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1. Indian Banks’ Association, Bombay
Spokesmen:
1. Shri C. H, Bhabha
2. Shri P. V. Gandhi
3. Shri Mohan Singh

(Witnesses were called in and they
took their seats)

Chairman: We have gone through
the memoranda supplied by them to
us. Each Member has got a copy of
them; if the witnesses want to add to
or clarify or supplement anything
that has been said in the memoranda,
they may do so. Or, if they want to
make some statement in a general
manner, then too, we have no objec-
tion.

Shri C. H. Bhabha: We are thank-
ful to you for giving us this oppor-
tunity of presenting our case before
the hon. Members of the Joint Com-
mittee, and for the very special privi-
lege you have given us by fixing up
this time today.

We have submitted our memoran-
dum already, and the basis of the
memorandum has been that somehow,
from the Government side, banking
companies have been more or less
lumped or treated on a par with other
joint-stock enterprises in the country.
Our contention is that the very nature
of banking is entirely different from
the nature of ventures which are for
other purposes, just like manufactur-
ing or trading or carrying on other
types of businesses of some other
nature.

We feel that banking companies
already have their own specialised
legislation. Banking companies are

2. Kumari G. N. Cowasjee

III. The Indian Merchants’ Chamber, Bombay.

4. Shri Tanubhai D, Desai
5. Shri C. L. Gheevala

affected by the Banking Companies
Act, which is by itself a very compre-
hensive piece of legislation. Banking
comnpanies are also regulated or gov-
erned by the Reserve Bank of India
Act. In addition to that, I wmight
draw your attention and that of the
hon. Members to the fact that we are
also affected directly by the Bankers’
Books Evidence Act.

Since the basis of banking business
ig trust and secrecy, if those funda-
mentals are borne in mind, then the
various contentions to which we have
drawn your attention, Sir, and that
of the hon, Members of the Joint
Committee, will be borne out, name-
ly that we should be eligible for cer-
tain specific exemptions, and should
not be treated on a par with other
ventures of this country, And that
is the basis on which we have present-
ed our case.

In addition, we have also shown
the practical difficulties of bankers of
this country, if they were to be regu-
lated by the general Companies Act
in special matters. I may only draw
your attention, Sir, and that-of the
hon. Members here, to one amendment
that is sought to be made, namely
that every branch shall be audited.
These are the actual words used in
the amendment to section 228. Now,
in the case of the State Bank, which
has got over seven hundred branches,
it iy exempted. There is a speciel
provision laid down in the State
Bank of India Act regarding the audit
of the State Bank of India. In the
case of other commercial institutions,
that is, banking institutions, which



have got four hundred or three hund-
red and fifty branches, the absurdity
of this amendment will become obvi-
ous to all of you, specially if you will
visuglise that there are branches in
very small places also.

Now, under the new definition of
the term ‘branch’ as proposed to be
amenfled by clause 2(d), a small office
of a bank in an outlandish placé em-
ploying not more than flve or six
people shall have to be audited. The
present practice is that the statutory
auditors whom the shareholders ap-
point have the authority or the privi-
lege of going to those offices also, but
invariably they rely on what are
known as certified returns, which
they may get audited or otherwise.

So, we feel that there are several
issues which we have made out in our
memorandum, and which we are pre-
pared to elaborate, should you or any
of the hon. Members here wish us to
do so. We feel that certain things, if
they are analysed, reduce themselves
to a position which it will be very
difficult to implement, so far as the
banking companies are concerned—
leave aside the time or the effort or
even the money aspect. There is the
specific thing in connection with this
audit to which I would like to draw
your attention.

Unlike other joint-stock enterprises
banking companies must complete
their accounts within as short a period
as possible after the closing of their
books: and the banks in this country
close their books on the 31st of Dec-
ember. Generally, by the first half of
January, all the results are announced.
That is essential for the creditworthi-
ness of these credit institutions. And
when they announce, they say ‘sub-
ject to audit’. Now, the audit is
supposed to be completed within a
period of two months, because under
the law of banking, the meetings of
banking companies must be called
before the 31st of March at the latest.
So that is the difference which I am
trying to emphasise, and which entit-
les banking companies to be treated
entirely on a separate or a different

d

footin; as has already beem done
since the Reserve Bank of Indis Act
came intg existence. We cennet,
therefore, visualise how many of the
several things that have been pushed
here into this Bill could he made
applicable in the remetest sense to
bhanking companies.

I have no other special paints to
make. If you, Sir, or any of the hon.
Members here wish me to elaborate
any point, I shall do so,

Chairman: The four memoranda
that you have sent us have been
circulated to hon. members already.
And I suppose they are sufficiently
clear. If any hon. Member wants to
ask any questions for the purpose of
clarifying anything, he may do so.

Shri Rohit M. Dave: In the memo-
randum you have submitted, you have
taken objection to section 530(1)(b)
which deals with certain rights which
the workers have in case of a com-
pany which is wound up. It has been
stated over there that because a com-
pany always looks forward to its
being run rather than its being wound
up, therefore, all the liabilities that
are contemplated are liabilities of a
running company and not of a coin-
pany which is being wound up.

What I want to ask you is this.
When a particular loan is taken by a
particular company, normally, is it
not the intention of the company ‘o
repay that loan? The question comes
because it is said that non-payment
also must come only when the com-
oany is wound up. That is exactly
the difference between the charge of
the workers, on the one hand, and the
charge of the bankers, on the other,
on a company in case it is a running.
company and it is not contemplated
that it would be wound up. I have:
not understood exactly what you are
trying to make out in regard to
530(1)(b).

Shri C. H. Bhabha: The answer is
very simple. As hon. Members are
aware, the bank’s moneys are moneys



aof the general public and most of the
moneys are repayable on demand.
Wthen advances are made, particularly
to- industrial ventures, a calculated
rigk -is’ taken. ‘But," we feel that un-
foreseen liabilities of this nature will
retard .the desire of banks to finance
industrial ventures. And, in our
view, it is one: of the functions of
banking to try and assess in advance
the security of the loan, as they have
gone in for industrial advances in a
big way recently, provided there are
as few uncertainties as possible.

‘What we have tried to bring out by
an illustration of a company which is
being wound up is this. There are
many unforeseen circumstances that
come quite often during the career
of industrial ventures and these un-
foreseen circumstances should not be
augmented by such types of liabilities
which are supposed to be non-existent
at the time an advance is made but
which would have a prior charge as
soon as anything untoward happens
to that company. So, to that extent,
we feel that by incorporating this
additional unforeseen or uncalculated
or incalculable liability, the progress
of banking advances to industrial
ventures would be retarded or check-
ed. The banks would be chary of
giving advances when they do not
know what will be the other suyperior
or senior charges, even when all the
other precautions have been taken by
them.

Shri Rohit M. Dave: You say that
it is unforeseen. It ceases to be un-
foreseen when the retrenchment and
lay-off compensation is already pro-
vided for the last 5 years. How does
it differ from an ordinary company
doing production and from bankmg
and other concerns? The question is
not of a running concern. If it goes
into liquidation, should not priority
be given to the workers? Is it not also
a sort of deferred payment Wthh has
to be paid?

Chairman: Perhaps, in his answer
he said that nobody knows when that
claim might arise, how much it might

be, whether there might be a possi-
bility that:such a demand might ° be
made and whether it would- be’
chargeable or not T e

Slu-i llu.ndnbhaj K Dent Wheh ‘o’
particular company goes ‘into liquida-
txon—whether it is a banking .com-
pahy ‘or ~ otherwise—and everybody
hope'.l; for the best—should the work-
ers’ claims be 1gnored as you seem to
claim today?

Chairman: Which workers? Are
they the workers of the bank which
has advanced money or the other?.
How can the advancing bank be sure:
of the liabilities of a company ‘to-
whom it has advanced loans, whether
the worker in that industry is making
a demand on that company for wages
or any othér thing? These are things
which are not, at least certain to the
bank advancing the money. They
cannot make so many enquiries at the
time the advance is made,

Shri C. H. Bhabha: That is ‘he
thing. It is not possible for a banking
company, when it makes advances to
industries, (a) to know the total
strength of the employees; (b) the
number of employees who have been
there for 5 years, or for 7 years or
for a period of 20 years, because their
liability is not reduced in concrete
terms, and (¢) whether, just before
going into liquidation, the manage--
ment has increased its labour force
by 500 and all that.

I am not here to talk in terms of
whether the claims of the workers
should be better than the claims of
the bankers or others. But, I do"
think that banking business vis-a-vis
industry will be checked or greatly
restricted or retarded or there will
be a deterrent to banks to make ad-
vances to industrial concerns if this
sort of contingent liability or an un-
known liability is put on the statute.

Shri Khandubhai K. Desai: But,
when the bank advances certain loans,
certain risks are taken and this - is

also a risk which is calculable. .



Shri C. H. Bhabha: In our opinion,
thxs is an incalculable or contingent
lxability which we cannot ascertain. It
is our opinion. “Your opinion may be
dlﬂerent

Shri’ Nathwani You object to com-
pensation under the Industrial Dis-
putes Act being included; but you do
not object to the maximum figure of
Rs. 1 OOO—your suggestion comes to
that, that this limit should remain
but, in fact, .this should not be
reached.

Shri C. H. Bhabha: On a prior
occasion we had pointed oui that
even this limit is an onerous limit;
but there being no alternative—a
known responsibility or liability that
may arise—we have no greater say on
the subject. But we do feel that even
the limit mentioned by the hon.
Member must retard the banks from
giving loans as liberally or as whole-
heartedly as they ordinarily would for
industrial ventures in this country.

Shri Nathwani: You have stated
that the compensation, at present,
would amount only to a fraction of
Rs. 1,000 What exactly is meant by
a fraction? At what figure would you
place it?

Shri C. H. Bhabha: After the
amendment to the Industrial Disputed
Act, the Association tried to find out
from its members the liability or the
prior charge that accrued in cases of
industries or companies which went
into liquidation and to whom advan-
ces had been made by banking com-
panies in this country. So far, the
experience has been that this liability
has not been of any untoward nature
which has impaired the security of
banks. That is what is meant by us.

Shri Nathwani: Can you say what
you meant in terms of the amount?

Shri C. H. Bhabha: I would not say
that. We merely took a general sur-
vey for our own purposes, to gather
experience when we go on making
industrial advances. The little expe-
rience that we gathered was that it

did ‘not come up to the maxunum
figure. That is all I can tell you.

Shri P. T. Leuva: The witness has
said that so far, from the experience’
of the members, they have calculated
that the figure has not reached this
maximum. May I know what would
be the percentage of retrenchment
compensation and others which might’
have tv be paid and what is the per-
centage of the wage bill in a manu-
facturing concern?

Shri C. H. Bhabha: It varies from"
company to company and it varies
according to the fortunes of the in-
dustry. When new technique is deve-
loped, and retrenchment compensation
is paid out, perhaps it remains to be
seen. We have no such figure, nor
are we in a position to say it. We
have never made it.

Shri Leuva: Can you say definitely
that the credit position of a company
has been affected because of the com-
pensation?

Shri C. H. Bhabha: In some cases
bankers have restricted their credit;
when large amounts of the cash re-
sources or the liquid resources of the
company have had to be paid out for
retrenchment compensation, there, the
credit has been restricted.

Shri Leuva: The question arises at
the time of liquidation, What would
be the percentage of the claim of a
worker which would be outstanding
at the time of liquidation, because the
retrenchment compensation has to be
paid at the moment of liquidation. Se,
normally speaking, there would not be
any arrears of retrenchment.

Shri C. H. Bhabha: Retrenchment
compensation is payable even when
the companies are running and not at
liquidation time.

Shri Leuva: Retrenchment compen-
sation is payable and therefore there
would not be any arrear of retrench-
ment compensation which can affect
the creditworthiness of any concern.



Shri C. H. Bhabha: Yes; it would
be.

Chﬂmﬂp The witness has given
his opinion. We might not agree with
him. He says it has affected in the
case of certain companies,

Shri P. D. Himatsingka: All the
workers would be treated as retrench-
ed if the company goes into liquida-
tion and I think that the amount pay-
able will amount to a very huge sum,
for, some workers would have put in
20 years of service, some for 15 years,
and they would all be entitled to a
half-monthly salary for every com-
pleted year of service.

Chairman: If the hon. Member has
to answer the point raised by another
hon. Member, that could be done by
us separately. He may put any ques-
tion to the witness,

Shri P. D. Himatsingka: I was try-
ing to understand Shri Leuva's point
of view

Chairman: All right. Shri Morarka.

Shri Morarka: What would be the
practical -effect if this amendment is
carried out? How would the banks
take it if the amendment is carried
out? Would there be any change in
their attitude towards the advances
which they are making to the indus-
tries?

Shri C. H. Bhabha: I have given
the answer. We feel that we will cer-
tainly pull in our horns rather than
encourage it. We will completely
discourage or severely restrict ad-
vances for industrial ventures if this
sort of contingent liability, which is
unknown to us, continues,

Shri Morarka: In your illustration
you say that whereas you are giving
Rs. 7} lakhs today, if this amendment
is carried out, you will be able to
advance only about Rs. 2} lakhs.

Shri C. H. Bhabha: Generally
bankers can have a particular margin
We have taken a hypothetical case of
a company which goes into liquida-

tion and have considered as to what
extent. we would be affected if an
X-quantity of compensation is to Le
paid which is a prior charge. We have
just assumed those figures and from
those figures we have come to the com-
clusion that ordinarily we would have
gone up to Rs. 7 lakhs. We could
now think in terms of going up only
to Re. 2} lakhs. It is a hypotheticak
case that we have worked out.

Shri Morarka: May I refer to page
2 of the first memorandum dated 23rd
May? I refer to section 292(1). It is
divided into two paragraphs. I really
could not understand what your orga-
nisation exactly wants. Because, you
say one thing and say differently
about it in paragraph 2. There is no
question of the practical effect of this
section to compel the directors of a
banking company to delegate. There
is no compulsion. The section only
says that the Board may delegate
powers.

Chairman: What is the practical
cffect of that? Perhaps it may not
lead to that effect.

Shri Morarka: If you have looked
into the"amending section......

Chairman: I do not know whether
the witness could answer that.

Shri Morarka: See the amending
section—clause 102 of the Bill. It
clearly says:

“...the Board may, by a reso-
lution passed at a mreeting, dele-
gate to any committee of direc-
tors, the managing director,
the managing agent, secre-
taries and treasurers, the manager
or any other principal officer of
the company or in the case of a
branch office of the company, a
principal officer of the branch
office, the powers specified”

so on and so forth.

Shri C. H. Bhabha: That is well and
good so far as the other joint stock
enterprise is concerned; a branch office
of a bank to function by itself, for
banking business. It is a sine qua non
that there is to be a delegation. After



this segtion,—however it has been
amendgd to a certain extent—the
delegation arises in this fshidn, name-
ly, a general evaluation is takéh by
the head office of the total gquantum
of business transacted at that circle
or area or branch, and a delegation
is given to the branch manager in
order that he may carry out the func-
tion. Although it says “may”, in the
case of a banking compeny, for the
success of the branch or for the func-
tioning of the branch, delegation has
to take place. Now, in actual prec-
tice, in many cases, or in some cases,
the delegation to the branch has been
to the extent of about Rs. 50 lakhs or
Rs. 75 lakhs or even a crore or Rs. 2
crores, commensurate with the turn-
over and the needs of the area. We
represented even to the Shastri Com-
mittee that by asking for this dele-
gation, the Board gives away wide
powers to the branch managers, will-
ingly or unwillingly, since the law
requires it. In the past, the delega-
tion of powers was only to the prin-
cipal officers at the head office and
they in turn would delegate or sub-
delegate the powers to branch mana-
gers according to a certain system.
Whenever a branch manager or a
branch officer wanted to exceed his
authority, immediate reference was
made to the pgeneral manager who
could rectify it through the telephone
or telegram.

We have experienced that as a re-
sult of this section which has been
incorporated in the new Companies
Act, quite often, however reliable our
man is. he is impaired in business. We
delegate to a certain branch agent
Rs. 30 lakhs loans power—that is, the
power for advancing that amount. He
comes up in the course of business—
when it is peak period—that the ad-
vance comes up to Rs. 29 lakhs. A
customer who is an old client has 2
right to demand say, Rs. 5 lakhs as
advance at that particular moment.
Without a new resolution for delega-
tion he cannot make the advance.
That is one obstacle so far as we are
concerned.

The second obstacle is that he came
not merely refer it to the General
Manager or the Managing Director or
the Deputy General Manager or the
District Manager or whoever that be:
During that period, he. loses the cus-
tomer and if he starts exercising his
discretion or autharity for the fur-
therance of the business of the ingti-
tution, then he is violating this sec-
tion. So, in our view, we felt that
this delegation should be so modified
and some scheme should be evolved
whereby the Board's responsibilities
would be there. Ultimately, it is the
Board’s responsibility. But the dele-
gation should be to the senior and'
superior officers and not to every
branch manager.

Chairman: Shri Morarka’s fear
was that, as you have put it in your
memorandum, the practical effect of
this sub-section is to compel the direc-
tor. He feels that it is for the Board
to do it. The Board may or may not
delegate the powers. If the Board'
does not want to delegate it or has
not that confidence, is there any com-
pulsion by law through the amend-
ment whereby it could be done?

Shri C. H. Bhabha: I have answered’
that, but the very nature of business:
compels us.

Shri Morarka: My point is not clari-
fied. In para 1 they say that if these
powers are delegated to the Branch:
Manager or to the local agent, then
that person would become very strong
and in @ way he would not be within
the effective authority of the General
Manager. In para 2 they say that
there are occasions when the Branch
Manager acts outside his authority in
emergency cases and to cover such
cases, there must be some sort of’
authority given to him. I personally
could not understand what they want.

Shri C. H. Bhabha: In para 1, we:
have simply said that the delegation
to the General Manager has been an
old custom, but because of this new-
section, delegation directly by the-
Board to the Branch Manager has
come into practice and that also has-
to be done if the business of the bank



s to be carried on. In the first para,
we say we are agreeable to the dele-
gation to the General Manager. It
has been the practice and there is no
objection to that. But the trouble

arises when the delegation directly by.

the Board to the Branch Manager or
to the local officer takes place. That
local officer sometimes oversteps the
mark because of his over-enthusiasm,
though, of course, we have faith in
his honesty, and the law is violated.
1f he does not do that, then he is re-
tarding our business. On every occa-
sion, because of the practical effect of
this, the Branch Manager has to come
to the Board or to the General Mana-
ger.

Shri Nathwani: If ‘I have under-
stood Mr. Morarka’s- point correctly,
you can delegate certain powers to
the branch officer.. You feel that it
involves delegation of vast powers. I!
is not necessarily so. You delegate
power to the extent of Rs. 25 lakhs.
Further if the branch officer wants to
invest more, the General Manager can
be empowered to extend further
powers to the branch officer. Where
is the difficulty?

Shri C. H. Bhabha: As the section
Teads, the General Manager has no
powers to do that; the Board has
powers.

Shri Nathwani: I beg to differ. The
Board can say, the branch officer has
power up to Rs. 25 lakhs and beyond
that, the General Manager has powers.
What is there to prevent such a
course?

Shri C. H. Bhabha: The legal inter-
pretation that we have got is that the
delegation has to be by the Board
under this section. As the hon. Mem-
ber says, there is delegation to every
Branch Manager, since the section
requires it. But it is not wvia the
General Manager. The General
Manager has got three times or ten
times more power than the Branch
Manager, but the General Manager at
that stage cannot increase it to Rs. 25
lakhs.

.Shri Nathwani: It is the Board of
Dijrectors - which gives power up 'to
Rs. 25 lakhs to the branch officer. Be-
yond that, the General Manager would
be au}thorised to extend the powers.

/Chairman: The General Manager
also shall have only delegated autho-
rity. He cannot increase his
own authority or delegate his own
delegated authority.

Shri Morarka: On page 3, there is
another amendment dealing with the
definition of temporary loans in sec-"
tion 283. According to this explana-
tion, every demand loan is a tempor-
ary loan.

Shri C. H. Bhabha: The loans are
generally given on demand. “On
demand” is one of the documents
taken by banking companies. But.the
review of the loan takes place once
a year by the Board of Directors.
They are all demand loans. We feel
that since now the definition of a
temporary loan, which was non-exis-
tent, is ‘sought to be made as a loan
given for six months, it would cause
great hardship to banking companies.
They are supposed to be demand loans
in theory, but they come up for re-
view once a year, Here you specify
that a temporary loan should be for
6 months. So we say that in accord-
ance with the practice of reviewing
this loan once a year, you may kind-
ly incorporate 12 months instead of
six months.

Chairman; The witness has said
that ordinarily all loans are really
temporary loan:, but they are reviewed
every 12 months. Now if the limit is
put at 6 months, that would dislocate
the existing practice. He is putting
forward that difficulty.

Shri P. T. Leuva: All the loans have
been categorised as repayable on
demand or repayable within  six
months. Loans which are repayable
on demand can still be . reviewed
annually. But if a loan is made with



the condition that it should be repaid
within . sjx meonths, then.the explana-
tion. would .apply. -

‘Shri C. H. Bhabha: 1 am prepared
to explain, All loans ‘are demand
ioans as provided by the Banking
Companies Act. We take as one of
the documents a demand promissory
note. That does not necessarily mean
that you demand it back from the
customer after a week or six months.
Generally the understanding is that
these loans will be reviewed at the end
of the year. In some cases, there are
certain instalments to be paid. If you
reduce the overdraft—if your turnover
is X and if you repay Y out of that—
then we shall be prepared to consider
a renewal. We do not say we will
not renew. They are all on demand,
but that is the practice. The hard-
ship to the client will arise if a
demand loan is to be treated as a six-
month loan and if we call it up at the
termination of the six months. The
alternative will be that the Board
will have to review the position every
six months. There are so many loans
in the course of transactions during
the six months—new and old—and it
will be physically impossible for the
Board of Directors in large companies
to review them every six months.

Shri Morarka: On page, you are
suggesting an amendment to section
293(5), which is not covered by this
present Bill.

Shri C. H. Bhabha: This is an old
request of ours and we wanted to
mention it whdn the law is being
amended.

Chairman: But you will appreci!te
that it will be outside our sphere now.

Shri C. H. Bhabha: Then I will
drop it.

Shri Morarka: Your next amend-
ment is to section 301(5).

Chalrman: We can consider only
amendments in the Bill.

Shri C. H Bhabha: It is a correlated
section which'is sought to be amendei
Clause 111(3A) (b) says:

“in the case of a banking com-
pany to any contract or arrange-
‘ment (to wluch sectlon 297, or as
the case may be section 289
applies) by the bankmg com-

" ‘pany for the collectlon of bills in
the ordmary course of its busi-
‘ness.” '

If the exemption is given only for
collection of billy, what happens if
certain secret avrangements or con-
tracts are made? How shall we be
able to maintain our secrecy? What
will prevent an outsider from asking
for a copy of that? As bills which
are also in the nature of secret
transactions between the bank and
the customer are sought to be exemp-
ted, we request that the exemption
should be extended to such contracts
in the ordinary courst of banking
business. If there is a general exemp-
tion that will meet our demand.

Shri Morarka: Section 301, sub-
section 5 is not being amended at the
moment.

Chairman: We need not argue that
with him. We will take into consi-
deration all that. We need not argue
with him. He feels this is correlated
and a part of it. We will decide
whether this is so or not.

Shri Morarka: What I want to know,
Sir, is. that this provision was there
even in the old Act of 1913. Since
the Act was amended in 1956, I would
like to know whether they had any
practical difficulty during these years.

Shri C. H. Bhabha: Sir, my hon'ble
friend has referred to the Act of 1913.
There is a material difference. In the
first place, all these details which are
sought to be incorporated were never
in existence in 1913 Act; secondly,
1913 Act never sought that any copies
could be given; 1913 Act never wanted
this thing should be flled with the
Registrar and  there will be no
guarantee of secrecy now. If you



will refer to 1913 "Act, you will find
all that.

Shel Maorarka: Now, I come to Sec-
tion 238 in the Memorandum dated
the 1st June. They are glving reasons
why the branch offices should not be
audited: firstly, because the
Bank of India does not audit; secondly
because the cost of compulsory audit
will be high in relation to the turn-
over of business at small branches and
thirdly, that purpose is already being
served. Could you please explain to
the Committee how this purpose is
already being servved?

Shri C. H. Bhabha: As I said in my
opening remark, these statutory
auditors, particularly under the Bank-
ing Companies Act have to be sanc-
tioned by their share-holders. In a
general meeting, a resolution is
usually passed .laying down their
duties, that these auditors shall exa-
mine X, Y, Z branches and call for
such information, etc. Now, already
by way of test audit, as and when an
opportunity occurs, they examine
these small officers. That is what
we have said, that the purpose has
been served under the present legisla-
tion.

Shri Morarka: But at the present
moment all branches of the Banks are
not audited.

Shri C. H. Bhabha: That is correct,
Sir. But if the general meeting wants
that all the branches should be audit-
ed, the general raeeting can decide so.

The words are: ‘“unless the general
meeting so decides.”
Shri Morarka: Now, I come to

Memorandum dated 17th June. Clause
64 wishes to amend section 209, Is it
your impression that if this amend-
ment is carried out, then all the books
of the branches also will have to be
kept at the head office?

Shri C. H. Bhabha: No, Sir;
not visualise that.
got its main books

we do
Every branch has
and subsidiary

State .
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boaks, The head office may be the
custodian of the shares registered, the
central office books, certain main
baoaks, inter-branch accounts and
things like that. But every branch
that is opened or permitted to
be apened -has to be sanctianed
by the Reserve Bank. In addi-
tion to that the Reserve Bank has a
right of inapection of any small or big
branch, which they exercise. A
regular inspection takes place. So,
we say that threugh this amendment
of section 209, you are casting an
unnecessary and unwarranted res-
ponsibility. As soon as a small branch
is opened, the Patna Registrar will
have to be infoirmed that we have
opened a branch at Moga or wherever
it is and that the books are here. That
is what we are trying to point out.

Shri Morarka: On page 2 of the
same Memorandum, section 283, you

want that the Reserve Bank and
Finance Corporations, etc. should be
incorporated. Would you please

explain his thing because sub-section
4 of the above section deals with only
your accepting deposits from the
public?

Shri C. H, Bhabha: Sir, quite often,
the surplus money of these specialised
institutions for temporary period
remains with them and since many
of these institutions have as their
share-holders banking companies
themselves or are directly or vitally
interested in banking companies, they
choose to keep their funds with them
or distribute their funds with banking
companies. If the section is kept as
it is, we have drawn the attention of
thegHon’ble Members that there is a
little difference in our thinking which
should permit us to retain these funds
which temporarily may be surplus
to the needs of the specialised insti-
tutions like, Finance Corporation.
Supposing they issue bonds in the
market, great partion of the bonds ara
taken by the banks themselves. Now,
during a period when they have col-
lected the money and when they have
fulfilled their objective of dispersing



these loans, during that interregnum
period, they choose not to keep those
amounts with them not earning any-
thing.

Shri Morarka: Is it not true that the
borrowing needs of a bank generally
depend upon the withdrawals by the
public and, therefore, you cannot
exactly forecast as to what would be
your borrowing from the Reserve
Bank or any other scheduled banks or
from others? Therefore, the section
should exempt banking companies.

Shri C. H. Bhabha: That is an inter-
nal working. It does not exclusively
depend on the withdrawals of the
public. That is an_ incorrect state-
ment to make with due deference to
the Hon'ble Member. Banking com-
panies adjust their needs as they want
finance from time to time and if
finance or borrowing is attractive
from one source, say, the Refinance
Corporation, banking companies would
go there. That is why we have
suggested that these other institutions
may also be included.

Shri Morarka: On what grounds
can the banking companies ask for
special treatment as compared to other
companies?

Shri C. H. Bhabha: We are not ask-
ing for special treatment. We are
pointing out that occasionally the
deposits from other specialised insti-
tutions remain with banks and this is
what has been somehow not noticed
in this amendment. ’

Shri Naushir Bharucha: I am refer-
ring to section R01, sub-section 5 on
page 4 of the Memorandum. Sub-
section 5 relates to the maintenance
of a register of contracts of compan-
jes and firms in which Directors are
interested. The argument advanced
by the witness is that banks have the
paramount duty of maintaining
secrecy and that they should be
exempted. My question is, since the
very purpose df the amendment is to
expose any transactions in which
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Directors are interested, how does
your argument stand?

Shiri C. H. Bhabha: Sir, as 1 have
said a little earlier, it is incumbent on
every banker—that is the basis of
banking—to maihtain secrecy of the
transactions of his customer. We
apprehend that if this basis is in any
way sought to be exposed to public
gaze of this type—it is for the Govern-
ment and the hon. Members to take
a policy decision, it is not for us—then
banking business in India will be
greatly impaired, and the basis of
banking business will be shaken very
rudely if the clause permits the dis-
closure of the details of the principal
terms and conditions of contracts or
arrangements made.

It may happen that there are com-
mon directors in large corporations
along with a bank. The corporations
may not have -ny direct stake with
the bank or vice versa. But, for good
business of banking, a certain share of
the business of the corpgration may
be passed on to the bank. Now, if
the details of all those terms and
conditions are to be (a) noted in the
register, and (b) made available to
anybody, then it will create a very
harmful effect on banking. That is
our opinion.

Shri Naushir Bharucha: At page 6
of the memorandum relating to the
question of certair risk regarding
retrenchment compensation not being
amenable to precise calculation, you
say that it is an incalculable risk.
Are you aware of the fact that under
section 25 of the Industrial Disputes
Act, it has been held that bona fide
closure is not retrenchment? There-
fore, a maximum amount equal to
three months’' wages as compensation
has been provided. So, if three
months’ wages are definitely provided,
and you know the wage bill, what is
the difficulty in ~alculating the
amount?



Shri C. H. Bhabha: The.hon..Mem-
ber is trying ‘o differentiate or put a
line between bona fide closure and....

Shri Naushir Bharucha: The Sup-
reme Court has done it; it is not I
‘who am doing it.

Shri C. H. Bhabha: All right; the
Supreme Court has done it. I am not
a lawyer of repute like my hon. friend.

Further, from the banking angle,
we feel that such sort of unknown
liabilities which cannot be put down
on paper and which are not known at
the time when a loan is made, should
arise later. Ther. are risks that a
banker takes; but if more and more
unknown or uncertain factors of this
type are on the statute-book, we feel
that there will be a shrinkage in the
attitude of bankers towards industrial
advance.

Shri Naushir- Bharucha: I would
next invite your attention to page
2 of your memorandum dated the 17th
J.une, regarding clause 76 amending
section 234, Section 234 relates to the

power$ of the registrar to call for
information or explanation. In that
memorandum, you suggest that the

powers of the registrar should be so
limited as to prevent him from calling
for information of a confidential
nature from banking companies. Who
decides whether the information is
confidential or not? '

Shri C. H. Bhabha: Our contention
is that all information, confidential or
otherwise, is exposed to the Reserve
Bank of India through its regular
checks and inspections. All informa-
tion, good, bad or indifferent, vital or

not vital, confidential or otherwise,
is known to the central banking
authority of the country.

We are also familiar with the

powers and functions of the registrars.
If registrars, however competent they
may be, are given the powers to call
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for..information, we feel that (a) we
shall not be able to continue with our
banking secrecy, (b) that we cannot
be indemnified by the registrar or any
other person against any claim or suit
that may be instituted against wus,
and (c) that there will be a certain
amount of impairment of our

) own
credit and stature, if certain clients
come to know that we have been

called upon by the registrar to submit
some information

In addition, the registrar is given
powers to call for our books from any
branch. I would like my hon. friend
and you, Sir, to visualise a case where
a small branch with six or seven
staff members—since there are many
branches all over the country, for the
spread of banking, and otherwise—is
called upon to produce certain books
at the registrar’s office,” which may
be half a mile away, for a particular
bona fide purpose. If that is to be
during banking hours, is it possible for
the bank to carry on its banking
business?

Shri Naushir Bharucha: That does
not answer my question. Who decides
the confidential nature of any informa-
tion?

Shri C. H. Bhabha: Well, naturally,
the registrar, and not we.

Shri Lal Bahadur Shastri: Why
should it be necessary that those
documents should be sent only during
banking hours?

Shri C. H. Bhabha: If you so choose,
they may be sent after banking hours.
But the very fact that the documents
are removed from a branch by a
registrar is....

Shri Lal Bahadur Shastri: That is a
different matter.

Shri C. H. Bhabha: My point is that
those are the general business hours.

Shri Naushir Bharucha: Regarding
section 293 which deals with restric-
tion on powers of the board to borrow



money beyond the particular limit,
'your request is that as has been done
by the amending Bill in the case of
section 292, a sub-section may be
added to section 293 exempting the
borrowings by banking companies
from the Reserve Bank of India, the
State Bank of India or any other
corporation. If this is done, then do
you not think that the purpose of the
section would be defeated, which is to
prevent over-borrowing?

Shri C. H. Bhabha: No. Inter-bank
borrowing is permitted and is permis-
sible and is common practice also in
the course of natural banking business.
The State Bank is also a lender to a
large extent, because the State Bank’s
agency is employed for free trans-
mission of funds from one place to
the other. In other words, where the
Reserve Bank has not got its own
offices, the agency of the State Bank
is used by all. But, generally, the
Reserve Bank is the bankers’, bank.
But where the bankers’ bank has not
got its own branch office or organisa-
tion for these facilities, then, naturally,
the State Bank comes into the picture.
In addition, under the Banking
Companies Act, for various guarantees
given by banks for various purposes
in the natural course of banking
business, the State Bank gives a line
of credit. That is technically and
literally a sort of borrowing from the
Reserve Bank. Sometimes, there is
an adverse balance against one of the
banks, in a clearing; and at that time,
a temporary loan is given, which has
been laid down, as per the terms and
conditions under the Banking Com-
panies Act; the Reserve Bank is bound
to advance that to that bank for that
period. Quite often, the banks go to
the Reserve Bank for borrowing. My
hon. friend may think that it may
lead to over-borrowing. But the over-
borrowing aspect does not come into
the picture, because all these loans
are carefully known to the lender,
but the lender puts a limit for every-
thing,
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As I said, even the Reserve Bank,
according to the turnover of the insti-
tution says that ‘You can extend
guarantees for your clients to the
extent of Rs. 2 crores or Rs. § crores,
Rs. 2 crores in one case, and Rs. 5
crores in another case. So, there is
no overborrowing.

Shri Naushir Bharucha: My last
question is in regard to what you have
stated at page 3 of the memorandum
on clause 180 dealing with section 531
which relategs to fraudulent transfers.
during liquidaticn. Your suggestion
is that the transfer to a banking com-
pany of property, in the course of
liquidation, should be exempted from
the operation of this clause. Do you
not think that this would defeat the
very purpose of the section, first, by
the property being transferred to a
third party through a bank, and
secondly, by the bank being nominally
brought in in the transaction?

Shri C. H. Bhabha: I beg to differ
from my hon. friend. A banker would
never be a party to that.

Shri Naushir Bharucha: Not a party,
but it may be a tool in the hands of
designing persons.

Shri C. H. Bhabha: You may call
it a tool or party or anything.
Generally, a banker would not sell
or stake his reputation. What we are
objecting to is this. In the course of
banking business, very often, the
banker refuses to extend the credit.
The borrower is unable to pay then
and there; and there may be a speci-
fied asset of his which is unencumber-
ed, which the banker may be willing
to accept in order to continue that
facility. Now, that is an unencumber-
ed security which the borrower gives
to the lender, that is, to the banker,
in the ordinary course of business.
Otherwise, the issue would be forced
that you either pay us or go into
bankruptcy. So, quite often, an addi-
tional security i: taken s¢ that the
business continues and the business is
nursed through a period so that |t
comes on its proper bearings. That
is what we feel.



Shri Naushir Bharucha: Since
transfers for valuable consideratio.:
without notice and in good faith have
been excluded, where is the fear of
a banking company's inability to
prove its good faith?

Shri C. H. Bhabha: The bank will be
able to prove good faith. But at a
particular moment it ‘may not be
possible for it may be a continuous
business of the bank.

Shri Avinashilingam Chettiar: Please
refer to page 2. You point out cer-
tain difficulties. But may I point out
that the resolution that is passed by
the Directorate would provide for
these difficulties. The conditions can
be incorporated in the resolution it-
:self.

Shri C. H. Bhabha: I bow to the
‘views of the hon. Member; but our
lawyers say that such a resolution
may not hold the fleld if it is con-
‘tested.

Shri Avinashilingam Chettiar; Do
you mean to say that any resolution
that may be passed must be applied to
all branches with the same conditions?
If an amendment is made that it will
be subject to the conditions ete. will
‘that satisfy you?

Shri C. H. Bhabha: Yes.

Shri Avinashilingam Chettiar: In
page 3, you have referred to some
Jocal committees. 1 understand that

in many banks local committees are
doing a useful job. In your resolu-
tion you can alse provide for consul-
tation with the local committees.

Shri C. H. Bhabha: Consultation
with local committees would not give
them any power. There is a specific
delegated authority to the local com-
mittees to transact business. And,
the local committees, when they are
yerforming effective functions, exer-
cise these powers. But very often, as
T have said, they are handicapped
in the exercise of those powers when
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the powers are restricted or specified.
The local cominittees cannot be given
powers by a flexible resolution or a
wide resolution.

Shri Avinashilingam Chettiar: The
functions of your local committees
are not merely advisory.

Shri C. H. Bhabha: They advise;
and they have also specific powers.

Shri Avinashilingam Chettiar: You
have given reasons for exemption
from compulsory audit and one of the
reasons given i; that the State Bank
is not compulsorily audited.

Shri C. H. Bhabha: That is
dental.

inci-

Shri Avinashilingam Chettiar: But
that is one of the important reasons
you have given.

Chairman: He says that it is only
incidental.
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