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STATE FINANCIAL CORPORATIONS
(AMENDMENT) BILL

MR, DEPUTY.-SPEAKER: We take
up the pexy Bt by Shri¥nati Sushila
Rohatgi further to amend the State
Financial Corporations Act, 1961,

THE DEPUTY MINISTER IN THE
MINISTRY OF PFINANCE (SHRI-
MATI SUSHILA ROHATGI): I beg
to move®*:

“That the Bill farther to amend
the State Finmancial Corporations
Act, 1951, be taken info considera-
tion”

As the House is aware the State Fi-
nancial Corporations Act was passed in
1951 to provide for the establishment
of State Financial Corporations in
the States for rendering financial
assistance to small and medium scale
industries. Practically all the States
have now established Financial Cor-
porations in their respective territories
In regard to States and the Union
Territories other than Delhi, which
are small in area, the State Financial
Corporation in the adjoining State
serves as a Joint Financial Corpora-
tion, Negotiations are in progress
for the extension of the jurisdiction
of the Assam Finaneial Corporation
to the State of Nugaland, The Union
Territory vf Andeman & Nicobar Is-
lands has been addressed to consider
setting up a Corporation. Action is
being initiated to extend the juris-
diction of the Kerala Financial Cor-
poration to the Laccadive Minicoy
and Amindivi group of Islands.

Since the last amendment to the
Att in 1962, the metivities of these
Corporations have increased consider-
ably, During the last financial year
1871-72, the aggregate loans sanction-
ed were of the order 0f Rs, 6338
crores as against Rs 49 crores of the
wyear 187071 and He. 32.40 crores in
the year 1069-70. The agiregate louns
granted by the corporations since their
ineception amount to Rs. 291 crores
covering 17,797 wunits. Of this, the
nushber of ¥mall schle units assisted

wag
cial
The

15, 447 which received finan-
assistance of Rs. 141 crores.
aggregate paid up capital of
the Covporations stood at Rs.
608 crores amd their reserves
at Rs. 606 crores. The number of
Corporaiions which had to draw sub-
ventions has now declined to two and
the subventions drawn also are at
present insignificant, The Reserve
Bank of India and the Industrial De-
velépment Bank of India have been
assisting the State Finencial Corpora-
tions in finding resources in the form
of capital and bonds in the market
and have also been providing refinan-
ce and lean assistance at concessional
rates of interest to the extent, finan-
cial corporations are able to utilise
them.

The House may recall that conces-
siomal schemes of finance have been
announced by the all-India term lend-
ing institutions for the establishment
of small and medium scale industries
in various backwarq areas notified by
the Planning Commission, The Cor-
porations’ role is no longer confined
to that of a mere purveyor of term
loang to such industrial concerps as
they seek them, The Corporationg have
to search for and implement positive
programmes in ever widening fields
of activities for the stimulation of in-
dustria] growth especially in the back-
ward regions. There is a proposal for
a World Bank Loan for of 25
millions U.S. dollars to be routed
through the Industrial Development
Bank of India for meeting the fo-
reign exchange requirements of the
loanees of State Financial Corpora-
tions. With the nationalisation of
banks and the spread of g net-work
of branches of these banks through-
out the country, there is need for
State Financial Corporations also to
play a more useful part in the fleld
of development of banking, particu-
lérly in less imdustrially developed
régions of the country by extending
financial assistance to new entrepre-
neurs. It has, therefore, become ne-
cessary to equip these corporations

*Moved with the recommendation of the President.
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with the necessary tools by suitably
amending the law.

In November, 1971 the Finance Mi-
nistey convened a Conference of the
Reserve Bank of India, the State Fi-
nancial Corporations and the public
sector banks to effect a greater coor-
dination of the activities of the Cor-

porations with the Commecrial
banks. The various amendments
contained in this amending le-

gislation were the direct result of the
decisions taken at the Conference.
The amendments have been circulated
among the State Governments Repre-
sentatives of some of the State Go-
vernments were also invited for dis-
cussions at Delhi to explain to them
the salient features of the Bill. The
principal amendments to the Act now
proposed in the Bill have the broad
general consensus of the State Gov-
ernments.

I now proceeq to explain the more
important of the amendments.

The Corporations are now enabled
for the first time to finance concerns
engaged in the maintenance and re-
pair of machinery, vehicles and ves-
sels, assembling ang packing units
and the fishing industry To help new
entrepreneurs in the promotion of
industries, consultancy services will
also be provided by the Corporations.

The most jmportant of the amend-
ments is the creation of a special class
of share capital to be exclusively subs~
cribed by the State Government and
the Reserve Bank This capital is
intended to provide loans on soft
terms to technical entrepreneurs, to
sophisticated lines of industries and
to promote units in the industrially
backward areas selected to qualify for
concessional finance from the all-India
term lending financial institutions. I
hope this will be welcomed as a posi-
tive step towards helping the emerg-
ing class of new entrepreneurs and
also in achieving the goal of a balanc-
ed regional development. In respect of
this class of shares it ig not proposed
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to burden the State Government with

the need to guarantee & minimum rate-

of dividend.

1 am proposing a procedural change
in the selection of manging directors
who are the chief executives of the
Corporations which are now expected
to take more initiative than hitherto-
fore in the promotion of industries.
The State Governments in future
would, therefore, be required not me-
rely to consult the Reserve Bank of
India bu¢ should obtain its advice be-
fore making the appointments in
order to ensure that suitable persons
of requisite calibre alone are appoin-
ted as managing, directors of these
corporations.

To enable the financial corporations
to have a wide net work of branches
in their respective States, the corpo-
rations are ulso enabled to open offi-
ces at such places as they consider
necessary’ in addition to the places
where the State Governments ask
them to do so,

On the analogy of the provisions
proposed in the Industrial Finance
Corporation (Amendment) Bill, 1972
the State Financial Corporations would
also be prohibited from granting as-
sistance to industrial concerns in
which any of the directors of the fl-
nancial corporations, may be having a
beneficial interest, so long as they
serve as directorg on the corporations.

To have a better spreag of assis~
tance to a larger number of units, I
propose to restrict the size of the in-
dustrial concerns which will be eligi-
ble for assistance from the corpora-
tions as well as the quantum of as-
sistance which the corporations may
give to a single industrial unit. Indus-
trial units whose aggregate of paid up
capital ang reserves exceedg -one crore
of rupees will not be eligible for as—
sistance. The Corporations cannot also
grant aggregate assistance exceeding
30 lakhs of rupees to a single indus~
trial concern, if it is & limited com-
pany and 15 lakhg of rupees, it it is
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a proprietorship or a partnership con-
cern,

Some of the Union Territories have
contiguous areas with more than one
State, Under the present law such
Union Territories can enter into an
agreement with only one State for
forming a Joint financial corporation.
It is now proposed that the adminis-
trations of Union Territories may
form Joint financial corporatlions with
one or more States depending upon
the States contiguous to each of its
areas,

The other amendments are ex-
plained in some details in the State-
ment of Objects ang Reasons and in
the Notes and Clauses and are minor,
consequential, clarificatory and of a
procedural nature and I neeq not
take any further time of the House
to explain them.

With these remarks, I commend the
Bill to the House for consideration.

MR. DEPUTY-SPEAKER: Motion
moved:

“That the Bill further to amend
the State Financial Corporations
Act, 1851, be taken into considera-
tion.”

SHRI SOMNATH CHATTERJEE
(Burdwan): Mr, Deputy-Speaker,
Sir, so far as this Bill seeks to ex-
tend the coverage by enlarging the
definition of industrial concerns, we
welcome it, because it makes various
other types of industries ur busines-
ses eligible for financial assistance
from the State Financial Corpora-
tions. Bui there are certain provi-
siong of this Bill on which we feel
that they have been incorporated

without giving much thought to
them.
For instance  take the provision

which is sought to be incorporateq by
clause 4 as new secion 4A. The hon.
Deputy Minister said just now that
this is the most important provision
sought to be included by this amend-
ing Bill Thiyx new clause 4A pro-

Bitl

vides for the issue of @ special class
of shares. Here is a case where Par-
liament is being asked to abdicate all
its powers and functions, so far as
legislation is concerned. It says that
the uncalled or unutilized capital of
the varioug State Finance Corpora-
tion will not be used or issued by the
State Finance Corporation under the
previous existing law, but shall be
issued to the State Government and
the Reserve Bank or according to
their directions. Kindly see sub-
clause (3), which says:

“The funds representing the
capital subscribed as aforesaid
shall be used only for such pur-
poses, in such manner and for
rendering assistance to such class
or category of industrial concerns,
as the Reserve Bank may, in con.
sultation with and after obtuining
the advice of the State Govern-
ment, specify in this behalf from
timp to time..... ”

This is how the special class of
shares 1s sought to be allotted and
the hon. Minister says that this is
the most important provision of the
amending Bill. We do not know for
what purposes the special class of
shares is being 1ssued. Everything is
left to subordinate legislation—the
number of shares issued, to whom
issued and for what purpose it is
issued.

It is mentioned on page 11 of the
Bill, in the Statement of Objects
and Reasons:

“For these purposes, the corpo-
rations shoulg p-ovide assistance
on soft terms to deserving units
in the small and medium scale
sectors of industry.”

Therefore, the intention is to utilize
the money that will be available by
the issue of this special class of shares
by giving it to deserving units in the
gmall and medium scale sectors of
Industry.

15.00 hrs.

Why don’t vou provide that in thie
Bill? Will the Statement of Objects
and Reasons govern the construction-
of the Bill?! The Statement of Ob-
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_jects and Reasons has not to be look-
-ed 1nto under: the ordinary rule of
;constructmn Thig is the most ordi-
nary provisions. The Statement of
Objects, and Reasons lays down the
_principles on which the Bill is sought
to be enacted. But the relevant Sec-
tion do€s not say anything like that.
I completely leaves it to the discre-
tion of the Reserve Bank of India.
Although a new class of shares is
being floated or is mandatorily to be
-issued by the Reserve Bank of India.
the Parliament does: not know for
what' purpose it is- issued.

It is important to note that Sec-
tions 47 and 48 lay down that the
‘State  Financial Corporations, can
make rules and reguiatiohs Now,
~with regard to Sections 47 and 48, no
rules, no regulaticns, need be made
.at al] as
piece of legislation. But some rules
and - regulations which ‘nobedy will
“know will! be  framed’ which “heed not
“be published. We do not know any-
“thing about them. This amending Bill
‘does not! make any provision even for
the publicatien of rules and regula-
tioms.
~ Why should Parliament completely
abdicate its powers. I do not know.

T _the intention is there as it appears;

to be in the Statement of Objects and
Reasons, why don’t’ you provide that
by issue cf a smecial class of shares,
‘the money will be utilised" for ‘the
purpose of helping the small and
medium-scale: ind istries? = That is a
very. - laudable - cbject. . We support
that. . We want that small and
medium-scale - ir-ustries  should bhe
given financial assistance, which they
are not given. This is onle, of their
-grlevances

The Industrlal Finance Corporation
is more in favour . of big business
'bouses ‘which have got a large scope
vof raising money. The small and
medium-scale industries are not get-
‘ting any preference. Why ' should it
“be left te the diseretion of some offi-
‘eer in the Reserva BRank of India?
“Why ' should not’ the ' Patrliament’ lay
down that? I fail to understand that.

provided in the proposed
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It shows  net only scant réspect is

paid to: Parliament but. it shows, pro-
bably, up till now, ncbody has- applied
his mingd: to it. That is why nobody
has taken care to see that. The
Draftsman who' is no doubt to give
effect to the policies of this Govern-
ment has not even thought about it
or has not been asked to think. about
it. This is my first point with regard
to special class of shares. I think,
it is essential that not only the mode
of utilisation of money should be
indicated but it should be indicated
specifieally in the statute, and that
the regulations at least should be
made available and. placed before
Parliament, and the Parliament may
consider these matters. Why should
Parliament abdicate its powers? "

Then, the scheme of the Bill is to
replace the Industnal Finance Cor-
poration about: Jich we were dis-
cussihg y‘éé’ee'rd?ay and to replace’ it by
the Industria] Development Bank so
far as the functioning of the State
Financial Corporations js concerned.
The: Industrial Finance Corporation
deals with ‘an all-India perspective.
They do not deal with heavy indus-
tries as—the Industrial Development
Bank does. The State Financial Cor-
porations in their restrictive spheres
of activity have to deal with not only
heavy mdustnes but they ‘are” also
expected * “deal ~with small and
medium scéIé industries.  Yesterday,
one of our appeals to the Govern-
ment was to kindly see that there is
a proper cpordination proper inter-
connection of activity, between the
State Financial Corporations and the
Industrial Finance Corporation,

Now, we find that although- the
scope of the sphere of activity of the
Industrial Development Bank is com-
pletely different from that of the
State Finaneial - Corporations, the
State Finaneial Corporatlons are being
brought = under ' the complete hege-
mony of ‘the Industrial Development
Bank. This'is ‘a‘lopisided’ way of
looking at ‘thiigs. I you want pro-
per: coordifiation, . if you want" that
there should not be any friction bet-
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ween the State Financial Corporations
and the Industrial Finance Corpora-
tion who have to do the same type
of job, why do you bring in the
Industrial Development Bank?

1 hearq the hon. Deputy Minister
saying that the Industrial Develop-
ment Bank will provide funds. Be-
cause they will provide funds, that
does not mean that they will replace
the Industrial Finance Corporation
which will be an all-India body and
its place will be taken by the Indus-
trial Development Bank.

It you see clauses 7, 11 and 12, you
wil] find that the whole basis of the
change is nothing but replacing the
Industrial Finance Corporation by the
Industria]l Development Banks.

So far as clause 6 is concerned, I
have got certain submissions to make.
Yesterday also I made submissions on
identical provisiong in the other Act.
It says that the State Financial Cor-
poration can transfer its rights with
regard to certain documents or bonds,
etc, somebody else. But we are
blissfully ignorant as to who is that
somebody else. No provision has
been made at all. This is the very
same point I made yesterday and no
answ-, was given to that point with
1egard to the other Act, as to who are
going to be the persons who will be
the transierees. Does it depend on
the sweet wil] of the State Financial
Corporations to transfer to anyboedy
else it likes.

Apgain, you kindly see the State-
ment of Objects and Reasons. No
thought has been given to this matter.
The Statement of Objects and Rea-
soms with regatd to this clause says
that other institutions are intended to
be the transferees. For construing
the meaning of this Act when it is
passed, everytime one has to have a
copy of the Statement of Objects and
Reagons to find out what does it
mean. ,Even then, that is not very
clear,

The Statement of Objects and Rea-
sons says:

2037 (aiy 1817 +

Bill
“To ease the constraint in the
resources of the Financial Corpo-
rations, it is provided in clause 6
that the instrumentg relating to
loans or advances granted by a
Financial Corporation may be
iransferred to other institutions.”
Now, the word “institutions” we are
getting in the Statement of Objects
and Reasons, but even tha, word is
net  appearing in the body of the
clause. What is the pgbject behing it?
Was any thought given at the time of
drafting of the Bill? I do not know.
I hope, the hon. Minister will kindly
clarify this at least today. Yester-
day, she did not do that.

If you see clause 7A, it says:

“ ...the Financial Corporation
may, notwithstanding such trans.
fer, act as the trustee for the
transferee.”

What will be the object? Why this
provision for transfer to an un-
named, undisclosed, object and, when
the transfer is made, what will be
the consideration for transfer? We
do not know for what purpose the
Financial Corporation goes on acting
as the trustee in respect of its trans-
ferees, I submit there is no rationale
behind it. We do not understand
this at all. If the Government has at
all given its thought to it, I have
doubts, with all respect to the hon.
Deputy Minister. Let us try to have
what is the purpose behind it, and
how it is proposed to be worked out.

We are supporting the main object
of the Bill, namely, expanding the
scope of applicability of this legisla-
tion +to warious institutions, But
while doing it, you include provisions
by way of amendment which either
are not workable or do not convey
any meaning.

Then, clause 5, sub-clause (a) saya:

“(a) in sub-clause (1), for the
words “and with the approval of
the Central QGovernment”, the
words “based on the advice of the

Reserve Bank” shall be gubstitut-

ed;”
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1 find this is ap inngvation in drafi-
ing. It says thaj something has o be
done based on the advice of the
Regerve Bank, 1 am quite happy
that the Central Government’s appro-
val is not necessary. What is meant
by ‘“pased om the advice of the
Reserve Bank”? Are they obliged to
follow the advice? Does it mean more
than “consultation”™? Is it incumbent
on the State Financial Corporations
to accept the advice of the Reserve
Bank? Why don’t you use the ordi-
nary language of the law which has
been used and which hag stood the
test of time? Kither say “approval’
or say “consultation”. What does
“based pn the advice of the Reserve
Bank” mean?

Here, clause 7 says:

“ ...after the words ‘“in con-
sultation with” the words “and
after obtaining the advice of”
shall be inserted.”

Is it a mandatory advice? Is the ad-
vice binding on the State Finance
Corporations? I do not know whe-
ther any consideration has been given
to that.

Then, you see clause 14,

It is an amendment proposed 1o sec-
tion 23 of the principal Act:

“Provided that the State Gov-
fament may, in consultation with
And sfter obtaining the advice of
the Beserve Bepk, gpecily the
class * Sategories pf posts in yes-

Ty oy i
mpde hy ard on
TR aﬁg& and r condj-
of seyvige g the d may
1 , Ang mi gulption
made under this Act shall apply

to such posts in respect of pétters
s defermined by this Board”.
It is said in ‘Notes on Clauges
“Clause 14 provides that in res-
pect of certain categoriés of posts
spetified by the State Governinent
in consulation with the Reserve
Bank, ths Board may determine
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the remuneration and other terms
and conditions. without the need
to frame regulations.”

I do not know whether a specia] class
of officers are being sought to be
created; I do not know what will be
their duties and functions. Why
shoud the regulations which are ap-
plicable to all other officers not be
made applirable here also, to these
officers also®” Again on obtaining
‘advice’, a similar lacuna ig there.
What will be the functions of these
officers what sort of posts are intend-
ed to be created, why ghould the re-
gulations which are applicable tp all
others should not be made applica-
ble to them also, nothing has been
said in the Statement of Objects and
Reasons. ..

SHRIMATI SUSHILA ROHATGI:
He js asking for the definition of
‘advice’. May I know how he would
define the word ‘advice’ Is it
something mandatory or just a con-
sultation? I may be guided by h s ad-
vice.

SHR] SOMNATH CHATTERJEE:
the question js what is the intention
of the Government. You have moved
this pbill. Yau have to say whether you
want that advice to be binding on the
State Financial Corporation or it is
just consultation. Consultation is not
binding, nged not be bindjng. There-
fore, find out what the learned drafts-
man have thought about it. (Interrup-
tion). We do not want o be told by
the people that we have been a party
to this type of legislation. What I
am {rying io submit is shis. If neces-
sary, they may bring the amendments
tomorrow. The hop. Deputy Speaker
has been kind enough tp the Govern-
ment in allowing amendpents.

There is a provision which has been
made bv which the Biate Rnance
Corporation will no longer be required
to make payment to Btete Clov-
ernments which, under the present
Act, they are g to . We
support it; it is ; why should she
State Government get money from
the State Finance Corposatiasit -
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But the ceiling that was there on
the quantum of divident to be declar-
ed 18 now bemng withdrawn We wish
to know why thus ceiling is being
withdrawn Clause 23 deals with that
1 find from ‘Notes on Clauses’

“Clause 23 seeks to remove the
present ceiing on the rate of five
per cent on the dividends which
may be declared by a Financial
Coiporation once 1t builds up its
1eserve fund equal to 1its share
capital ang also to provide that the
surplus after payment cf dividend
need not be transferred to the State
Government concerned but may be
retained 1n the Corporation, 1n
order to strengthen the reserves™

That 1s a very laundable thing, the
second part is good, we want 1t But
why should the ceiling on the rate of
dividend be withdrawn? The mamn
subseribers to the capital of the
mstitution are the Central Govern-
ment or the State GovernMent or
IDBI or the Reserve Bank. Are they
80 keen to get more than 5 per cent
dividend that vou are withdrawing the
cetling? Not more than 25 per cent
of the share capital can be subscribed
by anybody except the Central Gov-
ernment and the financial institutions
For these shareholders, are you gomng
to withdraw or 1emove the ceiling so
that any amount of dividend can be
declared” Does the Central Govern-
ment or the IDBI want to have the
State Financial Corporations as a
money-making machine for them? Is
the rate of dividend the test for the
proj fupctioning of the State Fin.
ancia] Corporations? Merelv giving
opt statistics will nat do We want to
know what funds you are making
avalable {o the State Financial Cor-
porations There 15 an optimuym limt
of Rs 2 crores They do nat have the
share capital more then ®het Vou
do not make funds available to them
Statutary limits are there on the share
capital But you want more dividend
to come

o I

to the Central Government
that m"’hoﬂthita m:;a be I submit

DIRPRSe, not g desu-
able proposal and thig m' he
dropped.

I come to Clause 28 It emys

“All regulations made under this
section shall '‘be published in the
Official Qazetle and any such regu
iation shall have effect from such
earlier or later date as may be
specified 1n the regulations”

Now, power 16 being taken to make
the regulations with retrospective
effect, without indicating the nature of
the regulations I wigh to draw the
attention of the hon memberg in this
House with regard to two very impor-
tant matters Even regulations are
not to be framed They are talking
about publication 1 the Official
Gazette They are not even to be
framed The existing regulations will
not apply to them Here you aie
taking pewer to make regulations with
retrospective effect, with regard to
what matters, we do not know What
18 the necessity to take power to make
regulations with retrospective effect
1 do not know The Supreme Court
has said 1n a very recent judgment
that you cannot make regulations with
retrospective effect, whether thus was
taken mnto consideration, I do not
know Kindly take that into account

I em sorry, I could not give my
amendments to this Bill. I find now,
specifically, this power hag been taken
to make regulations with retrospective
effect, and they have made 1t very
clear m thewr Statement of Objects
and Reasong. 1 submit that there 18
a lacuna m the Bill Ceriain pro-
posals have been thought of without
clearly trying to visualise the impli-
cations of them ‘We are told that
congultations have been made with
the Stete Financial Corporations I
do not know whether they have been
agresable to become subject to the
jurisdict on of IDBI and not subject
to the jurisdiction of IFC What reason
18 there, we do not know We want,
28 T submitted in respect of a similar
Bill yesterday, that these fnancial
corporations should play their part m
the development of the mndustiies 1n
this eountry We ghould not pe en-
amoured of the big bustness houses
only as in the past we have been.
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These manipulations are there; mono-"

poly houses have their own methods
of getting funds from tihese places.
We want the small entrepreneurs, the
enterprising businessmen, who are
suffering for lack of capital, to be
patronised. We want to know what
the Government 1s domng for them
We want that there should be prope:
coordination between the different
financing institutions They should
have their separate areas of gperation
Why should the IDBI, which 15 only
concerned with heavy industries, come
here and interferec with the functions
of the State Financial Corporations?
I have not been able to understand
this.

With these words, I support
main purpose of the Bill

MR. DEPUTY-SPEAKER: What do

the

you propose 1o do to remove the
lacunae?
SHRI SOMNATH CHATTERJEE

At 400 there is another discussion
We would place the amendments to-
morrow if that is allowed

MR. DEPUTY-SPEAKER You
have not brought forward any amend-
ment.

SHRI SOMNATH CHATTERJEE
That is true,

MR. DEPUTY-SPEAKER: There
should be some way of correcting
them.

SHRI SOMNATH CHATTERJEE:
We are anxiously waiting for the
reply of the Minister, whether she
agrees to my suggestions or not.

MR. DEPUTY-SPEAKER: Even if
she agrees, without proper amend-
ments, they will be useless.

SHRI SOMNATH CHATTERJEE:
We can bring them tomorrow.

MR. DEPUTY-SPEAKER: Mr. B. V
Naik.

SHRI B. V. NAIKX (Kanara): 1
welcome this Bill which wants to
change over and regulate the working
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of the State Financial Corporations.
In the opentng remarks about the
State Financial Corporations, the hon.
Minister was good enough io say that
this 1s intended to reduce the regional
disparittes as far ag the industnal
development of this country is con-
cerned

While I very much welcome and
apprcclate the anxiety to remove the
1egional disparities in the industrial
development in this country, I would
hike to quote a few figures m regard
to two States which, statistically
speaking, can be said to be more or
less 1dentical. I comparc between the
two States of Bihar and Maharashtra.
Bihar has, in the country as a whole,
a population of 10 per cent of the total
country’s population Maharashtra
has 920 per cent Bihar has an ares,
m the country as a whole, 53 per cent
and Maharashtra hag 94 per cent, But,
1n the distribution cf the total amounts
of loans sanctioned 1n respect of these
two States, we find that Bihar has
been hardly able to get 3 per cent and
the State of Maharashtra has been
able to get approximately 17 per cent

Here, I am trying to make the
point.

MR DEPUTY-SPEAKER: From
whom”? We are talking of the State
Financial Corporations.

SHRI B V NAIK: State Financial
Corporation’s loan operations in res-
pect of various States—] am compar-
ing a backward State like Bihar with
an advanced State like Maharaghtra
in order to find out as to how far we
have been able to or been successful
in removing these regional disparities.
These are only some of the glaring
disparities

MR. DEPUTY-SPEAKER: Regional
disparities within the State?

SHRI B. V. NAIK: In the whole of
India.

MR, DEPUTY-SPEAKER: We are
not talking of the whole of India, We

are talkihg of the State ¥Finahcial
Corporations.
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SHRI B. V. NAIK: State Financial
Corporationg as are applicable . . .

MR. DERUTY-SPEAKER: I wonder
whether the hon. Member has read
the Bill.

SHRI B. V. NAIK: I have gone
through the Bill, the amending Bill of
1972. 1 would like to add a few more
words.

It was also stated that in regard
to the regional disparities one of the
best suggestiong that has come forward
was in respect of very backward
areas and the backward areas in res-
pect of each of one of the States. May
1 submit here a specific case? While
1t is welcome that the backward areas
are receiving an impetus through a
multipl'city of agencies like the Indus-
tria] Development Bank, IFC, ICICI,
etc, including the 14 nationalised
Banks in our country, in actual prac-
tice, as far as the finances that are
available {o these industries are con-
cerned, we find that there is a very
limited scope and impact that is made
in respect of the various States..

MR. DEPUTY.SPEAKER: You
should have spoken on yesterday’s
Bill, not to-day’s Bill.

SHRI B. V. NAIK: I am gpeaking in
relation to this one only. I have gone
through its provisions.. .

MR. DEPUTY-SPEAKER: You are
one day late, Mr. Naik.

SHRI B. V. NAIK: Then, I will
come to very relevant provision.

PROF, MADHU DANDAVATE
(Rajapur): The figure of disparities as
are pointed out by the hon. Member
are jllusory. The disparities which
we have to consider here are those
between the various regions of the
same State as far as the resources of
the State Financial Corporations are
concerned.

MR. DEPUTY.SPEAKER: That was
mpohulamtryM¢topointoutw
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SHRI B. V. NAIK: I am subject to
correction. But, as far as the 1llusions
are concerned, I have also been able
to find out that even within a State.

FPROF. MADHU DANDAVATE:
That is an optical illusion.

SHRI B. V. NAIK: Even within a
State there have been also dispainties.

. Fur example, 1n the State of Maha-

rasntra, out of 27 districts, there ae
13 districts which are considered as
backward. Sir, I am not in the habit
of laying papers on the Table. But,
this particular relevant paper, for the
satisfaction of the hon, Members, could
be placed on the Table, I would do
it, but it is not very necessary.

SHRI JAGADISH BHATTA-
CHARYYA (Ghatal): Sir, there js no
quorum,

MR. DEPUTY-SPEAKER: Wi]l you
take some rest, Mr. Naik, so that we
may call the quorum?

Let the quorum bell be rung.

Now, there is quorum, the hon.
Member may continue.

SHRI B. V. NAIK: I have checked
my figureg once again. This is a press
clipping from the Economic Times,
Bombay, dated 29th May, 1972 It is
Table V anq the caption is ‘State
Financial Corporations and regional
industrial disparities’,

Therefore, I would like to submit
that these are the figures which are
very relevant in regard to the point
which was stated by the hon. Minister
that one of the objectives of this
amendment to the State Financial
Corporations Act, that is being brought
forward, is to remove the regional
disparities. I will go further because
these are the quotations from the
Economic Times of Bombay.

In regard to these two States, I will
try to say that while in one State,
compared to the area and the popu-
lation, theé disbursements, and that 15
to say the finances available through
these recogniged institutions are more,
in the other, they are less.
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1 will now come to another point
of relevance in regard to the objective
for which thig particular Bill tries to
make room and that is regarding the
selection of the very backward areas.
There are certain criteria that have
been laid down. But, I very much
wonder whether the objective crtteria
regarding industrial development are
observed‘. We had in the State _ot
Mysore formerly selected one district
for industrial development, and, one
of the principal features is that the
capital subsidy is available for indus-
tries in these verv backward areas.
Phereafter, the number of these very
backward areas where the capital
subsidy was available was raised to
two. Thereafter, when the proposals
were calleg for, we thought that the
industrial backwardness has got abso-
lutely no relevance as far as the
selbetion of these districts is concerned
and in respect of the areas being
backward and having a potential fqr
developmsnt, there has been a certain
amount of neglect In this behalf, I
would request that in regard to the
selection of areas, at least the diseri-
mination in the chuice made of the
districts by the process of the bureau-
cratic choice or the governmental
proposa]l which were then okayed at
the nationa] disposal is glaring, For
example, in the State of Mysore, Rai-
chur district was chosen. Thereafter,
some more proposals were called for
and so, two more districts were sent.
Now, we find that the districts of
Dharwar and Mysore—both of them
are very considerably advanced indus-
triglly—have been chesen as eligible
for the purpose of capital subsidy to
institutions having a totsl block capi-
tal upto Rs. 50 lakhs which means a
capital subsidy of Rs. 5 Iakhs being
straightaway given tv them.

Really, very backward districts like
North Kanara have been skipped
over. Financial institutions should do.
justice for promoting industrial growth
in very backward areas. But this
should be gone on ity owp merit, on
the basis of the potentialities. I
request that the agencies must be
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suitably advised to see to it that pro-

motionial work is also carried owt,

About new entrepreneurs, a refer-
ence was ‘made by the Minister in the
opening speech. Most of the new
entrepreneurs should have subwtantiel
amount of promotion money whether
it is nationalised banks or State Bank
of India, which has gone to the extent
of about five thousand crores of rupees

* with liberalised terms and conditions.

The basic bottleneck is this. I the
majority of the cases, the preparation
of project report itself involves
approximately 10 per cent of block
capital cost of particular industries.
An industry costing 10 lakhs will be
costing no less than about Rs. 56,000
and not more than Rs. 1 lakh.

Ag has been noticed more than once
in respect of the financial institutions
as well as other Corporations and
banks functioning under the Finance
Ministry, there is multiplicity of these
agencies both at State and national
level. We have a feeling like this. The
right hand does not know what the
left hand is doing,

Unless in our plan of financing we
are able to finance project report
which will he dependent again upon
the worth and value of a project, our
promotion to various industries is
well nigh impossible.

Industrialists are a fringe of the
population. Even if this fringe is to
come from a particular section of
society it should make much of a demt
in our socio-economic progra:nmes.

I now come to the Clause which
relates to those areas where the
finaneial institutions, banks ang otier
agencies opexate. There is a particular
sector of our economy which is called
as black money or grey meney. This
is the industry of hoteliery. I see no
reason why such an eniertaioment
industty should be treated in' this
way. 1 am not biassed aghinst it
This industry has been financed left
and right with black money, white
money, grey momey et Thiz is
financed by scheduled banks powe
scheduled banks and private Snanchew!
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and all that, Therefore, I do not knpw
why they fry fo finance this
once again, t is the productive
role that they play? Without making
observations in regard to speaific
amendments, what I would urge is
that sich clauses like No. 2(a)(iii)
providing for ing of the hotel
mdustry coulg safely be avoided and
the rest of the Bill accepted.

*SHRI E. R. KRISHNAN (Salem):
Hod. Mr, Deputy-Spedker, Str, I gm
thankfal to you for giving me s&h
opportunity to say a few words on
behalf of my party, the Drivida
Munnetra Kazhagam, on the State
Finantial Corpofatibns (Amentment)
Bily, 1972

8ir, one of the welcoming features
of thig Bill 15 that the definition of
“industrial coricern” hag been enlarg-
ed and I am sure that more industries
like the hotel industry will be able
to avail of the financial assistahce
from the State Finance Corporation.
While 1 extend my full support to
such good features of this Bill, T have
not to refer tb certain retrograde pro-
visions in the Bill,

In the parent Act in regard to the
provision of the appomntment of the
Managing Director of SF.C, 1t 1
stated that the State Government will
do this in consaltation with the Re-
serve Bank of India. But, here s
Clause 7, it is provided that the State
Government will not gnly have con-
sultstion with the Reserve Bank of
India but the State Government will
al#d have to obtsin the advice of the
Reserve Bank of India in the matte:
of appointment of the Managing Dur-
etcor of SFC. I ig just like the
tédchers chastising the children that
théy must do certain things after
obtaihitig the sdvice of their elders.
Whitt is' the differdrice between “in
consulfation wilh Reserve Bank” and
“after obtaining the advice of Reserve

Bank"r s0pt of a courtesy had
bén slibym to State Government
In e ﬁ%ﬁt lg:t‘g Tlm amendment

is an tnevl to the ingénulty of the
State in thé sefise that
the Riserve Bk alune {6 the repost-

Bill

tory of all wisdom apd the State
Government 13 not capable of even
sdlecting a proper person for the post
of tle Managing Direttor of S.F.C,
As this amendment shown some sort
of a contempt towards the State Gov-
ernment, I would appeal to the hon
Deputy Minster of Finance to delete
this amendment of “after obtdining
the advice of” from the Bill.

1 would now refer to clause 8 which
states that “no person elected ag Dir~
ector shall hold office for a continuous
period exceeding eight years” [ do
not know whether such a provision
should be framed in this manner. It
would have been better it it hag been
provided that “no person elected as
Director shdll hold office for more
than two consecutive terms of four
years each”, It could glsb be stated
“for not more than two full consecu-
tive terms of four years each”. This
would have been a better legal termi-
nology. I regret to say that adequate
attention hag not been paid by the
Government in drafting this amend-
ing Bill and in fact proper legal ter-
minologies have not beeny thought of
at all

Sir, under clause 10, a provision
hag been made that the Managing
Director may accept part-time hono-
rary work also Sir, the Managmg
Director of a S.F.C ig a full-time job
and even full time is not emough 1f
the Managing Directoy wants to do
yustice to the question of industrial
mibalances within g State. If perrmus-
sion tg atcept a part-time yob 18 given
through this Bill, then naturally the
work of the S.F.C. will suffer and the
Managing Director will not be able
to devote himselft exclusively to the
S8.P.C’s work. It 13 highly improper
to provide for in the Bill that the
Central Governmenti or the Sta‘~ Grv-
ernment ot the Heverve Bank can
request the Mansging Director of the
S.F.C. to aceept part-time work., I
would like to know from the hon.
Minister ay to what kind of part-time
work is expetted’ of the Manuging
Dirsetor of S¥.C, I hope thet the

" it

——

*The original speech was deliveredin Tamil, ,
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Minister will clarify the provision of
“part-time work for the Muanaging
Director” in her reply to the debate.

I welcome the provisions in Clause
15 of the Bill. But, I have to point
out certain contradictions in Clause
16 of the Bill. You pleas: turn to
page 14 of the Bill, wherein the defi-
nition of Clause 16 is given. Accord-
ing to this definition, a private limit-
ed company cannow get a loan assis-
tance upto Rs. 20 lakhs as compared
to Rs, 10 lakhs provided for in the
parent Act. Now, kindly turn to page
6 and see clause 16(a) (1ii) In the
parent Act the provision was “twenty
lakhg of rupees in the case of a pub-
lic limited company” and the present

amendment reads “thirty lakhs of
rupees in the case of a company”.
Firstly, the word “public” has dis-

appeared in the amendment and sec-
ondly, there is no mention at all
about enhancing the limit of loan
from Rs. 10 lakhs to Rs. 20 lakhsg in
the case of a private limited company.
I request the hon. Minister to explain
this contradiction between the defini-
tion to the clause and the actual pro-
vision in the clause.

Before I conclude, 1 would refer to
clause 28 which empowerg the Board
of a Financial Corporation to give
effect to the regulations framed by it
either prospectively or retrospective-
ly. Sir, the 8.F.C. is a financial insti-
tution and U its regulations are given
retrospective effect, then naturally the
industrial conczrns which have re-
ceived loan assistance will be greatly
handicapped. Not only that, Sir.
Giving retrospective effect to the
regulations will be against all canons
of jurisprudence. I appeal to the
hon, Minister that this amendment to
the parent Act, i.e. clause 28, should
be deleted.

With these words, I conclude,

SHRI D. K. PANDA (Bhanjanagar):
In clauge 4 we find the provision:

“The funds representing the
capital subscribed as aforesaid
shall be used only for such pur-
poses, in such menner and for
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rendering assistance to such c¢lass
or category of industrial concerns
as the Reserve Bank may, in con-
sultation with and after obtaining
the advice of the State Govern-
ments, specify in this behalf from
time to time, and nothing contain-
ed in section 47 or gection 48 shall
apply thereto.”.
In this particular clause, the import-
ance of the provision made for raising
some special funds has completely
gone because of the vagueness of the
very purpose and the manner in which
such funds have to be utilised, and
also the persons to whom such assis-
iance has to be given or to what class
or category of industries, it has to be
given. These are the four main
things. From the very objectives as
have been enumerated at the end of
the clause, we find that the emphasis
is to intensify more and more assis-
tance for industrial development of
the backward areas. If thatl is the
purpose, then what prevents the Gov-
ernment from mentioning the purpose,
if that has to he given priority? So,
we do not understand exacily whether
the gap between profession and per-
formance so far has been noticed by
the State Financial Corpor&tions and
by the Government. We would like
to know whether this gap iz going to
be widened or reduced, for we really
do nol find, as my hon. friend has
already stated, any serious thought
having been given to this matter.

Regarding clause 10 also, when we
want the managing director to be the
chief cxecutive officer of the corpo-
ration, how can we afford him to be
part-timer who can do some hono-
rary work? The two are not compa-
tible with each other. Once we say
that he is the chie? executive officer,
why should any lacuna be there and
why should any opportunity be given
to him to slacken his work in the
field where he is expected to concen-
trate all his energy and experience
and wisdom? Therefore, this clause
also should be properly amended.

In clause 18, the main purpose is
that the State Financial Corporations
shall not enter into any king of busi-
ness with any industrial concern of
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which any of the directors of the fin-
ancial corporations 1s a proprietor,
partner, director, manager, agent, em-
ployee etc. That means, if any direc-
tor of the financial corporations has
got any pecuniary interest, if he hap-
pens to be a beneficiary, then in such
cases, the corporation may not enter
into any agreement in regard to busi-
ness with such concerns. That is the
main purpose of this clause, The very
purpose of this provision has again
been taken away by the proviso. I
shall confine myself only to the rele-
vant portion, namely ‘by a corpora-
tion established by or under any other
law’. The exception made is:
“Provided that this section shall
not apply to an industrial concern,
if any director of the financial
corporation is nominated ag a dir-
ector of the board of such concern
by the Government or a Govern-
ment company.”,
Up to this, it 1s understandable,
because Government have their own
interests, and, therefore, this may be
an exception to clause 18. But, at the
same time, if we allow the corporation
established by or under any other
law, then it would become difficult
again, because corporation means a
private corporation, and it need not
be a Government corporation. For,
the words, ‘Government company’
have been specifically mentioned.
Therefore, I propose that the phrase
‘corporation establisheq by or under
any other law’ be deleted completely,
or else the very purpose will vanish
and it will be of no effect,

From the Statement of Objects and
Reasons we find that pioug declara-
tions have been made and this amend-
ing Bill has been brought forward in
furtherance of those objectives. But
as my hon. friend has already pointed
out, I would like to give a warning,
looking to the performance of the
State Financial Corporations. The
State Financial Corporations Act was
enacted in 1951, ‘just after the Indus-
trial Finance Corporation Act of 1948.
‘What hes been their performance dur-
ing all these 20 years? Regional dis-
patity has inereased. For the last two
years, of course, there has beenh some
slight improvement, but upto 1670,

Bil
that is not evident, for out of 1,70,000
registered small industries in India,
only 4000 units received assistance
from the State Financial Corpora-
tions. For the last two years, of
course no figures have been supplied.

However, some little advance has
been registered. But that is agamn
negligible. - e

We know we have to solve the
main problem of unemployment which
the country and the Government are
facing. But there is absolutely no
seriousness on the part of Govern-
ment to solve it. The more we take
steps to develop the small scale in-
dustries, the more shall we be able
to solve the problem of wunemploy-
ment at least partially,

Many suggestions have been made
in this regard. In answer to s ques-
tion, it was stated that there was a
conference of the chairmen of State
Financial Corporationg in March, 1970,
and they made several recommenda-
tions, and thers was a study team,
and that group investigated into the
operation and what defects were there
and made recommendations in re-
gard to the further steps to be taken
for intensifying more and more assis-
tance for bringing up the small scale
industries. I would like to know what
has happeneq to those recommenda-
tions. Already, there was an Act in
force for about 20 years, and now the
hon. Minister has come forward with
an amendment. But we find that the
very Act could not be implemented,
however limited it may be, and we
find that the corporation hag not
registered any significant advance,
rather, 1ts performance has been
shameful. So, I do not know how by
this particular amendment, we shall
expect to achieve the very object for
which this amendment is being
brought forward.

I do not want to go into all those
recommendations, but I would just
refer to the reply given 1{o starred
question No, 250 in the Rajya Sabha
m this regard, in regard to the extent
to which the recommendations made
at that conference had been imple-
mented. It ig no use wasting our
energy again and reiterating the same:
suggestiong and the same steps and
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demanding that Government should
take those measures. I shall confine
myself just to one aspect. Out of 326
districts, nearly sixty per cent are
declared to be backward. Have the
industrial potentialities of these back-
ward districts been completely assess-
ed?

What steps iz the hon, Minster
going to take. If these amendments
have anything to do with the
reality, what steps have to be
taken? Several suggestions have
been made that they should develop
local enterpreneurs and technical
traimng and enterpreneurial experi-
¢« 1ce should be imparted to them and
for that purpose different centres
have to be established for traing
purposes. No steps have been taken
so far Tt 18 ridiculous. Some 26
centres have been opened during
these two years. There were to be
opened forty more centres, that is also
quite ridiculous In three or four
districts in Orissa exploration of in-
dustrial potentialities have been taken
and in respect of the other districts
no serious steps have been taken
There was a sample survey It will
not solve the problem., There should
be a serious effort to assesg the in-
dustrial potential districtwise and it
has to be given effect to after the
assessment 13 over,

I{ has been mentioned that soft loan
has to be given to the gsmall scale
sector. While selecting g sector or a
fleld there must not be any uneven-
ness. There 1s uneven distribution of
assistance. We have been pointing
out how the monopoly houses have
been making use of this; I need not
go into those facts. Which sector has
to be given priorty when assistance
is to be given from the State Finan-
cial Corporations? Whether it should
be agro-industries or somve other in
@dusiry—all these things have to be
taken into consideration, Thiére should
be a time-bound plan to gea that in
a particular State which are the dis-
tricts and which are the sectors and
which are the industries which ghould
receive priority end how it could be
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developed and how assistante coifid
be given,

In order to ensure balunced regidhal

industria! developmient it is iniperss
tive to provide basfc Infracstrutture
facilities. Supposd mn a particutar dis-
triet uranium 15 available, Say, #t i»
Ganjam district in Oriasa,
C.P. Along with the blg plant that is
going to be e thei¢ canl B
so many small industries. I nieéd not
give the details what matcrials are
available there for devélopiient of
small scale intdustries. Both gmall
scald units and the public séetor can
be developed, The corporation his
also to take mto consideration these
aspects.

SHRIMATI SUSHILA ROHATGI:
Which district has the hoh. Member
mentioned?

SHRI D. K. PANDA: Ganjam dis-
trict in Orissa; Our President’s dis-
trict
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“Industrial Concern® means
any concern engaged or to be en-
gaged in the manufacture, pre-
servation or processing of goods
or in runing or in the hatdl in-
dustry or in the transport of pas-
sengers or goods by road or by
water or in the generation or
distribution of eleaticity .. . .
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MR. DEPUTY-SPEAKER: You can
continue tomorrow We toke up the
discusgion under rule 198.

1600 lifs,

DISCUSSION ON STUDENT UN-

REST IN THE COUNTRY AND INCI-

DENTS IN DELH! UNIVERSITY ON
DECEMBER 6, 1972

MK. DRPUTYV.SPEARER: We take
t‘tpﬂthz discussfonn undler rule 198 on
ifferebding student unrest in the
country and the statzment made by
the Minister of State for Home Affairs
in the House on the Tth December,
1072 Shyi K. Latkksappa—absent,
St Jagatiminthirsd Fbéhd
it Figahnathirio JOsB1 (Shajapur)

ro8¢——




