold and silver, capital goods and
export related items, besides POL imports.

Trade deficit which has been showing a widening trend in
recent years reached US$28.6 billion in 2004-05. In the first three
quarters of 2005-06 the merchandise trade deficit has crossed the
whole year figure for 2004-05 and has touched US$ 28.6 billion.
Non-oil trade balance which used to be in surplus turned negative
in 2004-05 and continued to be in the negative in 2005-06. This is
largely attributable to the high demand for imports due to the pick
up in economic activity in the country, with GDP growing at 6.9 per
cent and 8.1 per cent in 2004-05 and 2005-06 (April-September)
respectively and the manufacturing out put growing at 9.1 and 9.9
per cent respectively during the same periods.

The Annual Supplement to the Foreign Trade Policy 2004-09,
announced in April, 2005 incorporated additional policy initiatives
and further simplified the export procedures. State governments
will be actively involved in providing an enabling environment for
boosting international trade, by setting up an Inter-State Trade
Council. Different categories of advance licences were merged
into a single category for procedural facilitation and easy monitoring.
The Supplement provides renewed thrust to exports from the
agricultural sector. Other policies announced were the removal of
cess on exports of all agricultural and plantation commodities,
extension of the Vishesh Krishi Upaj Yojna to poultry and dairy
products. Some other measures which are likely to boost exports
and employment from the agricultural sector include reduction in
bank guarantee from 25 per cent to 15 per cent for Agriculture
Export Zones (AEZ) units, reduction in export obligations for
agricultural exports under Export Promotion Capital Goods (EPCG)
scheme and special package for modernizing the marine sector.
As per the Annual Supplement, the incremental direct employment
generated by exports is 10 lakhs jobs in 2004-05 and total
employment generated during the year corresponding to export
activity was 1 crore jobs. Achievement of the $150 billion target of
exports by 2009 would generate another one crore jobs. A major
policy development in the trade sector was the passing of the
Special Economic Zone (SEZ) Act in June 2005. SEZ scheme was
introduced with the objective of providing an internationally
competitive and hassle free environment for exports and for
attracting Foreign Direct Investment (FDI), and to facilitate transfer
of technology, which can result in creation of employment. SEZs
are specifically delineated duty free enclaves and are treated as
deemed foreign territory for the purpose of trade operations and
duties and tariffs. To implement the provisions of SEZ Act, 2005,
SEZ Rules are being framed. The Act provides for attractive fiscal
incentives and tax concessions for the developers as well as
manufacturers.

India's external debt was US $ 124.3 billion at end-September,
2005 as against US $ 123.3 billion at end-March, 2005. While
long term debt amounted to US $ 116.0 billion, short term debt
stood at US $ 8.3 billion at end-September, 2005. The Key
indicators of external debt continued to improve during the year.
The external debt to GDP ratio dropped during the year from 17.8
percent at end-March, 2004 to 17.4 percent at end-March, 2005.
Debt servicing as a proportion of gross current receipts declined
from 16.3 percent during 2003-04 to 6.2 percent in 2004-05. In
terms of international comparison, India's external debt position
remained comfortable.

Social Sector Development

Expenditure of the Central Government on social services
including rural development increased from Rs.18,240 crore in
1995-96 to Rs.66,690 crore in 2005-06 (BE). However, total
expenditure on social sectors of the general government (combined
Centre and State Governments) as a percentage of GDP at current
market prices decreased from 6.3 per cent in 2000-01 to 5.7 per
cent in 2005-06 (BE).



II. DEPARTMENT OF EXPENDITURE

The Department of Expenditure is the nodal Department for
overseeing the public financial management system in the Central
Government and matters connected with State finances. Principal
activities of the Department include pre-sanction appraisal of all
major schemes/projects (both Plan and non-Plan expenditure);
handling bulk of the Central budgetary resources transferred to
States; implementation of the recommendations of the Finance
Commission; overseeing the expenditure management in the
Central Ministries/Departments through the interface with the
Financial Advisors, the Financial Rules, Regulations & Orders and
monitoring of Audit comments/observations; preparation of Central
Government Accounts; manage the financial aspects of personnel
management in the Central Government; assisting Central
Ministries/Departments in controlling the costs & prices of public
services and organizational re-engineering; and reviewing systems
and procedures to optimize outputs and outcomes of public
expenditures. The Department is also managing coordination of
matters concerning the Ministry of Finance including Parliament-
related work of the Ministry. The Department has under its
administrative control the National Institute of Financial
Management (NIFM), Faridabad.

The agenda for the Department was guided by the framework
provided by the (i) Thrust Areas set for D/o Expenditure by the
Prime Minister, including 5-planks of institutional reforms, viz.,
Decentralisation, Simplification, Transparency, Accountability and
e-governance. (ii) Initiatives on Expenditure Management
announced by the Finance Minister Fiscal Policy Strategy
Statement (FPSS) prepared under the Fiscal Responsibility and
Budget Management Act in Budget 2005-06. (iii) The
recommendations of the 12th Finance Commission concerning
fiscal reforms. D/o Expenditure aimed to tighten financial discipline
on the one hand while expediting financial decision making on the
other.

Ill. DEPARTMENT OF REVENUE

1. The Department of Revenue exercises control in respect
of revenue matters relating to Direct and Indirect Union Taxes.
The Department is also entrusted with the administration and
enforcement of regulatory measures provided in the enactments
concerning Central Sales Tax, Stamp Duties and other relevant
fiscal statutes. Control over production and disposal of opium and
its products, is also vested in this Department.

2. Tax policies are formulated in order to mobilize financial
resources for the nation, achieve sustained growth of the economy,
macro-economic stability and promote social welfare by providing
fiscal incentives for investments in the social sector. Suitable
changes were made in the Budget 2005-06 to achieve these
objectives. The details of these changes are given in paragraphs
3.3 and 4.11.

3. During the financial year 2005-06, the drive against
smuggling, tax evasion, etc., continued throughout the country in
view of Government’s firm resolve to take strict action against socio-
economic offenders. The year also witnessed continued efforts at
better coordination with the intelligence/enforcement agencies of
other countries.

4. The Central Economic Intelligence Bureau acts as a nodal
agency for economic intelligence, for interaction & coordination
among the concerned regulatory agencies in the areas of economic
offences. The Bureau has also been charged with the responsibility
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of overall administration of Conservation of Foreign Exchange and
Prevention of Smuggling Activities Act 1974 (COFEPOSAAct) and
monitoring of actions taken by the State Governments. During the
year 2005-06, information on violation of economic laws was
passed on to the enforcement agencies concerned in order to bring
the offenders to book; trends in economic offences were also
analysed and COFEPOSA Act 1974 was administered vigorously
to tackle the menace of smuggling and foreign exchange
racketeering.

5.  The Income Tax Offices throughout the country continued
their drive against tax evaders. During the financial year 2005-06
(upto Dec. 05), a total number of 1913 (prov.) Search Warrants
were executed, leading to the seizure of assets worth Rs.226.16
crores (prov.), and a total number of 4929(prov.) Surveys were
conducted out of which the amount of additional income disclosed
was Rs.981.71 crores (prov.). As regards assessees, 5.62 lakhs
new assessees were added during the financial year 2005-06 (upto
October, 2005).

6. The Customs and Central Excise Offices also continued
their drive vigorously against duty evasion. During the financial
year 2005-06 (upto December, 2005), a total number of 4286 cases
of evasion of Central Excise and 593 cases of evasion of Customs
duty were detected, involving duty effect of Rs.2351.17 crores and
Rs.643.14 crores, respectively. The drive against smuggling
continued unabated. All Commissionerates along the coast, land
borders and, in charge of international airports, remained fully alert
to prevent smuggling of contraband, both into and out of the country.
As a result, during the financial year 2005-06 (upto December,
2005), in 25,271 smuggling cases, goods worth the value of
Rs.1508.78 crores were seized.

IV. DEPARTMENT OF DISINVESTMENT

The Ministry of Disinvestment was converted into a Department
under the Ministry of Finance with effect from 27th May 2004 and
has been assigned all the work relating to disinvestment, which
was earlier being handled by the Ministry of Disinvestment. In
January 2006, the Department of Disinvestment has also been
assigned the work relating to financial policy in regard to utilization
of the proceeds of disinvestment channelised into the National
Investment Fund.

The National Common Minimum Programme adopted by the
Government outlines the policy of the Government with respect to
the Public Sector, including disinvestment of Government’s equity
in Central Public Sector Enterprises (CPSESs). At present, the
emphasis is to list, large, profitable CPSEs on domestic stock
exchanges and to selectively sell small portions of equity in listed,
profitable CPSEs (other than the navratnas).

The Government has constituted a “National Investment
Fund”(NIF) into which the proceeds from disinvestment of CPSEs
would be channelised. The NIF would be maintained outside the
Consolidated Fund of India and would be professionally managed
by the selected Public Sector Mutual Funds to provide sustainable
returns without depleting the corpus. 75% of the annual income of
NIF will be used to finance selected social sector schemes, which
promote education, health and employment. The residual 25% of
the annual income of NIF will be used to meet the capital investment
requirements of profitable and revivable CPSEs that yield adequate
returns, in order to enlarge their capital base to finance expansion/
diversification.



CHAPTER |

DEPARTMENT OF ECONOMIC AFFAIRS

1. ECONOMIC DIVISION

1.1 The Economic Division tenders expert advice to the
Government on important issues of economic policy. The Division
monitors economic policies and advises on policy measures
relating to macro management of the economy and on reforms.

1.2 As part of its regular activities, the Economic Division
brings out the Annual Economic Survey which is placed in
Parliament prior to the presentation of the Central Government
Budget. The Economic Survey provides a comprehensive overview
of important developments in the economy. It also analyses recent
economic trends and provides an in-depth appraisal of policies.
Over the years, the Economic Survey has acquired the status of
an authoritative source and a useful compendium of the annual
performance of the Indian economy.

1.3 The Division also brings out the Economic and the
Functional Classification of the Central Government's Budget which
is also presented to the Members of both the Houses of Parliament.
The publication presents an estimate of the savings of the Central
Government and its departmental undertakings, gross capital
formation and the magnitude of the development and consumption
expenditure broken up under broad functional heads.

1.4 The Division's Monthly Economic Report provides a
synoptic view of the current economic situation and helps in
monitoring the performance of the economy. This is circulated to
the Cabinet and senior officers of the Government and Indian
Mission abroad. The Division also brings out every month an
abstract entitled "Selected Economic Indicators" which gives the
latest available data on the key sectors of the economy. The Division
prepares, from time to time briefs on the performance of the
infrastructure sector, agriculture and industrial production , the price
situation, trends in tax collection, the balance of payments and
the monetary situation. The Division also undertakes short-term
forecasting of key economic variables.

15 As part of its advisory functions, the Economic Division
prepares analytical notes and background papers on important
policy issues and also provides briefs for meetings of the
Consultative Committees and Working Groups set up by the
Government. The officers of the Economic Division participate in
consultations with various missions from international institutions,
such as, International Monetary Fund (IMF), the World Bank &
WTO etc. The Division works in close cooperation with the Reserve
Bank of India, the Planning Commission, the Central Statistical
Organisation, the Ministry of Commerce and Industry and the
Economic and Statistical Wings of their Ministries.

1.6  The work of the Economic Division is organised under
the following units:
External Sector
Public Finance & Fiscal Policy
Industry and Infrastructure
Prices and Agriculture
Coordination Unit
Social Sectors

N o g kM wDd

Money & Capital Markets.

1.7 The External Sector Unit monitors and reviews the
emerging trends in India's foreign trade and balance of payments
position. It is associated with the Department of Commerce in
various consultations and discussions relating to Import & Export
Policy of the Government, multilateral trade negotiations, trade
liberalization and economic cooperation. It is also concerned with
meetings of the IMF, IBRD, WTO and other international agencies.
It is responsible for monitoring and effective management of
external debt and planning for sustainable future borrowing levels.
Itis the nodal agency for implementing Special Data Dissemination
Standards, established by the IMF, to which India subscribed w.e.f.
1.1.1997. External Sector Unit also assists in the preparation of
the Working Group Report on Balance of Payments for the five
year plans

1.8 External Debt Management Unit (EDMU) set up in the
Ministry of Finance, Department of Economic Affairs is the apex
Unit for external debt monitoring and management exercises. The
Unit, besides releasing external debt statistics for two quarters
ending September and December in compliance with the
requirement under IMF's Special Data Dissemination Standards,
brings out Status Report on India's External Debt on a regular basis
covering detailed analysis of annual external debt statistics together
with international comparison.

1.9 The Public Finance and Fiscal Policy Unit deals with
matters relating to public finance and budgetary operations of the
Central Government. Statistics relating to finances of the Centre
and States are compiled in this Unit. This Unit furnishes
Government Finance Statistics (GFS) as per prescribed standards
to the IMF. The Unit brings out annually two important public
documents: "An economic and functional classification of the Union
Budget", which facilitates a cross-referencing of the two types of
classifications for evaluating the budgetary transactions and "Indian
Public Finance Statistics" which presents trends in revenue and
expenditure of the Central and State Governments, classified by
economic categories. Notes on various aspects of public finance
are prepared in the Unit for the meetings of the Standing Committee,
the Consultative Committee and the Estimates Committee of
Parliament. It is also associated with the estimation of resources
for the Central Sector Plan. The Unitis involved in the process of
formulation of tax policies of the Government. In particular, it
examines various pre-budget memoranda received from
associations representing trade and industry regarding tax matters.
These representations are examined from broader economic
perspective, keeping in view the issues of the equity and efficiency,
in the formulation of tax policies. Besides, this Unit also maintains
a close liaison and collaborates with institutions engaged in applied
economic research, outside the Government in the sphere of macro
economic modeling, policy and analysis of economic issues. The
Unit monitors the performance of macro economic aggregates and
deals with policy matters arising therefrom.

1.10 Industry Unit advises the Government on policy issues
relating to Industry at both macro and sectoral levels. The unit
also monitors and reviews on a continuous basis the trends in
industrial production and its performance. It also analyses the
investment climate both domestic and international, industrial
sickness and industrial relations.

1.11  The Prices and Agriculture Unit monitors and reports
on price situation and advises on general price policy matters



relating to supply management especially in respect of essential
commodities and advises on policy matters relating to agriculture
sector. This unit also examines proposals from other Ministries
regarding price policy issues such as, fixation of minimum support
price for crops and selected commodities and the impact of price
changes on general price level and other policy matter relating to
Agriculture sector. The unit assists Committee of Secretaries on
Monitoring of Prices. The unit produces weekly report on price
situation followed up by a monthly summary that include movement
in consumer price indices to serve as a feed back for policy. The
unit also advises the Government on pricing policies relating to
food and agriculture commodities.

1.12 The Coordination Unit is entrusted with macro-
economic policies, economic reforms, coordination, management
information system, computerisation and internal administration
of Economic Division . It coordinates the production of Economic
Survey and also arrange pre-budget meetings. The unit also
produces from time to time notes on various aspects of the Indian
Economy for use of Senior officers, PMO, President's Secretariat
etc. The unit also prepares and monitors the annual action plan of
the Division.

1.13 The Social Sector Unit prepares analytical notes on
poverty, employment, rural development and other topics
concerning social sectors like health, education labour matters etc.
The unit also advises the Government on specific policy issues in
social sectors, examines reports, draft policy papers /Cabinet Notes,
budget proposals in Social Sectors concerning issues on social
sectors.

1.14  Money and Capital Market Unit advises the Ministry
on Money and Credit Policy and deals with issues relating to Capital
& Financial Market developments. The unit periodically reviews
and monitors money supply (M3), bank credit to the Government ,
bank credit to the commercial sectors, deposits and credit growth
of the scheduled commercial banks that influence the liquidity level
in the economy.

BANKING AND INSURANCE DIVISION

2. BANKING

21 Organization and Role

Banking & Insurance Division is concerned with Government
policies, which have a bearing on the working of commercial banks,
Insurance Companies and the term lending institutions. The
Division is under the charge of Secretary, Department of Economic
Affairs assisted by Additional Secretary (Financial Sector), three
Joint Secretaries and an Economic Adviser.

2.2.1 Proposal for amendments to the Banking
Regulation Act, 1949.

To give effect to the amendments announced by Hon'ble
Finance Minister in his Budget Speech 2005-06 and also to confer
operational flexibility to Reserve Bank of India, the Banking
Regulation (amendment) Bill, 2005 was introduced in the Lok
Sabha on 13th May, 2005 with a view to strengthen regulatory
power of RBI over commercial as well as Cooperative banks, the
proposed legislation also removes the restrictions on voting rights.
It also empower RBI to grant exemption to any banking company
from the provisions of Section 20 with respect to the restrictions
on entering into any commitment granting any loan or advances to
any company as well as empower RBI to specify the SLR without
any floor or ceiling. Beside this, it also empowers RBI to order
special audit of the accounts of cooperative banks in the public
interest etc.

2.2.2 Amendmentto the Reserve Bank of IndiaAct, 1934.

In order to remove limit for CRR to facilitate more flexible
conduct of monetary policy and to enable RBI to lend or borrow
securities by way of Repo, reverse Repo or otherwise, a Bill to
amend the RBI Act, 1934 was introduced in the Lok Sabha on
13th May, 2005.

2.2.3 Amendment to Banking Companies (Acquisition
& Transfer of Undertaking) Act, 1970/1980.

In order to increase the number of Whole-Time Directors from
two to four and to restrict the number of shareholder Directors to
three and for setting up of a financial restructuring authority for
potentiality weak banks and to make other necessary changes to
enhance flexibility to the boards of the banks and improve corporate
governance, a Bill, Banking Companies (Acquisition and Transfer
of Undertakings) and Financial Institutions Law (Amendment) Bill,
2005 was introduced in the Lok Sabha on 16th August, 2005.

2.3.1 CUSTOMER SATISFACTION IN BANKING SERVICES

RBI have constituted a Committee on procedures and
performance audit on different services under the Chairmanship
of Shri S.S.Tarapore, former Deputy Governor, RBI. Further in
order to support broad based improvement for customer services
in relation to various banking services, all banks were advised by
RBI to constitute Ad-hoc Committees in their banks in December,
2003. The banks were also advised in June, 2004 to associate
non officials in the Ad-hoc Committee set up by them. With a view
to strengthen the corporate governance in the banking system, all
the Public Sector and Private Sector Banks have been advised by
RBI to constitute a Customer Service Committee of the Board on
a continuing basis dedicated to bringing about on-going importance
in the quality of customer service provided by them.

Banks have been advised that intervention by top management
of banks and effective oversight of the customer services by the
Board, on an on-going basis would be essential. Banks have also
been advised to initiate innovative measures for enhancing the
quality of customer service and improving the level of customer
satisfaction for all the categories of clientele, at all times.

Each bank has appointed a Nodal Officer, generally of the
rank of General Manager to look into the various grievances. Each
bank has also formulated a Citizens' Charter to bring out broadly
different types of banking services provided to the customers and
also contains the grievance redressal machinery.

2.3.2 REVISED BANKING OMBUDSMAN SCHEME

Banking Ombudsman Scheme is in operation since 1995. The
Scheme works under the control and supervision of Reserve Bank
of India (RBI). Banking Ombudsman is an independent body with
legal powers to settle disputes quickly and inexpensively. RBI has
appointed 15 Banking Ombudsmen all over the country. The
system is designated to ensure, in normal course, satisfactory
resolution of complaints as early as possible. Any customer whose
grievance has not been resolved by bank(s) to his satisfaction can
approach Banking Ombudsman. The Scheme has been revised
by RBI in 2002, in consultation with Government of India, with an
important amendment of Arbitration and Reconciliation
Procedure which empowers the Banking Ombudsman to act as
an Arbitrator. For popularizing the Scheme, advertisement in the
daily newspapers is issued from time to time making the
customers aware about the Scheme. The Chief Executives of
the banks have been requested to ensure that the awards of the
Banking Ombudsman are honoured without raising unnecessary
objections. With a view to make the scheme more effective, the
Banking Ombudsman Scheme has been further revised. The
revised scheme has been notified by RBI and operationalised in
January, 2006.

2.3.3 NON-BANKING FINANCIAL COMPANIES:

The activities of Non Banking Financial Companies (NBFCs)
are being regulated by Reserve Bank of India (RBI). Concern has
been expressed over the plight of investors in the NBFCs. The
necessity was, therefore, felt to safeguard the interest of the public/
investors. The Government of India appointed a Task Force on
NBFCs to go into inter alia, the adequacy of present legislative
framework and to devise improvements in procedure relating to
customer complaints. The Task Force considered various
legislations and suggestions received from different quarters and



made wide ranging recommendations to deal with redressal of
depositors' grievances. To give effect to the recommendations of
the Task Force and to remove certain hurdles in the administration
of certain provisions, the Central Government had decided to enact
a new legislation - The Financial Companies Regulation Bill, 2000.
The bill provided for safeguards to protect the interests of
depositors/investors of NBFCs. The Bill was introduced in the Lok
Sabha on 13th December, 2000. It had been referred to the
Standing Committee on Finance, which gave its report to the
Hon'ble Speaker on 30th June, 2003.

The recommendations of the Committee are under
consideration of the Government in consultation with the RBI. In
February, 2005, RBI informed that "internationally, acceptance of
public deposits is restricted to banks only, and non-banks including
NBFCs raise resources from institutional sources or by accessing
capital market. In the Mid Term Review of the Annual Monetary
Policy for the year 2004-05 by RBI, it was announced that in line
with the international practices, NBFCs are being encouraged to
move in this direction. Therefore, itis felt that a separate legislation
for financial companies is not necessary at this stage".

Itis felt that NBFCs in India play a unique role, which could not
be ignored. But for NBFCs, the whole concept of higher purchase
would not have developed. Consumer finance was also pioneered
by NBFCs, not banks. Therefore, there is a strong feeling that NBFCs
should be strengthened and given a larger role subject to regulations.
While RBI is still working out suitable proposals for regulatory
changes, a small group of officers from Ministry of Finance and
Officers from Indian Banks' Association and Association of NBFCs
has been constituted to make recommendations for regulatory
changes. Final views of the group are yet to be finalized.

It would thus be noticed that no final view has been taken as
to whether a separate legislation for regulation of NBFCs is required
or not.

234 ASSET RECONSTRUCTION COMPANIES

"The Securitisation and Reconstruction of Financial Assets
and Enforcement of Security Interest (SARFAESI) Act, 2002"
provides legal framework for function of the Asset Reconstruction
Companies. The Act also confers powers on Reserve Bank of India
(RBI) to regulate the functioning of ARCs. RBI has issued
guidelines and directions for regulation of Securitisation
Companies/ Reconstruction Companies under the above Act on
April 23, 2003.

At present there are 3 ARCs in the country viz. Asset
Reconstruction Company (India) Limited (ARCIL), Assets
Securitisation & Reconstruction (ASR) - having its Registered
Offices in Mumbai and Assets Care Enterprise Ltd. (ACE) - having
its Registered Office in New Delhi.

235 FOREIGN DIRECT INVESTMENT/FOREIGN
INSTITUTIONAL INVESTMENT IN SECURITY
RECEIPTS ISSUED BY ASSET RECONSTRUCTION
COMPANIES
Government has decided on 08th November, 2005 to permit
Foreign Direct Investment (FDI) in the equity capital of Asset
Reconstruction Companies (ARCSs). Foreign Investment Promotion
Board (FIPB) would henceforth consider applications from persons/
entities eligible to invest in India in the equity capital of Asset
Reconstruction Companies registered with Reserve Bank of India
under the FDI route : subject to the following conditions :

a) Maximum foreign equity shall not exceed 49% of the paid
up capital.

b) Where any individual investment exceeds 10% of the
equity, ARC should comply with the provisions of Section
3(3)(f) of SARFAESI Act.

Foreign Direct Investment alone will be permitted; investments
by Foreign Institutional Investors (FlIs) will not be permitted.

The policy on FDI in ARCs would be reviewed after two years.

From November 11, 2005 Foreign Institutional Investors (FlIs)
registered with Securities and Exchange Board of India (SEBI)
are permitted to invest in Security Receipts (SRs) issued by Asset
Reconstruction Companies (ARCs) registered with the Reserve
Bank of India. Flls can invest upto 49 per cent of each tranche of
scheme of Security Receipts subject to the condition that
investment of a single Fll in each tranche of scheme of SRs shall
not exceed 10 per cent of the issue. The policy on FIl Investments
would be reviewed after one year.

2.4 REGIONAL RURAL BANKS:

2.4.1 Regional Rural Banks (RRBs) have been established
since, 1975 under the provisions of the Ordinance promulgated
on 26th September 1975 and Regional Rural Banks Act, 1976 with
a view to developing the rural economy as well as to create an
alternative channel to 'cooperative credit structure' in order to
ensure sufficient institutional credit for rural and agriculture sector.
As on 31 March 2005, 196 RRBs were functioning in 523 districts
in the country with a network of 14484 branches.

The RRBs are jointly owned by the Government of India, the
State Government concerned and the Sponsor Bank (Public Sector
Banks except in case of 4 RRBs). The issued capital of an RRB is
shared by them in the proportion of 50%, 15% and 35%
respectively. The area of operation of the RRB is limited to a
notified area. The RRBs grant loans and advances mostly to small
and marginal farmers, agricultural labourers and rural artisans.

2.4.2 Deposit and Advances:

The deposit base of RRBs improved by 11.03 percent from
Rs.56,350.34 crores as on 31st March, 2004 to Rs.62,143.00 crores
as on 31st March 2005. The loans disbursed by RRBs as on 31st
March 2005 aggregated to Rs.21,082.47 crores as against
Rs.15,579.05 Crores in the previous year, registering a growth of
35.33 per cent.

2.4.3 Financial Results:

The financial results of the year 2004-05 indicate that the RRBs
are on the path of becoming stronger financial intermediaries in
the rural sector. As per the financial results, the number of profit
making RRBs have increased from 163 in the previous year to
167 as on 31st March, 2005. As against 163 RRBs in the previous
year earning profit of Rs. 952.33 crore, 167 RRBs have earned a
profit of Rs. 904.43 crore during the year 2004-05. Only 29 RRBs
have incurred losses to the extent of Rs. 153.96 crore.

The Non-performing Assets of these banks have declined from
12.61% as on 31st March, 2004 to 8.53% as on 31st March, 2005.
Further, the percentage of recovery to demand has progressively
improved over the years from as low as 57 per cent as on 30th
June 1997 to 77 per cent as on 30th June 2004.

The number of Self-help Groups (SHGSs) linked by RRBs
increased from 4,05,998 in 2003-04 to 5,63,846 in 2004-05. The
total amount of bank loan disbursed to the SHGs by RRBs as on
31st March 2005 was Rs.2099.54 crore and the refinance thereof
amounted to Rs.967.30 crore.

As a part of the comprehensive restructuring programme,
recapitalisation of RRBs was initiated in the year 1994-95. Till
March, 1999-2000, 187 RRBs have been provided with aggregate
financial support of Rs.2188.44 crore from the shareholders (GOI/
Sponsor Banks and State Governments).

2.4.4 Refinance Support from NABARD:

NABARD's sanction of short-term credit limits for seasonal
agricultural operations recorded a healthy increase of 48 per cent
during the year 2004-05 (Rs 2001.95 crore sanctioned to 122
RRBs) as against an approval of Rs.1346.61 crore to 123 RRBs
for the previous year. The utilisation of the credit limit was also
appreciable during the year 2004-05 (89 percent of sanctioned



limit) as compared to about 69% of the limit sanctioned for the
preceding year 2003-04.

The investment credit also recorded a marked improvement
over the preceding year. The refinance assistance at Rs.2049.11
crore availed by RRBs constituted 28.9% of total refinance assistance
disbursed by NABARD during the year 2004-05 compared to
Rs.1589.35 crore constituting 20.9% of total investment credit
refinance provided by NABARD in the previous year.

2.45 Restructuring/Merger of RRBs

As regards restructuring of RRBs, it has been decided that
Sponsor Banks should be held accountable for the performance
of RRBs. RRBs that adopt a new governance standard and that
abide by the prudential regulations will qualify for receiving funds
from the Government for their restructuring. Further, the process
has been initiated for the amalgamation of RRBs sponsored by
same bank within a State to enhance capital base, have benefit of
larger resources and economies of scale etc. As on 27 January,
2006 notifications under Sub - Section (1) of Section 23A of RRBs
Act, 1976 for amalgamation of 47 RRBs into 16 amalgamated
entities sponsored by 11 banks in 10 States have been issued.

25 SME POLICY

2.5.1 A"Policy Package on Stepping up credit to SME sector"
has been announced in the Parliament on August 10, 2005 which
inter-alia includes fixing self targets for funding Small and Medium
Enterprises (SMEs) to achieve a minimum 20% year on year growth
in credit to SMEs. The objective is to double the flow of credit to
the SME sector by 2009-10, i.e. within a period of 5 years. The
credit to small scale units which stood at Rs.67,600 crore for 2004-
05 is to be raised to Rs.135,200 crore by 2009-10. Reserve Bank
of India has issued instructions in this regard advising all banks to
implement the policy measures. The salient features of the policy
package are as under:-

2.5.2 Fixing of self-targets for financing to SME sector

by banks
Government of India has indicated minimum 20% year on year
growth for credit flow to the SME sector. The objective is to double
the flow of credit from Rs.67,600 crore in 2004-05 to Rs. 135,200
crore to the SME sector by 2009-10, i.e. within a period of 5 years.

Reserve Bank of India (RBI) has been emphasizing on enhanced
credit flow to this sector through various policy measures from time to
time. The recent initiative being the "Scheme of Small Enterprises
Financial Centres (SEFCs)" under which SIDBI will be co-financing
with commercial bank branches to SMEs in identified clusters.

2.5.3 Measures to rationalize the cost of loans to SME
sector

Banks may initiate necessary steps to rationalize the cost of
loans to SME sector by adopting a transparent rating system with
cost of credit being linked to the credit rating of enterprise. SIDBI
has developed a Credit Appraisal & Rating Tool (CART) as well as
a Risk Assessment Model (RAM) and a comprehensive rating
model for risk assessment of proposals for SMEs. The banks may
consider to take advantage of these models as appropriate and
reduce their transaction costs, as SIDBI has already placed the
same with their branches.

2.5.4 Measurestoincreasethe outreach of formal credit
to the SME sector
All banks, including Regional Rural Banks to make concerted
efforts to provide credit cover on an average to at least 5 new
small/medium enterprises at each of their semi urban/urban
branches per year.

2.5.5 Cluster based approach for financing SME sector
In view of the benefits accruing on account of cluster based
approach for financing SME sector due to reduction in transaction
costs, mitigation of risk, etc., banks may treat it as a thrust area
and increasingly adopt the same for SME financing. In order to

undertake risk profiling of clusters, SIDBI and IBA have taken
necessary steps and the reports would be of great value to banks
in their credit decisions.

2.5.6 Debt restructuring mechanism and a One Time
Settlement (OTS) Scheme for SME sector

The problem of sickness is prevalent in the SME sector due
to globalization/liberalization and stiff competition from domestic
and multinational corporates. Further, large number of borrowal
accounts in the books of commercial banks are under stress due
to various reasons. In order to enable banks to recover old NPAs
and clean up their balance sheet and also to provide relief/
concessions to SME borrowers, a One time Settlement (OTS)
Scheme and Debt restructuring mechanism for SME sector
covering outstanding amount up to Rs. 10 crore in the books of
banks have been announced.

2.5.7 Debts Recovery Tribunals

The Debts Recovery Tribunals (DRTs) have been established
under the provisions of the Recovery of Debts Due to Banks and
Financial Institutions Act, 1993 for speedy adjudication and
recovery of debts due to Banks and Financial Institution. As on
31.12.2005 twenty-nine Debts Recovery Tribunals and five Debts
Recovery Appellate Tribunals are functioning throughout the
Country except the State of Jammu and Kashmir.

The details of cases filed, disposed of, the amount recovered
during the last three years are given below :-

Rupees in crores

Financial No. of Amount  No. of cases Recovery
Year cases filed involved disposed of made
2003-04 9327 13968.03 10354 4520.77
2004-05 7627 19302.37 8988 4395.42

2005-06 (upto
31.12.2005) 4784 13726.97 6147 8010.75
2.6 Industrial Development Bank of India Ltd.

2.6.1 Industrial Development Bank of India, a statutory
corporation established under the Industrial Development Bank of
India Act, 1964, was converted into a commercial banking company,
Industrial Development Bank of India Ltd. (IDBI), with effect from
October 1, 2004, in terms of the Industrial Development Bank
(Transfer of undertaking and Repeal) Act 2003. Following the
conversion, IDBI Ltd. has commenced commercial banking
business in addition to its mandated development banking activities.
According to the Articles of Association of IDBI, Government of
India continues to be the majority shareholder of the Company.
Government stake in IDBI stands at 53%.

IDBI Ltd. Before its conversion to a commercial bank, was the
leading development financial institution providing finance to large
and medium industrial enterprises also.

After entering into commercial banking and with merger of its
subsidiary with itself, IDBI Ltd has expanded its product basket
and also offers various deposit products, trade finance, cash
management services, treasury products, investment products.

2.6.2 Financial Performance

The accounting year 2004-05 of IDBI covers the period of six
months ranging October 1, 2004 to March 31, 2005. This is due to
extension of financial year 2003-04 by six months i.e. up to
September 30, 2004 to coincide with the date of transformation of
IDBI into a banking company.

Bank's working during the financial year 2004-05 (October 2004-
March 2005) resulted in a Profit Before Tax (PBT) of Rs.288.5 crore.
After making a provision of Rs.40.7 crore towards taxation and taking
into account differed tax credit amounting to Rs.59.5 crore, Profit
After Tax (PAT) amounted to Rs.307.3 crore. The Bank paid dividend



at 7.5% on equity capital for the financial year 2004-05 (pertaining
to the six month period October 2004-March 2005). At the time of
conversion of IDBI into a bank, the Government set up Stressed
Assets Stabilization Fund with a corpus of about Rs. 9,200 crore, to
which IDBI transferred its stressed assets of a like amount.

As against the stipulated RBI norms of 9%, Capital Adequacy
Ratio (CAR) of IDBI Ltd. as at end-March 2005 worked out to 15.5%.
The Tier-I CAR was also at high level of 11.9%

2.6.3 Industrial Investment Bank of India Limited,
Kolkata

Industrial Investment Bank of India Limited (IIBl) was set-up
as a company under the Companies Act, 1956, in March 1997 by
converting the erstwhile Industrial Reconstruction Bank of India,
constituted under an Act of Parliament. It is fully owned by the
Govt. of India and owes its origin to Industrial Reconstruction
Corporation of India (IRCI) Ltd., set-up in 1971 for rehabilitation of
sick industrial undertakings.

2.6.4 Function

The institution provided financial assistance to industrial
concerns. High cost of funds and have mounting NPAs made further
operations unviable. As a result at present, the business activities
of 1IBI are restricted.

2.6.5 Business Profile

The entire paid-up equity capital of 1IBl of Rs. 225 crore, is
held by the Govt. of India. The paid-up preference share capital of
Rs. 221.08 crore, is held by different banks, institutions etc. Its
business assets as on 31.03.2005 were around Rs 1,482 crore
with Net NPAs at around Rs 487 crore (32.90%). Net worth of the
company stood at Rs. (-) 343.28 Crore.

2.6.6 IFCI Limited

IFCI is the first Development Financial Institution of India set
up in 1948 as a Statutory Corporation under an Act of Parliament
to pioneer institutional credit to medium and large industries. It
was converted into a Public Limited Company on 1st July, 1993.

Throughout the year 2004-05, IFCI operated in the
restructuring mode concentrating its efforts on restructuring of its
Balance Sheet primarily to reduce its asset-liability mismatches.
During this period, IFCI had not sanctioned any assistance as part
of its restructuring process. The assistance disbursed during the
said period was limited to Rs.91 crore. The disbursements were
mainly on account of restructuring of assisted concerns and
devolvement of guarantees. Cumulatively, up to 31.3.2005, IFCI
had made an aggregate sanction of Rs.46,159 crore to 4866
projects and disbursed Rs.44,409 crore.

During the year 2004-05, IFCI suffered a net loss of Rs.324
crore as compared to the net loss of Rs.3,230 crore incurred during
the previous year. The accumulated losses as on 31st March, 2005
stood at Rs.4698 crore. The net loss for the half-year ended 30th
September, 2005 was of the order of Rs.56 crore against Rs.82
crore for the corresponding period of the previous year.

2.6.7 EXPORT-IMPORT BANK OF INDIA( EXIM BANK)

Exim Bank of India was set up in 1982 by an act of Parliament,
for the purpose of financing, facilitating and promoting foreign trade
of India. It is the Principal Financial Institution in the country for
coordinating working of institutions engaged in financing exports
and imports. The Govt. of India wholly owns Exim Bank of India.

During the year ended March 2005 (FY 2004-05), the Bank
sanctioned loans of Rs.15853 crore under various lending
programmes, as against Rs. 9,266 crore, during 2003-04.
Disbursements during the year amounted to Rs. 11435 crore, as
compared to Rs. 6,957 crore during the previous year. Loan assets
increased to Rs. 13,410 crore as on March 31, 2005 from Rs.10,775
crore as on March 31, 2004. Profit after tax amounted to Rs.258
crore during FY 2004-05 as against profit after tax of Rs. 229 crore

during FY 2003-04, an increase of 13%. A Dividend of Rs. 65 crore
was paid to the Government for FY 2004-05 as compared to Rs.
47 crore in the previous year. The Capital to Risk Assets Ratio
(CRAR) stood at 21.6% as on March 31, 2005 as compared to
23.5% as on March 31, 2004.

During the year (2004-05), 570 contracts aggregating Rs.7,945
crore covering 64 countries were secured by 198 Indian exporters
with Exim Bank's support. During April-December 2005 the Bank
supported 419 contracts aggregating Rs.9781 crore covering 56
countries secured by 144 Indian Exporters.

2.6.8 Small Industries Development Bank of India

Small Industries Development Bank of India was set up in
1990, as the principal financial institution for promotion, financing
and development of industry in the small scale sector and
coordinating the functions of other institutions engaged in similar
activities. In order to cater to the varied needs of the Small Scale
sector including the tiny, village and cottage industries, SIDBI has
devised suitable schemes for extending credit support for setting
up of new projects, expansion, diversification, modernisation and
rehabilitation of existing units, marketing related activities, venture
assistance and micro credit etc. SIDBI's financial assistance to
the sector has three dimensions [i] indirect assistance to SMEs
through primary lending institutions [PLIs], [ii] direct assistance
through SIDBI's own offices and [iii] development and support
services. During FY2005-2006, the Bank has sanctioned and
disbursed the assistance of Rs.8,156 crore and Rs.5,883 crore
upto December 2005 as compared to Rs.6,661 crore and Rs.4,232
crore respectively in the corresponding period of previous year.

2.6.9 Major initiatives taken during the year 2005-06 (up
to December 2005)

World Bank led multiagency/multi-activity Project on

Financing & Development of SMEs

For upscaling the availability of capital to SMEs and support
the demand side of the credit, SIDBI concluded negotiations with
the World Bank for a project on financing and development of SMEs
in India. This Project is a multiagency/multi-activity flagship project
led by the World Bank and other partners include DFID, UK, KfW
and GTZ Germany. The Project is of the size of Rs.1,000 crores
and has three components namely [i] Line of Credit, [ii] Risk Sharing
Facility, and [iii] Technical Assistance. It is expected that different
components of the Project, apart from increasing credit flow, would
enhance the capacity and competitiveness of SMEs and help in
generation of additional output and employment in the country.
Out of Line of Credit of USD 120 million negotiated with WB, Bank
has already drawn USD 100 million for on-lending to SMEs. To
address the demand side issues of the credit, the execution of
technical assistance under the Project has commenced.

2.6.10 Risk Capital for SMEs

With a view to meet the needs of risk capital for SMEs, SIDBI,
in association with select public sector banks, set up a national
level venture capital fund of Rs. 500 crore In October 2005. The
Fund, named as SME Growth Fund, is being utilised for investing
in equity and equity linked instruments in the growth sectors like
life sciences, light engineering, retailing, food processing, IT and
infrastructure related services.

2.6.11 Small Enterprises Financial Centres

SIDBI has worked out a mechanism for strategic alliance with
banks following RBI announcement in this regard. The new
arrangement is intended to facilitate better coordination between
the branches of SIDBI and banks located in clusters where co-
financing can be taken up on mutually agreeable terms. The Bank
has signed MoU with eleven banks so far, both in the public and
private sector.

2.6.12 Credit Rating Agency for SME Sector
SIDBI, in association with banks, CIBIL and Dun & Bradstreet
has set up a specialised rating agency for the SME sector. The



new entity named "Small and Medium Enterprises Rating Agency
of India Ltd. (SMERA)" was launched on September 5, 2005. The
agency aims at focused attention in providing viable, credible and
independent rating to the SMEs which would help enhancing their
credit rating and enable them to borrow at competitive rates.

2.6.13 Micro Credit

The cumulative disbursements under the Bank's micro finance
initiatives as at the end of December 2005 aggregated Rs.432
crore covering two lakh SHGs, benefiting over 26 lakh poor, mostly
women. The cumulative assistance would surpass Rs.600 crore
by end March 2006.

2.6.14 Credit Guarantee Fund Trust for Small Industries

As at end-December 2005, under CGS, guarantees in respect
of 36,108 SSI/tiny units were approved, covering aggregate credit
assistance of Rs.846 crore. The corpus of the fund was Rs.1057
crore as on December 31, 2005. The target for the fund is to cover
over 38,000 units covering credit assistance of over Rs.1,000 crore
by end March 2006.

2.7 Implementation of Official Language Policy in the
Banking Division, Banks and Financial institutions
2.7.1 Banking Division ensures implementation of Official
Languages Act, 1963 and Official Language Rules, 1976 as well
as instructions received from Department of Official Language,
Ministry of Home Affairs, from time to time, in the Division and also
in 27 public Sector Banks and seven all India Financial Institutions,
besides the Reserve Bank of India (RBI).

2.7.2 An Official Language Implementation Committee is
functioning in the Banking Division. This Committee periodically
reviews the progress made in the use of Hindi in RBI, Public Sector
Banks and Financial Institutions and issues necessary instructions
to take necessary measures for effective implementation of Official
Language Policy and Annual Programme issued by Department
of Official Language. These Banks and Financial Institutions send
their quarterly progress reports regarding use of Hindi in their Head
Offices to the Banking Division. These progress reports are also
reviewed in the meetings of Banking Division's Official Language
Implementation Committee. During 2005-06 four such meetings
were held on 18.05.2005, 29.08.2005, 16.11.2005 and 13.01.2006
respectively. RBI, Public Sector Banks and Financial Institutions
also have their own Official Language Implementation Committees
which also meet regularly to review the progress made in the use
of Hindi. In addition, 25Town Language Implementation
Committees also monitor the progress of implementation of Official
Language Policy in the Banks in different towns.

2.7.3 Apart from that, Departmental Official Language
Implementation Committee of Banking and Insurance has been
constituted under the chairmanship of Joint Secretary (Admn) to
review the work being done in Hindi. So far three such meetings
have been conducted.

2.7.4 As aresult of the reviews made at different levels, the
use of Hindi for official purposes in Public Sector Banks and
Financial Institutions has got accelerated. Letters received in Hindi
are being replied to in Hindi and Section 3(3) of the Official
Languages Act, 1963 is being fully implemented. Forms and other
procedural Literature are also printed bilingually. The
advertisements, press communiqués and public notices of all India
coverage are issued bilingually by Public Sector Banks and
Financial Institutions. Annual Reports and House Journals are
also being published by banks and financial institutions bilingually.
In addition, Hindi magazines are brought out by several Banks.

2.7.5 According to a decision taken by the Banking Division
Official Language Implementation Committee, the Banks whose
branches in a particular District are doing more than 80 percent of
their work in Hindi, such Districts are to be declared as 'Hindi
Districts'. At present, 489 districts have been declared as Hindi

District by different banks. Some banks have even declared some
of the States as 'Hindi States' in Region 'A’ on the above pattern.

2.7.6 Under the Rule 10(4) of the Official Language Rules,
1976 the number of notified branches/offices of various Banks and
Financial Institutions have increased to 28,562. The Banks and
Financial Institutions have also specified some of their departments
or some sections in branches for doing their entire work in Hindi
as required under Rule 8(4) of the Official Language Rules, 1976.

2.7.7 Consequent to the follow up action taken on the
recommedations made by the Committee of Parliament on Official
Language, training centres of Banks and Financial Institutions
situated mostly in Region 'A"and 'B' barring a few technical courses,
are conducting their training courses either exclusively through
Hindi medium or in mixed language of Hindi and English. Handouts
and training material are also available both in Hindi and in English.

2.7.8 Banks and Financial Institutions in addition to publishing
small glossaries and booklets containing provisions of Official
Languages Act, 1963 and rules made there under, annual
programme, specimen of Hindi letters, standard notes and drafts.,
also organise Hindi workshops to impart training for working in
Hindi for their staff. Banking Division also organises Hindi
workshops from time to time.

2.7.9 All papers which are required to be placed before
Parliament, Parliamentary Committees, Monthly summaries for the
Cabinet and all Cabinet Notes are prepared bilingually in the
Banking Division .

2.7.10 Officers of Banking Division also inspected 15 Head
offices of Banks/Financial Institutions to have an assessment of
the implemention of the various requirements of Official Language
Policy.

2.7.11 Hindi Essay competition was organised for different
categories of employees and officers during the 'Hindi forthnight -
2005.

2.8 Priority Sector Lending:

2.8.1 Indian commercial banks are required to lend at least
40 per cent of their Net Bank Credit (NBC) to projects in the priority
sector. Of these, banks are also required to lend 18 per cent of
their NBC to agriculture.

The outstanding priority sector advances of Public Sector
Banks (PSBs) increased by 26.85 per cent from Rs.244456 crore
as on the last reporting Friday of March 2004 to Rs.310093 crore
as on the last reporting Friday of March 2005. At this level, priority
sector advances formed 43.2 per cent of Net Bank Credit (NBC).
While other priority sector advances registered an increase of
Rs.28274 crore (27.8 per cent), the direct and indirect advances
to agriculture, taken together registered the maximum rise (33.21
per cent) over the previous year. Advances to agriculture
constituted 15.7 per cent of NBC as on the last reporting Friday of
March 2005.

Sector-wise break up of priority sector advances of PSBs are
detailed in Annexure-1. Bank-wise details of advances to agriculture
and weaker sections are furnished in Annexure-II.

2.8.2 Economic Empowerment of Women:

Recognizing the problems being faced by women in India in
reaching out to the formal banking system and in order to improve
the credit delivery to women, the public sector banks (PSBs) were
advised to implement a 13 Point Action Plan in December 2000.
Under the said Action Plan, the banks were advised, inter-alia, to
earmark 5% of their net bank credit (NBC) for lending to women
within 3 years viz. by March 2004.

2. The banks have since been making all-out efforts by
redefining their policies/long-term plans by taking into account
women's requirements. The credit to women at 2.36% of net bank



credit at the end of March 2001 has increased to 5.44% as at the
end of March 2005 and to 5.47% at the end of June 2005. In
addition, there has been progress in regard to establishment of
women cells at bank's Head Offices and some branches, setting
up of specialized branches, simplification of procedural formalities,
orientation of bank officers/staff on gender concerns/credit
requirements of women, launching awareness programmes/
publicity campaigns about schemes available for women,
conducting entrepreneurship development programmes, publicity
campaigns about schemes available for women, conducting
entrepreneurship development programmes for women,
strengthening existing schemes, involving NGOs/SHGs in providing
credit facilities to women entrepreneurs, etc.

3. In various Government of India schemes for poverty
alleviation and self employment viz. Swarna Jayanti Shahari
Swarozgar Yojana (SJSRY), Swarnajayanti Gram Swarozgar
Yojana (SGSY), Prime Minister Rozgar Yojana (PMRY) etc.
preference is being given to the women entrepreneurs by the Public
Sector Banks.

4. Another important channel for reaching bank credit to
the women is Self Help Groups (SHGs). The number of SHGs linked
to banks aggregated 16,53,047 as on July 2005. More than 90 per
cent of the groups linked with banks are exclusive women groups.

5. With a view to encouraging women to organize
cooperative banks, RBI has given the Mahila Banks certain
relaxations (initially for a period of 5 years), in the Entry Point Norms
(EPN). At present, there are 119 Mahila Banks as on March 2005.

2.9 Representation of Scheduled Castes/Scheduled
Tribes/Other Backward Classes/Ex-Servicemen/
Physically Handicapped in Public Sector Banks/
Financial Institutions.

2.9.1 The representation of SCs/STs, OBCs, Ex-Servicemen
and Physically Handicapped persons in 19 Nationalised Banks,
State Bank of India and its Associate Banks, Reserve Bank of India,
Industrial Development Bank of India, National Bank for Agriculture
and Rural Development, Export Import Bank of India, National
Housing Bank and Small Industries Development Bank of India as
on 31.12.2005 was as under : -

1. Scheduled Castes/Scheduled Tribes/Other Backward

Classes.
Category  Total No. of No. of Employees
Employees belonging to
SC ST OBCs *
Officers 258543 40076 14186 6570
Clerks 344426 55776 17114 11436
Sub-Staff 148343 37550 9896 33453
Sweepers 39784 22576 2494 3136
Total 791096 155978 43690 54595

*  Employed after 8.9.1993.

2. Ex-Servicemen

Category Total No. of Ex-Servicemen employed
Officers 2120
Clerks 8990
Sub-Staff 33453
Sweepers 93
Total 44656

3. Physically Handicapped

Category Visually Hearing Orthopaedically  Total
Handicapped Impaired  Handicapped
and Dumb
Officers 97 83 1988 2168
Clerks 544 742 4136 5422
Sub-Staff 134 223 1581 1938
Sweepers 7 27 314 348
Total 782 1075 8019 9876

2.10 PROFITABILITY - PUBLIC SECTOR BANKS

2.10.1 An analysis of financial position of Public Sector Banks
(PSBs) as on 31st March 2004 and 31st March 2005 reveals that
all the 27 Public Sector Banks posted net profit aggregating
Rs.15,170 crore during the year ended 31 March 2005 as against
an aggregate net profit of Rs.16,546 crore during the year ended
31 March 2004.

The operating profit and net profit of Public Sector Banks as
on March 31, 2004 and 2005 is as under :

(Rs .in Crore)

31st March 2004 31st March 2005

Bank Group Operating Net Operating Net
Profit Profit Profit Profit
State Bank Group 14363 5619 15260 5676
Nationalised Banks 25112 10928 23431 9494
Total for PSBs 39475 16546 39413 15170

SBI Group recorded an operating profit of Rs.15,260 crore
during 2004-05, as against Rs.14,363 crore in the previous year.
Net profit of the SBI Group for 2004-05 was at Rs.5676 crore as
against Rs. 5619 crore in 2003-2004.

Nationalised Banks had posted a combined operating profit
of Rs.23,431 crore during 2004-05 as against Rs.25,112 crore in
the year ended 31 March 2004. The net profit was at Rs. 9,494
crore during 2004-2005 as against Rs.10,928 crore in the year
ended 31 March 2004.

The operating profit of Public Sector Banks as a group during
the year 2004-2005 was Rs.39,413 crore as against Rs.39,475
crore during the year 2003-2004. The total net profit of PSBs was
Rs.15,170 crore during 2004-2005 as against Rs.16,546 crore
during 2003-2004.

2.10.2 WORKING OF INDIAN BANKS'BRANCHES ABROAD

The total number of foreign banks operating in India stood at
31 with 245 branches as on September 30, 2005. These banks
originated from 19 countries. While four banks have 10 or more
branches, 12 banks were operating only with one branch each.
The branches of foreign banks are spread over 35 centres in 17
States/Union Territories. Approval was conveyed to the existing
foreign banks to open 12 additional branches in India out of which
one branch has been opened so far.

Foreign banks have also set up representative offices in India.
As on September 30, 2005. 27 banks from 13 countries operated
representative offices in India. Banco de Sabadell SA opened its
office in August 2004. At present, 58 banks have presence in
India either through branches or representative offices.

Under Section 44 A of the Banking Regulation Act, 1949, the
Indian branches of Sumitomo Mitsui Banking Corporation (SMBC)
merged with Indian branches of Standard Chartered Bank. As a
result, Sumitomo Mitsui Banking Corporation was excluded from
the Second Schedule of the Reserve Bank of India Act, 1934 on
March 1, 2005 in terms of Section 42(6)(b) of the Reserve Bank of
India Act, 1934.

As on October 20, 2005, fourteen Indian banks - nine from
the public sector and five from the private sector - had operations
overseas spread across 42 countries with a network of 101
branches (including 6 offshore units), 6 joint ventures, 17
subsidiaries and 30 representative offices. Bank of Baroda had
the highest overseas presence, followed by State Bank of India
and Bank of India.



Overseas Operations of Indian Banks
(As on October 20, 2005)

Name of the Bank Branch Subsidiary Represen- Joint  Total

tative  Venture

Office Bank
1 2 3 4 5 6
Bank of Baroda 39 7 3 1 50
State Bank of India 24 5 8 3 40
Bank of India 20 1 3 1 25
Punjab National Bank 1 - 4 1 6
Indian Bank 3 - - - 3
Indian Overseas Bank 5 1 - - 6
UCO Bank 4 - - - 4
Canara Bank 1 1 2 - 4
Syndicate Bank 1 - - - 1
Bharat Overseas Bank 1 - - - 1
ICICI Bank Ltd. 2 2 6 - 10
Indusind Bank Ltd. - - 2 - 2
Bank of Punjab - - 1 - 1
HDFC Bank Ltd. - - 1 - 1
Total 101 17 30 6 154

2.10.3 FINANCIAL PERFORMANCE

The overall financial performance of the banking sector during
2004-05 remained satisfactory, when viewed in the context of upturn
in the interest rate cycle. Banks continued to earn substantial
operating and net profits, albeit, lower than the preceding year.
However, reduced profits reflected mainly the lower treasury profits
due mainly to hardening of sovereign yields. A sharp increase in
net interest income driven by increased credit volumes mitigated
to a considerable extent the impact of a sharp decline in non-interest
income. On the whole, banks were able to weather the impact of
rise in interest rates.

With the diversification of banks' portfolio, 'other income’,
comprising trading income and fee-based income has evolved as
an important source of income for banks over the last few years.
However, during 2004-05, 'other income, declines sharply by 15.1
percent (excluding the conversion impact) as against an increase
of 25.1 per cent last year mainly due to decline in trading income
and marked-to-market (MTM) losses.

The share of non-interest income in banks' total income, after
showing a continuous increase from 10.7 per cent in 1993 to 21.5
per cent in 2003-04, declined sharply by 18.0 per cent in 2004-05.

Banks' overall income grew by 1.5 per cent in 2004-05
(excluding the conversion impact) as compared with 6.7 per cent
in the previous year. On an incremental basis, the contribution of
interest income to total income during 2004-05 was 310.0 per cent
compared with 31.3 per cent in 2003-04; contribution of 'other
income' was negative.

Among bank groups, income of PSBs grew at the highest rate,
followed by new private sector banks. Income of foreign banks
grew at a nominal rate, while that of old private sector banks
declined on account of a small rise in interest income, which was
more than offset by a sharp fall in ‘other income. The income of
certain PSBs also improved as the Reserve Bank allowed banks
to recognize income on an accrual basis in respect of some
categories of projects under implementation with time overruns.

Operating profits of SCBs declined by 3.1 per cent in 2004-05
as against an increase of 29.3 per cent in the previous year,
reflecting largely the impact of decline in non-interest income.
Among bank groups, operating profits of nationalised banks, old
private sector banks and foreign banks declined during 2004-05,
while those of SBI group and new private sector banks increased.

Net profits declined by 7.0 per cent (excluding the conversion
impact) during 2004-05 as against an increase of 30.4 per cent in

the last year. While net profits of nationalised banks, old private
sector banks and foreign banks declined, those of SBI group and
new private sector banks increased. Sharp increase in the net
profits of new private sector banks was on account of a sharp
decline in provision and contingencies.

2.10.4 ASSET QUALITY : NPAS

The sharp rise in credit growth was underpinned by a steady
improvement in asset quality. Following the trend of the previous
year, reductions in NPAs for SCBs outpaced additions to NPAs
during 2004-05. This trend was observed across all bank groups,
barring new private sector banks, Gross NPAs of SCBs (excluding
the conversion impact) declined by Rs.6,485 crore between end-
March 2004 and end March, 2005.

In view of several options available to banks for dealing with
NPAs, banks have been able to recover a significant amount of
NPAs. An improved industrial climate contributed to a better
recovery position. The recourse to aggressive restructuring by
banks in 2004-05 also helped in reducing the level of NPAs. The
setting up of a the Asset Reconstruction Corporation of India
(ARCIL) has provided a major boost to banks' efforts to recover
their NPAs. During 2004-05, several banks and certain Fis sold
their NPAs to the ARCIL to the extent of Rs.15,343 crore.

A significant improvement in recovering the NPAs combined
with a sharp increase in gross loans and advances for SCBs led to
a sharp decline in gross NPAs to gross advances ratio to 5.2 per
cent at end March 2005. The decline in gross and net NPAs was
evident across all bank groups.

Net NPAs ratio was the highest in respect of old private sector
banks at end-March 2005 (2.7 per cent), followed by public sector
banks, new private banks and foreign banks. At end-March 2005,
51 banks (as against 38 last year) out of 88 had net NPAs to net
advances ratio less than 2 per cent. The number of banks with net
NPAs to net advances ratio more than 10 per cent declined to four
at end-March 2005 as compared with nine in the previous year. All
four banks belong to the foreign banks group.

With provisioning for NPAs being somewhat lower during 2004-
05, the decline in the NPA ratio was attributable to both increased
recovery of NPAs and over reduction in asset slippages. In absolute
terms, non-performing assets in ‘doubtful’ category increased, while
those in sub-standard category declined sharply, reflecting the
change in asset classification norm from the year ended March
2005, whereby an asset was treated as doubtful if it remained as
NPA for 12 months as against the earlier norm of 18 months.
However, NPAs in doubtful category as percentage of net advances
declined significantly.

NPAs of public and private sector banks are classified in three
broad sectors, viz. priority sector, public sector and non-priority
sector. The share of NPAs in the priority sector to total NPAs of
public sector banks increased marginally to 48.9 per cent at end-
March 2005 from 47.5 per cent at end-March 2004. However, the
share of NPAs of small scale industries in respect of PSBs declined.
While the share of NPAs of non-priority sector increased during
the 2004-05, the share of NPAs of public sector undertakings
declined.

As regards private sector banks, the share of NPAs on account
of all the three components of priority sector. viz. agriculture, small
scale industries and other priority sector increased during 2004-
05 as compared with 2003-04. The absolute amount of NPAs in
each of these sectors, however, registered a decline during the
year. The share of non-priority sector NPAs in total NPAs of private
sector banks remained steady at 75.0 per cent during 2004-05.

2.10.5 CAPITAL ADEQUACY

The overall CRAR of SCBs at 12.8 per cent at end-March
2005 was more or less at the previous year's level (12.9 per cent).
The ratio continued to be significantly above the stipulated



requirement even after satisfying the new requirements pertaining
to the capital charge for market risk. Tier-I component showed
some improvement during the year despite the fact that there was
a portfolio shift away from the SLR securities to the credit during
the concurrent year. The sharp increase in the credit portfolio
coupled with higher risk weight made applicable for housing and
consumer loans led to a significant rise in the risk weighted assets
by 33.4 per cent. However, banks' capital base kept pace with the
sharp rise in risk weighted assets. This, to an extent, was achieved
by increased access to the domestic and international capital
markets.

The CRAR has increased steadily over the years. While most
of the increase between end-March 1998 and end-March 2002
resulted from increase in Tier-Il component, the mix of Tier-I and
Tier-1l capital has remained broadly stable thereafter with Tier-|
component being roughly two-thirds of total CRAR. To maintain
the CRAR, banks have relied mainly on retained earnings, although
some banks have ended to supplement their retained earnings
with capital issues.

Among bank groups, the CRAR of new private sector banks
improved significantly which brought them closer to other bank
groups. Within the public sector banks, the CRAR of nationalised
banks registered a marginal improvement during the year. The
CRAR of the State Bank group, old private sector banks and foreign
banks has declined.

2.10.6 RESOURCES RAISED BY PUBLIC SECTOR
BANKS THROUGH PUBLIC ISSUES 2004-05

Two public sector banks accessing the capital market were
Punjab National Bank (Rs. 80 crore) and Dena Bank (Rs. 80 crore).
Five private sector banks which floated equity issues during the
year were |ICICI Bank (Rs.3500 crore), ING Vysya Bank (Rs.307
crore), Karnataka Bank Ltd. (Rs.162 crore), Centurion Bank (Rs.91
crore) and South Indian Bank Ltd. (Rs.48 crore). Besides, two
private sector banks (UTI Bank and Centurion Bank) also raised
Rs.1,472 crore by way of GDR issued in the International market
during the year

2.10.7 EQUITY HOLDING OF GOVERNMENT IN BANKS
The amount and extent of equity capital held by Government
in nationalised banks, as on 31.03.2005 is as under :

(Rupees in crores)

S Bark Total ShareHolding Head
No Equity — Gowt % ors %  Room
Available
1 Oriental Bankof
Commerce 19254 12800 6648 6454 3352 1548
2 DenaBank 28682 14682 5119 14000 4881 019
3 BankofBaroda 29326 19600 6683 9726 3317 1583
4 BankofIndia 63000 48900 7700 15000 2300 2600
5 Corporationbank 12000 8200 6833 3800 3167 1733
6 Syndicate Bank 47197 34697 7352 12500 2648 2252
7 AndhraBank 40000 25000 6667 15000 3RB33B3 1567
8 PunjabNationalbank 31530 18224 5780 13306 4220 680
9 UnionBankofindia 46012 28000 6085 18012 3015 98
10 Canarabank 41000 30000 7317 11000 2683 2217
11 AllahabadBank 4670 24670 5523 20000 477 423
12 IndianOverseas
Bark 5480 33360 6124 21120 3876 1024
13 Vijayabank 45924 25924 5980 20000 4020 88
14 UCOBank 59036 33936 7498 20000 2502 2398
15 BankofMaharashtra 43052 33052 7677 10000 2323 25717
16 CentralBankofindia 112414 100 4900
17 Indianbank 45739% 100 4900
18 Unitedbankofindia 181087 100 4900
19 Punjab &SindBank 24310 100 4900

2.10.8 Return of Capital
During the year 2004-2005 Punjab National Bank has returned
capital Rs.30 crore to the Government of India.

2.10.9 CONSOLIDATION OF PUBLIC SECTOR BANKS

As is well known, Public Sector Banks account for around
76% of the total banking business in the country. In order to bring
the banking industry to global levels, new initiatives are being
contemplated to bring substantive changes in the banking sector.
As a part of the new initiative, the Public Sector Banks are seriously
evaluating Consolidation as one of the strategies to increase
competitiveness and add value. Consolidation in the banking sector
was suggested by the Narsimhan Committee in its report way back
in 1991 as part of wider financial sector reforms. To consider this
idea further, the Indian Banks Association (IBA) appointed a
Working Group to examine legal, regulatory and other related
issues for consolidation in the banking industry. The Working Group
has sent its suggestions to Govt. in October, 2004.

Consolidation would allow economies of scale in terms of
footprint, manpower and other resources. Having Indian Banks of
a larger size would also enable them to face competition arising
from internationalization of the economy. Larger size also entails
better management of risk. Small and weak banks pose systemic
risks with their low capital adequacy ratio and high NPAs.
Consolidation is a timely response to augment efficiency, which
would lead to income generation and add to GDP of the country.
The initiatives for consolidation have to come from the management
of the banks themselves with Govt. playing a supportive role as
the common shareholder. No directive on consolidation has been
issued by Govt. and RBI.

IBA has recommended that Government should consider
proposals for consolidation between nationalised banks in order
to strengthen them. Govt. has indicated that it would consider
specific proposals from nationalised banks as they arise. Any such
proposal for consolidation by way of merger etc. of one nationalised
bank with another nationalised bank has to come from the
management of the banks concerned with Govt. playing a
supportive role as the common shareholder. No directive on
consolidation has been issued by Govt. or RBI. The Boards of
Banks have to take a decision in this regard based on the synergy
levels of merging / consolidating entities.

While supporting any merger proposal, Government will
ensure that the interests of the stakeholders and employees of
merging banks is adequately protected.

In the meeting with CEOs of PSBs held on 3rd June 2005 the
Finance Minister advised the CEOs that before considering any
proposal, the unions (of Banks) may be suitably sensitised on the
need and advantages of consolidation and their apprehensions
may be allayed.

Further, in his meeting with CEOs of Public Sector Banks
(PSBs) held on 18th November 2005, the Finance Minister
emphasized that to accelerate the process of consolidation in the
banking sector, it is necessary that all the stakeholders are
sensitised. The banks have been requested to continue and deepen
the dialogue with the employees and officers to obtain a consensus
in favour of consolidation.

2.10.10MANAGERIAL AUTONOMY FOR PUBLIC SECTOR
BANKS

With the globalization of the Indian Economy and the advent
of private banks that are more nimble-footed and have access to a
wealth of technology and managerial resources, Public Sector
Banks have to be better equipped with greater operational flexibility
to transact business more efficiently. Government, as the principal
stakeholder, wishes to make room for such autonomy and provide
the Public Sector Banks with a level playing field. Itis in this context
that the managerial autonomy features have been designed.



After due consideration a package on Management and
Operational Autonomy to Public Sector Banks has been announced
on 22.02.2005. These autonomy measures inter alia include the
following :-

(i) Pursue new lines of business as part of overall business
strategy.

(i) Make suitable acquisition of companies or businesses ,
close/merge unviable branches, open overseas offices,
set up subsidiaries and exit a line of business.

(iii) Decide all Human Resource issues relating to the Bank,
including staffing pattern, recruitment, placement, transfer,
training, promotions, etc.

(iv) Prescribe standards for categorization of branches, based
on volume of business and other relevant factors.

(v) Prescribe essential academic qualifications, minimum
qualification standards and modalities of promotion/
recruitment to various categories.

(vi) Undertake visits to foreign countries to interact with
investors, depositors and other stakeholders.

(vii) Lay down policy of accountability and responsibility of
Bank officials and take action against erring bank officials
in conformity with such policy. The policy framework
should provide for stringent punishment for all malafide
actions but, at the same time, recognize that bona fide
errors do occur while making decisions relating to
commercial judgment.

Further autonomy in the following areas have been given to
well performing strong banks :

i)

ii)

Creation of additional posts of general managers

Decisions on remuneration and compensation of officers
and staff

Decisions on the amount of contribution to be made to
the staff welfare fund

ii)

The public sector banks have also been given autonomy in
the matter of appointment of Statutory Central Auditors (SCAS)
and Branch Auditors, and now the Boards of PSBs may exercise
option as under:-

(i) Public Sector Banks may obtain the names of Statutory
Central Auditors and Branch Auditors directly from the
Comptroller and Auditor General of India (C & AG) and
Institute of Chartered Accountants of India (ICAIl)
respectively and appoint them with the prior approval of
Reserve Bank of India.

OR
(i) The present practice may be followed and the Reserve
Bank of India may appoint the SCAs in consultation with
the Government of India.

However, the norms of remuneration of SCAs and Branch
Auditors shall continue to be prescribed by the RBI. RBI will also
continue prescribing the norms for empanelment of SCAs and
Branch Auditors in respect of public sector banks.

2.10.11 ROAD MAP FOR PRESENCE OF FOREIGN BANKS
IN INDIA
Reserve Bank of India has issued Road Map for the presence
of foreign banks in India on 28.02.2005. The salient features of
the Road Map for presence of foreign banks in India are as under:-

The Roadmap is divided into two phases.

During the first phase, between March 2005 and March 2009,
foreign banks will be permitted to establish presence by way of
setting up a wholly owned banking subsidiary (WOS) or conversion
of the existing branches into a WOS.
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To facilitate this, RBI has also issued detailed guidelines. The
guidelines cover, inter alia, the eligibility criteria of the applicant
foreign banks such as ownership pattern, financial soundness,
supervisory rating and the international ranking. The WOS will have
a minimum capital requirement of Rs. 300 crore, i.e., Rs 3 billion
and would need to ensure sound corporate governance. The WOS
will be treated on par with the existing branches of foreign banks
for branch expansion with flexibility to go beyond the existing WTO
commitments of 12 branches in a year and preference for branch
expansion in under-banked areas. The Reserve Bank may also
prescribe market access and national treatment limitation
consistent with WTO as also other appropriate limitations to the
operations of WOS, consistent with international practices and the
country's requirements.

During this phase, permission for acquisition of share holding
in Indian private sector banks by eligible foreign banks will be limited
to banks identified by RBI for restructuring. RBI may if it is satisfied
that such investment by the foreign bank concerned will be in the
long term interest of all the stakeholders in the investee bank, permit
such acquisition. Where such acquisition is by a foreign bank
having presence in India, a maximum period of six months will be
given for conforming to the 'one form of presence' concept.

The second phase will commence in April 2009 after a review
of the experience gained and after due consultation with all the
stakeholders in the banking sector. The review would examine
issues concerning extension of national treatment to WOS, dilution
of stake and permitting mergers/acquisitions of any private sector
banks in India by a foreign bank in the second phase

2.10.12 GUIDELINES ON OWNERSHIP AND GOVERNANCE
FOR PRIVATE SECTOR BANK

Reserve Bank of India has issued guidelines on Ownership
and Governance for private sector banks on 28.02.2005. The
salient features of the guidelines on Ownership and Governance
for Private Banks are as under:-

(i)  The ultimate ownership and control of private sector
banks is well diversified. While diversified ownership
minimises the risk of misuse or imprudent use of leveraged
funds, it is no substitute for effective regulation. Further,
the fit and proper criteria, on a continuing basis, has to
be the over-riding consideration in the path of ensuring
adequate investments, appropriate restructuring and
consolidation in the banking sector. The pursuit of the
goal of diversified ownership will take account of these
basic objectives, in a systematic manner and the process
will be spread over time as appropriate.

(i) Important Shareholders (i.e., shareholding of 5 per cent
and above) are 'fit and proper', as laid down in the
guidelines dated February 3, 2004 on acknowledgement
for allotment and transfer of shares.

(iii) The directors and the CEO who manage the affairs of the
bank are 'fit and proper' as indicated in circular dated
June 25, 2004 and observe sound corporate governance
principles.

Private sector banks have minimum capital/net worth for
optimal operations and systemic stability.

(iv)

(v) The policy and the processes are transparent and fair.

2.10.13FOREIGN DIRECT INVESTMENT IN BANKING
SECTOR
A natification raising the FDI in the banking companies was
issued by the Department of Industrial Policy and Promotion (DIPP)
on 5th March, 2004. As per this notification the position of foreign
direct investment in banking sector would be as under:-

1. The FDI limit in private sector banks stands raised from
49% to 74% under the automatic route, including
investment by Flls. Banking Companies, regulated by a
financial regulator in the home country, will be permitted

to hold 100% equity.



2.
3.

FIl investment limit would continue to be within 49%.

Foreign Banks shall be permitted to either have branches
or subsidiaries, not both.

Reserve Bank of India (RBI) has issued guidelines on
Ownership and Governance in Private Sector Banks and a Road
Map for presence of foreign banks in India on 28.02.2005.

2.11 Cash Reserve Ratio (CRR):
2.11.1 CRR was maintained at 5.0 per cent during 2005-06.

2.11.2 Statutory Liquidity Ratio(SLR):

There is no change in the SLR of commercial banks which is
at the statutory minimum of 25 per cent of the net demand and
time liabilities(NDTL) since October, 1997.

2.11.3 Standing Liquidity Facility:

Consequent upon the change in repo rate from 6.0 per cent to
6.25 per cent on October 26, 2005 the Standing Liquidity Facility
was made available to the scheduled banks and Primary Dealers
at 6.25 per cent with effect from October 26, 2005. As repo rate
was further increased to 6.50 per cent with effect from January 24,
2006, the Standing Liquidity Facility provided to banks and Primary
Dealers is now available to them at 6.50 per cent with effect from
January 24, 2006. With the inherent superiority of the LAF in
moderating liquidity in the financial system, both banks and PDs
have tended to rely to a predominant extent on LAF.

2.11.4 Liquidity Adjustment Facility (LAF) Scheme:

The Reserve Bank of India formally introduced Liquidity
Adjustment Facility (LAF) in June 2000 to modulate short term
liquidity under varied market conditions. It helped in stabilising the
short term money market rates by setting an informal interest rate
corridor for overnight call money rate between the liquidity providing
repo rate at the upper end and liquidity absorbing reverse repo
rate at the lower end. It also helped in reducing the dependence
on direct instrument of monetary control enabling the Reserve Bank
to conduct monetary policy largely through market based indirect
instruments.

Since November 2004, Reserve Bank has been operating LAF
through daily repos / reverse repo auctions, the bids for which are
received between 9.30 am and 10.30 am on all working days except
Saturdays. In addition, in response to suggestions from the market
participants, a Second Liquidity Adjustment Facility (SLAF) has
been operationalised with effect from November 28, 2005 to fine-
tune the management of liquidity. The bids for SLAF are received
between 3.00 pm and 3.45 pm. The salient features of SLAF are
the same as those of LAF. However, the settlement for the LAF
and SLAF is done separately and on gross basis. The Reserve
Bank has indicated that the SLAF will be subject to review and
modification as needed, based on experience.

Money markets continued to perform smoothly in equilibrating
demand and supply of short-term funds and by and large markets
cleared without excessive volatility. Money market interest rates
during 2005-06 (up to mid-January 2006) moved largely in
alignment with the stance of the monetary policy. As monetary policy
reacted with calibrated measures to stabilize inflation expectations,
interest rates in various segments of the money markets responded
to monetary policy actions. During the first nine months of the year,
the overall marginal liquidity as evidenced in LAF levels was in
surplus mode. However, based on an assessment of the emerging
liquidity scenario, RBI started to inject liquidity in the market from
September 2005 onwards. This helped in liquidity management
prior to the redemption of IMD liability of US$7.1 billion in
December 2005.

2.11.5 IMD Redemption

Liquidity management in face of IMD redemptions was carried
out to contain disequilibrium while retaining monetary policy stance
with a medium-term objective. Outflows on account of the
redemptions were met by smooth arrangements worked out in this
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regard. During December 27-29, 2005, RBI sold foreign exchange
out of its foreign exchange reserves to State Bank of India (SBI)
totaling nearly US$ 7.1 billion, which in rupee equivalent terms
was about Rs.33,000 crore. SBI on its part had built up the
necessary rupee resources to meet the obligations. Temporary
tightness in liquidity, coinciding with the IMD redemptions, outflows
due to advance tax payments and the continued surge in credit
offtake was addressed by release of liquidity through the repo
window (including the second LAF) averaging about Rs.23,000
crore per day in the last week of December. The smooth redemption
of the IMD liability of this size, bunched at a point of time, reflects
the growing maturity of the financial markets and the strength of
the liquidity management system that has been put in place. Short-
term money market rates eased remarkably in the first week of
January 2006 reflecting smooth redemptions of IMDs though it
again firmed up later reflecting pressures emanating from
scheduled auctions of Government securities.

2.11.6 Commercial Paper (CP)

In order to harmonise the stamp duty applicable on issuance
of CP, as announced in the Union Budget 2005-06, the stamp duty
on CP has been rationalised through a notification dated November
30, 2005. The stamp duty on CP now applies uniformly regardless
of the initial class of investors. The market for CPs continued to
remain buoyant during the year 2005-06 (up to mid-January 2006).
The outstanding amount of CP increased from Rs.15,598 crore in
April 2005 to Rs.17,235 crore by mid-January 2006. The discount
range on CP moved up from a range of 5.50-6.65 per cent in April
2005 to 6.50 -7.75 per cent by mid-January 2006.

2.11.7 Bank Rate:
The Bank Rate was kept unchanged at 6.0 per cent.

2.11.8 Repo Rate:

Taking into consideration the prevailing macroeconomic and
overall monetary conditions, the Reserve Bank raised the fixed
reverse repo rate under the Liquidity Adjustment facility (LAF) by
25 basis points to 5.00 per cent with effect from April 29, 2005.
However, the spread between reverse repo rate and repo rate was
reduced by 25 basis points from 125 basis points to 100 basis
points with effect from April 29.2005. Accordingly, the repo (liquidity
injection) rate continued to remain at 6.0 per cent.

Further, on a review of the prevailing monetary conditions,
the Reserved Bank increased the fixed reverse repo rate by 25
basis points to 5.25 per cent with effect from October 26, 2005.
Simultaneously, the fixed repo rate under LAF was also raised to
6.25 per cent. The spread between the reverse repo rate and
repo rate was retained at 100 basis points.

On a further review of the current macroeconomic and overall
monetary conditions, the Reserve Bank increased the fixed reverse
repo rate by 25 basis points to 5.50 per cent with effect from January
24, 2006 and the fixed repo rate was raised to 6.50 per cent from
the same date.

2.11.9 Deposit Rates:

The term deposit rates of public sector banks moved from
3.75-6.00 per cent at end-March 2004 to 2.75 - 7.00 per cent at
end-March 2005 and further to 2.00 - 7.00 per cent by December
2005.

2.11.10 Lending Rates :

The benchmark prime lending rates (BPLRs) of public sector
banks, private sector banks and foreign banks remained
unchanged in the range of 10.25 - 11.25 per cent. 11.00 - 13.50
per cent and 10.00 - 14.50 per cent respectively, during 2005-06
so far.

Pursuant to the announcement made in the mid-term Review
of November, 2003, a system of benchmark prime lending rate
(BPLR) was introduced. Over the period, the system of BPLR has



evolved in a manner that has not fully met these expectations.
Competition has forced the pricing of a significant proportion of
loans far out of alignment with BPLRs and in a non-transparent
manner. As a consequence, this has undermined the role of the
BPLR as areference rate. Furthermore, there is a public perception
that there is underpricing of credit for corporates while there could
be overpricing of lending to agriculture and small and medium
enterprises. Several requests have also been received by the
Reserved Bank from banks suggesting a review of BPLR system.
Therefore, a need has arisen to review the current procedures
and processes of pricing of credit through a well structured and
segment-wise analysis of costs at various stages of intermediation
in the whole credit cycle. Accordingly, the IBA has been requested
to review the BPLR system afresh and issue transparent guidelines
for appropriate pricing of credit.

2.11.11 Food Credit :

Food credit limits are disbursed by a consortium of banks led
by State Bank of India(SBI), (SBI, 7 Associate Banks of SBI, other
public sector banks, 16 private sector banks and 21 state co-
operative banks) under a 'single window' system. The rate of
interest (i.e. the average of Prime Lending Rates of five largest
banks in the consortium) presently charged is 9.1 per cent. Further,
with effect from August 11, 2004 the rate of interest in case of
credit to Food Corporation of India(FCI) has been reduced further
to 8.15 per cent following a single default guarantee by Government
of India coming into place. The total food credit outstanding as on
January 20, 2006 was Rs.41,197.98 crores.

2.11.12 Export Credit :

The reduction in ceiling interest rates on Rupees export credit
by 1 percentage point across the board effective from September
26, 2001 has further been extended upto April 30, 2006. In
pursuance of the policy of deregulation of interest rates on export
credit, w.e.f. May 1, 2003, the interest rates on the second slab i.e.
181 to 270 days for pre-shipment credit and 91 to 180 days for
post shipment credit have been made free and are to be decided
by the banks subject to the approval of their Boards. Export credit
disbursement by banks at pre-shipment stage increased from
163440 crores during July-June 2003-04 to Rs.179130 crores
during July-June 2004-05 and at post-shipment stage from
Rs.148262 crores during July-June 2003-04 to Rs.171479 crores
during July-June 2004-05.

2.11.13 Review of the Recommendations of the Advisory
Groups Constituted by the Standing Committee on
International Financial Standards and Codes:
Report on the Progress and Agenda Ahead:

The above Report was put in public domain by the Reserve
Bank in December 2004. Areview of the progress made since the
publication of the last Report is under way. The Review would cover
the progress made in respect of recommendations made by the
11 Advisory/Technical Group covering monetary and financial
policies, fiscal transparency, data dissemination, banking
supervision, securities market regulations, insurance market
regulations, bankruptcy law, corporate governance, accounting and
auditing payment and settlement systems and market integrity.
Relevant global developments in these areas are also being
reviewed.

2.11.14 Gold Card Scheme for Exporters:

The Government (Ministry of Commerce and Industry), in
consultation with RBI had indicated in the Exim Policy 2003-04
that a Gold Card Scheme would be worked out by RBI for
creditworthy exporters with good track record for easy availability
of export credit on best terms. Accordingly, in consultation with
select banks and exporters, a Gold Card Scheme was drawn up.
The Scheme envisages certain additional benefits based on the
record of performance of the exporters. The Gold Card holder
would enjoy simpler and more efficient credit delivery mechanism

in recognition of his good track record. The salient features of the
Scheme are :

(i) Gold Card holder exporters, depending on their track
record and credit worthiness, will be granted better terms
of credit including rates of interest than those extended
to other exports by the banks.

(ii) 'In-principle’ limits will be sanctioned for a period of 3 years
with a provision for automatic renewal subject to fulfillment
of the terms and conditions of sanction.

(i) Astand-by limit of not less than 20 percent of the assessed
limit may be additionally made available to facilitate urgent
credit needs for executing sudden orders.

(iv) Requests from card holders would be processed quickly
by banks within 25 days/15 days and 7 days for fresh
applications/renewal of limits and adhoc limits,
respectively.

(v) Card holders would be given preference in the matter of
granting of packing credit in foreign currency.

(vi) Inrespect of the Gold Card holders, the concessive rate
of interest on post-shipment rupee export credit applicable
upto 90 days may be extended for a maximum period
upto 365 days.

(vii) The credit to Indian exporters should be at rates of interest
not exceeding LIBOR + 0.75 percent. In case sufficient
dollars are not available with the bank to lend to the
exporters at a particular time, service charge at flat rate
of 0.1 percent may be charged by the bank on the inter-
bank foreign currency borrowings for the purpose.

2.11.15Tea Industry:

It may be recalled that based on the report of the Working
Group under the Chairmanship of Shri Madhukar, CMD, United
Bank of India, constituted to examine the problems of the tea
industry, certain relief measures mainly relating to restructuring of
loans by banks were extended to the tea industry in August 2002.
Later on separate Working Groups were set up to study the
problems of Small Tea Growers and Bought Leaf Factories, the
recommendations of which were also implemented by banks.
Indian Banks Association also extended some additional relief
measures to the tea industry in February 2004, which are being
implemented by the banks.

2.11.16 Coffee Growers:

Coffee growers continued to face the problem of low prices,
even as the prices realized during the year 2004-05 were higher
than that realized during last few years. The benefit of high prices
was nullified to some extent by the outbreak of pest attack and
drought in some of the main coffee growing districts. In response
to the representations made by the Coffee growers' associations,
Reserve Bank of India extended additional relief measures to the
coffee growers in August, 2004, which inter alia included relaxation
in asset classification norms for advances availed by the growers
from banks subject to certain conditions. In view of the continuing
problems, GOI and banks extended interest relief to Coffee growers
in June 2005.

2.11.17 Tobacco Dealers :

Some of the tobacco dealers were yet to come out of the
problem of accumulation of large stocks consequent to steep fall
in the international demand, despite extension of relief measures
by RBI relating to the advances availed by the dealers from banks.
It may be recalled that based on the recommendations of a
Working Group constituted under the Chairmanship of Shri B.
Vasanthan, then CMD, Andhra Bank to look into the problems of
tobacco dealers, Reserve Bank had announced certain relief
measures in January 2003 in response to the representations
received from the Indian Tobacco Dealers Association, RBI
advised the State Level Bankers' Committee, Andhra Pradesh to
consider the applications for restructuring of accounts from those



tobacco dealers whose accounts were classified as 'Standard
assets' by banks.

2.11.18 Housing:

The individual housing finance of the banking system as a
whole is showing an increasing trend in year-on-year basis in the
year ended March 31, 2005. The absolute incremental credit
outstanding in the individual housing loan sector for the half year
ended on September 30, 2005 was higher than the figure for the
corresponding period last year although the increase in percentage
terms is lower due to the higher base effect.

Table 1 : Total credit outstanding in housing finance

(Amount in Rs. crores)

Item April 2004 - April 2004 - April 2005 -
Sept. 2004  March 2005  Sept. 2005
Absolute Growth 19447 45204 21250
Percentage Growth 21.74 50.54 15.78
Source: Report on Trend and Progress of Bank in India and off-site

returns.

Presently, loans granted by banks up to Rs. 15 lakh in rural/
semi-urban areas, urban and metropolitan areas for construction
of houses by individuals are eligible for classification under priority
sector. On the basis of data received from the scheduled
commercial banks (excluding RRBs), the credit to housing sector
(priority sector) increased from Rs. 76582.43 crore as on the last
reporting Friday of March 2004 to Rs. 110283.43 crore as on the
last reporting Friday of March 2005, showing an increase of Rs.
33,701 crore (44%). Other priority sector, comprising of inter-alia
housing and small road & water transport operators, also recorded
a high growth of Rs. 34880 crore or about 41% during 2004-05 as
compared to 2003-04.

Further, Reserve Bank has advised all scheduled commercial
banks, vide circular dated July 20, 2004, to classify the investment
made by them in the mortgage backed securities (MBS) under
direct lending to housing within the priority sector lending, provided
it satisfies the following conditions: -

(i) The pooled assets are in respect of direct housing loans
which satisfy the definition for inclusion under the priority
sector;

(i) The securitised loans are originated by the housing

finance companies/banks; and

(i) The mortgage backed securities (MBS) satisfy the

conditions laid down in paragraph 3 of DBOD's circular

DBOD. No.BP.BC. 106/21.01.002/2001-02 dated

May 24, 2002.

2.11.19 Small scale industries (SSI) sector:

Small Scale Industries (SSls) constitute an important and
crucial segment of the industry sector. SSis in India have been
given a distinct identity and the Government has accorded high
priority to this sector on account of the vital role it plays in balanced
and sustainable economic growth. It plays crucial role in the
process of economic development by value addition, employment
generation, equitable distribution of national income, regional
dispersal of industries, mobilisation of capital and entrepreneurial
skills and contribution to export earnings.

Small Scale Industries (SSI) as also ancillary units are those
units which are engaged in the manufacture, processing or
preservation of goods and in which investment in plant and
machinery (original cost) does not exceed Rs. 1 crore. These
would inter alia, include units engaged in mining or quarrying,
servicing and repairing of machinery. The investment limit of Rs.1
crore for classification as SSI has been enhanced to Rs. 5 crore in
respect of certain specified items under hosiery, hand tools, drugs
& pharmaceuticals industry, stationery and sports goods by the
Ministry of SSI, Government of India. Ministry of SSI, Government
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of India has been dereserving items from the list of items reserved
for exclusive manufacture in the small scale industries sector. With
the dereservation of 108 items from the above list on March 28,
2005 by the Ministry of SSI, Government of India, the number of
items reserved for exclusive manufacture in the small scale
industries sector stood at 506.

Although, there is no sub-target for lending to SSI sector by
the domestic commercial banks, the domestic banks have been
advised to ensure that 40 % of total advances to SSI sector should
be for limits with investment in plant and machinery up to Rs. 5
lakh, 20% for units with investment between Rs. 5 lakh and Rs. 25
lakh and the remaining 40% for other SSI units. A sub-target of
10% of net bank credit has been stipulated for lending to SSI sector
by foreign banks operating in India.

Consequent upon the announcement of certain measures
made by the Union Finance Minister in the Parliament on August
10, 2005 for stepping up credit to small and medium enterprises,
the Reserve Bank has advised all public sector banks to take
necessary action, vide circular dated August 19, 2005. The policy
to be framed by the banks would cover self-targets for financing to
SME sector, efforts to provide credit on an average to at least 5
new small/medium enterprises at each of their semi urban/urban
branches per year, pricing of loans, collateral requirements (subject
to the proviso that no collateral should be demanded on loans up
to Rs. 5 lakh), adopting cluster based approach for financing SME
sector, ensuring specialized SME branches in identified clusters/
centres with preponderance of Medium Enterprises (only public
sector banks), as well as recovery and restructuring of accounts of
viable SME units (only public sector banks). These measures,
except setting up of specialized SME branches in identified clusters/
centres with preponderance of Medium Enterprises, have also been
communicated to all private sector banks, foreign banks, Regional
Rural Banks and Local Area Banks, vide circular dated August 25,
2005, for taking necessary action. All public sector banks were
also advised to implement a one-time settlement scheme for
recovery of NPAs below Rs.10 crore for SME accounts. The
guidelines will provide a simplified, non-discretionary and non-
discriminatory mechanism for one-time settlement of chronic NPAs
in the SME sector. With a view to improving the flow of credit to
small and medium enterprises, a debt restructuring mechanism
for units in SME sector has been formulated for implementation by
all scheduled commercial banks. Accordingly, the detailed
guidelines have been issued to all scheduled commercial banks
to ensure restructuring of debt of all eligible small and medium
enterprises at terms which are, at least, as favourable as the
Corporate Debt Restructuring mechanism in the banking sector.

Based on one of the recommendations of the Working Group
on Flow of Credit to SSI sector (Ganguly Working Group), the
interest rates on deposits placed by the foreign banks with SIDBI,
in lieu of shortfall in priority sector lending targets, have been
inversely linked to the extent of shortfall in the overall target (32
per cent of net bank credit) or aggregate shortfall in sub-targets
SSI (10 per cent) and export credit (12 per cent), whichever is
higher, as given below.

Sr. Shortfall in overall target Rate of interest on
No. (32 per cent of net bank credit)  the entire deposit to be
or aggregate shortfall in sub- made with SIDBI
targets SSI (10 per cent) and (Per cent per annum)
export credit (12 per cent),
whichever is higher.
1. Less than 2 percentage points Bank Rate (6 per cent at

present)

Bank Rate minus 1
percentage point
Bank Rate minus 2
percentage points
Bank Rate minus 3
percentage points

. 2 and above, but less than 5
percentage points

. 5 and above, but less than 9
percentage points

. 9 percentage points and above




The tenor of the deposits placed with SIDBI by foreign banks
will be for a period of three years.

Consequent upon the announcement made by the RBI
Governor in the Annual Policy Statement for the year 2005-06
regarding formulation of a scheme of strategic alliance between
branches of banks and branches of SIDBI located in the clusters,
a scheme for "Small Enterprises Financial Centres (SEFCs)" has
been worked out in consultation with the Ministry of SSI and Banking
Division, Ministry of Finance, Government of India, SIDBI, IBA and
select banks and circulated to all scheduled commercial banks for
implementation.

2.11.20 Swarna Jayanti Shahari Rozgar Yojana (SJSRY):

The SISRY Scheme is in operation from December 1, 1997
in all urban and semi urban towns of India. Among other
components, the scheme has two sub-schemes where bank credit
is involved namely Urban Self Employment Programme (USEP)
and Development of Women & Children in Urban Areas (DWCUA).

The beneficiaries are identified by the Urban Local Bodies
(ULB) on the basis of house-to-house survey. Under the scheme,
women are to be assisted to the extent of not less than 30%,
disabled at 3% and SC/ STs at least to the extent of the proportion
of their strength in the local population. The scheme is funded on
a 75:25 basis between central and the state governments. Under
USEP, underemployed and unemployed urban youth whose
annual family income is below the poverty line and who are
educated up to ninth standard and who have been included in
ULB list are to be assisted with bank loans. Projects costing up
to Rs. 50,000/- are to be financed by banks. Subsidy would be
provided by Government at 15% of the project cost subject to a
maximum of Rs.7,500/-. The borrower has to bring in 5%of the
project cost as margin money. Interest will be charged as per
interest rate directives issued by RBI from time to time.
Partnerships are also permitted. Under DWCUA, women
beneficiaries may take up self-employment ventures in group.
DWCUA group should consist of at least 10 urban poor women
The group is entitled to a subsidy of Rs.1, 25,000/- or 50% of the
project cost whichever is less.

The performance of scheduled commercial banks under the
scheme during the years 2002-03,2003-04 & 2004-05 and 2005-
06 (up to Sept.2005) is as under: -

(Rs. in lakh)

Year Sanction Disbursement

No. Amount No. Amount

in lakh in lakh

2002-03 81912 24026.70 67353  19262.71
2003-04 73887 22756.45 59648  17439.73
2004-05 61890 19926.83 48798  15067.08
2005-06 (up to
Sept.2005) 22030 7182.78 17639 5426.43

Data as reported by scheduled commercial banks.

2.11.21 Prime Minister's Rozgar Yojana:

The scheme was launched on October 2, 1993 and initially
was in operation in urban areas. From April 1, 1994 the scheme is
being implemented through out the country. The objective of the
scheme is to provide self -employment opportunities to educated
unemployed youth in the age group of 18 to 35 years. In North
East states the eligible age group is 18-40. There is 10-year
relaxation for SC/ST/Ex servicemen/physically handicapped &
women, in the upper age limit. To be eligible for assistance under
the scheme the family income of the beneficiaries shall not exceed
Rs.40000/ per annum and income of parents of beneficiary also
shall not exceed Rs.40000/-. The banks have been allowed to make
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parents/Head of the family of unmarried girl as co-borrower, with
effect from November 21, 2002. The borrower should be the
resident of the area for more than 3 years. The residency criterion
for married men in Meghalaya is relaxed in line with married women
in rest of the country.

The minimum educational qualification fixed is VIlIith pass.
The beneficiary would be required to bring in 5% as margin money
and government would provide a subsidy at 15% of the project
cost. It has also been provided that the margin money and subsidy
amount would be 20% of the project cost. Ceiling on subsidy
amount will be Rs. 7500/- in States/ UTs other than in North Eastern
Region. In the seven states in North East the ceiling on subsidy
amount payable will be Rs.15000/- This relaxation in parameters
has also been extended to the states of Sikkim, Himachal Pradesh,
Jammu & Kashmir and Uttaranchal. All economically viable
activities including agricultural and allied activities but excluding
direct agricultural operations like raising of crops/ purchase of
manure etc. are now being covered under the scheme.

Projects up to Rs.1 lakh in business Sector and up to Rs.2
lakh in other sectors will be eligible for finance by banks. In case of
partnership firm projects up to Rs.10 lakh can be undertaken and
loan amount will be to the extent of individual admissibility.

Areservation of 22.5% for SC/STs and 27% for other backward
classes (OBCs) has been provided. Preference is to be given to
women and other weaker sections. Banks have also been advised
to ensure a fair and adequate share to the minorities. No third
party guarantee / collateral is necessary for projects up to Rs.1
lakh and the advances under the scheme are treated as advances
under priority sector.

The performance under the scheme during the years
2001-02, 2002-03,2003-04, 2004-05 and 2005-06 (up to January
2006) is as under: -

(Amount Rs.in. lakh)

Programme Loan Sanctioned Loan Disbursed
Years No. Amt. No. Amt.
2001 -2002 237392 153918 189860 118480
2002 -2003 228031 149699 190521 119847
2003 -2004 264012 167890 219444 136755
2004 -2005 293729 86959 215650 130835
2005 -2006 (upto
Jan 2006) 55746 35938 32640 19725

2.11.22 Flow of Credit to minority communities :

Under the present arrangements, banks have to ensure that
credit is made available to the members of minority communities
like Sikhs, Muslims, Christians, Zoroastrians and Buddhists in an
adequate measure. However, no sub-target has been earmarked
to the priority sector lending for the minority communities. Although
there is no special earmarking of targets for minority communities
available data indicate that the flow of credit to these communities
in the identified districts by public sector banks has steadily
increased from 3581.21 crore in 2003-2004 to Rs.4608.24 crore
in 2004-2005.

Flow of Credit to minority communities

(Amount Rs. in lakh)

Year Amount of credit
2002-2003 237508
2003-2004 358121
2004-2005 4608.24




2.11.23 Development in the North-Eastern States:

The performance by all Scheduled Commercial Banks (SCBs)
under SGSY & SJSRY and SLRS in the North Eastern States during
the year ended March 2003, 2004 & 2005 is indicated below:

(Amount in lakh)

200203 200304 200405
N AT NOAMT NO AT NO AMT NO AT ND AMIT
NA - NA19960 17819 NA  NA 32914 25328 16570 6559.7 60561 6057.1

GSY
SISRY 3001 17378 3682 15859 3720 17051 3673 1610 174 6302 164 557

SRS 8 78 B 77 4 59 4 55 H 49 DB 48

data as reported by SCBs

2.11.24 Prime Minister's Rozgar Yojana

The performance under the PMRY scheme during the years
2001-02, 2002-03, 2003-04, 2004-05 and 2005-06 (up to January
2006) is as under.

(Amount in Rs. lakh)

Programme Loan Sanctioned Loan Disbursed
Years No. Amt. No. Amt.
2001 -2002 7378 5716 5980 4588
2002 -2003 8539 6883 6595 5115
2003 -2004 12584 9107 10306 7591
2004 -2005 15471 13346 6252 4078

2005 -2006 (up
to Jan 2006) 5103 3600 4120 2415

Data as reported by scheduled commercial banks.

2.11.25 Swarnajayanti Gram Swarozgar Yojana (SGSY)

The Ministry of Rural Development, Government of India
launched a restructured Poverty Alleviation Programme, the
Swarnajayanti Gram Swarozgar Yojana (SGSY) with effect from
April 1, 1999 subsuming the erstwhile IRDP and its allied
programmes viz. Training of Rural Youth for Self Employment
(TRYSEM), Development of Women and Children in Rural Areas
(DWCRA), Supply of Improved Tool kits to rural Artisans (SITRA),
Ganga Kalyani Yojana (GKY) and Million Wells Scheme (MWS).
SGSY focus on group approach and major share of assistance is
for 4-5 identified key activities in a block and 50 % of the groups
formed in a block should be women groups. The scheme lay stress
on training, credit, infrastructure and marketing needs of the
beneficiaries and is being implemented by commercial banks,
cooperative banks and Regional Rural Banks.

The scheme aims at establishing a large number of micro
enterprises in the rural areas of the country. The objective of the
scheme is to bring every assisted family above the poverty line by
providing them with income generating assets through a mix of
bank credit and Government subsidy.

The year 2004-05 was the sixth year of implementation of
the scheme and under the scheme a total number of 1084749
Swarozgaris received bank credit amounting to Rs. 95813.48
Lakh (and Government Subsidy amounting to Rs.38101.05 Lakh)
under Swarnajayanti Gram Swarozgar Yojana (SGSY) as at the
end of March 2005. Under the programme, the following sub
targets have been set: SC/ST 50%, Women 40% and Physically
Handicapped 3%. As against this, out of the total Swarozgaris
assisted, 285395 (26.30 percent) belonged to Scheduled castes
(SCs) and Scheduled Tribes (STs), while 338391 (31.19 percent)
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were women and 10126 (0.93 percent) were disabled/physically
handicapped.

The performance of scheduled commercial banks under the
scheme during the years 2002-03, 2003-04 & 2004-05 and 2005-
06 (up to Sept.2005) is as under: -

(Amount in Rs. lakh)

Year TOTAL LOANS  TOTALAMOUNT
DISBURSED DISBURSED
2002-03 719293 73361.13
2003-04 991062 84080.98
2004-05 1084749 95813.38
2005-06 (up to Sept.2005) 417121 34633.63

Data includes the amount disbursed to individuals and SHG groups as
reported by scheduled commercial banks.

2.11.26 Scheme of Liberation & Rehabilitation of
Scavengers (SLRS)

The Scheme was introduced in 1993 and is implemented by
all Public Sector Banks except RRBs. The objective of the Scheme
is to liberate and rehabilitate scavengers and their dependants
from the existing obnoxious occupation of manually removing night
soil and filth and to provide them with alternate dignified occupation.
The Scheme covers all scavengers and their dependents (both
the scheduled caste scavengers and non-scheduled caste
scavengers) in the country. Under the scheme projects upto
Rs.50,000/-can be financed. Subsidy is available to borrowers at
50% of project cost subject to a maximum of Rs.10,000/- . The
borrowers can also avail margin assistance at 15% of the projects
cost at 4% rate of interest from State Scheduled Castes
Development Corporation. All loans upto Rs.6,500/- will be treated
as DRI loan at concessional rate of 4%.However, where the amount
of loan exceeds Rs.6500/- the entire loan will carry interest as per
RBI directive on interest rates. Security for the loan will be only
hypothecation of assets created out of the loan. The State
Scheduled Caste Development Corporation will have second
charge/pari-pasu charge over the assets to cover their margin
money loan assistance. The loans shall be repaid within 3 to 7
years (inclusive of grace period not exceeding 6 months) depending
on the life of the assets created and repaying capacity of
beneficiaries.

During the year 2004-05, of the total 10206 applications
sanctioned under the scheme, 8209 cases were disbursed
amounting to Rs. 1574.22 lakh by the Public Sector Banks as on
March 2005.Further during the year 2005-06 (up to Sept. 2005),
the Public Sector Banks have sanctioned 4619 applications under
the scheme, out of which 3878 cases were disbursed amounting
to Rs. 496.99 lakh.

The performance of public sector banks under the scheme
during the years 2002-03, 2003-04 & 2004-05 and 2005-06 (up to
Sept.2005) is as under: -

(Rs.in lakhs)
Year Sanction Disbursement
No. Amount No. Amount
in lakh in lakh
2002-03 12705 2361.75 11467 2016.75
2003-04 9556 1870.80 7852 1378.81
2004-05 10206 2134.40 8209 1574.22
2005-06 (up to
Sept.2005) 4619 761.19 3878 496.99

Data as reported by scheduled commercial banks.



2.11.27 Educational Loan:

The Reserve Bank had circulated an Educational Loan
Scheme to all scheduled commercial banks in April 2001 for
implementation by them. The Scheme was prepared by Indian
Banks' Association (IBA) for providing financial support from the
banking system to deserving/meritorious students for pursuing
higher education in India and abroad. The salient features of the
Scheme are:

(a) It covers courses in school and colleges in India and
abroad,;
(b)

Loans to be provided up to Rs.7.5 lakh for studies in India
and up to Rs. 15 lakh for studies abroad,;

(©
(d)

No collateral or margin required for loans up to Rs. 4 lakh;

Interest not to exceed PLR for loans up to Rs.4 lakh and
PLR +1% for loans above Rs. 4 lakh; and

Repayable over a period of 5-7 years after expiry of the
course period.

(e)

The Finance Minister, in his Union Budget for the year 2004-
05, had announced that banks may waive collateral security for
education loans up to Rs. 7.5 lakh, if a satisfactory guarantee is
provided on behalf of the student. The commercial banks have
been advised by Indian Banks' Association (IBA) to waive the
collateral requirements for educational loans as under:

(i) UptoRs. 4 lakh

(i) Above Rs. 4 lakh and up to Rs. 7.5 lakh: Collateral in the
form of a satisfactory third party guarantee.

No security.

(iii) Above Rs. 7.5 lakh: Collateral security of suitable value
or co-obligation of parents/guardians/third party along with
the assignment of future income of the student for
payment of instalments.

2.11.28 National Housing Bank's (NHB's) Activities and
Operations
1. RESOURCES
The Bank continued its persistent efforts to build a low cost
resource base by tapping diversified sources, where funds are
available at competitive rates for preferred tenures. During the year
[July 2004 - June 2005], resources were raised by issuing bonds
as under :

2.11.29 Capital Gains Bonds :

The Bank continued to mobilise funds by issuing Capital Gain
Bonds at coupon rates of 5.25% per annum payable annually
(having a tenor of 7 years with put and call option at the end of 5th
year) and 5.10% (having a tenor of 5 years with put and call option
at the end of 3rd year) till November 30, 2004. With effect from
December 01, 2004, the interest rate structure on Capital Gain
Bonds underwent changes as under :

[percentage per annum]

Period For 5 years with ~ For 7 years with
put/call option at  put/call option at

the end of 3 years the end of 5 years

1.12.04 to 15.02.05
(for amounts up to

Rs.1 crore) 5.35 5.50
(for amounts of Rs.1

crore and above) 5.45
16.02.05 to 15.04.05 * 5.45 5.50
16.04.05 to present 5.25 5.35

*

Distinction in rate of interest between amounts upto Rs.1 crore and for
amounts of Rs.1 crore and above was removed w.e.f 16th February 2005.
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Total amount of Rs.2997.32 crore was mobilized through
Capital Gains Bonds during the year ended 30th June, 2005.

2.11.30 Taxable Bonds :
During the year, total amount of Rs.1100 crore was mobilized
through Taxable Bonds.

2.11.31 Commercial Paper :

During the year the Bank came out with 9 issues of Commercial
Paper (CP). The face value of the CPs ranged from Rs.50 crore to
Rs.300 crore and the term of the papers ranged between 81 days
and 365 days. As on June 30, 2005, Commercial Papers to the
tune of Rs.769.61 crore were outstanding.

2.11.32 Priority Sector Bonds :

In November '04, the Bank mobilised a sum of Rs.250 crore
by issuing Priority Sector Floating Rate Taxable Bonds Series |
and 11, having tenure of four and three years respectively with a
put and call option at the end of one year. The Bonds were floated
at a spread of 10 bps over the 1 year GOI (semi-annual)
benchmark.

2.11.33 Developments during July 01 - December 10, 2005

The Bank further mobilized Rs.1407.39 crore through Capital
Gains Bonds during the period July 01 - December 10, 2005. As
on December 10, 2005, an amount of Rs. 1424.55 crore was
outstanding under the Line of Credit facility.

With effect from August 16, 2005, the interest rate structure
on our Capital Gains Bonds underwent a change as under -

Period For 5 years with ~ For 7 years with
put/call option at  put/call option at
the end of 3 years the end of 5 years
5.25 % p.a. 5.35% p.a.

5.50 % p.a. 5.60 % p.a.

16.04.05 to 15.08.05
15.08.05 to present

2.11.34 DEPLOYMENT

A. Refinance : During the year 2004-05, refinance aggregating
Rs.7500.04 crore was disbursed, as against Rs.3252.90 crore
disbursed last year, registering a growth of around 131%.

This includes refinance assistance of Rs. 3536.16 crore made
in respect of housing loans disbursed by the Primary Lending
Institutions (PLIs) under the Golden Jubilee Rural Housing
Finance Scheme (GJRHFS), at 47% of the total refinance
disbursement of Rs.7500.04 crore during the year. To promote
rural housing, the Bank lent its refinance at an interest concession
of 50 basis points which has resulted in considerable growth in
disbursals under the Scheme.

2.11.35 Scheme for Short Term financial Assistance to
HFCs

While NHB extends refinance assistance to housing finance
companies (HFC) in respect of housing loans disbursed by them,
these institutions have to meet their short term liquidity requirements
from competitive market sources. In order to cater to this need,
NHB had introduced a scheme during the year 2003-04 to provide
financial assistance to the HFCs for their short term liquidity
requirements arising in the normal course of business.

During the year 2004-05, disbursements of Rs.562.20 crore
were made under the Short Term Scheme.



The following modifications were made in the Refinance
Scheme of the Bank with effect from July 1, 2005 :

*

Ceiling of loan eligible for refinance assistance in the case
of HFCs and SCBs has been fixed at Rs.50 lakhs.

Norm of Net NPA to Net Advances in the case of Banks
has been reduced from existing level of 10% to 5%.

The maximum period of refinance assistance has been
reduced from existing level of 15 years to 10 years in the
case of Urban Co-operative Banks(UCBs), State Co-
operative Banks, Regional Rural Banks, Apex Co-
operative Housing Finances Societies(ACHFS) and
Agricultural Rural Development Banks.

Ceiling of loan eligible for refinance assistance in the case
of Regional Rural Banks has been enhanced from Rs.10
lakhs to Rs.15 lakhs.

The Scheme for Short Term Financial Assistance to HFCs
introduced during the year 2003-04 was modified based
on market response and client feedback. NHB disbursed
Rs. 562. 20 crore during the year 2004-05 under the Short
Term Scheme for Housing Finance Companies as against
Rs. 84 crore disbursed during the last year.

2.11.36 Development during July-November 2005

The Bank disbursed Rs. 1017.81 crore during the 5 month
period July-November 2005. At the end of November 2005 the
cumulative refinance disbursal of NHB stood at Rs. 21659.11 crore.

B. Project Finance : During the year, the Bank sanctioned
finance for 12 projects. The disbursals under Project Finance
aggregated to Rs.27.17 crore. An aggregate of 46,222 dwelling
units have been constructed with this assistance so far.

Cumulatively, till the end of June 2005, the Bank has
sanctioned 384 projects having project cost of Rs.2808.14 crore
and loan component of Rs.1971.58 crore. Of these 384 projects,
228 projects were financed through the refinancing route and the
remaining 156 projects were financed through direct finance
window. So far, the Bank has disbursed Rs.658.30 crore as project
finance of which Rs.245.79 crore was disbursed as refinance, and
the remaining Rs.412.52 crore as direct finance. The total number
of dwelling units that have received finance from NHB is 1,99,445
and the number of plots that were covered for housing project
development was 17, 936.

Other Highlights under Project Finance :

* In its first initiative to support the housing needs of the
micro financing institutions, the Bank disbursed loan to
an NGO, SPARC Samudaya Nirman Sahayak for
construction of 147 flats for slum dwellers in Dharavi,
Mumbai.

During the year, the Bank also sanctioned its first loan to
a Federation of Women Self Help Groups (SHGSs), Sri
Padmavathy Mahila Abyudaya Sangam at Tirupati for
construction of 300 houses in slums at various places in
Tirupati.

Rs. 10.80 crore was sanctioned to SHARE Micro Finance
Ltd., a Micro-Financing Institution based at Hyderabad,
for construction and up gradation of 4500 houses of
women group members.

Extending the support to Tsunami affected people in
coastal Andhra Pradesh, Rs.70 crore was sanctioned to
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Andhra Pradesh State Housing Corporation Limited for
construction of 40,000 dwelling units.

The Bank released a Handbook on Rural Housing and
Infrastructure, a comprehensive document covering
various aspects of rural housing including policy
perspectives, technical and financial issues, cost-
effective construction technologies and plans and
estimates of cost. The Book is intended to help various
agencies in rural housing for the implementation of rural
housing projects. The Book was released by the Hon'ble
Minister for Rural Housing, Dr. Raghuvansh Prasad
Singh in June, 2005.

National Housing Bank has adopted comprehensive credit
rating models for appraisal of the agencies that avail of
direct finance for projects undertaken by them. The rating
models cover State Housing Boards, Municipal
Corporations, NGOs/MFIs, the Private Sector and
Employee Housing. As per the new model, the projects
are also rated by the Bank, in addition to rating of the
agencies. The objective is to measure the risk involved
in lending to various agencies.

2.11.37 Developments during July 01 - December 15, 2005

During the period July 01 - December 15, 2005, project finance
of Rs.366.00 crore was sanctioned for 3 projects having a total
cost of Rs.374.65 crore. An amount of Rs.105.30 crore was
disbursed during this period. The Bank also formulated a special
scheme for the victims of Tsunamis, under which a special
assistance of Rs. 70.00 crore was sanctioned. The first instalment
of Rs.20.00 crore has already been disbursed.

2.11.38 REGULATION & SUPERVISION

Regulatory Issues

Having considered it necessary in public interest and for the
purpose of regulating the housing finance system, the Bank issued/
modified its Directions to the housing finance companies on the
following aspects, during the year:

(i) The rate of interest payable on premature repayment of
a public deposit (after the minimum lock in period of three
months) shall be two per cent lower than the interest rate
applicable to the deposit for the period for which the
deposit has run or if no rate has been specified for that
period, then three per cent lower than the minium rate at
which the public deposits are accepted by that HFC.

(ii) It has been made obligatory for an HFC to intimate the

details of maturity of the deposit to the depositor at least

two months before the date of maturity of the deposit.

(iii) All deposit accounts standing to the credit of sole / first
named depositor in the same capacity shall be clubbed
and treated as one deposit account for the purpose of
premature repayment.

(iv) Inthe context of premature repayment of deposits, HFCs
have been classified into two categories, viz. normally

run HFCs and problem HFCs

(v) A normally run HFC can permit premature repayment of
a public deposit after the lock-in period at its sole discretion
only and premature closure cannot be claimed as a matter

of right by the depositors.



(vi) Problem HFCs have been prohibited from making
premature repayment of any public deposits or granting
any loan against public deposits except in the case of

a)
b)

death of the depositor; or

in the case of "tiny deposits" in entirety ("tiny deposits"
have been defined as the aggregate amount of public
deposits not exceeding Rs.10,000/- standing in the
name of the sole or the first named depositor in the
same capacity in all the branches of the HFC); or

c) to enable the depositor to meet expenses of an
emergent nature up to an amount not exceeding

Rs.10,000/-.

(vii) Housing/Project Loans guaranteed by Central/State
Governments have been assigned a risk weight of zero
per cent. However, where guarantee has been invoked
and the concerned Government has remained in default
for a period of more than 90 days after the invocation of
guarantee, a risk weight of 100 per cent is assigned.

(viil) HFCs not accepting/holding public deposits and having
an asset size of less than Rs.100 crore have been
exempted from submitting the quarterly return on statutory
liquid assets.

(ix) To provide stimulus for increasing the institutional flow of
funds for housing in the rural areas, a term loan granted
to an agriculturist or to a person whose income is
dependent on the harvest of crops shall be treated as a
Non Performing Asset if the instalment of principal or
interest thereon remains unpaid (i) for two crop seasons
beyond due date if the income of the borrower is
dependent on short duration crops or (ii) for one crop
season beyond the due date if the income of the borrower
is dependent on long duration crops (i.e. crop season
longer than one year).

2.11.39 Guidelines issued during the year :

Besides the above, the Bank also issued the following
guidelines during the year :

(i) In the context of the provisions of the Prevention of

Money Laundering Act, 2002 and the need to putin place
systems and procedures to help control financial frauds,
identify money laundering and suspicious activities, the
Bank issued detailed "Know Your Customer' Guidelines
to HFCs.
(i) With effect from the financial year 2004-05, HFCs have
been permitted to withdraw from the reserve fund (created
under section 29C of the NHB Act, 1987), the excess
amount credited (in excess of the statutory minimum of
20%) in the previous years for any business purposes
subject to suitable disclosure in the balance sheet.

The HFCs which have transferred only the statutory
minimum in the previous years would be selectively
permitted to withdraw from the reserve fund only for the
purpose of provisioning for non-performing assets subject
to the conditions that there is no debit balance in the profit
and loss account, the reason for such withdrawal are
stated explicitly in the balance sheet and in such cases,
prior permission of NHB is required to be obtained before
appropriation.

(i) HFCs which maintain the particulars/details of the

deposits, as required under the Directions, on centralised
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computer database have been permitted to continue to
do so provided the authenticated particulars of public
deposits are sent to the respective branches, up dating
the information on quarterly basis i.e. as on March 31,
June 30, September 30 and December 31, every year
irrespective of the fact that the branches do not open
deposit accounts. The information pertaining to a quarter
should reach the branch concerned before 10th of the
succeeding quarter.

(iv) Creation of Deferred Tax Assets (DTA) results in an
increase in Tier | Capital without any tangible asset being
added to the balance sheet. Accordingly, it has been
clarified to the HFCs that DTA should not be considered
for the purpose of calculation of Tier-l Capital / Net

Owned Fund.

2.11.40 Registration of HFCs :

During the period 1st April, 2005 to 14th December, 2005 with
further receipt of applications for grant of certificate of registration
there were 44 Housing Finance Companies (HFCs) as on date
who have been granted COR by the National Housing Bank. Out
of the 44 HFCs, 23 HFCs have been granted COR with permission
to accept deposits from the members of public.

As on date, COR has been cancelled in respect of 11 Housing
Finance Companies, including 2 companies, whose COR was
cancelled during the period under review. NHB exercises these
responsibilities under section 29 A of the NHB Act.

2.11.41 Measures for Public Awareness :

As part of its efforts to create public awareness, the Bank
issued a Public Notice in prominent newspapers on an all-India
basis, with a view to educate the public that no housing finance
company can undertake the business of a housing finance
institution without obtaining a Certificate of Registration issued by
NHB under Section 29A of the NHB Act, 1987. The Bank also issued
three other Public Notices during the year, informing the public of
the cancellation of Certificate of Registration and rejection of
application for grant of Certificate of Registration in respect of
individual housing finance companies.

2.11.42 Co-ordination with other Regulatory Authorities:

Supervision being an important function of NHB, necessary
coordination with State level agencies is undertaken inter alia,
through the State level Coordination Committee meetings
convened by Reserve Bank of India (RBI) in different regions.
During the year, the Bank attended 16 State Level Co-ordination
Committee meetings convened by the RBI at its various regional
offices. These meetings are held with the objective of ensuring
active co-ordination among the various regulatory authorities
concerned with the functioning of the housing finance companies
and NBFCs, where policy as also operational issues of public
interest are addressed.

2.11.43 Supervision of HFCs:

During the year, the Bank undertook the regulatory inspection
of 16 housing finance companies under Section 34 of the National
Housing Bank Act, 1987. Further, inspection of 4 companies was
conducted under Section 29A of the Act, ibid, in the context of
applications for grant of Certificate of Registration.

In order to ensure compliance with the provisions of the NHB
Act, 1987 and the Directions framed thereunder, it was decided
by the Bank to invoke penal provisions in terms of the
provisions of Section 52A of the NHB Act, 1987, with effect from
October 1, 2004.



NHB has been engaged in collection of information through
market intelligence in different states. This helps in monitoring the
activities of those HFCs who have either not applied for grant of
COR or their COR has been cancelled but still reportedly continue
to operate in the market. NHB has also been issuing public notices
in different national/regional dailies to notify the public at large
about the HFCs. This is done in public interest and to protect them
from misinformation.

2.11.44 PROMOTION & DEVELOPMENT

Equity Participation by NHB

NHB provides equity support to the Housing Finance
Companies (HFCs) under the Bank's Guidelines for extending
Equity Support. These guidelines were modified during the year
2004-05 and the amendments are :

*

Upto 25% of paid up capital of the HFCs catering mainly
to the metro / urban areas

Upto 50 % of paid up capital of the HFCs catering mainly
to the EWS / LIG / rural segments

In case of rights issue, NHB can subscribe at a premium
price

NHB can disinvest its holding after the expiry of 5 years
or at an early date as it may deem fit.

As on 30-06-2005, NHB had equity participation in 4 HFCs.
During the year 2004-05, no fresh participation in the equity of any
HFC was undertaken.

2.11.45 Setting up of 'Fraud Management Cell'

The Bank has set up a 'Fraud Management Cell' to collect
information from HFCs regarding frauds committed on housing
loans. Towards this objective, the Bank issued a detailed circular
during the year indicating the causative factors and suggestive
remedial action. All HFCs have been advised to take necessary
safeguards and exercise adequate controls to avoid occurrence
of fraudulent transactions.

2.11.46 Meeting of CEOs of HFCs

During the year, two meetings with the Chief Executive
Officers of Housing Finance Companies were held in August, 2004
at Bangalore and later at New Delhi in May, 2005. Issues like
challenges in resource mobilization of the HFCs, securitization
of mortgage loans, Golden Jubilee Rural Housing Finance
Scheme, standardization of documents in housing finance
process, Amendments to HFC (NHB) Directions 2001,
geographical distribution of HFCs, Recommendations of the
Committee on Standardization of Housing Loans and sharing of
information on fraudulent transactions were discussed with the
participants.

2.11.47 TRAINING

As a capacity building measure in the housing finance sector,
the Bank organises various training programmes on matters related
to housing finance for the personnel of the sector. During the year,
the Bank organized eight training programmes. More than 250
participants from various institutions attended these programmes.
Apart from increasing awareness on issues related to housing
finance industry, these programmes also serve as the forum for
exchange of ideas and experience among the participants and
NHB. One of the programmes viz. Orientation Programme for
Housing Finance, also attracted participants from neighbouring
Bangladesh.
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The Bank has also been providing faculty support to various
institutions conducting training programmes on housing finance
for their staff. The Bank also provided support in terms of design
and content of in-house training programmes of the institutions.
During the year, faculty support was provided to Bankers Institute
of Rural Development for its specialized programme targeted for
officers of RRBs. Besides this, faculty support was also provided
to PNB Housing Finance Limited, Punjab National Bank, Repco
Home Finance Limited and NABARD.

2.11.48 GOLDEN JUBILEE RURAL HOUSING FINANCE
SCHEME

The Golden Jubilee Rural Housing Finance Scheme was
launched in the year 1997-98 with a view to provide improved
access to housing finance to people living in rural areas. The
Scheme provides for construction of new dwelling unit or upgradtion
of the existing one. The Scheme is implemented through various
Primary Lending Institutions (PLIs) namely Housing Finance
Companies (HFCs), Public Sector Banks(PSBs) and Co-operative
sector institutions. The Government of India sets national targets
and NHB being the monitoring agency, sub-allocates the target to
each Primary Lending Institution.

During the year 2004-05, the performance of the PLIs under
the Scheme was commendable with the total units financed by
PLIs going up to 2, 58,562 as against the national target of 2.50
lakh dwelling units. This was a record achievement of 103% as
against 97.50 % in 2003-04.

Category wise performance of the PLIs under the Scheme is
presented in the following table :

Institution Target Achieverment Percentage of
Achieverment

200304 200405 200304 200405 200304 200405

Housing Finance

Companies 105500 92250 71697 74001 6% D%

PublicSectorBanks 132000 157,750 171,180 184,262 13% UM%

Co-operative Sector

Institutions 12500 — 876 29 700%

TOTAL 250000 250000 243753 258562 9%  103%

For the current financial year 2005-06, a target of financing of
2, 75,000 units have been set by the Government of India.

2.11.49 SECURITIZATION

National Housing Bank (NHB) has undertaken thirteen
issuances of Residential Mortgage Backed Securities (RMBS)
involving 38,008 individual housing loans originated by six housing
finance companies (HFCs) and one scheduled commercial bank
aggregating to Rs.763.26 crore till 30th June, 2005, with the NHB
assuming the role of Trustee (to Special Purpose Vehicle Trusts
declared by NHB) in the transactions.

2.11.50 New RMBS Issuances :

During the year, NHB completed three issues of Residential
Mortgage Backed Securities (RMBS) involving 2892 housing loans
amounting to Rs.99.33 crore originated by one HFC and fully
wrapped with NHB's guarantee. These were the first RMBS issues
in the Indian Capital market with NHB's guarantee, conceptualized
on the lines of the RMBS issued by institutions such as Fannie
Mae and Freddie Mac of USA.

2.11.51 Policy Issues pertaining to RMBS :
The announcement of the Union Budget for the year 2005-06
to make amendments in the Securities Contracts (Regulation) Act,



1956 (SCRA) to cover securitized debt including securitized
mortgage debt under the definition of eligible "Securities" in the
SCRA has been a major initiative to facilitate the listing and trading
of RMBS in stock exchanges. This measure is expected to provide
new impetus to the development of secondary market for
residential mortgage loans, enabling growth and expansion of
the Indian housing finance system and improving home ownership
in the country.

During the year, NHB entered into an Agreement with the Asian
Development Bank (ADB) and Housing Development Finance
Corporation Ltd. (HDFC) for undertaking a study for development
of a Secondary Mortgage Institution in India along similar lines as
the Fannie Mae in USA.

2.12  Agriculture Credit:

2.12.1 With aview to doubling the flow of agricultural credit
in three years, the Govt. of India had announced a package of
measures on June 18, 2004. Compared to a disbursement during
the year 2003-04 to the sector of Rs. 86, 981 crore, the actual
disbursement in 2004-05 was Rs.1,24,122 crore, registering a
growth of 42.7% over the previous year. The disbursement in 2005-06
upto December, 2005 has been Rs.119,114 crore. A total of
Rs.3015 crore has been provided as per package, as debt relief
to farmers in distress, farmers in arrears and one time settlement
for small and marginal farmers during 2005-06(upto December,
2005). Besides, Rs.28.26 crore has been provided by banks as
advances to farmers to enable them to redeem their debts from
money lenders during the year 2005-06(till December, 2005).

Agency-wise Ground Level credit Flow for Agriculture and
Allied Activities.

(Rs. in crores)

Agency 199900 200001 200102 200203 200304 2004-05 200506*
CooperativeBanks 18260 0718 23B24 23636 26959 30814 28946
RRBs 3172 4220 4854 6070 7581 11827 11145
CommercialBanks 24733 2/807  33/87 P74 52441 81481 79022
OtherAgencies 103 82 80 80 — —
Total 46268 52827 62045 69560 8698l 124122 119113

* (Upto 31st December 2005)

2.12.2 Kisan Credit Card Scheme (KCC)

The Kisan Credit Card Scheme, which was introduced in
1998-99, has made rapid progress with the banking system
issuing more than 580 lakh cards. The scheme has helped to
augment the flow of short term crop loans for seasonal agricultural
operations to farmers. Besides the existing facilities of providing
crop loan, the scope of KCC Scheme has been enlarged to include
term loans for agriculture and allied activities and a reasonable
component to meet the consumption needs. Further, to provide
adequate and timely credit support from the banking system to
the farmers for their cultivation needs and to improve farmers
accessibility to bank credit for production purposes, the credit
delivery mechanism is being simplified and more flexibility in the
use of Kisan Credit Card (KCC) is being introduced. The banks
(Commerical Banks, Cooperative Banks and Regional Rural
Banks) have issued about 5.8 crore cards till December, 2005
as per following details:

(In crore)

Agency No. of KCC No. of KCC issued
issued upto during April,
31st March, 2005  December, 2005

Cooperative Banks 2.78 0.28
Regional Rural Banks 0,56 0.11
Commercial Banks 1.76 0.31
Total 5.10 0.70
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2.12.3 Self Help Groups (SHGSs):

The SHGs bank linkage programme has emerged as the
major micro finance programme in the country. A Target for credit
linking 2.5 lakh SHGs was fixed for the year 2004-05 was fixed
and against this target, 5.39 lakh SHGs were credit linked during
the year. Further, atarget of credit linking 3 lakh SHGs has been
fixed for the year 2005-06 against which upto 31st December, 2.08
lakh SHGs has been credit linked. The active participation of
women around 90% and a timely repayment continued to be the
prominent features of the programme.

2.12.4 Micro Finance:

In pursuance of the Budget Announcement Micro Finance
Development Fund (MFDEF) has been designated as Micro
Finance Development and Equity Fund. The additional
contribution to MFDEF is proposed to be contributed by RBI,
NABARD and commercial banks in the ratio of 40:40:20. An
Advisory Board for the Micro Finance Development and Equity
Fund has been constituted and a draft legislation for the micro
finance sector is under finalization. NABARD has decided to
extend grants to banks for rating of MFIs. Guidelines for external
commercial borrowings (ECBs) for NGOs engaged in micro
finance activities under automatic route upto 5 million dollars in
a financial year have been issued by RBI.

2.12.5 Cooperative Credit Structure:

The Government had set up a Task Force under Chairmanship
of Prof. A.Vaidaynathan to make recommendations to revitalize
the cooperative credit structure. Afinancial package of Rs.13,596
crore along with other measures has been approved by the
Government to revitalize Short Term Cooperative Credit Structure
in the country. The same Task Force was entrusted the task of
making recommendations for revival of long term cooperative credit
institutions. A draft report has been received and the final report
of the Task Force is expected shortly.

2.12.6 Rural Infrastructure Development Fund (RIDF):

The Rural Infrastructure Development Fund (RIDF) was set
up in the National Bank for Agriculture and Rural Development
(NABARD) with an initial corpus of Rs. 2000 crore interms of an
announcement made in the Union Budget for the year 1995-96
(RIDF-I). The fund was primarily created to extend loans to State
Government to enable them to complete various types of
infrastructural projects which had been started in the past but could
not be completed for want of funds, with contribution from
Scheduled Commercial Banks based on their shortfall in priority
sector and agricultural lending. RIDF-XI has been set up in 2005-
06 with a corpus of Rs. 8000 crore and an amount of Rs. 6098
crore has been sanctioned till December, 2005.

2.13 The Right to Information Act, 2005

The Right to Information Act, 2005, which has come into
force w.e.f. 12.10.2005, is being implemented in Banking and
Insurance Division in letter and spirit. Banking and Insurance
Division has already appointed a CPIO and an Alternate CPIO
for looking after the requests received under the Act pertaining
to Banking and Insurance Division respectively. The material
required to be placed on the website has been reflected therein.
To sensitize the officers of the Division, a meeting was held on
26.10.2005 under the chairmanship of AS(FS) wherein the
provisions of the Act were discussed to finalize the internal
procedure to be followed within the Division for timely disposal
of such requests. All requests received under the Act till
31.12.2005 have been disposed of.
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2.13.1 Action taken report on Budget Announcements 2005-06
Banking & Insurance Division
As on 31.01.2006

Sl.
No.

Para
No.

Text of Announcement

Status Report

Target date of
implementation

34

48

49

50

Government will focus on providing basic
infrastructure to the poor, especially those in
rural India and in urban slums. The Rural
Infrastructure Development Fund which was
revived last July will, as in the current year,
be provided a corpus of Rs. 8,000 crore in
2005-06 also.

Government intends to continue with its effort
to turn the focus of commercial banks,
regional rural banks (RRBs) and cooperative
banks towards providing credit, especially
production credit, to rural households and
farm households. Particularly in agricultural
credit, innovations are possible. | propose to
request the Reserve Bank of India (RBI) to
examine the issue of allowing banks to adopt
the agency model, by using the infrastructure
of civil society organizations, rural kiosks and
village knowledge centers, to provide credit
support to rural and farm sectors.

In June 2004, | had announced my intention
to double the flow of agricultural creditin three
years, | had also announced an indicative
target of Rs. 1,05,000 crore. Notwithstanding
a below par performance by co-operative
banks, together, all three arms will disburse
Rs. 1,08,500 crore in the current year.
Continuing on the same path, | propose to
ask commercial banks, RRBs and
cooperative banks to increase the flow of
credit by another 30 per cent in 2005-06.
Further, the public sector banks would be
asked to increase the number of borrowers
by another 50 lakh.

Cooperative banks in India, with few

exceptions, are in a shambles. Six State

Central Cooperative Banks and 140 District

Central Cooperative Banks do not comply with

Section 11 of the Banking Regulation Act,

1949. They also have difficulty in accessing

refinance for agricultural credit. Alarmed by

the gravity of the situation, | had appointed a

Task Force to examine the reforms required

in the cooperative banking system. The Task

Force has submitted its report. The

recommendations include:

*  Special financial assistance to wipe out
accumulated losses and strengthen the
capital base of co-operative credit
institutions;

* Institutional restructuring to ensure
democratic institutions; and

*  Changes in the legal framework to
empower RBI to enforce prudent
financial management.

| propose to accept the report in principle. |

also propose to call State Governments for

State-wise allocation of Rs.8000 crore under
RIDF has been finalized by NABARD.
Activities for financing under RIDF XI have
also been approved. Projects worth
Rs.6097.60 crore has been sanctioned till
311st December, 2005.

RBI constituted an Internal Working Group to
examine, inter alia, the issue of allowing banks
to adopt agency model, by using the
infrastructure of civil societies organizations,
rural kiosks and village knowledge centers,
to provide credit support to rural and farm
sector. RBI has issued the circular.

i) Inthe meeting of FM with CEOs of PSBs
a target of Rs.1,41,000 crore, during the
year 2005-06 has been finalized.

i) NABARD has been advised quarterly
targets for issue of KCC to 50 lakh new
farmers in the year 2005-06. The
quarterly targets have been
communicated to the Public Sector
Banks by NABARD.

iii) The total disbursement in 2005-06 upto
30th November, 2005 is Rs.104782
crore.

Based on consultation with State
Governments a package for revival of short
term rural cooperative credit structure has
been approved by Government on 15.12.2005
and the State Governments has been advised
to convey their willingness.

Action completed

Action completed

Action completed
(Progress is
being monitored)
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52

53

54

62

consultation and begin the process of
implementing the recommendations in the
States that show willingness to accept the
recommendations.

The programme of linking Self Help Groups
(SHGs) with the banking system has emerged
as the major micro-finance programme in the
country. 560 banks including 48 commercial
banks, 196 RRBs and 316 cooperative banks
are now actively involved in the programme.
| propose to enhance the target for credit-
linking in the next fiscal from 2 lakh SHGs to
2.5 lakh SHGs.

At present, micro finance institutions (MFIs)
obtain finance from banks according to
guidelines issued by RBI. MFIs seek to
provide small scale credit and other financial
services to low income households and small
informal businesses. Government intends
to promote MFIs in a big way. The way
forward, | believe, is to identify MFlIs, classify
and rate such institutions, and empower
them to intermediate between the lending
banks and the beneficiaries. Commercial
banks may appoint MFIs as "banking
correspondents" to provide transaction
services on their behalf. Since MFIs require
infusion of new capital, | propose to re-
designate the existing Rs. 100 crore Micro
Finance Development Fund as the "Micro
Finance Development and Equity Fund", and
increase the corpus to Rs. 200 crore. The
fund will be managed by a Board consisting
of representatives of NABARD, commercial
banks and professionals with domain
knowledge. The Board will be asked to
suggest suitable legislation, and | expect to
introduce a draft Bill in the next fiscal year.

| propose to request RBI to open a window to
enable qualified NGOs engaged in micro-
finance activities to use the External
Commercial Borrowing (ECB) window.
Detailed guidelines containing necessary
safeguards will be issued by RBI.

The Government is implementing a life
insurance scheme for handloom weavers
which, provide insurance cover upto Rs.
50,000. At present, only 2 lakh weavers are
covered. | propose to enlarge the coverage
of the scheme to 20 lakh weavers in two years
which will cost Rs. 30 crore per year when
fully rolled out. The Government is also
implementing a health insurance package for
weavers. Here too, the coverage is how only
for 25,000 weavers. | propose to increase
the coverage to 2 lakh weavers at a recurring
cost of Rs. 30 crore per year. Once the two
new and enlarged schemes are approved, |
propose to provide the required funds.

i) Ithas been decided to up-scale the target
for credit linking of Self Help Groups for
2005-06 to 3 lakhs.

i) NABARD has been advised quarterly
targets for credit linking of 3.00 lakh SHGs
in the year 2005-06. The total number of
SHGs financed during 2005-06 upto 30th
November, 2005 is 1.88 lakhs.

i)  NABARD has decided to extend grants
to banks for rating of MFIs.

ii) The additional contribution to MFDEF is
proposed to be contributed by RBI,
NABARD and Commercial Banks in the
ratio of 40:40:20.

iii) Advisory Board for the Micro Finance
Development and Equity Fund has been
constituted. Discussions have been held
with  RBI, NABARD and other
stakeholders regarding draft legislation.
Adraft legislation is under consideration.

Guidelines for External Commercial
Borrowings (ECB) and Non Government
Organizations (NGO) engaged in micro
finance activities under automatic route have
been issued by RBI.

The Ministry of Textiles has finalized the
scheme of life cover to 20 lakh weavers in
consultation with LIC and health cover to 2
lakh weavers in consultation with ICICI-
Lombard.

Action completed
(Progress is
being monitored)

The needful has
been done.
Action completed

Action completed
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10.

63

83

The sugar industry has been under financial The Government has approved financial Action completed

stress since 2001. The position became

worse due to two successive droughts in

certain parts of the country. The Tuteja

Committee appointed by the Government has

submitted its report. After a careful

examination of the report, and after consulting

RBI and NABARD, | propose the following

financial package for the revitalization of the

sugar industry:

*  Sugar factories that were operational in
2002-03 sugar season will be assisted
to restructure. NABARD, in consultation
with State Governments, RBI, banks and
financial institutions will work out a
scheme for providing a financial package
with a moratorium of two years, on both
principal and interest, and a schedule of
payment having regard to the
commercial viability of each unit.

*  Government has already reduced the
rate of interest on loans from the Sugar
Development Fund to 2 percentage
points below the bank rate. | propose to
make the same rate applicable to
outstanding loans as on October 21,
2004.

Indian Banks Association (IBA) and NABARD

will be asked to work out a scheme under

which individual sugar factories may
renegotiate the rate of interest on their past
high interest loans.

| had promised that a comprehensive Bill to

amend the Banking Regulation Act, 1949 will

be introduced in the Budget Session. In
consultation with the RBI, | propose to
introduce amendments to the Act

*  to remove the lower and upper bounds
to the statutory liquidity ratio (SLR) and
provide flexibility to RBI to prescribe
prudential norms;

*  to allow banking companies to issue
preference shares, since preference
share capital can be treated as regulatory
capital under specified circumstances as
per Basel norms;

*  tointroduce specific provisions to enable
the consolidated supervision of banks
and their subsidiaries by RBI in
consonance with the international best
practices in this regard,;

| also propose to introduce amendments to

the Reserve Bank of India Act, 1934 -

*  to remove the limits of the cash reserve
ratio (CRR) to facilitate more flexible
conduct of monetary policy; and

*  to enable RBI to lend or borrow securities
by way of repo, reverse repo or
otherwise.

package for revitalization of sugar industry.

Amendment Bill has been introduced in Lok Action completed

Sabha on 13.5.2005. The Standing
Committee on Finance is examining the Bill.
The report of the Committee has been placed
in Parliament. Government is considering the
recommendations of the Committee.

Amendment Bill has been introduced in Lok Action completed

Sabha on 13.5.2005. The Standing
Committee on Finance is examining the Bill.
The report of the Committee has been placed
in Parliament. Government is considering the
recommendations of the Committee.
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2.13.2 Common Minimum Program of the United Progressive Alliance
(Banking and Insurance Divisions)- Status as on 31.1.2006.

Sl. No.

CMP Extracts

Comments

Status

5.

6.

The UPA government will establish a
National Commission to examine the
problems facing enterprises in the
unorganized, informal sector. The
Commission will be asked to make
appropriate recommendations to
provide technical, marketing and credit
support to these enterprises. A National
Fund will be created for this purpose.

The UPA government will give the
highest investment, credit and
technological priority to the continued
growth of agriculture, horticulture,
aquaculture, flori-culture, forestation,
dairying and agro-processing that will
significantly add to the creation of new
jobs.

Along with vastly expanding credit
facilities for small-scale industry and
self-employment, the UPA government
will ensure that the services industry will
be given all support to fulfill its true
growth and employment potential. This
includes software and all IT-enabled
services, trade, distribution, transport,
telecommunications, finance and
tourism.

The rural cooperative credit system will
be nursed back to health. The UPA
government will ensure that the flow of
rural credit is doubled in the next three
years and that the coverage of small and
marginal farmers by institutional lending
is expanded substantially. The delivery
system for rural credit will be reviewed.

Immediate steps will be taken to ease
the burden of debt and high interest
rates on farm loans.

Crop and livestock insurance schemes
will be made more effective.

An announcement was made on 18th
June, 2004 to increase the flow of
agriculture credit by 30% during the
current year, 2004-05 with a target of
Rs.1,05,000 crores.

Bank credit is already available to
activities enlisted in the program.

An announcement was made in the
Budget 2004-05 to double the flow of
credit to agriculture in the next three
years.

The package announced in June 2004
includes relief measures for farmers
such as (i) Debt rescheduling and fresh
loans for distressed farmers. (ii) One
time settlement for small and marginal
farmers. (iii) Fresh finance for farmers
whose earlier debts have been settled
through compromise or write off. (iv)
Relief measures for farmers indebted to
non-institutional lenders.

Existing schemes need to be evaluated
to see how they can be made more

Ministry of Small Scale Industries has
already constituted a National
Commission on Enterprises in the
Unorganized Sector/Informal Sector,
Government of India vide Resolution
dated 20th September, 2004. Further
progress in the matter is available with
Ministry of Small Scale Industries.

The target of flow of credit to agriculture
and allied activities in 2005-06 has been
fixed at Rs.1,41,000 crore. The
disbursement upto 31st December 2005
is Rs.1,19,114.41 crore.

i)  The disbursement of agricultural
credit is targeted to increase to
Rs.1,41,000 crore in 2005-06.

ii) The Task Force set up under the
Chairmanship of Prof. A.
Vaidyanathan to revitalize the
cooperative credit structure has
submitted its report with regard to
short term credit structure and the
report has been accepted. A
financial package of Rs.13,596
crore alongwith other
recommendations has been
approved by the Cabinet for
implementation.

iii) The same Task Force has been
entrusted with the task of making
recommendations with regard to
revival of long term cooperative
credit institutions. The Task Force
has submitted the draft report.

The progress in 2005-06 is as follows :-
A total of Rs.3014.29 crore has been
provided as per package, as debt relief
to farmers in distress, farmers in arrears
and One-time settlement for small and
marginal farmers during 2005-06 (upto
December 2005). Besides, 28.26 crore
has been provided by banks as
advances to farmers to enable them to
redeem their debts from money lenders,
till December, 2005.

Ministry of Agriculture had constituted a
Joint Group on 31st August, 2004 to
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10.

A national scheme for health insurance
for poor families will be introduced.

The UPA government will bring about a
major expansion in schemes for micro-
finance based on self-help groups,
particularly in the backward and
ecologically fragile areas of the country.

The UPA government will take special
measures to ensure that regions of India
like in the east where the credit deposit
ratio is lagging, is improved
substantially.

Amajor promotional package for the SSI
sector will be announced soon.
Infrastructure upgradation in major
industrial clusters will receive urgent
attention.

effective. Expert Groups can be set up
to submit reports in three months time.

Finance Minister, in his Budget 2004-
05 speech announced a health
insurance scheme for the families living
below poverty line. A subsidy of
Rs.200/-, Rs.300/- and Rs.400/- per
annum per family is provided to an
individual, family of five and family of
seven respectively.

An indicative target of credit linking
additional 5.85 lakh SHGs upto March
31, 2007 was set, including a target of
credit linking 1.85 lakh SHGs in 2004-
05.

To ensure better credit deposit ratio, it
is necessary to improve the absorptive
capacity and infrastructure of the
concerned regions.

The concerned administrative Ministries
need to work with State Government.

Major promotional package for SSI
needs to be prepared by Ministry of SSI.
However, regulation of interest rates
must be avoided as it will adversely
affect supply of credit.

study improvement in existing crop
insurance schemes. The Group has
submitted its report. Further consultation
with all the stakeholders is going on and
it is expected that a modified National
Agriculture Insurance Scheme will be
implemented from Kharif 2006.

Public Sector Insurance Companies
have already launched Universal Health
Insurance Scheme for coverage of BPL
families. A total of 53741 families
(178958 persons) have been covered till
31.12.05 in the current financial year.

It has been decided to up-scale the
target for credit linking of Self Help
Groups for 2005-06 to 3 lakhs. The total
number of SHGs credit linked during
2005-06 upto 31st December is 2.08
lakhs.

In implementation of Item 38 of the
Common Minimum Programme (CMP),
it was decided to set up an Expert
Group under the Chairmanship of Shri
Y S P Thorat, Managing Director,
NABARD to examine the nature and
magnitude of the problem of low CD
Ratio across states/regions and to
suggest measures to overcome it. The
Committee submitted its Report to the
Government of India on 24.2.2005. The
Government has accepted the
recommendations of the Group with
certain modifications.

It has been decided that the CD Ratio of
banks should henceforth be monitored
at different levels on the basis of the
following parameters:

Institution/Level Indicator
Individual banks at

Head Office Cu+RIDF
State Level (SLBC) Cu+RIDF
District Level Cs

It has also been decided to set up
Special Sub-Committees (SSCs) of
DLCC in the districts having CD Ratio
of less than 40, in order to monitor the
CD Ratio and to draw up Monitorable
Action Plans to increase the CD Ratio.
RBI has accordingly issued instructions
on 9.11.2005 to CMDs of all Scheduled
Commercial Banks (including RRBs)
and advised them to take necessary
steps as stated in the circular.

RBI has accepted the recommendations

of the Working Group on Flow of Credit

to SSI Sector submitted by Dr. A.S.

Ganguly and has issued the following

guidelines to all the banks.

1) A full service approach to SME
clusters.

2) Corporate linked SME cluster
models may be actively promoted
by banks.
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3) SIDBI and lead banks should also
leverage the MFI and NGO
experience.

4) Higher working capital limits may be
provided in hilly areas and North
Eastern States.

5) New Instruments may be explained
for promoting rural industry.

Ministry of SSI is also contemplating a

comprehensive legislation for

development of Small Enterprises to

boost SSI Sector, including cluster

financing.

11. Competition in the financial sector will Competition in the financial sector can Policy constraints as well as the

be expanded. Public sector banks will
be given full managerial autonomy.
Interest rates will provide incentives both
to investors and savers, particularly
pensioners and senior citizens.

be expanded partly by permitting FDI
and dilution of equity in Public Sector
Banks. This will also help in making
Public Sector Banks more autonomous
and professional. As a first step in this
direction the FDI limit in Private Sector
Banks has been raised from 49% to 74%
under the automatic route, including
investment by Fls vide notification dated
5th March, 2004. As per the decision of
the Cabinet in this regard detailed
guidelines are being finalized by
Reserve Bank of India.

For fulfillment of the above objectives,
necessary consultations are already
being made with RBI and the Indian
Bank's Association. Once, these
consultations are over, it is hoped that
anAction Plan for fulfilment of the above
mentioned objective, in a time bound
manner would be finalized within the
period stipulated by the Prime Minister.

regulatory constraints on competition
are being removed by series of
measures. Particularly RBI has
emphasized corporate governance
while moving determinedly away from
micro regulation in favour of market
discipline. Several measures for
enhancing the corporate governance
and improving managerial autonomy for

Public Sector Banks are under

discussions between Government and

Reserve Bank. Indian Banks'

Association is preparing a policy

framework and the Boards are

expected to take necessary initiative in
this regard. A special facility has already
been provided in the Budget for senior
citizens. Aregulatory regime for pension
funds is under active consideration.

Several efforts are being made to make

interest rates more flexible. Special

attention is being given to enhancing
the credit at reasonable rates for
agriculture and SMEs.

Instructions have been issued on

22.2.05 to all Public Sector Banks for

managerial autonomy.

Further, Nationalised Banks have been

granted autonomy in respect of

appointment of statutory auditors. The
banks have been granted options as
under:-

i)  Public Sector Banks may obtain the
names of Statutory Central Auditors
and Branch Auditors directly from
the Comptroller and Auditors
General of India (C & AG) and
Institute of Chartered Accountants
of India (ICAIl) respectively and
appoint them with the prior approval
of Reserve Bank of India.

OR

ii) The present practice may be
followed and the Reserve Bank of
India may appoint the SCAs in
consultation with the Government of
India.

However, the norms of remuneration of

SCAs and Branch Auditors shall

continue to be prescribed by the RBI.

RBI will also continue prescribing the

norms for empanelment of SCAs and

Branch Auditors in respect of public

sector banks.
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12.

13.

14.

15.

16.

In addition, a social obligations imposed
by regulatory bodies on private banks
and private insurance companies will be
monitored and enforced strictly.

Regulation of urban cooperative banks
in particular and of banks in general will
be made more effective.

LIC and GIC will continue to be in the
public sector and will continue to play
their social role.

Public sector companies and
nationalized banks will be encouraged
to enter the capital market to raise
resources and offer new investment
avenues to retail investors.

All regulatory institutions will be
strengthened to ensure that the
competition is free and fair. These
institutions will be run professionally.

This can be done in consultation with
RBI and IRDA.

For this purpose, the proposed
amendment to Banking Regulation Act,”
needs to be quickly legislated.

The policy at present is to keep them in
the public sector.

Nationalised banks would welcome this
measure. They should be encouraged
to dilute their equity.

Reserve Bank of India and Insurance
Regulatory Development Authority are
two regulatory institutions under the
Banking and Insurance Division. The
position in respect of these two
institutions are as under:-
i. Reserve Bank of India has been
enjoined with various statutory

The Division has written to IRDA to
closely monitor these obligations and
send periodic reports to the
Government.

In so far as Private Sector Banks are
concerned, the status is as under:-

As per RBI's report it has issued a
circular on 26th July, 2004 to all the
domestic scheduled commercial banks
reiterating their instructions on priority
sector lending and advising them to take
appropriate steps to increase the flow
of credit to priority sector, agriculture and
weaker sections.

In addition to effectively monitoring the
extension of priority sector advances by
private sector banks and ensuring that
they achieve the target of 40%, a plan
of action to ensure doubling of rural
credit through banking system has been
put in place and is being closely
monitored.

ABill has already been introduced in Lok
Sabha on 13.5.2005 and the same has
been referred to Standing Committee for
examination. The report of the
Committee has been placed in
Parliament. Government is considering
the recommendations of the Committee.

LIC and GIC are continuing in the public
sector.

1) In the Action Plan for increasing
competition in the financial sector
and devolution of full managerial
autonomy to the public sector
banks, one of the strategies
proposed was an amendment to the
Acts, 1970/80 to bring down the
minimum Government equity to
33% from 51%. PMO has
communicated that on this proposal
PM has remarked as under:-
"This item has no relation to the
NCMP commitment and may
therefore, be taken up separately.
However, any decision in this regard
to be finalized after discussion in the
UPA., Government and Left
Coordination Committee.

2. Since October, 2004, six banks
have gone in for a Public issue
further diluting percentage of
Government equity and one more
nationalized banks is likely to go for
a follow-up public issue during the
current financial year.

There is no change in the position.
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17.

Competition in the financial sector will
be expanded. Public Sectors will be
given full managerial autonomy .

powers under Banking Regulation
Act, 1949. These powers cover both
regulatory  framework and
supervisory mechanism under the
above Act. While the regulatory
framework refers to policy
framework to be followed by banks,
the supervisory mechanism refers
to mechanism to ensure bank's
compliance with policy
prescriptions. RBI has been
performing the role of a regulator
and as envisaged in the Banking
Regulation Act, 1949 through its
various provisions. However, in view
of the recent developments relating
to certain banks, it is felt that that
RBI needs to strengthen the
mechanism further to avoid
deteriorations in the functioning of
the banks and to strengthen the
public faith in the banking industry.
RBI has been asked to look into this
aspect as to achieve the objective
of the common minimum
programme of strengthening the
regulatory institutions.
ii)  Insurance Regulatory Development
Authority (IRDA).
IRDAAct was enacted in the year 1999.
IRDA consists of a Chairperson, 5 whole-
time and 4 part time members. Out of 4
whole time members, 3 have to be
necessarily from Life, General and
Actuarial sides. Thus IRDAs being run
professionally, as a part from
specialization, the appointment of
Chairperson & whole time members are
done by ACC.
To ensure free and fair competition in
the market, IRDA has enacted 27
regulations. IRDA periodically monitors
the observance of these.

Competition in the financial sector can
be expanded partly by permitting FDI
and dilution of equity in Public Sector
Banks. This will also help in making
Public Sector Banks more autonomous
and professional. As a first step in this
direction the FDI limit in Private Sector
Banks has been raised from 49% to 74%
under the automatic route, including
investment by Fls vide notification dated
5th March, 2004. As per the decision of
the Cabinet in this regard, detailed
guidelines were issued by RBI on
28.2.2005 on 'Ownership and
Governance of private sector banks'and
'Roadmap for foreign banks presence in
India'.

For fulfilment of the above objectives,
necessary consultations are already
being made with RBI and the Indian
Bank's Association. Once, these
consultations are over, it is hoped that
an Action Plan for fulfillment of the
above mentioned objective, in a time
bound manner would be finalized within

(@) Necessary guidelines with regard
to academic qualifications for
recruitment to various categories of
employees have been issued by the
Government on 8.9.2004.

(b) Instructions have been issued on
22.2.2005 to all Public Sector
Banks for managerial autonomy.

(c) Amendment Bill has been
introduced in the Lok Sabha on
13.5.2005 regarding removal of the
present ceiling of voting rights
stipulated in Section 12, Sub
Section (2) of the Banking
Regulation Act, 1949.

(d) A paper for consolidation of Public
Sector Banks/financial Institutions
has been prepared and is under
consideration of the Government.
FM in his meeting with CEOs of
PSBs and Fls on 3rd June 2005 has
advised that before considering any
proposal for consolidation/merger
of PSBs, the Management of the
concerned banks may suitably
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Sl. No.

CMP Extracts

Comments

Status

the period stipulated by the Prime
Minister.

In the Insurance Sector, to expand
competition, necessary amendments in
the Insurance Act, 1938 to increase the
FDI limit from the present 26% to 49%
are under process.

sensitize the unions on the need
and the advantages of
consolidation and their
apprehensions may be allayed.
Further, in his meeting with CEOs
of Public Sector Banks (PSBs) held
on the 18th November, 2005, the
Finance Minister emphasized that
to accelerate the process of
consolidation in the banking sector,
it is necessary that all the
stakeholders are sensitized. The
banks have been requested to
continue and deepen the dialogue
with the employees and officers to
obtain a consensus in favour of
consolidation.

(e) Further, Nationalized Banks have
been granted autonomy in respect
of appointment of statutory auditors.
The banks have been granted
option as under:-

i) Public Sector Banks may
obtain the names of Statutory
Central Auditors and Branch
Auditors directly from the
Comptroller and Auditors
General of India (C & AG) and
Institute  of  Chartered
Accountants of India (ICAl)
respectively and appoint them
with the prior approval of
Reserve Bank of India.

OR

ii) The present practice may be
followed and the Reserve Bank
of India may appoint the SCAs
in consultation with the
Government of India.

However, the norms of remuneration of

SCAs and Branch Auditors shall

continue to be prescribed by the RBI.

RBI will also continue prescribing the

norms for empanelment of SCAs and

Branch Auditors in respect of public

sector banks.

Restructuring of Regional Rural Banks

(RRBs)

As regards restructuring of RRBs, it has

been decided that Sponsor Banks

should be held accountable for the
performance of RRBs. RRBs that adopt

a new governance standard and that

abide by the prudential regulations will

qualify for receiving funds from the

Government for their restructuring. In

order to consolidate the RRBs

sponsored by the same bank within a

State, notifications under Sub-Section

(1) of Section 23A of RRBs Act, 1976

for amalgamation of 47 RRBs into 16

have been issued.




Advances to the Priority Sectors by Public Sector Banks (PSBs)
(As on the last reporting Friday of )

Annexure- 1
(Ref. para 2.8.1)

Sector No. of accounts (in lakh) Amount outstanding (Rs. crore)
June March March March March March March June  March  March March March  March  March
1969 2000 2001 2002 2003 2004  2005* 1969 2000 2001 2002 2003 2004 2005 *
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
I.  Agriculture 1.7 160 188 158 168 190 208 162 45296 53571 58142 70502 84435 112475
(5.4) (14.3) (15.7) (14.8) (145) (15.1) (15.7)
(i) Direct 1.6 157 185 153 165 188 191 40 34247 38137 44019 51484 62170 82613
(1.30) (10.8) (11.2) (11.2) (10.6) (11.2) (11.5)
(i) Indirect 0.1 3 3 5 3 2 17 122 11049 15434 14123 19017 22265 29862
(400  (35) (45)  (3.6) (3.9) (4.0) (4.2)
Il.  Small Scale Industries 0.5 22 20 19 17 17 18 257 46045 48400 54268 52646 58311 67634
(8.5) (14.6) (14.2) (13.8) (10.8) (10.4) (9.4)
lll. Other priority sector advances 0.4 81 80 81 88 94 85 22 30816 40791 59074 76638 101710 129984
(0.7) 9.7) (12.0) (15.0) (15.8) (18.1) (18.1)
IV. Total Priority sector advances # 2.6 265 288 258 273 301 319 441 127478 149116 171484 199786 244456 310093
(14.6) (40.3) (43.7) (43.5) (41.2) (43.6) (43.2)
V. Net Bank Credit - - - - - - - 3016 316427 341291 394064 485271 560819 717304
* Data are provisional
# Inclusive of advances to setting up industrial estates, loan to software industries, food and agro-processing sector, self-help group, venture capital, etc.

Note: Figures in brackets represent percentages to net bank credit.
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Advances of Public Sector Banks to Agriculture and Weaker Sections

(As on the last reporting Friday of March 2005)

Annexure-Il
(Ref. para 2.8.1)

(Amount in Rs. crore)

Sr. Name of the bank Direct agricultural Indirect agricultural Total agricultural Weaker Sections Total Priority Sector
No. advances advances advances advances advances
Amount % to NBC Amount % to NBC Amount % to NBC Amount % to NBC Amount % to NBC
1 2 3 4 5 6 7 8 9 10 11 12
1 Allahabad Bank 2973.60 14.24 939.50 4.50 3913.10 18.74 2210.35 10.59 9592.34 45,94
2 Andhra Bank 2603.82 15.58 473.74 2.84 3077.56 18.42 1768.99 10.59 7070.29 42.31
3 Bank of Baroda 3246.96 10.96 1327.77 4.48 4574.73 15.45 2278.88 7.69 13524.11 45.67
4 Bank of India 4883.00 14.18 2161.00 6.27 7044.00 18.68 4086.00 11.86 17682.00 51.33
5 Bank of Maharashtra 1101.42 8.86 725.22 5.83 1826.64 13.36 575.00 4.62 5306.41 42.67
6 Canara Bank 6227.00 10.83 2555.00 4.45 8782.00 15.28 3350.00 5.83 24777.00 43.11
7  Central Bank of India 3899.05 13.74 1860.69 6.56 5759.74 18.24 2927.65 10.32 14272.18 50.31
8 Corporation Bank 749.43 4.75 420.28 2.66 1169.71 7.41 505.46 3.20 6579.24 41.66
9 Dena Bank 801.52 7.16 947.19 8.46 1748.71 11.66 376.25 3.36 4754.73 42.46
10 Indian Bank 2537.45 15.17 654.25 3.91 3191.70 19.08 1809.83 10.82 8105.41 48.46
11 Indian Overseas Bank 3129.72 13.55 1049.25 4,54 4178.97 18.05 2598.67 11.25 10449.64 45.26
12 Oriental Bank of Commerce 1712.10 7.20 1806.32 7.60 3518.42 11.70 1093.59 4.60 11081.44 46.61
13 Punjab National Bank 8269.07 14.48 3391.81 5.94 11660.88 18.98 6464.58 11.32 26468.93 46.34
14 Punjab & Sind Bank 912.85 13.69 351.03 5.26 1263.88 18.19 465.12 6.98 3096.41 46.44
15 Syndicate Bank 3346.42 14.64 791.73 3.46 4138.15 18.10 2313.62 10.12 10588.52 46.32
16 Union Bank of India 4392.18 11.60 1769.03 4.67 6161.21 16.10 2755.16 7.27 18588.67 49.08
17 United Bank of India 959.00 8.32 590.00 5.12 1549.00 12.82 668.00 5.80 4509.00 39.14
18 UCO Bank 2670.59 9.99 1112.41 4,16 3783.00 14.15 1201.82 4.50 10980.00 41.07
19 Vijaya Bank 1220.01 8.75 617.30 4,43 1837.31 13.18 844.22 6.05 6176.38 44,29
Nationalised Banks
20 State Bank of India 16489.31 9.63 4037.00 2.36 20526.31 11.99 19732.28 11.53 62672.83 36.61
21 State Bank of Bikaner & Jaipur 1869.54 15.81 277.32 2.35 2146.86 18.16 1087.75 9.20 5327.07 45.06
22 State Bank of Hyderabad 1846.87 12.71 49.60 0.34 1896.47 13.05 777.47 5.35 6134.20 42.21
23 State Bank of Indore 1393.18 15.28 273.25 3.00 1666.43 18.27 496.51 5.44 4083.04 44,77
24 State Bank of Mysore 1010.75 12.25 217.05 2.63 1227.80 14.88 0.00 0.00 3323.47 40.28
25 State Bank of Patiala 2146.00 14.45 745.00 5.02 2891.00 18.95 1489.00 10.03 6104.00 41.11
26 State Bank of Saurashtra 971.63 15.23 238.19 3.73 1209.82 18.96 247.59 3.88 2912.20 45.64
27 State Bank of Travancore 1250.46 9.00 481.09 3.46 1731.55 12.46 525.16 3.78 5933.79 42.69
State Bank Group 26977.74 10.79 6318.50 2.53 33296.24 13.32 24355.76 9.74 96490.60 38.59
Public Sector Banks 82612.93 11.52 29862.02 4.16 112474.95 15.68 62648.95 8.73 310093.30 43.23

Notes: 1. Data are provisional.

Source :

2. NBC - net bank credit.

3. Indirect agriculture is reckoned up to 4.5 per cent of Net Bank Credit for calculation of percentage of Agriculture.

Data furnished by respective banks.
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Annexure-llI

STATEMENT SHOWING PARTICULARS OF CREDIT TO WOMEN IN THE BOOKS OF PUBLIC SECTOR BANKS FOR THE QUARTER ENDED JUNE 2005.
(Amt. In Lakh)

Of Credit to Women Of the credit to Women under Priority Sector

Name Net Credit to Women Under P/S Under Non P/S Under Mircro Credit Under SSI Under Govt. Sponsored Others

of the Bank No. of Amt. %to  No. of Amt. No. of Amt. No.of  Amt. No. of Amt. No. of Amt. No.of  Amt.
Bank Credit Alcs Ols NBC Alcs Ols Alcs Ols Alcs Ols Alcs Ols Alcs Ols Alcs Ols

All bad 2225836 200000 132882.40 5.97 154000 98827.11 46000 34055.29 6000 1780.66 16000 20477.70 80000 13577.59 45000 62991.16
Andhra Bk 1774900 295505 118828.00 6.69 218981 65708.00 76524 53120.00 78557  18558.00 2563 7590.00 58530 11297.00 79331 28263.00
BOB 3312270 274418 156402.76 472 196995 98846.95 77423 57555.81 18008 4444.07 6403 2204.70 64955 13285.96 107629 78912.23
BOI 3612927 298908 211770.00 5.86 203868 126687.00 95040 85083.00 125716  42077.00 5448 19341.00 60311  15059.00 72703 62568.00
BOMah 1300040 122452 65837.42 5.06 69565 42470.36 52887 23367.06 4450 2229.55 1079 1061.09 36164 10168.55 27872 29011.16
Can Bk 5629400 675634 387900.00 6.89 581130 299100.00 94504 88800.00 123910 15600.00 11748 37800.00 153347  24300.00 445472  245700.00
CBI 2783600 270695 150999.00 5.42 203693 98081.00 67002 52918.00 50803 22787.00 8706 16036.00 98698  34257.00 60438 41907.00
Corp Bk 1804648 66175 65592.43 3.63 44654 42297.83 21521 23294.60 5164 1930.50 939 2086.20 6718 2874.68 32902 36155.97
Dena Bk 1155664 68610 36480.12 3.16 43819 25653.12 24791 10827.00 1922 1725.87 1592 1367.45 22780 4912.00 17525 17647.80
Ind Bk 1672650 323905 122074.11 7.29 223329 85663.51 100576 36410.60 2530 704.13 1254 2466.32 35298 36266.16 184247 46226.90
1 O BK 2408799 397990 133688.00 555 286552 78974.00 111438 54714.00 111755  27055.00 2885 8503.00 65907 19743.00 106005 23673.00
oBC 2496344 90688 133488.00 5.35 69957 93760.22 20731 39727.78 10399 1793.88 1995 18310.95 23663 6859.63 33900 66795.76
PNB 6041200 595593 350892.00 5.8 457984 246980.00 137609 103912.00 18013 8160.00 28957 40267.00 192005 49607.00 195250 148533.00
P &S Bk 651188 41966 48301.00 7.42 26920 26348.00 15046 21953.00 1659 2749.00 1232 6041.00 13430 5488.00 10373 14139.00
Synd Bk 2462055 349801 173571.00 7.05 223110 109695.00 126691 63876.00 20646 8288.00 2574 9174.00 19456 5596.00 180434 86637.00
UBI 4005502 300125 205421.07 513 267896 156720.72 32229 48700.35 30868 7776.70 7345 34423.58 69014  19465.64 160669 95054.80
UNITED BK 1260100 224033 64868.39 5.15 187967 45899.92 36066 18968.47 70814 7450.00 15883 5651.12 89443  19545.80 20782 15867.49
UCO Bk 2686000 210331 83733.68 311 171741 59770.39 38590 23963.29 39619 8494.95 3208 8278.88 88726 17724.75 40188 25271.81
Vijaya Bk 1382435 115265 79568.42 5.76 88103 52013.31 27162 27555.11 3239 1187.02 1861 3024.26 17366 4978.68 65637 42823.35
S B I 18156061 1953881 915065.00 5.04 1655801 690115.00 298080 224950.00 343557  89274.00 179025 128908.00 271458 121221.00 861761 350712.00
SBBJ 1209656 106349 78819.56 6.52 81378 55178.92 24971 23640.64 1799 395.61 4242 11730.96 13076 2398.51 62261 40653.84
S B Hyd 1635728 401132 82510.00 5.04 250196 49935.00 150936 32575.00 93116 26086.00 3422 6602.00 26815 6299.00 126843 10948.00
S B Indore 944264 41612 39268.09 4.16 27944 19320.02 13668 19948.07 442 457.07 1868 3509.93 22975 6020.45 2659 9332.57
S B My 846015 88490 42553.00 5.03 52220 24140.00 36270 18413.00 18200 2370.00 3780 680.00 26030 17856.00 4210 3234.00
S B Patl 1576860 47208 88304.16 5.6 33595 37529.27 13613 50774.89 2238 2365.29 9148 2680.66 7416 8199.67 14793 24283.65
S B Sau 693104 49236 41239.00 5.95 26667 24882.00 22569 16357.00 700 50.00 3288 3855.00 6624 1779.00 16055 19198.00
SBTra 1441376 113973 95632.00 6.63 78344 62834.00 35629 32798.00 8558 4695.00 11569 17378.00 14033 8065.00 44184 32696.00

Total 75168622 7723975 4105688.61 5.47 5926409 2817430.65 1797566 1288257.96 1192682 310484.30 338014 419448.80 1584238 486845.07 3019123 1659236.49
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STATEMENT SHOWING PARTICULARS OF CREDIT TO WOMEN IN THE BOOKS OF PUBLIC SECTOR BANKS FOR THE QUARTER ENDED JUNE 2005.
(Amt. In Lakh)

Of the Credit to Women Under Credit Extended under different Government
Non-Priority Sector Sponsored Programmes
Name Under Medium & Others PMRY SJISRY
of the Large Industries Total Outstandings Against Women Percentage Total Outstandings Against Women Percentage
Bank No. of Amt. No. of Amt.  No. of Amt. No. of Amt. No. of Amt. No. of Amt. No. of Amt. No. of Amt.
Alcs Ols Alcs Ols Alcs Ols Alcs Ols Alcs Ols Alcs Ols Alcs Ols Alcs Ols
Alh,bk 200 6232.34 45800 27822.95 58000 38110.00 8000 4691.00 1379.00 12.31 17500 4710.00 3000 879.00 17.14 18.66
Andhra 41 8198.00 76483  44922.00 31923 13656.00 7102 3288.00 22.25 24.08 10150 2154.00 2305 567.00 22.71 26.32
BOB 0 0.00 77423 57555.81 76512  30833.08 10024 3607.67 131 11.70 26032 4900.85 5904 929.85 22.68 18.97
BOI 0 0.00 95040 85083.00 74446  33275.00 8985 3746.00 12.07 11.26 25094 4924.00 6337 1425.00 25.25 28.94
BkOMah 223 48.59 52664 23318.47 35233 14301.75 5516 2232.55 15.65 15.61 9151 1782.50 2874 433.97 31.4 24.34
Can Bk 1540 15600.00 92964  73200.00 64041 29895.00 8977 9250.00 14.0 30.94 13543 3070.00 9786 2108.00 72.26 68.66
CBI 2341 5833.00 64661 47085.00 98969 66874.00 16359 9528.00 16 14.00 39923 13532.00 7134 2829.00 18 21.00
Corp Bk 2 143.00 21519 23151.60 13306 6336.57 2665 1318.70 20.03 20.81 2450 500.88 1074 223.89 43.84 44.70
Dena Bk 9 1.20 24782 10825.80 24173 9256.40 3720 1494.40 15.39 16.14 7442 1481.20 2224 371.10 29.88 25.05
Ind Bk 174 144.27 100402 36266.33 26643 11251.19 4099 1688.62 15.32 15.00 6287 1269.89 384 56.97 6.1 4.48
1 0 BK 53 5071.00 111385  49643.00 37748 18005.00 7549 3601.00 20 20.00 16574 6915.00 5361 2213.00 32 32.00
oBC 218 9746.81 20513 29980.97 26394 12133.63 4975 2262.03 18.85 18.64 7811 1824.60 1867 437.67 23.9 23.99
PNB 322 7190.00 137287 96722.00 130475 59300.00 19743 7979.00 15 13.00 30849 8352.00 8191 1976.00 27 24.00
P &S Bk 14 3086.00 15032 18867.00 17171 9258.00 2909 2112.00 16.94 22.81 2933 863.00 632 201.00 21.55 23.29
Synd Bk 310 362.00 126381 63514.00 38799 17723.00 5020 2056.00 13 12.00 9665 2287.00 2721 760.00 28 33.00
UBI 471 7625.23 31758 41075.12 68733 35013.53 12380 6144.89 18 18.00 19526 7795.08 5871 1602.59 30 21.00
United Bk 152 1232.12 35914 17736.35 33980 17002.42 6911 4538.10 20.34 26.69 3997 925.37 1086 199.15 27.17 21.52
UCO Bk 15 530.00 38575 23433.29 47007 27345.62 9342 4813.81 19.87 17.60 14870 3118.47 3183 799.00 21.41 25.62
Vijaya Bk 0 0.00 27162  27555.11 19453 8421.30 5068 2487.37 26.05 29.54 5345 1508.78 2299 400.89 43.01 26.57
S B | 33920 25418.00 264160 199532.00 293301 168512.00 46723 32086.00 15.93 19.04 65146  26101.00 15621 9068.00 23.98 34.74
SBBJ 841 2942.00 24130 20698.64 21965 9379.06 1295 400.42 5.89 4.26 11441 2037.72 1561 249.85 13.64 12.26
S B Hyd 3261 1072.00 147675 31503.00 62301 34569.00 14618 3264.00 23.46 9.44 8009 1971.00 2132 410.00 26.62 20.80
SB Indore 26 871.20 13642 19076.87 14854 6480.88 3657 1379.19 25 21.00 9701 2562.16 1744 445.29 18 17.00
S B My 198 2784.00 36072 15629.00 28014  19899.00 4115 4394.00 14.68 22.08 8739 3873.00 1284 656.00 14.69 16.93
S B Patl 856  23495.21 12757  27279.68 45429  20585.40 3021 3316.31 6.65 16.11 3422 13857.80 887 1664.32 25.92 12.01
S B Sau 12468 7673.00 10101 8684.00 18696 2118.00 2652 230.00 14.18 10.86 8116 6274.00 1439 1084.00 17.73 17.28
SBTra 4835 13813.00 30794 18985.00 16123 10174.00 6799 3400.00 42 33.00 3568 3656.00 572 934.00 16 26.00

Total 62490 149112 1735076 1139146 1423689 729709 232224 125309 387284 132247 97473 32925
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STATEMENT SHOWING PARTICULARS OF CREDIT TO WOMEN IN THE BOOKS OF PUBLIC SECTOR BANKS FOR THE QUARTER ENDED JUNE 2005.
(Amt. In Lakh)

Credit extended under different Govt. sponsored programmes

SGSY Others Of total credit to Women

Name Total Against Percentage Total Against Percentage Non-Performing
of the Outstandings Women Outstandings Women Assets
Bank No. of Amt. No.of Amt. No. of Amt. No. of Amt. No. of Amt. No. of Amt.  No. of Amt. % of

Alcs Ols Alcs Ols Alcs Ols Alcs Ols Alcs Ols Alcs Ols Alcs Ols NPA to
Alh,bk 162000 32426.00 42000 6240.00 25.92 19.24 106000 8936.00 27000 1767.00 25.47 19.77 11000  5302.01 3.99
Andhra 34355 5181.00 9425 3075.00 27.43 59.35 97470 22573.00 39698  4367.00 40.73 19.35 2448 5683.00 4.78
BOB 33892 7075.06 10088 1961.30 29.77 27.72 159155 36911.71 38939 6787.14 24.47 18.39 39274 9093.56 5.81
BOI 179908  28282.00 36832 6898.00 20.47 24.39 65903  26095.00 8157  2990.00 12.38 11.46 35990 12880.00 6.08
BOMah 23986 6343.56 5695 1007.59 23.74 15.88 118278 70238.37 22079  6494.44 18.66 9.25 23634 5438.12 8.25
Can Bk 35052 9266.00 34610 4950.00 98.74 53.42 152507  18949.00 99974  8065.00 65.55 42.56 75286 23200.00 6.11
CBI 131339  38081.00 30137 8444.00 23.00 22.00 174318 55111.00 45068 13456.00 26 24.00 32440 13927.00 9.00
Corp Bk 3346 999.27 1598  590.60 47.76 59.10 11741 11825.73 1381 741.49 11.76 6.27 8835 3708.61 5.65
Dena Bk 38514 5690.00 9379  1190.00 24.35 20.91 25790 11302.40 7457 1856.50 28.91 16.43 18330 3820.48 10.47
Ind Bk 42174 8303.27 6231 685.54 14.77 8.25 380781 79941.90 24584 33835.03 6.45 42.32 20907 8392.87 6.87
1 0 BK 34979 12850.00 29732 10922.00 85.00 85.00 59714 8342.00 23265  3007.00 39 36.00 38601 11818.00 8.84
oBC 11433 2409.85 4006 931.88 35.04 38.67 4688 515.51 1894 253.41 40.4 49.16 12305 8839.94 6.62
PNB 178296  30698.00 42819 9976.00 24.00 33.00 316188 123357.00 121252 29676.00 38 24.00 55479 22695.00 6.46
P &S Bk 11257 2595.00 3112 1032.00 27.65 39.77 22712 7193.00 6777  2143.00 29.84 29.79 7612 8854.00 18.33
Synd Bk 19950 5485.00 6074 2135.00 30.00 39.00 28686 4279.00 5641 645.00 20 15.00 25780 6588.00 3.80
UBI 63816 14694.31 21133 4913.32 33.00 33.00 95000 25274.50 29630 6804.84 31 27.00 35672 11393.02 5.55
United Bk 59924 6936.35 34292 2877.96 57.23 41.49 247201 28228.18 47154 11930.59 19.08 42.26 30946 7706.12 11.88
UCO Bk 150516 28486.04 57695 7334.73 38.33 25.75 77120 23001.90 18506  4777.21 24 20.77 30649 3906.99 5.00
Vijaya Bk 5282 1633.24 2270 688.35 42.98 42.15 20791 6519.49 7729 1402.07 37.17 2151 12370 5144.60 6.47
S B I 395788 123390.00 66779 23521.00 16.87 19.06 787194 466489.00 142335 56546.00 18.08 12.12 120955 100931.00 11.03
SBBJ 29912 5718.77 4485 1005.83 14.99 17.59 28761  3952.64 5735 742.41 19.94 18.78
S B Hyd 42165 8999.00 9445  2587.00 22.40 28.75 5222 380.00 620 38.00 11.87 10.00 29220 3999.00 4.85
ISB IND 13546 3942.89 3078 669.14 23.00 17.00 20131 6640.32 14496  3526.83 72 53.00 4714 2044.70 5.20
SB MYS 4770 1517.00 2020 600.00 42.34 39.55 125488 42321.00 18611 12206.00 14.83 28.16 9944 3856.00 9.06
S B Patl 4984 3713.60 2040 818.11 40.93 22.03 191721 47986.40 1468  2400.93 0.77 5.00 23 75.00 0.08
SBSAU 14423 1469.00 2452 232.00 17.00 15.79 564 1841.00 81 233.00 14.36 12.66 260 1551.00 3.76
SBTra 10656 4297.00 3505 1393.00 33.00 32.00 12502 6347.00 3157  2338.00 25 37.00 8959 5154.00 5.39
Total 1736263 400482 480932 106679 3335626 1144552 762688 219030 691633 296002
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3. Insurance Division

3.1 Organisation & Role: Insurance Division is
administratively concerned with the activities of both life and non-
life insurance sector in India. Its function include policy formulation
in insurance sector; administration of Insurance Act, 1938, Life
Insurance Corporation Act, 1956, General Insurance Business
(Nationalization) Act, 1972, Insurance Regulatory and Development
Authority Act (IRDA), 1999; periodic review and monitoring of the
performance of the public sector insurance companies;
appointment of chief executives and directors on their boards,
service conditions of insurance employees, coordination of
vigilance activities in nationalized insurance corporation/
companies; framing of rules under the IRDA Act, 1999 and
appointment of chairperson and members of the IRDA.

3.2 The Division, headed by an Additional Secretary and
has one Joint Secretary, one Director, one Deputy Secretary, four
Under Secretaries and four Sections.

3.3 The Life Insurance Corporation of India, the GIC
Reinsurance Company, the National Insurance Company, the
Oriental Insurance Company, the New India Assurance Company
and the United India Insurance Company are Government owned
financial institutions and subject to the provisions of the Insurance
Act, 1938, the Life Insurance Corporation Act, 1956, the General
Insurance Business (Nationalization) Act, 1972 and Insurance
Regulatory and Development Authority Act, 1999. The Insurance
Regulatory and Development Authority is a statutory body under
IRDA Act, 1999.

3.4 Human Resource Development: Shri G. Bhujabal,
former Director(Insurance) was nominated for the 31st Advanced
Professional Programme in Public Administration (APPA). Shri
Lalit Kumar, Deputy Secretary (Insurance) has been nominated to
attend the Malta-Commonwealth Third Country Training on
Insurance Management from 30th January to 10th February, 2006
in Florina, Malta.

3.5 Progressive use of Official Language: All the offices
of Life Insurance Corporation (LIC), General Insurance Corporation
(GIC) and public sector insurance companies ensured compliance
of Section 3(3) of Official Language Act, 1963. Hindi Day and
Hindi Fortnight were organized by all the offices of the Corporation/
Companies.

The Parliamentary Committee on Official Language visited
Divisional Office of New India Assurance Company Limited at Ooty
on 1.10.2004, Branch Ofice of United India Insurance Company
Limited at Silvasa on 7.1.2005 and Regional Office of New India
Assurance Company Limited, at Vadodra on 11.1.2005 and
reviewed the progress of implementation of Official Language in
insurance Companies/ Corporation.

Official Language Department of GIC conducted inspections
of departments regularly for implementation of Official Language.
The GIC organised Hindi Week, In-House Workshops,
Competitions, Distribution of MD's Shield to the best performing
department and publication of quarterly in-house journal Kshitj.

General Insurance (Public Sector) Association of India (GIPSA)
companies conducted workshops in various offices to create
enthusiasm in implementation of the Official Language Policy.
Employees were nominated for training in Hindi Typing and Hindi
Stenography at the various centers. In-House Magazines in Hindi
were brought out at Head Office and Regional Offices. The Town
Official Language Implementation Committee (TOLIC) awarded

35

certificates of merit and prizes to Divisional Office and Branches
for their active role in implementation of Official Language Policy.

3.6 Welfare of Scheduled Castes, Scheduled Tribes
and Other Backward Classes:

In consonance with the National Policy on Reservations for
SC/ST/OBC, LIC , GIC and GIPSA companies have rules which
allow Concessions and relaxations for SC/ST/OBC in recruitment

and promotion wherever applicable.

In compliance of Department of Personnel and Training
(DOPT)'s instructions, Life and non-life insurance companies had
launched a special drive to fill up the backlog vacancies reserved
for Scheduled Castes/Scheduled Tribes. Overall 72% of the
backlog vacancies have already been filled up. All out efforts are
being made by the insurance companies to fill up the remaining
vacancies at the earliest.

Dr. Ambedkar Welfare Trust of GIC and GIPSA Companies
has been providing financial assistance and incentives to SC, ST
& OBC employees of these Companies with a view to promote
their welfare, improvement in the educational and technical skills
and career advancement. The Trust has given Rs.1.5 Lakh to two
SC/ST Welfare Groups in this financial year for carrying out welfare
activities at "CHAITYABHUMI", Dadar, Mumbai. Approx. Rs.5 Lakh
has also been earmarked by the Trust for bearing expenses on
providing higher level trainings to SC, ST and OBC employees at
National Insurance Academy, Pune.

The Parliamentary Committee on the Welfare of SCs/STs
visited Goa on 29th October, 2005 to review the implementation of
Government Guidelines on reservations for and employment of
SCs/STs in respect of Life Insurance Corporation of India.

3.7 In pursuance of the Government guidelines, each
company has a structured mechanism to look after the interests of
SC/ST employees in service matters and in particular to ensure
that the Brochure provisions in this regard are strictly adhered to
all over the company.

3.8 Redressal of Public Grievances : In LIC trained
personnel i.e. Customers Relation Executives in the Branch Offices
and Customers Relation Managers in the Divisional Offices deal
with complaints from the policyholders, agents, other offices and
Government Agencies. Grievance Cells at all offices have been
functioning effectively to attend to the grievances of the customers.
For easy access to the aggrieved Policyholders can meet the
Grievance Redressal Officers on Mondays between 2.30 pm to
4.30 pm without prior appointment. The names of Grievance
Redressal Officers are published in leading news papers for wide
publicity.

The Head Office and Regional Offices of GIPSA companies
have set-up separate Grievances Redressal Departments headed
by officer experienced in customer services. During the period
2004-05, the performance of the companies has been as below:

Company Grievances Grievances  Grievances  Grievances
outstanding as reported redressed outstanding as
on 1.4.2004 on 31.3.2005
National 785 2465 2756 494
New India 1032 1813 2269 576
Oriental 185 2004 2085 104
United 317 955 887 385
3.9 Reforms in Insurance Sector: The insurance

reforms were set in with opening of insurance sector and



constitution of the Insurance Regulatory and Development Authority
(IRDA) through the enactment of the Insurance Regulatory and
Development Authority Act, 1999. The core functions of the Authority
are licensing of insurers and insurance intermediaries; financial
and regulatory supervision; control and regulate premium rates
and protection of the interests of the policyholders. The Authority
has issued regulations on protection of the interests of
policyholders; obligations towards the rural and social sectors; and
licensing of agents, corporate agents, brokers, and third party
administrators. This is in addition to the regulatory framework
provided for registration of insurance companies, maintenance of
solvency margin, investments and reporting requirements. The
Authority which is responsible for development of insurance sector
has taken the following initiatives in important fields relating to
insurance sector.

3.9.1 Micro-Insurance

For a long time a need has been felt for having insurance
products which can be afforded by the rural and urban poor.
Keeping in perspective the abysmal insurance coverage to the
poor (rural & urban) the Authority as part of its developmental role
put across the concept of micro-insurance.

The focus of the micro-insurance regulations is to provide a
platform and rules to provide insurance to the targeted segment of
the society. The regulations provide for a tie up between a life & a
non-life insurance company for distribution of insurance products
to improve the penetration of insurance in the selected segment.
Thus cross selling which is not being allowed in general for other
insurance products is allowed for micro-insurance. This is one of
the major initiatives taken in the micro-insurance regulations. The
regulations also define micro-insurance agents, which can be Self
Help Groups, Micro-Finance Institutions and Non-Governmental
Organizations. A major departure from the existing norms for
licensing agents is that the micro-insurance agents would have to
undergo a capacity building training of twenty five hours which will
be provided by the insurance company to whom the agent is
attached and that the micro-insurance agent need not have to pass
the test to become a certified agent. This change is designed to
provide a much needed fillip to the distribution channels in rural
India for marketing low value products which till date was an area
of concern since getting agents in rural areas has been a perennial
problem.

Since distribution will be one of the important keys to the
success of micro-insurance, the Authority has taken care to provide
enough incentives for micro-insurance agents to take the task of
spreading insurance to the poor earnestly. The micro-insurance
agentwould also perform functions like collection of proposal forms,
remittance of premium to the insurance company, help in settlement
of claims, administration of policies; etc .The micro-insurance agent
would be trained in all these functions as part of capacity building
by the insurance company at their cost. In life insurance products
the commission on renewal premiums taper from 7.5 percent in
the second year to 5 per cent from fourth year onwards, however,
the commission/remuneration/fee on micro-life insurance products
is pegged at a constant twenty percent for the premium paying
term of the micro-life insurance product and ten percent on single
premium micro-insurance products. For non-life micro-insurance
products the commission is fixed at fifteen percent.

In order to ensure that the benefits of micro-insurance reach
the people who require it the most and to see that the products are
not priced out of reach of the needy, the Authority has allowed
term & endowment insurance to a maximum of Rs 50,000 and a
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minimum of Rs 5,000. In the case of term insurance, the term of
the insurance has been restricted to fifteen years with a minimum
term of 5 years. No riders would be allowed and the micro-life
insurance products are to be kept as simple as possible for the
people to understand them. In the case of general insurance, the
cover for dwellings, livestock, tools and implements range from
Rs 5,000 to 50,000 per asset. Health insurance would also be
provided under micro-insurance for families as well as individuals
and the maximum cover will be Rs 30,000 while the minimum for
individuals is Rs 5,000. For families it is Rs 10,000.

Thus micro-insurance regulations which were framed on the
above would spur the insurance companies to take insurance to
the poor on an economic model which would be viable socially
and economically to the micro-insurance agents, insurance
companies and to the insured. For encouraging the sale of micro-
insurance products, it is clarified that these would form part of the
mandated social and rural obligations of an insurer prescribed
under the provisions of the Insurance Act, 1938.

3.9.2 Roadmap for tariff free regime

In the context of ensuring collection and maintenance of quality
data by the insurers, indispensable for smooth transition into a
detariff regime, IRDA has outlined a roadmap relating to various
steps to be taken by the insurers in the areas of Underwriting,
Rating of risks, Policy terms and conditions, Corporate governance
and the Role of Tariff Advisory Committee. In a nutshell these
guidelines emphasize the importance of improved internal
capabilities and procedures and need for sophisticated actuarial/
statistical analysis for rating of risks. As per the road map, the
tariffs will be discontinued effective 31st December 2006.

In order to assess the progress of the steps taken by the
insurers in the areas outlined in the roadmap, the Authority has
established a Steering Committee for smooth transition to non-
tariff regime. The Committee will assess the extent of work to be
done by the insurers in the market.

3.9.3 Business in the rural and social sector

Regulations were framed by the Authority on the obligations
of the insurers towards the rural and social sectors and all insurers
are required to fulfill these obligations on an annual basis. The
regulations require insurers to underwrite business based on the
year of commencement of