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is not an easy job.  It is going to be 
a difficult job and I do not want in 
the initial stage to make it still more 

complicated.  But the  point that he 

has made will  certainly  be kept in 

mlna.

The point raised by my hon. friend, 
Mr. Azad, is no doubt worth considera­
tion but it has been disposed of day 

heiore  yesterday.  I  do not know 
whether he was here.

Shrl Bhagwat Jha Azad: I was pre­
sent.

Dr. Keskar: I do not want to repeat 

the answers that I gave that day.  I 

will only say here  that there is no 

question of rules.  It Is here a ques­

tion of announcmg a price page rate 

and it is  not  included  in the same 
category as other rules or schedules.

Dr. Lanka Sundaram: That is, your 

approach is not going to be punitive.

Dr. Keskar: I think it will give rise 

to great difficulties for the press as 
well and, therefore, I hope he will not 

press his viewpoint and I am sure ttie 
House will pass the Bill.

Bfr. Speaker: The question !s:

“That the Bill be passed".

The motion was adopted.

STATE  FINANCIAL  CORPORA­
TIONS (AMENDMENT) BILL 

Mr. Speaker: The House will now 
take up the further consideration of 
the following motion moved by Shri 

A. C. Guha on the 24th August, 1956, 
namely:

‘That  the  Bill  further  to 
amend the State Financial Cor­
porations Act,  1951,  be  taken 

into consideration.”

Hie time allotted for this. Bill was 
four hours, out of  which  we have 
already.  taken  47  minutes.  The 
balance  is 3 hours and 13 minutes. 
We will allot 2i hours for the general 
discussion and  half an  hour  for 
clause-by-clause consideration.  » 

Shri  Bansal (Jhajjar-R«wari): 
Mr. Speaker,  before I come  to the 

provisions of the Bill, I should like to

revert with your permission  to th« 
question of information relating  to 
the work of the various State Finan­
cial Corporations  which  has  been 
placed before this House.  The hon. 
Minister was pleased to say that day 
that whatever information I wanted 

was supplied to me two days before 
the discussion was scheduled po take 
place here.  I beg to submit that in 
this particular respect he was  not 
properly informed by his department.

The MiidsteT of Revenue and De­
fence Expenditure (Shrl A. C. Gnha):
I should make the position clear.  I 
was under the impression  that  the 
report which  contained  about 120 

pages was placed on the Table of the 
House.  But  the difficulty  is  that 
they could not prepare all these pages 
and they could not verify the figures. 
So they placed only a summary. That 
was a mistake.

Dr. Lanka  Sandarain (Visakhapat- 
nam) : Only a summary  was placed 
in the Library.

Shri Bansal:  I was  given  only
some 7 to 8 pages.  After that, when 
you were pleased to  postpone the 
discussion, a bigger summary consist­
ing of about 100 pages was placed in 
the Library.  From that summary it­
self, from page  5, I find  there  is 
reference to the various  obligations 
of the State Financial Corporations.

The first three obligations, in my 
opinion, clearly make it  incumbent 
on the Ck>vemment of India to place 
all the relevant information  in the 
Library  of  Parliament.  The  first 
obligation here says that  the State 
(Jovemments and the Reserve Bank 
are to be supplied detailed reports on 
the working of the State  Financial 
Corporations within three months of 
the closing of the year.  The second 
obligation says  that the  Financial 
Corporations are to submit monthly 
and quarterly  statements  showing 
their assets and liabilities and invest­
ment position  etc.  to the  Reserve 
Bank.  The third obligation says that 
annual accounts are to be audited by 
the auditors to be appointed by the 
State Governments in  consultation
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with the  Comptroller  and Auditor- 
General of India..

From  this it  is clear  that  the 
Reserve Bank and the Auditor-Gen­
eral come in the picture as far as this 
Financial Corporations are concern­
ed.  What is more,  if you see  the 
capital structure of these State Fin­
ancial Corporations, you will find that 
we, this Parliament, have a definite 
right to go into the aifairs of these 

Corporations inasmuch as.  according 
to my calculation, the Reserve'Bank 
and the State Bank of India, as com­

pared to the  institutional  investors 
and  insurance  companies,  hold  a 
major portion of the shares, about 40 
per cent, of the capital of the various 
State Financial Corporations and  if 
we have a stake of as much as 40 per 
cent, in the various Corporations,  I 
am sure, it is incumbent on the Gov­
ernment of In4ia that they  should 
place aU the  relevant  information 
before Parliament so that they can 
keep a close watch on the activities 
of these  Corporations.  I will  not 
labour this point any further but will 
only submit that in future we should 
be  supplied  not only  with  these 

double-distilled summaries but with 
the full reports of the various Cor­
porations.  I do not see as to what 
difficulty is there in GovemmeTit of 
India asking the Reserve  Bank  to 
supply at least two or three copies 
of the various reports of these Cor­
porations and place  them  in  the 
Parliament Library.  After all,  the 
Reserve Bank authorities receive all 
these reports* within three months of 
their submission to the State Govern­

ments  concerned.  From  whatever 
information has been given in these 
100 and odd pages, although it looks 
impressive, I must say, I  have  not 
been able to get much enlightenm̂ t 
from these summaries.  I will point 
out where I have failed to obtain in­
formation which, in  my opinion,  is 
Tery relevant for coming to any con­
clusion as to the efficiency with which 
these corporations  have been  func­
tioning. Before I go into tĥt, I would 
like to discuss briefly, if I may, the 
working of these corporations.
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So far, there are 13  corporations. 
The first came into  being in  1958. 
That and some  other  corporations 
have been working for three years, 
some have  been  working for  two 
years and others for one year.  The 
authorised capital of the corporations 
is Rs. 25 crores.  Out of that,  the 
issued capital is Rs. 10-5 crores. That 
is, 42 per  cent,  has  already  been 
issued.  Of this  authorised  capitsil 

which the various corporations have 
got in their possession,  only  Rs. 2*7 
crores has been given so far as loans 
and advances.  The sum invested in 
Government securities is Rs. 4 crores. 
The sum deposited  in the  various 
banks is Rs. 3*3 crores.  That means, 
out of Rs. 10*5  crores  of  capital 

which the corporations  have, about 
roughly three-fourths are invested m 
Government securities and  in  vari­
ous banks.  The result of this is, m 
subvention alone, the State Govern­
ments have had to fork out within 
this brief period Rs. 35 lakhs.  That 
means about 61 per cent, of the divi­

dend that had to be statutorily i>aid 
Jiad to be met by the State Govern­
ments.  I know that the State Gov­

ernments themselves receive a share 
out of the subvention.\ The net loss 

to the State Governments has been 
of the order of Rs. 11*5 lakhs.  I want 
to know if this picture will hearten 
anybody.  It may be said that these 
corporations have been working for 
a very short time and therefore, the 
subvention  in  the  beginning  has 
necessarily to be large.  What passes 

my understanding is, how is it that 
out of the authorised capital of Rs. 25 
crores, about Rs. 10*5  crores  were 
actually issued.  Why  did not  the 
various corporations  issue a smaller 
amoxmt so that they do not have to 
waste money in providing the neces­
sary subvention?  *

Dr. Lanka Sundaram: Why should 
dividend be guaranteed on this basis?

Shri Bansal: The guaranteed divi­
dend is only  3 per cent.  I do  not 

think that is a very onerolis burden. 
After all, whenever the Government 
want any loan, they are also paying
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about 4  per  cent or 3i per  cent. 

Here, they are pajdng only 3 per cent 
1 do not think that one can get away 

from the fact that  some sort of  a 
dividend must be guaranteed.  What 
I have not been able to understand, I 
repeat, is why so much money  was 

issued, if the State corporations were 

not sure as to how  much will  be 
taken by way of loans.

I am not going into the (Juestion as 
to which particular State Corporation 
Vias been functioning  properly  and 
♦v̂hich not.  There is a mention  of 
bat even in this brief summary.  In 
r̂der to find out whether these cor­
porations have been  working  effi­

ciently or not, one criterion is that of 
ixpense ratio.  I have seen this sum­
mary.  The authors of the summary 
have carefully avoided this question 
of expense ratio.  On the other hand, 
they have tried to relate the expenses 
^̂ith profits which, in my opinion, is 
a very unscientific method of calcu­
lating the expense ratio.  In my opi­
nion, the proF>er expense ratio would 
be the percentage  of administrative 
expenditure over the total amount of 
loan sanctioned.  If* I  calculate  on* 
that basis, I find that in  one  State 
where the corporation is supposed to 
have functioned most efficiently, the 
expense ratio is about 2 6 per cent

Dr. Lanka Snndaram: What is that 
State?

: Travancore-Cochin.Shri

In West Bengal, it works to 3*4 per 
cent.  I have worked these out my­
self.  There may be a slight differ­
ence here or  there.  But, I  think, 
more or less, these are correct figxires:

Travancore-Cochin 2:6 per  cent
West Bengal 3*4 per  cent
Saurashtra 6*5 per  cent,

and
Punjab  '   ̂12  per cent

I shall compare this expense ratio 
with the expense ratio of the Indus­
trial Finance Corporation.  There, the 
figures are:

1948-49
1949-50

.8  per cent 
1*27 per cent

Shri M. S*  Gnrupadaswamy (My­
sore): To income?

Shri Bansal: To the total loans.
1950-51 2 1  per cent
1951-52  .  1-28 per cent

I have alrfeady given figures ranging 
up to 12 per cent in the State cor­

porations.  In the U.K. the  expense 
ratio works to 0*52 per cent in res­

pect of their bigger corporation and 
in the smaller corporation, it is 0*6 
per cent  I think this will show that 
these Finance corporations have fail­
ed to work in a manner which could 
give satisfaction to any Member in 

this House.  I would  seriously sug­
gest to the hon. Minister to take some 
steps to see that the exi>ense ratio is 
reduced and also loans are« granted 
more expeditiously  and there is  a 
balance in tiie capital structure  and 
the loans that are issued.

Now, I come to the  amendments. 
As far as  these go, I do not  have 
much to say  either  in favour  or 
against  the  amendments.  But,  I 
would like to throw a suggestion for 
the consideration of the hon. Minis­
ter, in the light of the working of 
these corporations, whether the time 
has not come when we should really 
review the entire position in regard 
to the State Financial Corporations. In 
the three years, only Rs. 2*8 ‘crores 
have been given out by way of loans 
and debentures in 12 States.  I think 
this is an infinitesimal fraction of the 
capital requirements of the small and 
medium scale industries.  There must 
be something seriously and inherent­
ly wrong with the functioning of the 
corporations.  I think  it  will  be 

beyond practical  reasoning how  to 
make these  corporations  work  in 
such a way that they would be able 
to meet the capital requirements of 
the growing industrial  sector which 
we are planning in  the small  and 
medium scale industries- in the coun­
try.  Therefore, my suggestion is that, 
instead of maintaining  these  State 
Financial  Corporations  as  separate 
institutions, let their working be inte­
grated with the State Bank of India. 
The St̂te Bank of India is a Govern­
ment enterprise.  It also gives mohey
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on short-term credit to industrial 

commercial  houses.  I suggest  that 
this question of medium  and  long 

term loans should also be gone into 
carefully.  The Slate Bank should be 

in a position to take up the functions 
of these State Financial Corporations.

As you will r̂ ember, the Shroff 

Committee also made a suggestion to 
this effect that somehow our sched­
uled banks  and commercial  banks 
should be placed in a position where 
they will be able to help the indus­
trial development of the country by 

making medium and long-term loans. 
My suggestion is, let the State Bank 
have three distinct sections:  a com­
mercial section, an industrial section 
and  an  agricultural  section.  The 

commercial section will take care of 
the ordinary  commercial loans; the 
industrial section will look after the 
normal functions of the medium and 
long-term guarantor and creditor to 

the small and  medium-scale  indus­
tries which require  such credit.  In 
the industrial section, there can  be 
an investment credit section  which 
will stand as security against indus­
trial shares .and debentures.  It is not 
difficult  to provide  some  sort  of 
mechanism where these two  dei>art- 
ments would, more or less  be self- 
adjusting.  The  industrial  section 
which  will look  after  the  loans 
proper' will be able to take care of 
the functions  tiiat are  now  being 
handled by the State Financial Cor­
porations.  The State Bank of India 
has branches in all the four comers 
of our country.  It should not be diffi- 
cidt to have one managing  director 
in charge of the  industrial  section 
with a smaU committee which will 
advise him on this loan aspect of the 
small-scale and medium  industries. 
There could be one representative of 
the State Bank at the various State 
capitals where the  State  Financial 
Corporations are functioning at pre­

sent, and under tl̂  guidance of the 
State Bank of India and that commit­
tee at the headquarters of the State 
Bank, this loan policy to these indus­

tries could very easily be handled.

Perhaps you are aware  that even 
now the State Bank is having a pilot 
scheme to assist by medium and long­

term credit the  small-scale  indus­
tries.  I do not know how far that 

pUot scheme has succeeded, but the 
fact remains that* the State Bank is 

experimenting on that pilot scheme. 
I do not see any  reason  why  the 

activities of the State Financial Cor­

porations cannot be handed over to- 
the State Bank.  After all, those are 
the people* who are in touch with the 
requirements  of  the  small  and 

medium-scale industrialists and they 
will be’ able to handle this question 
of credit to the industries much bet­
ter than these newfangled organisa­
tions of the State Financial Corpora­
tions.

After all, banks  know very  well 
how to handle the credit mechanism̂ 
They could advance loans on condi­
tions less rigorous  than  those  on 
which the Financial Corporations are 
granting.  I see it is one of the pur­

poses of this amending Bill to reduce 
the rigours of the law so that loans 

can be given to the small-scale and 
medium-scale industries  on slightly 
less onerous  terms.  I submit  that 
the State Bank of India will be in a 
much better position to do that and 
also to take  care to  see that  the 
moneys which are lent to the people 
who want them are not in jeopardy. 
If this suggestion  is accepted  I am 
sure that much that we  are seeing 
today by way of the inefficient and 
imsatisfactory  functioning  of  the 
State Financial Corporations will not 
be there, and I am sure the credit 
mechanism of the country which we 
want will be there so that the small 

and medium sections of the industry 
will also be helped in a much better 
way thereby.  I place this suggestion 
in the hope that , the hon. Minister 
will consider it in the spirit in whifch 
I have offered it and not think that 
I am trying to draw a red herring. I 
am sure the* House  will  give  due 
consideration to my suggestion  and 
that we will now try to gear up the 
machinery of the State Bank in opd«r



to subserve the purpose which these 
Financial Corporations were suppos­
ed to subserve and which they have 
failed so miserably in doing.

Dr. liajika  Snndaram: When last 

week 1 had the honour of moving for 
the adjournment of this debate I had 
. hoped that in terms  of the  unani­
mously expressed wish of this House 
my hon. friend  Shri  Guha  would 

make available, at least a few copies 
to be placed in the Library of the 
House, as far as the working results 
of the State Financial  Corporations 
were concerned.  I have  to  reveal 
this point that when I spoke to my 
hon. friend a little while ago in the 
lobby, he had to tell me— am afraid 
I have to concede his helplessness— 
that he could not get  hold of  the 
copies of the annual reports  of the 
State Financial  Corporations  to be 
placed on  the Table of  the House. 
You, Mr. Speaker, would recall that 
a number of times  this House  was 
exercised very seriously  about  the 
manner in which public corporations 
which were set up under  the laws 
passed by Parliament eire not amen­
able to  examination  by this  hon. 
House.  I had the honour to lead at 
least two debates  on parliamentary 
control on public corporations and on 
the Industrial Financial  Corporation 
itself.  I remember at that time my 
hon. friend Shri  Guha was  sitting 
here, and gave me tremendous sup­
port to make sure that Caesar’s wife 
was above suspicion̂ that the activi­
ties of the Industrial Finance Corpo­
ration were above board.  I am glad 
that since he went over to the other 
side and  occupied  a place  in the 
Treasury Benches  he has done  his 
best to ensure  that the  Industrial 
Finance Corporation is put on a fair­

ly sound basis.

Shri A. C. Gvha: After the amend­
ment of that Act, the record of the 
Industrial Financial Corporation has 
bê  improving considerably.

Dr. Lanka Sundarain: I am paying 
a tribute to my friend for the very 
unobtrusive but steady work he has 
been doing since he has been elevated

to the position of a Minister, but that 
is a small point.

I would like to have your personal 
attention, Mr. Speaker, on one point 
A few minutes ^o you  intervened 
when a request was made for infor­
mation and for an opportunity of dis­
cussing the affairs of the  proposed 
Insurance  Corporation.  Every  time 
the same plea has been put forward 
on behalf of the Government:  “Oh, 
these corporations  are  autonomous. 
After all, they are corporations.  We 
cannot possibly interfere in their day 
to day work” and so on and so forth, 
but the question is a very important 
one as far as I see it.  This  House 
has been watching  this  particular 
proposition for the, past 4̂ years, if 
I am not mistaken, namely that laws 

are passed by this House to enable 
corporations being set up, and imme­
diately they go behind the ring-fence, 
they cross the Rubicon and say it is 
forbidden territory, you cannot look 

into it, there are people there who 
discharge their duties and so on and 
so forth.  Whether it is the Damodar 
Valley Corporation or the Industrial 
Finance Corporation or Sindri or the 

Shipyard or the Financial  Corpora­
tions for which  this Bill has  been 
brought forward, the same proposi­
tion has come before us times out of 

number.  I request you that, now that 
this House is going to, almost, come 
to the end of its life and fresh elec­
tions are coming forward, fundamen-. 
tal .precedents must be laid down as 
to the manner in which the*rights and 

privileges of this House in relation to 
the working of the corporations set 
up under the laws passed by Parlia­
ment are put beyond any shadow of 
doubt.  I am sure that there would 
not be any point in this House debat­

ing the working of these  industrial 
finance corporations of the  various 
States, thirteen in nimiber,  without 
having access to the working results 
of the corporations.  I  regret  that 
even in the face of the unanimously 
expressed wish  of the  House  last 
week my hon. friend was unable to 
get access to, and more so make avail- 
able» the reports of the various fin­

ancial corporations,  and I am  sure
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you, Mr. Speaker, will look into tois 

matter as one of principle.

Shri A. C. Gaha: Here again I have 

to intervene.  Since I spoke to him 
in the lobby I can say that I got the 

copies; they were receî êd only yes­

terday.  If I place them now, then 
again the question will come that they 
have not been placed in time.  For 

the future we shall see, but for the 
present I have just got the  copies 

except for one corporation.

Dr. Lanka Sundaram: This was not 
the point as put to me by the hon. 
Minister in the lobby, but the point 
is if you had only moved  for  an 
adjournment of the debate I am sure 
this House would have been agree­

able to postpone it to a suitable date. 

It is an obligation on the part of l̂e 
Government, and I am sure you. Sir, 

will enforce it, that Government shall 
have to  circulate  the  information 

sufficiently in advance or they must 
make  arrangement  for  postponing 
the  debate  on  the  matter.  The 

House would agree to deferring the 
discussion.  We have to do the best 
we can in the present circumstances 

with such of  the  incomplete  and 
defective information' as hsis  . been 
made available to us or as has been 
obtained by us on our own.

This is an enabling measure and I 
welcome it wholeheartedly.  It is a 
measure trying to amend an earlier 
Act of 1951, but being an enabling 
m̂ sure I feel very strongly on the 

'  point that the Government must have 
the means and the decision to make 

sure that once this Bill is placed on 
the statute  book, the  corporations 
which are sought to be set up within 

the ambit of the Bill are nm prop­
erly, and I am here to say that they 
are not being run properly,  and 1 
would like my hon. friend to give 
the House evidence to the contrary. 
In another place in one of the com­
mittees of this House in which I had 
the privilege of working, this ques­

tion came up last month, and I am 
now trying  to analyse such of  the 
information which we were able to

obtain on request in that committee 

of the House, because I find that this 

110-page  document, which my hon. 
friend was good enough to send me 

and also to other friends does not 
give this information in the manner 

in which it was then sought to be 

given to us.

,I would direct the attention of the 
House to the  capital  structure  of 

these corporations.  I have got here 
information for  eleven corporations, 

whereas, I find now that there are 
thirteen in all.  So far as Assam  is 

concerned, the authorised capital  is 
Rs. 2 crores, issued capital is Rs. 1 
crore, the State Government’s share 
is Rs. 50 lakhs, the Reserve Bank of 
India’s share is Rs. 15 lakhs, and the 

share of the financial institutions like 
banks and insurance  companies  is 

Rs. 30 lakhs.

Shri Bansal:  Insurance companies
are now managed  by Government. 
The hon. Member should bear  that 

also in mind<

Dr. Lanka Sundaram:  This  docu­
ment was given to us a few days ago. 
In fact, I shall have to quarrel with 
my hon. friend Shri Bansal in a little 
while about  the  suggestion he has 
made about the State Bank coming 
into the picture.  I hope he will bear 
with me for a few seconds.

The capital structure of  the cor­
poration is  based  on a  principle, 
which, to my mind, is unexĉtion- 
able, namely the broad-basing of the 

capital structure, and the placing of 
the capital responsibility on various 

shoulders.  That is why I was read­
ing out the capital structure.  Now 
going back to Assam, I find that the 

âre of the other investors—I take 
it that they are private investors;—is 
Rs. 5 lakhs.  In  the case of  Uttar 
Pradesh, the  authorised  capital  is
Rs.  3 crores, the issued  capital  is
Rs.  50 lakhs, the State’s  share  is
Rs,  18 lakhs, the Reserve Bank  of

India’s  share is Rs. 7 5 lakhs,  the 
share of the financial institutions is 
Rs. 19'5 lakhs, and that of the other
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shareholders,  namely  the  private 
shareholders is Rs. 5 lakhs.  In the 

case of Bihar, the authorised capital 
is Rs. 2 crores, the issued capital is 

Rs.  50 lakhs, the State’s  share  is 

Rs. 20 lakhs,  the  Reserve  Bank’s 
share is Rs. 7*5 lakhs, the share of 
the financial institutions is Rs.  175 
lakhs, and tiiat of the private share­
holders is Rs. 5 lakhs.

There are permutations  and com­
binations, but I would like to draw 
one principle from the capital struc­
ture of  the vast  majority of  the 
financial corporations that have been 

sought to be set up since 1953, namely 
the broad-basing of and the resi>onsi- 
bility for finding the capital for the 
various corporations.

I deliberately chose to  give  the 
position in the case of Uttar Pradesh 
and Bihar, because these are some of 
the big States in our country.  But 
we find here that the share capital is 
normally  about  Rs.  2  crores  of 
authorised capital for  almost every 
State corporation.  It varies, accord­
ing to the figures  supplied  to  me 
officially,  from  Rs.  17*5 lakhs  to 
Rs. 54 lakhs, out of Rs. 2 crores, i.c. 
up to four annas  in the  rupee.  I 

consider,  that taking  together  the 
contribution  made  by institutional 
investors like banks  and insurance 
companies and also by private share­
holders, up to five annas in the rupee, 
if not more, is supplied by institu­
tions and individuals, other than the 
State Government and the  Reserve 
Bank of India.  I consider—and I am 
sure my hon. friend Shri A. C. Guha 

will not dispute  my  position—that 
this is a very proper and appropriate 
manner in which the share capital of 
any industrial finance corporation has 
to be raised.

This being  the case, we in  this 
House are charged with the duty,— 
because we are passing the legisla­
tion, and we are giving the enabling 

powers  under which  the  financial 
corporations  are to  be set  up; of 
seeing that these institutions are pro­
perly mfimaged.

1956 Corporations (Amendment) 4914 
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I was  very keenly interested  in 
some of the observations made  by 
my hon. friend Shri Bansal,  but  I 
shall try to approach this problem 

from a slightly different angle from 

what he has chosen to take, in regard 
to the method of  approach to  this 
Bill.

Talking of subventions—this arises 

because of the guarantee of dividends 
—I find from the chart circulated to 
us by Shri A. C. Guha the phrase:

‘Subventions  as percentage of
dividends paid’.

Who  paid  these?  Obviously,  the 
State Grovemments must  Jiave paid 
them; if not the State Governments, 
qua,  they must have been paid at 
any rate, from a pool into which the 

funds of the Governments have beoi 
put.  If the House would bejir with 

me, I shall read out a few figures. 

These are astounding, as regards the 
manner in which dividends are sought 

to be guaranteed by Government for 
activities which are not there.

I shall try to develop the point in 
a minute, because I'find that some 
of my friends  are  rather  slightly 
surprised at the way in which I have 

put it, because I said *for activities 
which are not there'.

In the case of Punjab, in the first 
year, the subvention  given worked 
out to 93-3 per cent, of the dividend 
paid; in the second year, it was 53*7 
per cent., and in the third year, that 
is, the last year, it was 47:7 per cent. 
In the case of Saurashtra, during the 
three-year period which I am now 

examining,  the subvention given to 

the finance corporation by the State 
varied from 80 1 per cent to 48*6 
per cent.  In the case of Bombay, it 

varied from 92 per cent to 69*4 p&‘ 
cent, and to 54 per cent  And so it 
goes on. I have got here one example 

of  Madhya Bharat where  the sub­
vention given is a hundred per cent

Having said this, I would like to 
examine this from a different angle, 
from that adopted by my hon. friend 
Shri Bansal, as to what he called the 
eflcpense-ratio.  My hon. friend  has
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given us figures here, and compared 

them with  the  figures  of  overall 
expense-ratios in U.K. in  the  first 
instance, and in  the  case  of  the 

Industrial Finance Corporation here, 
later on.  *

Here is a statement circulated  to 
us by Shri A. C. Guha, with a' cer­
tain amount of kindness, and I am 

going to quote it briefly.  These are 

the figures regarding administrative 
expenses as percentage of the total 
income.  Again, during  the  three- 

year period which I was examining, 
in the case of Punjab, it varied from 
72-8 per cent, to 31 *5 per cent.  In 
the case of Saurashtra, it varied from 
41 per cent, to 16*3 per cent., while 
in the  case of  Bon>bay, it varied 
from 63*4 per cent, to 23*5 per cent 
I concede the point that it is going 
down.  In the first year or the second 
year or the third year, the expendi­
ture will be proportionately greater 
than in the subsequent years.  In the 
case  of  Travancore-Cochin,  which 
has been posed here as the most ideal 
example of a State Financial  Cor­
poration, it varied  from  34*8 per 
cent to 12-2 per cent  '

And  here  is  an  extraordinary 
example.  In  the  case of  Madhya 
Bharat, it was 133 3 per cent, in the 
first year of its existence.  In other 
words, whether you take it in terms 
of the capital structure, or in terms 
of the dividends, subvention or sub­
sidy paid,  the working  of  these 
institutions—considering  the  vital 
principles involved, principles, which 

I regret to say, have not been pro­
perly noticed by my hon. friend Shri 
Bansal a little while ago;  ‘I hope to 
come to them in a minute—̂has not 

been such as to give us confidence in 
their immediate and  near  future, 
with the result that some of us in 
this  House, who  have been rather 
concerned with the manner in which 
these corporations are sought to  be 

managed—̂ whether it  be the Indus­
trial Finance Corporation or the State 
Financial  Corporations—̂have  been 
anxious to have access to data; and

I express my regret for the last time 

in this debate that my hon. friend 
was not able—I do not say, he was 

unwilling—to help us to get the data 
to which we are entitled.  I hope, in 
future, as he has promised a little 
while ago, this default will not  be 
there.

If the House will look  into  the 
Statement of Objects and Reasons, it 

will come across two very important 
statements.  In para. 2, we find the 
reason why this Bill has been brought 

forward, namely that it is intended 
to overcome  the  difficulty felt  by 
certain  States  in  regard  to  the 
establishment of  separate  financial 
corporations.  That is a very small 
point  Then, later down in para. 2„ 
we find:

“It is also proposed  to amend 
section 25 of  the Act, so  that 
industrial concerns engaged  in 
small-scale and  cottage  indus­
tries, not having sufficient tangi­
ble assets, may avail themselves 
of the financial  accommodation 
from State  Financial  Corpora­
tion.”

Bill

I ask, and I am prepared to yield 
ground to my bon. friend Shri A. C- 
Guha if  my assumption is  wrong,. 
whether or not this is a pivotal point 
on the basis of which the amending 
Bill has been brought forward before 
this House.  I  shall  put  it in  a 
positive way.  In  order  to  ̂assist 
cottage and  small-scale  industries, 
this Bill has now been sponsored, so 
as to enable the propositions in the 
States to be processed, whereby every 
State can have a financial corpora­
tion, either in its own right, or in 
conjvmction with neighbouring States. 
Or, to put it in  other words,  the 
paramount obligation undertaken by 
the Government of India, in terms of 
the  Five Year Plan,  and  of  the 

Second Five Year Plan in particylar, 
to foster and build up cottage  and 
small-scale industries is intended to 
be helped by this enabling measuK.



If this is the case, then what is the 

performance of these State Financial 
Corporations?  How are they placing 
their loans?  What are the terms |||i 
which the loans are given?  How are 

the loans serviced?  How are they 
being recovered?  These are three or 
four points which I shall briefly dis­
cuss with your permission.

At page 6 of the docimient which 
Shri A. C. Guha was kind enough to 
circulate to some of us, we find a 

tell-tale story.

With your permission, I would like 
to take this opportunity of pinpoint­
ing this very important issue.  I am 
here to say without any compunction 

at all that, as stated in the State­
ment of Objects and Reasons,  this 
Bill enabling the State Financial Cor­
porations to be formed and to func­
tion within the ambit of the Bill, will 

not assist cottage and medium scale 
industries, all because of  the  fact 
that the interest  rates are  uncon­
scionable.  I am amazed to know the 
manner in which  interest is sought 

to be collected by the various State 
Financial Corporations.  I am quoting 
from the statement given; if there is 
any adjustment— say this  because 
there is a note by the Finance Minis­
try to the effect ‘subject to verifica­
tion’—I  am  prepared  to  stand 
corrected.

I am sure the House will realise 
that basically these interest rates as 
given at page 6 of the 110 odd pages 
of notes supplied by Shri A. C. Guha, 
will  not  be  disputed  as  being 
incoprect.  In the case of Punjab, the 
rate of interest per annum is 6i per 
cent

Shri Bansal: The rate is  per
cent.

Dr.  Sundapam; I ayn coming
to it.  I hopê my hon. frî d will 
bear with me for some time.

In the case of Saurashtra, it is 6 
per  cent.,  Bombay 6  per  cent., 
Travancore-Cochin 6i  per  cent., 
Hyderabad 6 per cent., West Bengal 
it per c«it., Assam 6 or 7 per cait..

Bihar 6 per cent., UP.  per cent., 
Rajasthan 6 per cent, Madhya Bharat

6 per cent, and Andhra 6 per cent

My first question is this: since this

hon. House is passing this legislation, 
why was not a uniform rate enforced 
all over the coimtry?  Why does not 
the Finance  Ministry, or for  that 
matter, the Reserve Bank of India, 
use its good offices to make sure that 
there is one uniform rate of interest 
for every part of the country where 

there  is a  State  Financial  Cor­
poration functioning?  I  think  the 
House is entitled  to an answer.  I 

hope the Minister will, while reply­

ing to the debate, answer this point.

But this is a small point compared 
to the bigger issue.  Why should the 
State Financial Corporations try  to 
functiwi as  Kabuli  moneylenders? 
What is the bank rate?  What is the 

difference between the bank rate and 
the rate sought to be collected from 
the so-call̂  cottage and medium- 
scale industries, to benefit which the 
State  Financial  Corporations  are 
being maintained  in this  country? 
Where do the cottage and  medium 
scale industries get the money from 
to  pay these  exorbitant  rates  of 
interest?  I know that in certain other 
countries like Germany and  Japan, 
there is provision for a higher rate* 
of interest; I am not unaware of that 
But I ask,  in the peculiar  economic 
and other circumstances of this coun­
try, can  this  schedule of  interest 
rates, ranging from 5i per cent to
7 per cent., be considered equitable? 
Leave aside equity.  I ask him, can 
he tell me that on the basis of these 
interest rates, cottage and  medium 
scale industries can  be fostered  in 
this country?  And what is the pur­
pose of the Grovemment giving such 
huge subventions,  concerning which 
I quoted figures a little while ago, if 
the interest rates are not reasonable 
and within the means of the average 
people in  the villages?  These  are 
questions of vital principle, and these 
are questions which must be discuss­
ed not only within the ambit of the 
objects and reasons of this Bill  as 
stated by the Minister in the docu-

Bill
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ment before us, but also in terms of 

the implications of the most import­
ant clauses of the Bill itself.

I  hope, now that this  debate  is 

going on, Government will make an 
attempt to ensure that these rates are 
completely watered down, that these 
rates will not become unconscionable, 

that these rates will be reduced  to 
a reasonable level which will enable 

the applicants for loans from these 
Financial  Corporations  to  obtain 
them in a ‘msinner which  can  be 

serviced by them out of the profits 
they make.  Unless and  until  this 
particular question of  interest rates 
is tackled properly, I regret  to say 
that this Bill will not be helpful as 
far as the  fostering of  small scale 
and cottage  industries, in terms  of 
paragraph 2 of  the  Statement  of 

Objects and Reasons of the Bill and 
the  statement made  by Shri A. C. 

Guha, is concerned.

There is one aspect of the question 
which I would like my hon. friend, 
the Minister, to examine and give us 
information  about.  Here  I  would 
seek your  guidance.  In  the  Joint 
Committee on the States Reorganisa­
tion Bill when  the question of  the 
division of assets and  liabilities  of 
the Bombay State Financial Corpora­
tion came up for discussion, some of 
us raised these  issues.  We  sought 
information and we found—I do not 
know how far I can give the House 
that  information  which  is • rather 
scrappy, and which, in any case, is 
related to one single Financial Cor­
poration—that the vast proportion of 
the moneys so far lent  have  been 
written off or taken for granted  as 
bad  debts.  Now,  I would ask  my 
hon. friend to tell us—because  the 
House would like to  be enlightened 
about it  and I am sure  he would 
imdertake this obligation—as to what 
amount of money so far actually lent 
has been considered as good invest­

ment ,

Here, according to the information 
which I was able to collect—outside 

the scope of the note which Shri A. C.

Guha was good enough to supply us 

— have figures as follows.  For the

11 Corporations, for which I have got 
information here, the total authorised 
capital is Rs. 23 crores,  the issued 
capital is about Rs. 10-5 crores, the 

State Governments’ share is Rs. 34*7 
lakhs, the Reserve Bank’s  share  is 

Rs. 1*40 crores,  the  share of  the 

financial corporations is about Rs. 40 
lakhs, and  that of other  investors 
about  Rs. 60 lakhs.  You  have  to 
take the  total  amount of  money 
placed in  terms of investments.  I 
am sure my hon. friend, Shri A. C, 
Guha, will not grudge  making  an 
investigation right now so that when 
he replies to the debate, or at any 
rkte, at the time of the third read­
ing of this Bill—̂there is still time 
for us to wait for that—the House is 
enabled to know how much money 
has  been  wrongly  invested,  has 
almost been written off as bad 'debts.

I am here to say with a sense of 
responsibility based  upon my little 
investigation,  both oflftcial and non­
official, that 50 to 60 per cent, of the 
total  money so far  lent  can  be 
written off as now irrecoverable. If 
I am wrong, I would like to be cor­
rected by my hon. friend, Shri A. C. 
Guha.  If this is the position of the 

State Financial Corporations, what is 
the duty and obligation of this House 
in terms of making legal provisions 
for their functioning iii future  and 
for  seeing that  they are tightened 
up?

I would noL !Ike to make a political 
•speech on this occasion.  But I would 
like to  say this.  ’Hie  manner  in 

which applications are processed by 
the various State Financial Corpora­
tions is something which has got  to 
be looked into  immediately.  I am 
sure the Government  of  India,  in 
terms of the fairly enormous powers 
that they have today imder the pro­
visions of this Bill, even as  under 
the provisions of the 1951 Act, can 
give  directives to  the  States  to 

ensure  that  there  is no  case of
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favouritism— would not say  any­
thing more—in terms of the granting 

of loans.

I have some experience of my State. 
Even though it came into existence 
only in 1953, it was before a part of 
Madras.  Whenever ah application is 

made,  that  application  has  been 

straddled—I use this word  deliber­
ately—by so  many  conditions.  So 

many people come into  the picture 
and so many intermediaries have got 

to endorse it, with the result that the 
very object, the bona fide object of 
helping industries which are  sought 

to be set up in the cottage and small 
sectors, will not be served, however 

»  bona fide the application may be.

So when this House is passing a 

Bill of this character, there must be 
an assurance given to the House by 
the Minister that the Government of 

India will not just pass a law and 
put it on the Statute book and allow 
the State Financial Corporations  to 
function as they  please.  In  other 
words,  some  sort  of  mechanism 

should be available whereby (a) the 
Reserve Bank—I know there are pro­
visions to  this effect;  but,  to my 
mind, they are not ade<[uate—(b) the 
Government of India—I know there 
are provisions about it here also, but 
I am prepared to say that they are 
not adequate—and, more than every­

thing else,  (c)  this Parliament  are 
able  to  have  access to  adequate 
information as  to the  manner  in 
which the State Financî  Corpora­
tions are functioning.

Finally, I say, if it is the objective 
of the Government of India—I  am 
sure that in regard to this objective 
there is not going to be one dissent­
ing voice in this  entire  House—̂to 
help small scale industries, for God’s 
sake, make it a proposition which is 
within their means.  Do not become 
Kabuli moneylenders and  let these 
Financial Corporations charge 5| per 
cent, to 7 p̂r cent interest.  I have 

done.

2 P.M.

Shri V. B. Gandhi  (Bombay  City 
—North): Mr. Speaker, Sir, this is a 

Bill,  which  deserves  the  whol̂ 
hearted support of the House.  This 
Bill provides for things which have 
been necessary, things without which 
the  State  Financial  Corporations 

could not be expected to function to 

their full capacity.  Now, we  must 
consider this BiU against the back­
ground of our problem: the problem 

of finance for industries, the problem 
of the supply of credit for industries. 
In other countries a great deal has 
been done, but in our country this 

question of supply of finance, supply 
of credit for industries has been woe­
fully  neglected.  Now,  finance  for 
industries,  or credit  for industries, 
can be made available through appro­
priate financial institutions,  because 
it is these institutions which rely not 
only on their own paid up capital, 

their own resources, but they have 
the capacity to mobilise the resources 
of the  community and  make them 
available  for  industrial  concerns 
which need such finance.  This is a 
very necessary part in the structure 
of financial credit in a country.

We in this country took our first 

step in .1948 when we established the 
Industrial Finance Corporation. This 
we followed up shortly by two other 
very important and very appropriate 
institutions  to  help  industrial 
development  One was the NIDCO, 
the National Industrial Development 
Corixjration and the other was the 
Industrial  Credit  and  Investment 
Corporation.  So far as these three 
institutions go, and so far as they are 
designed to serve the needs of large 
scale industries, they are aU for the 
good.  Even with these three insti­
tutions, there is still a gap left in our 
structure of supply of credit, supply 
of finance for industries and parti­
cularly that portion of our industrial 
sector, that portion made up of small 
scale and  medium scale  industries 
still remains without any finance  or 
any credit being made available to 
them.  This  gap  it  was  intended
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would  be filled  up  by the  State 
Financial Corporations. ‘

As I said, these corporations  and 
similar financial institutions mobilise 

the resources of the community. Now, 

look here.  Here the present  State 
Financial Corporations have paid up 

resources of about Rs. 10 crores. We 
might note particularly that out  of 

the  Rs.  10 crores  something  like 
Rs. 3 72 crores  of  the  subscribed 

capital came  from scheduled banks 
and other institutional investors. We 
know very well  that normally the 

scheduled banks  and other  institu­
tional  investors  that  made  this 
capital available are not expected to 

finance  industries  on  their  own. 
Usually they do not.  But by securing 
their capital  from these  scheduled 
banks and other  investors  to  the 
extent of Rs. 3*72 crores these State 
Financial  Corporations  in a  sense 
have mobilised a part of the resources 
which would otherwise not have been 
available to industry.  Now that  is 

not all.  Their present paid up capital 
as I said is about Rs. 10 crores.  But 
these State  Financial  Corporations 

are empowered to sell bonds, deben* 
tures, to give guarantees, to under­
write issues  to industrial concerns. 
By all these means under the exist­
ing  Act  they can  increase  their 
resources to five times their paid up 
capital.  So,  here  they have  their 
paid up capital of Rs. 10 crores; they 
have this other capacity already pro­
vided in the  principal  Act, in  the 
original Act to increase their capital 

up to 500 per cent.,  that is  Rs. 50 
crores.  That  is not  all.  They can 
also take fixed deposits,  long-term, 
up to the extent of  their  paid up 
capital; that is another Rs. 10 crores. 
In  other words,  these  institutions 
have  this  capacity  of  mobilising 
these resources.  Their own resources 
are Rs. 10 crores, but they can have 
additional resources when, of course, 

they are going full blast of Rs. 60 
crores.  Now all  this is  based on 
their paid up capital today which is 
Rs.  10 crores.  But  their authorised 

capital  is  Rs,  25  crores  and  I

am quite sure when the need arises 
this  paid  up  jcapital  will  not 
remain where it is but can certainly 
be taken up to its full limit of Rs. 25 

crores.  Thus  the  State  Financial 
Corporations  can  have  additional 

resources of Rs. 150 crores.  That is 

the measure of usefulness, that is the 
measure of strength, the key to the 
usefulness of these institutions.

Something has been said about the 
showing that these institutions have 
made in the last few years.  I really 
do  not  think we can  fairly give 
judgment on their  showing in  the 
short period of time  during which 
they have been in  existence.  The 

seniormost one, the  earhest, ' came 
into existence only three years  ago 
on the 1st of February 1953 and the 
youngest I think is hardly six months 
old.  Financial  institutions are  not 
built in a day.  They take time and 
they would  take more  time in  a 
country like ours where aU the other 
relevant conditions  that are neces­
sary for quick development of such 
institutions have still to be built up. 
That is really the position.  We would 
certainly have liked it very much if 
in this short space of time the insti­
tutions could have done better, but 
we should look to the other side of 
the picture.  If  their administrative 
expenses had been rather high in the 
beginning we can  look to the  fact 
that these expenses have been pro­
gressively îng  down  year  after 
year and that is important.  If  the 
available  funds of  these  financial 
institutions which  have so far been 
utilised in loans and advances make 
up a percentage  of only 27 on  the 
.average we can still look to indivi­
dual instances of some of these cor­
porations where  the percentage  of 
funds utilised for loans goes up to as 
high as 59-15 per cent, and 60*70 per 
cent.  These  are, I think,  not very 
bad showings.  I see here that some 
of  these  corporations  were  very 
liberal in sanctioning  loar̂, that in 
one case almost 71 per cent, of the 
loans applied for were sanctioned. In 
another case 79 per cent, of the loans
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applied for were sanctioned.  Now I 
think given  some time  and  given 

some encouragement and also if we 
remove  some of  the  impediments 
which are there and which are real 
for these corporations, as we propose 
to do in this Bill, much more can be 

legitimately  expected  from  these 
corporations.  Now, why have these 
corporations  not  done as well  as 
Members in this House would  have 
liked?  On the one side, there have 
been certain deficiencies in the pro­
visions of the principal Act, and, on 
the other  hand, there  have  been 
certain shortcomings in the  kind of 
structures we have in our small-scale 
and medium-scale industries.  After 
all, these  industrial  concerns,  the 
medium and  small-scale  concerns, 
before they can be eligible for a loan, 
have to possess a ceptain form of 

organisation, some  kind of  appro­
priate structure of  their own.  This 
will need some education;  this will 

need some encouragemwit.  Of course, 
the  Financial  Corporations,  when 
they are  advancing  help  are  not 
advancing it as charity but as busi­
ness finance.  Therefore, the concerns 
which  expect help from these cor­
porations have to prove their credit­
worthiness and all these things, as I 
have said, are going  to take  some 
time.

Let us see how far the Bill before 
this House tries to remove some of 
the impediments iri the way of these 
Financial Corporations and how far 
this Bill makes it possible to expect 
a much more useful life for these 
Corporations.  Let  us  begin  with 
clause 2.  The whole trend of all the 
clauses in this Bill is towards wid«i- 
ing the scope of the  Financial Cor­
porations’ power to grant loans.  The 
whole trend is towards bringing more 
and more of industrial concerns with­
in the definition of concerns eligible 
for loans.  That is really what  the 
Bill is seeking to do.

[Mr.  Deputy-Speaker in the Chair'i

2-12 P.M.

In clause 2, for  instance, we  are 
widening the scope of the definition

of ‘processing*.  This  one provision 
alone will enable a large number of 
concerns to become eligible for loans, 
who, previously, or in the absence of 
this new definition, were not entitled 

to any loans from the Corporation.

Then, in clause 4 and clause 24, we 
are providing for Joint Corporaticms. 
What  does  that  mean?  In  cases 
where the Joint Corporation is going 
to be brought into existence, what is 
going to happen?  A territory which* 
formerly, could not afford to have a 
Corporation of its own but would like 
to join hands with a  neighbouring 
territory can make industrial finance 

available within  its  own  territory 
because of this joint effort of two or 
more  territories.  In  other  words, 
more  industrial  concerns  will  be 
brought within  the purview of  the 
operation of  the industrial  finance 
made available by these Corporations.

Then, again, the Corporations  are 
going to be allowed to take up agency 
functions.  That, in a way, will bring 
these  Corporations in  close  touch, 
into  some  kind of intimate contact 
with industrial concerns which have 
been borrowing  from other  bigger 
institutions  like  the  Industrial 
Finance Corporation  or the  I.CJ.C. 
That is one thing good so far as the 
Corporations are concerned. In clause 
12(b), we are doing something really, 
very great  for  these  Corj)orations 
because these Corporations were for­
merly precluded from granting finan­
cial acccMnmodation to industrial con­
cerns unless these concerns were in 
a position to  give  some  kind  of 
security in the shape  mortgage  or 
some  sort  of  hjrpothecation  of 
approved kinds of assets.

We know very well  that in  our 
country if the small-scale industries 
are really going to be helped in the 
manner  they deserve to be helped, 
then to insist in each and every case 
that  certain  types  of  acecptable 
securities alone will entitle them for 
financial  assistance,  I  think, would 
make our effort almost without any 
meaning.  Under this provision,  the 
Corporations are going to be allowed
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to accept the guarantee of the State 

Government or guarantee of a Sche­
duled  Bank or  guarantee  of  the 

State Co-operative Bank.  Thus,  we 
are immediately throwing open  the 

facilities of these Financial Corpora­
tions, the assistance of these Finan­

cial  Corporations  to a very  much 

larger number of industrial concerns 
which, of  course, will  be  selected 

individually  by the State  Govern­
ments or by the Scheduled Banks or 

by the State Co-operative Banks who 
will be willing to stand guarantee.

Through all these  new provisions,
I think, we are providing for greater 

usefulness of  these State  Financial 
Corporations and, perhaps, in a few 
years from today, I hope, when this 

House  has another  chance to con­
sider the functioning of these Cor­

porations, most Members will have a 
more  satisfactory  record  of  these 

Conx>rations to consider.

Finally, before I close, I just have 
one or two comments  to make.  In 
clause 17, which provides for a new 
section 32D, we deal with compensa­
tion for termination of  contract  of 
managing  agents  and  managing 

directors etc.  Here the right of  the 
managing agents and  directors  for 
any kind of compensation is  taken 
away.  I really do not know whether 
it is quite a wise step to take.  I will 
tell you why.  I would  have  pre­
ferred if Government  had  reserved 
some kind of discretion to itself  in 
this  matter rather  than  definitely 
barring  any consideration of  com- 
I>ensation.  It is quite possible  that 
managing agents and. some managing 

directors  may find  that their com­
panies have come to grief not for any 
fault of their own but, perhaps, by 
sheer  misfortune.  It is  quite con­
ceivable.  In  Industrial  ‘concerns, 
models might become obsolete,  sub-' 
stitutes might come in the market and 
something might happen and for no 
fault of these managing agents the 
•ompanies might come to grief.  Sup­
posing  the Government  takes over 
ttiese concerns and  these men  are
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turned out without any consideration 
of compensation, I do not know, if 
that is what  is really intended.  If 

Government had reserved some  dis­
cretion to itself, probably there was 
some way out.

Therêis another reason, and a very 
important  reason.  These men, who 
are in control of these concerns and 
who are receiving assistance from the 
State Financial  Corporations  know 

well in advance, before anybody else 
does, how their affairs are going and 
if they can see that in spite of all 
that they can do, these affairs  are 
going to end in a disaster and if they 
know from this provision that they 
will be entitled to no compensation, 
then it will be only human to expect 
that they will so arrange the aftairs 
there that by the time the Corpora­
tion takes over the  concern, there 
will be precious little left for  the 
Corporation to take over.  If, instead 
of that, some hope is provided or is 
left for those in control that if their 
bona fides  are  proved,  some  cpn- 
sideration will  be given to them,  I 
thought  that  perhaps would  have 
meant we were dealing with the pro­
blem in a little more rational way.

Finally, I support  the amendment 
moved by the hon. Minister to clause 
21, about  the  inspection  by  the 
Reserve Bank.  The original  provi­
sion in the Bill left the matter to the 
initiative of the Central Government, 
whereas the amen̂ ent as proposed 
by the hon. Minister now gives the 
initiative to the Reserve Bank,  and 
that is as it should be.  Because  it 
will be the Rwerve Bank who wiU 
be in a position quickly to under­
stand which way things are  going, 
and the  Reserve Bank  shoul<f  be 
placed in a .position of taking quick 
action.  Therefore,  I  support  that 
am̂ dment

Shii Bf. S.  Gnrnpadaswajiiy:  The
State  Financial  Corporations  Act 
was passed in the year 1951, and the 
Corporations began to be bom after 
nearly two years of the  passing of
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the Act.  That is an  unpardonable 

delay on the part of the powers that 
be.  The first Corporation  actually 
came into existence after li years of 

the passing of the Act.  Even now, 
after nearly five years of the passing 

of the Act, we have not been able to 
form Corporations in all the existing 

States.  There are  stiU  Statas left 
without any  Financial Corporations. 
So, the delay  has been very long, 
unpardonably long, and the Minister, 
in his preliminary remarks, has not 
been able to give us any satisfactory 
justification for this long and danger­

ous delay.

The Minister said in  his  opening 
remarks that the Corporations are in 
an infant stage  because they have 
been started only recently.  I agree 
that the Corporations have not lived 
for long and their tenure of life has 
been very very small. But may I ask 
whether within the time available to 
these Corporations,  they have been 
discharging  their  duties  properly, 
efficiently and  satisfactorily?  I feel 
that if you look at the summary of 
the working of these  Corporations 
supplied to us,  you will appreciate 
that the Corporations have been con­
demned to infantile paralysis because 
of intolerable inertia on  the part of 
Government in  giving  proper  and 
effective guidance to these Corpora­
tions.  There are also other reasons 
why the  Corporations  have  failed 
miserably to achieve  the objectives 
for which they were started.  For 
instance< take the question of obliga­
tions imposed on these CorporatlGns. 
There  are  four  main  obligations 
which have been thought of:  firstly, 
the Corporations have to underwrite 
the  issue  of  shares,  <bonds  or 
debentures by industrial concerns on 
commission  basis;  secondly,  they 
have to guarantee  loans  raised by 
industrial concerns repayable within 
» period of 20 years on  commission 
basis; thirdly, they have to invest in 
industrial stocks,  loans  ^d deben­
tures of companies in côisequence of 
imderwriting  liabilities  subject  to 
their disposal within seven years; and 
fourthly,  they have to  grant loans

arid  advances or  subscribe  to  the 
debentures  of  industrial  concerns 

repayable within a period not exceed­
ing 20 years' from the date on which 
they  are  granted  or  subscribed. 
Except one obligâon, the  Corpora­
tions have failed to carry out other 
obligations. They have been concen­
trating since the start only on loan 
operations, and till  today I  find in 
the whole summary given to us not 
even one single instance where any 
single Corporation has come forward 

to  imderwrite the  issue of  shares, 
bonds or debentures. They have not 
in any single instance guaranteed the 
loans raised by  industrial concerns 

outside the Industrial Finance Corpo­
ration.  Though the objectives  for 
which the  Corporations  are started 
are very many, as many as four, the 
activities of the  Corporations  have 

been confined to one single purposa 
and for a very narrow purpose. Ver> 
shortly I will deal with the question 
whether even that single purpose had 
been carried  out  properly  or not. 
You will see therefore that the Cor­
porations have not made a good start; 
and they have not been able to meet 
all  the  requirements  which  are 
expected of them.  I  say,  that  the 
Corporations  were  condemned  to 
infantile  paralysis  because  of  the 
inaction of the  Government  or by 
sheer inertia of the Gk»vemment

Now, we  must  know  on  what
grounds the loans are given to the 
various industries.  Here  are listed
various grounds on which  loans are
allotted. I may read the grounds and 
they are very brief.  The loans are 
allotted on the basis of (a)’ financial 
soundness of  the  concern and  its

prospects of increasing its output and 
margin of profit, (b) technical sound­
ness of the scheme, (c) adequacy of 
securities in the  form  of  tangible 
assets, (d) adequacy of the extent o.' 
loans asked for; (e) satisfactory title 
to  the  property to be mortgaged in 
respect  of  its  marketability, 
(f) creditworthiness of the operating 
concern and available guarantee  of 
the managing agents, and (g) impor­
tance of the industry for the national
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economy of  the  State.  You  will 

immediately  appreciate  on  going 
through  these  conditions  that they 
are  overlapping and that they are, 
in a way, responsible  for the delay 

in the loan transactions. I can under­

stand that  the  corporations should 
enquire into the  financial soundness 
of the  company  or the  industrial 
concern before  granting  loans;  it 
should also get  adequate  security. 
When these two are there, why bring 
creditworthiness  again?  If you are 

satisfied with the financial soundness 
of an industrial concern, where is the 
question  of credit-worthiness?  Is it 
not obvious? Again, if it is financially 
sound  and  has  got  prospects  of 
increasing its  output,  why are you 

demanding tangible  assets?  Without 
them, how can  there be  any pros­
perity for a concern? So, these condi­
tions have been .so framed that they 
are not only overlapping but  they 
place insurmountable obstacles in the 
way of an industrial unit for getting 
loans. An applicant has to satisfy so 
many absurdly  complicating  condi­
tions.

The last condition is really strange. 
The  corporation  should  consider 
whether the industry is  of national 
importance or not.  We  are dealing 

with small-scale  and  medium-sized 
industries; they are aU, in a general 
way, of national importance. We are 
not  dealing  with  these  industries 
from a narrow point of view in the 
sense whether certain industries are 
basic- Take, for instance, the iron and 
steel industry, or the coal int̂ustry. 
They are key  industries of national 
importa*nce.  How can  you bring  in 
that condition and apply it to  these 

small-scale  industries?  Either  you 
accept the proposition that all indus­
tries are  important or  you assume 
that certain industries are basic  and 
are very important for the nation and 
that the rest should be considered on 
a different footing.  On the ground 
that a particular industry is not of 
national  importance,  an application 
may straightaway  be  reject̂.  The 
procedure  has  imposed  so  many

severe restrictions on  the applicants 

and they are not able to take advan­
tage of the  loan  facilities  oiSered. 
Thus,  the purpose of the financial 
corporations is not served.

Many hon.  Members  have drawn 

the attention̂of the House to vaiioiis 
other matters.  But, I feel that  the 
most fundamental thing is the long 
and tardy  procedure and the  very 
leisurely way in  which  things are 
being done by these corporations.

There is one other important point. 
What is a small-scale industry?  No 
Government, either at the Centre or 
in the States, has defined it in precise 
terms.  It is only in  Bombay that 
they have defined it roughly, mainly 
on three considerations;  namely, the 
capital resources of the concern,  the 
number of people employed and the 
amount of power used—̂ whether it is 
electric power or other power. These 
are ihe basic criteria on the basis of 
which a  decision  is  taken  as to 
whether an industry is small-scale or 
medium-scale. In no other State have 
any such criteria  been  laid down. 
This Bill deals with  such industries 
but you do not know what a small- 
scale industry is or what a medium­
sized industry is. We are going in  a 
blind alley.  Many  difficulties have 
arisen onaccoimt of this fact Without 
a proper definition of these things, it 
is not possible to have a clear notion 
of the jurisdiction of the  respective 
corporations.

I know a particular instance where 
an industrial concern wanted a loan 

from the State financial corporation. 
The reply came that it should apply 
to the Industrial Finance Corporation. 
They showed  their hands towards 
Delhi. The ground given was that it 
was a large-scale industry.  Unless 
you have got a clear, categorical and 
precise  defintion  of  the  small, 
medium and large-scale industries. It 
is not possible for the corporations to 
transact business quickly.
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An hon. Member spoke about the 
high rate of interest. I am in agree­
ment with him.  The interest charg­
ed  by  these  corporations  is  not 
imiform or  equitable.  The  rate is 

very  high;  it  varies  from five to 
seven per cent.  The banks charge 
interest on loans  at 3-4 per cent 

Even the national loans are raised at 
four per cent. Then, why should the 
loans given to private industries  be 
charged such a» high rate of interest? 

How do you expect the industricilists 
to put up with all  your formalities 
which take a very long time  and at 
the  same  time  this  trem̂ dous 
amount of interest is charged? Most 
of the industrialists do not come to 
these corporations for assistance for 
the simple reason that the rate  of 
interest is high and there is also  a 
great delay.

Then,  while granting loans,  there 
is always discrimination and favouri­
tism.  There  have  been too many 
doubtful and bad debts. What is the 
reason? No reason is given in this 
report. It is because very bad  and 
doubtful people  are  getting  loans. 

Loans are granted on political consi­
derations, as a result of political pres­
sure  brought  on  the  corporation 
members. There is political exploita­
tion of this financial responsibility. I 
may say further that these corpora­
tions are completely subject to poli­
tical pressure from certain quarters. 
That is why, they have failed in their 
work.

Lastly, I may say that the ratio  of 
administrative expenses to income and 
paid-up capital is rather alarmingly 
large. The avearge ratio in respect of 

Saurashtra and Travancore-Cochin is 
15 per cent  and  17 per  cent res­
pectively. In the case of Hyderabad 
and West Bengal it is about 28 per 
cent and 22 per cent respectively. In 
the case of Bombay and Punjab it is 
33 per cent and 37 per cent respective­
ly.  If you look at  these ratios,  it 
looks as though the  main work of 
these Financial Corporations  is  to 
meet  the  administrative  expenses, 
their own exoenses, and not to zneet

the requirements of the industry.  I 
do not think the Financial CoipOTB- 

tions have been established for the 
purpose of financing themselves  or 

meeting  their  own  administrative 
requirements. It is not for that pur­
pose that they have been established. 
But, unfortunately, the figures would 
leave the impression on the minds of 

Members that these Financial Corpo­
rations  have  not  done  anything 
except to meet their own day to day 
expenses.  It is very  unfortunate. 
Shri Bansal was good enough to give 
us certain figures: of foreign countries 
where this administrative expense is 
very very small.  Even in the Indust­
rial Finance Corporation administra­
tive  expenditure  is  comparatively 
small.  I do not know why such huge 
expenses are allowed in respect  of 
the State Financial Corporations.  I 
do not know why a limit has not been 
imposed by the State Governments, 
by the Reserve Bank.

Finally, Sir, I may say that there 
is  no  co-ordination  between  the 
Centre and States in  respect of these 
financial  institutions.  Today  the 
Congress  Party is  running all  the 
State Governments. There is only one 
party, and it is normally expected of 
that party, which is manning all the 
State Governments,  to have  better 
co-ordination  in  respect  of  these 
institutions. I feel, if steps had been 
taken  by  the  Government 4t the 
centre and the Governments at  the 
State level, there would have  been 
better co-ordination, better fimctioo- 
ing and  better  integration  of  the 
policies and there would have  been 
no slackness  on  the  part of  the 
State Financial Corporations in res­
pect  of  the  various  transactions.

Shri  M. K.  Mbltra  (Calcutta—
North-West):  Mr.  Deputy-Speaker.
Sir, this Bill is an enabling Bill. The 
State Financial Corporations (Amend­
ment) Bill proposes mainly to estab­
lish joint State  Financial  Corpora­
tions by  agreement  among  several 
States. It also proposes to lay down 
certain rules for management of  the 
concerns the  corporations will take 
over. There is also a provision in this
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Bill to empower the Reserve Bank of 
India  to arrange for in̂ t̂ion  of 
the working of the corporations.

The hon. Shri V. B. Gandhi, in the 
course of his speech, has been pleased 

to say that  the  purpose  of  such 
Financial Corporations is to mobilise 

the wealth of the  community and in 
that respect these  corporations wiU 
one day  succeed.  The  purpose of 
these corporations may be to mobilise 

the wealth of  the society,  but  the 
success of these corporations will be 
measured by how far this mobilised 
wealth of  the  community  can  be 
utilised for assisting the growth  of 
small and  medium sized  industries. 
From that point of view I must say 
that  the  working  of  the  State 
Financial  Corporations in  different 

States gives a very sorry picture.

A review of up-to-date working 
of  these  corporations  cannot  but 
create a  feeling  of  disappointment 
about the activities of these corpora­
tions.  The corporations have  so far 
been able to give no significant help 
to small and medium sized mdustries. 

Not only  the  aggregate  value  of 
applications for loans made by indi­
vidual concerns is small but tiiere is 
a visible gap l̂tween the total loans 
applied for  and the  loans actually 
sanctioned.  Out of 514 applications 
received by the 5 corporations up to 
31st March, 1955, only 114, or 22 17 
per cent, have been fully sanctioned; 
130 are pending; 191 applications have 
been rejected or withdrawn and 78 
have been referred to other agencies. 
The picture  of 1955-56 is also not 
very  encouraging.  In  1955-56  in 
Travancore-Cochin,  there  were  26 

applications asking for loans to  the 
amount of Rs. 54.95 lakhs, but loans 

to ttie amount of Rs. 23 6 lakhs have 
only be«i sanctioned.  That is the 
case in Hyderabad also. In Hydera­
bad State there were 23 applications 
in year  1955-56  asking forRs. 31* 10 
InWhR but only 9 applications to the 

amount of Rs. 4.58 lakhs have been 
sanctioned. In Bombay also the same

story is repeated. In Bombay there 
were 56 applications for loans  and 
only 29 have been sanctioned,  the 
amount  of  loan  sanctioned  being 
Rs. 60.456 lakhs.  In Punjab there 
were 56 applications in 1955-56 ask' 
ing for Rs. 70.17 lakhs.  Out of those 
56 applications  only 83  applications 

for Rs. 39.57 lakhs have been sanc­

tioned.  In West Bengal it is really 
discouraging. There '•rere 67 applica­
tions asking for Rs. 170*89 lakhs of 
loan and  only 9  applications have 
been sanctioned granting a loan  of 

Rs. 28‘77 lakhs.

This is not all. The purpose  for 
which  loans are  to be  sanctioned 
under this Act is to help the medium 
and small-scale  industries.  Sir,  in 
West  Bengal  textile  mills,  glass 
works, pottery works, which by no 
stretch of imagination can be brought 
under  the  category  of  small  or 
medium sized  industries,  have got 
loans from these corporations. It may 
be said that  there were  considera­
tions  other  than  financial  which 
weighed with  the  minagement  of 
these corporations  and,  as my pre­
ceding  speaker  has  pointed  out, 
political  considerations  very  often
weigh with the authorities concerned 
in the sanction of loans.

The  most  important  cause  for

rejection of applications for loan has 
been the  unsatisfactory  nature  of
securities offered.  I must say here 
that, especially, the small-scale indus­
tries are  always  under-capitalised. 
If you rigidly  apply the laws that 
banks apply  in  having  securities 
before granting  loans,  you  cannot
possibly assist the small-scale indus­
tries. Most of the small-scale indus­
tries and many of the medium sized 
industries have  neither  their  own
land nor their own building, and this 
is the sort of securities that  these 
corporations  demand  before grant­

ing any loan.

From the point of view of assist­
ance,  medium and not  small sized 
concerns  have  been  the  major
recipients of these loans. As regards
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period for which loans  are sanction­
ed the medium sized industries  are 
more fortimate.

If we examine the working of these 
Financial  Corporations  during  the 
last few years,  we  will  find  that 
small-scale  industries  which  are 

always under  capitalised  have  not 
been able to secure loans from these 
Corporations.  The  medium  scale 
industries have* been more favoured 
in this connection.

I am going to give certain figures. 

In Hyderabad, out of 20 recipients of 
loans,  nine  are  only  small-sized 
industries. They received only 7 67 per 
cent of the total loans sanctioned. In 
Saurashtra also,  three out  of  27 
industries that  could  secure  loans 
from these Corporations  were small- 

scale industries,  and  they received 
only 4 8 per cent of the total loans 
sanctioned.  In Bombay,  the  same 
story is repeated. 70 concerns receiv­
ed the loans, and out of these  70, 
only 23 are small-scale indxistries and 
they received only 11.03 per cent of 
the total loans sanctioned. Thus, you 
will see that the small-scale indus­
tries which require assistance from 
the Government,  and which- cannot 
arrange for  credit  in  the  market, 
have not been favoured with loans in 
a just manner.  Their  cases  have 
frequently been neglected.

The failure  to  assist  the  small 
imits are due to the defects inherent 
in the constitution of these Corpora­
tions. The Coix>orations have not been 
constituted in a manner so as to  be 
able to render financial assistance to 
amall units.  Loans and advances are 

not given in the nature of cash credit 
arrangements. The securities do not 
include stocks also, but only tangible 
assets.  Shri V. B. Gandhi has just 
mentioned that  in this Bill,  it has

been  proposed  that  if either  the
Government or  some  other associa­
tions give guarantee  for the indus­
tries asking for loans, then loans will 
be sanctioned.  But that is  another
way of bringing in political pressure 
in the matter at granting loans. The 
persons will have to go to fhose peo­

ple who  carry  influence  with  the 
management  of  these  Corporatioiis 
and thus,  the object  of  granting 
financial  assistance  to  the  small- 
scale industries,  which  require  it 
most will be frustrated.

From the point of view of meeting 
long-term  financial  needs  of  the 
small and medium-sized concerns, the 
activity of the State Financial Corpo­
rations has so far been a record of 
failure. The small and medium indus­
tries, especially the former, are  not 
in a  position,  financially,  to avail 
themselves of the facility rendered in 
the form of long-term mortgage loans 
at a rate of interest higher than what 
they could afford to pay. This  high 
rate of  interest has  been strongly 
commented  upon  by  Dr.  T«anka 
Simdaram and also  by the previous 
speaker.

One fails to understand  how  the 
Government, which wants the rapid 
industrialisation of the country,  will 
charge an interest which is charged 
by the  trading  concerns  like  the 
mortgage banks.  Where then is  the 
help?  That is what puzzles me. To 
be of any practical help, the lending 
power of the Corporations should be 
widened,  and it should'  be  wide 

enough  like  the  Industries  and 
Finance  Corporation  of  England, 
whose  lending  method  has  bê  
prescribed  before-hand  and  which 
extends its financial assistance in the 

form of suitable to the  borrowing 
concerns. If you look to such concerns 
in England, you will see that  they 
have not asked for  credit for  the 
money they will lend, but they have 
always looked to the  suitability  of 
the  concern—whether  the  ̂concern 
which asks for help is suitable for 
rendering such help.  Even the ques­
tion of giving security has been dis­
pensed with in some cases in England. 
Not only in England but in Indonesia 
also, a country which is far smaller 
than India and which enjoys a  far 
less reputation in international field 
and in international bodies, they have 
prescribed easy rules for assisting the 
small industries.  But,  in India, we
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find tkat the State Financial Corpo­
rations have not even  framed easy 
rules for helping and really assisting 
the small-scale industries.

I have shown that  the small-«cale 
industries have  not been  favoured 
with loans. Their applications  have 
been rejected and even the terms on 
which the loans were  granted are 
far less favourable to those of  the 
mediimi-scale industries.

Lastly, I shall refer to one more 
5,rovision  in the Bill, namely,  the 
provisions  for  inspection.  I  have 
referred to certain mismanagements 
in the State Financial  Corporations. 
The working of  those  Corporations 
requires inspection.  1 am glad that 
the Government have proposed such 
an inspection. But what is the sort of 
inspection they have proposed? They 
have proposed that if the Central Gov­
ernment directs,  then,  the  Reserve 
Bank of India will inspect the working 
of any Financial Corporation. Even the 
Reserve Bank of India has not been 
given the right to inspect annually 
the working of the Financial Corpo­
rations.  In this  year  of  grace, I 
wonder why the Reserve Bank  of 
India has not been given tke right to 
inspect anrvually the State Financial 
Corporations,  against  which  th  ̂

have been so many complaints. I will 
go further and say that the inspec­
tion should not only be made by  the 
Reserve Bank of India but it shouici 
be  done  by  the  Comptroller and 
Auditor-General.  Instead of making 
sucli a provision, the right of inspec­
tion lias been reserved to the sweet 
will of the Central Government. Only 
if the Central Government likes,  it 
will ask the Reserve Bank of India 
to inspê the working of the  State 
Financial Corporations.

I would request the hon. Minister 
to see that the Corporations are really 
able to function, and function in such 
a way that the small-scale industries 

and the medium-scale industries may 
receive  real  assistance  from  the 
Corporations.

Shrl A. C. Oaha: I think most of 
the Members have ê nccntrated their

attention more on  the working  of 
these Corporations than on the provi­
sions of this Bill. This is an occasion 
on which the Parliament can make a 
sort of review of the working of the 
Corporations formed under a statute 
passed by Parliament.  So, I would 
welcome this discussion.

In my introductory speech, I admit­
ted that the  Government were not 
satisfied with th,e working of these 
Corporations during the last two or 
three years,  and  this is  why  the 
Reserve Bank of India took up  this 
matter and initiated a sort of discus­
sion with the representatives of  all 
the State Financial Corporations.  On 
the basis  of  the  recommendations 
arismg out of that discussion we have 
come before this House for amendini? 

the Act.

3 P.M.

In my opening speech, I had stated 
that the failure of the State Corpo­
rations to fulfil effcetively the charge 
entrusted to them was due  to some 
extent to the  rigidity and rigorous 
character of the provisions of the Act 
and to some extent to the very struc­
ture, technique and  nature of the 
industrial concerns which can apply 
or may be entitled to apply for the 
loans. I hope that at least Shri Bansal 
would know the position of the small- 
scale and medium-scale cottage in­
dustries; they can hardly be called 
to be in the organised sector of the 
industry. It is not always possible for 
them to get the necessary security 
or guarantee for loans and I hop6 
he will not suggest that the State 
Financial  Corporations  should  lend 
money without any security whatso­
ever, taking the risk of losing the 
entire  amount.  There  have  been 
criticisms from two opposite direc­
tions;  One is that the State Corpo­
rations have not been able to earn 
much and the statutory obligation of 
plving some dividend has to be ful­
filled only with the substantial help 
ol the State 'Government concerned 
At the same time, criticism has been 
made,  particularly  by  Dr.  Lanka 
Sundaram, that  most at these loans
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would be written off as bad debts. I 

think we cm only  take a sort of 
middle-path, taking some amount of 
calculated risk and also paying pro­
per attention to see that a fair amount 
of the money lent out may come back 
with interest,  so that the statutory 
obligation of giving  dividends may 
not have to be  met by the State 

Governments, but may be met by the 
earnings of these Corporations. If the 
Corporations are to earn some profit, 
naturally they will see that̂ invest­
ment is made with some amount of 
security for the  repayment of the 
principal and also interest. I hope the 
House will realise this aspect, namely, 
that the Corporation cannot function 
just as a banker with more or less 
100 per cent, security for the invest­
ment, nor at the same time they can 
go on recklessly lending out money 
to any concern coming to it for loan. 
It has  to chalk out a middle-path, 
taking some amount of calculated risk 
and at the same time taking care to 
see that certain income also may be 
earned.

'Die other  day as well as  today, 
some Members  raised the point of 
the annual reports being placed on 
the Table or supplied to them.  If 
Members look at clause 38(b) of the 

AjX they will  find that the State 
Financial Corporations are to submit 
their reports  to the Reserve Bank 
and also to their State legislatures. 
The annual report is also published 
in the gazette of the State concerned 
and the gazettes of all the different 
States are  available in the Parlia­
ment Library. So, in a technical sense 
I can say that the reports have been 
laid in the library. But, I do not like 
to take that point of view. I know it 
would not be possible for Members 
to search out the  reports from the 
various  State gazettes for  two or 
three years.  For the future, I shall 
see that the reports are placed in the 
Parliament Library. At the same time, 
I should like to point out that the 
Act passed by this House has pro­
vided  for the obligation of  these 
Corpors lions to present  the reports 
to the State  Legislature concerned

and not to the Parliament.  That is 

the provision made by  this  Parlia­
ment. So, if any lapse has been com­
mitted, I do not think a poor Minister 
like myself should be taken to task 
for  that lapse on the part of  the 
Parliament. Anyhow, for the future, 
I shall see that the annual reports 
are made  available in the library.

Mr. Bansal and Mr. Lanka Sunda- 
ram have referred to expense ratio. 
Mr. Bansal has tried to calculate it 
on the basis of the investment. That 
point of view may be taken if one 
looks to the  performance of these 
Corporations.  But, I think from the 
point of view of conmiercial account­
ing, it would be more appropriate to 
consider the expense ratio with the 
income  earned.  Let hon. Members 
look at page 14 of the report Surely, 
for the first one or two years nobody 
will expect that the  profit will be 
anything  considerable,  because  the 
investment of money might have only 
just started and no interest can be 
collected.  We can  get some result 
only after the third or fourth year. 
In most of these cases, the adn:̂is- 
trative expense ratio has been coming 
down considerably. For the last three 
years,  the figures are as  follows: 
Pimjab 62 per cent for the first year, 
37 per cent for the second, year and
31  per cent for the third  year; 
Saurashtra—40 per cent., 17 per cent 
and 16 per cent.; Bombay—63 per cent, 
33 per cent and 23 per cent  Even 
in the case of West Bengal, in which 
Mr. Basu is very much interested, 
the expense ratio was 46 per cent, for 
the first year and 28 per cent for the 
second year. Thus it will be seen that 
the expense  ratio has been coming 
down considerably year after year.

Referring to clause 12 of the Bill, 
Dr. Lanka Sundaram has  said that 
cottage industries  will not get any­
thing. He was almost sure about it 
though it is provided, not exactly in 
the Bill, but  in the Statement of 
Objects and Reasons, that small-scale 
and cottage  industries may also be 
êligible for getting loans from these 
kCoiporations.  In this connection, he 
Ixnentioiied fbe  prevalUzig  rate  cf



4943 State Financial 30 AUGUST 1956 Corporations {Amendment) 4941
Bill

[Shri A. C. Guha] 

interest  Generally,  the  rate  of 
interest is between 6 and 7 per . cent 
That, he has termed as fcabuli rate. 
If he had referred to the bank rate 
or the rate at which organised indus­
try can get loan from the commer­
cial banks, he would not have used 
this appellation to this rate of interest 

In this connection, I would also like 
to draw the attention of the House 

to the rate of interest prevailing for 
agricultural credit. The Reserve Bank 
has been giving credit to co-operative 
banks at a very much subsidised rate, 
I think li per cent. But, still, it has 
not been possible  for the co-opera­
tives to give loans to individual culti­
vators at less than  per cent  In 
some cases, even now, in spite of all 
•ur attempts to  reduce the rate of 
interest and repeated reminders and 
circulars, I think the rate of interest 
prevailing is near about 10 per cent 
Bven at that rate, I think, the culti­
vators can afford to repay the princi­
pal and pay the interest also.

In the casfe of these corporations, 
Dr. Lanka Simdaram said that 50 to 
60 per cent,  of  the loans would be 
written off as bad debts.  I am not 
aware of his  source of this alar- 
ment view. From whatever informa­
tion we have been able to gather, I 
think  there has hardly been  any 

default in the repayment of the in­
stalment of principal or the payment 
of interest. I would not say there has 
not been any default at all; but it is 
not in a measure to cause conecrn, 
or say that 50 per cent or 60 per cent, 
would be bad  debt Rather I would 
say that most of his  money would 
come back to the corporations with 
interest.

Shri V. B. Gandhi mentioned about 
th« provision in clause 17,—the new 
section 32B. I think he was referring 
to sub-section (b) of section 32B. He 
has  taken objection to the  rigid 
wording of that clause by which any 
previous  contract of the managing 
agent  with the industrial  concern 

which may be  taken over by the 
State Financial  Corporation would

automatically terminate.  His appre­
hension is that this may mean hard­
ship to some of the managing agents 
who may not have behaved in any 
reprehensible  manner or might not 
have been  guilty of any  improper 
acts.  He thought that there should 
have been some discretion left with 

the Government for such cases. That 
clause is just a word for word repro­
duction of section SOB clause (b) of 
the Industrial  Finance Corporation 
Act. This is a recent amendment put 
in in the Industrial Finance Corpo­
ration Act only, I think, a year ago. 
Moreover, this provision does not put 
any ban on the Government to make 
a new arrangement with that manag­

ing agent who might not have been 
guilty of any improper act, but might 

have been a victim of circumstances 
for the failure of that concern and 
' in  meeting the obligations  of the 
State Financial Corporations. In such 
cases, the Government may take into 
consideration the performance of that 
managing agency and there may be 
some future arrangement with them. 
•Riere  is no ban on such  future 
arrangement. But,  I think legally it 
is proper that automatically all the 
'financial obligations with the manag­
ing agent of the  industrial concern 
should  end as soon as the  State 
Finsmcial Corporation takes over that 
concern.

Something has also been said about 
creditworthiness. I think Shri M. S. 
Gurupadaswamy, in his usual vigorous 
manner, has tried to prove that this 
criterion  is absolutely wrong  and 
rather wicked. I have mentioned pre­
viously that unless these corporations 
also take some care of their invest­
ments, it may be that all these invest­
ments may go wrong.  Some credit­
worthiness of the loanee is surely to 
be  enquired  into.  He  has  drawn 
attention  to  the  seven  conditions 
mentioned in page 19 of the report 
circulated  to  some  Members  and 
placed in the Library. I can only say 
that these  are not any  statutory 
things.  This  is  only  a  matter 

practice and convention.  When tha 
entire working of these corporatiflaa
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will be reviewed by the Reserve Bank 

in consultation  with these corpora­
tions, these  conditions may also be 
changed. I am sure the Reserve Bank 
and  these  corporations  will  see 
whether  there is anything imneces- 
sarily rigorous or overlapping in these 

conditions.

Shri M. S. Gurupadaswamy  also 
said that there has been no definition 
of small-scale and cottage industries 
and  asked how these  corporaticms 
would be able to help them.  In the 

Bill or in the original Act there is 
no mention of small-scale or cottage 
Industries.  There  is  no  statutory 
obligation on these corporations to be 
very definite  what a small-scale, or 
medium-scale or cottage industry is. 

It is only for the guidance of these 
corporations, it is said that they will 
cater  to small-scale concerns  and 
would  not give any loan of  more 
than  Rs.  10 lakhs.  They could «o 
down even to Rs.  10,000 as loan to 
an industrial concern.

Shri K. K. Basn:  That  has been
raised in many places.

Shri A. C. Guha:  I would invite
the attention of Shri M. S. Gurupada­
swamy, though he is not present here, 
to page 450 of the Planning Com­
mission's report. There he will find 
some idea about  small-scale indus­
tries and medium-scale industries. I 
need not read out these lines. I think 
he can easily refer to that page and 
get an idea. I think the State Finan­
cial Coiporations would work accord­
ing to that definition. Though I can’t 
say that it is a strict definition, there 
is a category of industries which may 
be  called  medium-scale  or  small- 
scale or cottage industries.

I think  Shri M. K. Moitra  said 
something about investment in Bengal, 
about  textiles,  potteries,  etc.  His 
charge  is that—̂**by no stretch  of 
imagination*’ could  these be called 
medium-scale industries.  I think, if 
he had seen some of these potteries 
in Bengal, he would be convinced that 
some of them belonged not even to 
medium-scale  or  small-scale  indus­
tries  but  to  cottage  industries.  I 
know some of these potteries which

are surely small-scale industries. The 

loans given to them may be a few 
thousand  rupees.  Regarding  textile 
mills also, I think he would know 
that these textile mills are mostly for 
spinning and the total capital invest­
ed in these  textile mills would be 
alx)ut a few lakhs of rupees.

Shri M. K. Moitra: I rise to  gîe 

this information to the hon. Minister 
that'  when  I referred to potteries, 
textile mills and glass works getting 
loans from these financial corporations, 
I referred only to  those  companies 
whose authorised share capital is over 
Rs. 20 lakhs.

Shri A* C. Guha: I think some  of 
the textile mills are going to be set 
up in rehabilitation areas for provid­
ing employment to refugees.  Some 
may be in other areas also, but they 
are almost all, as far as my know­
ledge goes, not weaving sections, only 
spinning sections.

Shri K. K. Basu: Only those mills 
are brought under this?

. Shri A. C. Guha: The new textile 
mills that are being set up in Bengal 
are mostly if not all  for  spinning. 
Some expansion has been  made  in 
some of the old textile mills. They are 
also, as far as I know,  for spinning 
sections.

Shri K. K. Basa: What about these
loans? .

Shri A. C. Guha:  But  they have
taken only a few Isikhs of rupees, two 
or three lakhs at the most. They must 
be all medium-scale industries.

Shri K. K. Basa: Not always.

Shri A. C. Guha:  I think I have
more or less covered all the points.

Sbri M. K.  Moitra:  What  about

inspection?

Sliri A. C. Gaha: There is another 
point about imiformity in the rate of 
interest. Shri Bansal is not here.

Shri Bansal:  I am here.

Sliri A. C. Golia:  At  least  Shri
Bansal would surely not say that uni­
formity  in tiie rate of interest  is 
possible.  Interest rate would surely 
vary from area to area and accord­
ing to the conditions  prevailing in
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each area and may also vary from 
industry  to industry.  But we  are
anxious that some sort of uniformity 
in the working of these corporations 
should be effected and that is why the 
Reserve  Bank is brought into  the
picture to inspect the working of these 
coiporations. I can assure Shri Moitra 
that the inspection of these corpora­

tions will not be left to be done in a 
casual manner by the Reserve Bank 
but will be an annual feature.  Even 
now these corporations have agreed, 
though there is no provision in the 
Act, to have the  inspection by the 
Reserve  Bank  annually and  the
Reserve Bank is doing that But we 
thought it proper to put it in the 
statute. So, we have put it here and 

this will be done regularly by the 
Reserve Bank.

Mr. Depaty-Speaker: The question

is:

•That the Bill further to amend 
the State Financial Corporations 
Act, 1951, be taken into conside­
ration.”

The motion was adopted.

Clauses 2 to 16 

Mr.  Depnty-Speaker:  So far  as
clauses 2 to 16 are concerned, th6re 
are no amendments I suppose.  Ctoe 
amendment has been passed on just 
now this  morning to clause 7 by 
Shri Barman. He is not here.

Shri IL K. Basa: Notice has been 
v̂en?

Mr. Depaty-Speaker: Notice has been 
given, but I am not waiving notice 
because it has been received just now, 
unless the Gk)vemment are prepared 
to accept it, but he is not present 
himself. Therefore the question does 
not arise.

After clauses 2 to 16 we can take 
up those clauses to  which amend­
ments have been tabled. The question 
Is...

Shri K. K. Basa: Can I speak?

Mr. Depaty-Speaker:  I thought the 
hon.  Member  had  amendments  to 
clausQB 17 and 20.

Shri K. K. Basa: That is true, but
as I had no opportunity to speak in 
the general discussion, I may cover 
some ground on these clauses.  Much 
has  already been  said in reply  to 
the  general  discussion  by  the hon. 
Minister  just  now.  Though  this 
is a piece of legislation which seeks 
to improve matters by extending the 
scope of the definition, we have not 
been told either in the hundred-page 
document that has been circulated to 
us or in the Minister’s introductory 

speech or reply the extent to which 
the organisational  set up of these 
corporations or the rigidity of their 
rules has come in the way of further 
development of these corporations. If 
you read the report you will see that 
even out of the meagre sum of Rs. 5 
crores, if I may say so, granted from 
the resources of these financial cor­
porations, only about 50 per cent, has 
been utilised by the  persons who 
have taken loans  which have been 
granted after going  through much 
formality and screening as the Minis­
ter himself has said. We would like 
to know why the other 50 per cent, 
could not be utilised, because accord­
ing  to  the  Planning  Commission's 
Report it was expected that during 

the first Five  Year Plan Rs. 16 to 
Rs. 18 crores would be given as loan 
to private industry. If you scan the 
figures vou will find that the national 
financial  corporation,  meaning  the 
bigger one, has given about Rs.  12 
crores and out of the rest which was 
to be supplied by the State iiiiancial 
conxxrations,  hardly  Rs,  5  crores 
have been issued, and of that only 
90 per cent, has been utilised.

Even in a State like Bihar, 90 per 
cent  of the resources of the State 
Financial  Corporation has  been in­
vested in Government securities.  In 
Bengal  they have' invested  53 per 
cent, of the money in them Even in 
a State like  Saurashtra, in which 
State there are a number of enter­
prising gentlemen ot-whom we hear 
so much, 67 per cent, has been In­
vested  in  Government secunnefl. 
Worst of all, I take my rra Stite of
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West Bengal which has a large con­
centration of not only big industries 
but  also  small  and  medium-size 
enterprises.  There only 22 per cent, 

had been advanced of the total re­
sources available  for the issuing of 
loans  or debentures of  industries 
■which were left unsubscribed. At the 
same time, 37.2 per cent, has been 
invested  in  Government  securities 
and 40 per cent, has  been invested 

with  banks.  Unless  it  is  a 
fixed deposit or a time liability, you 
hardly get interest on such deposits 
and  even if you get, it doe',  not 
exceed  one per cent.  Recently  in 
West Bengal, especially round about 
Calcutta, a large  number of small 
engineering  industries  has  been 
started  as you might yourself  be 
knowing particularly because you are 
interested in these things.  There it 
has been proved that 88 per cent, of 
the assets belongs to equity capital, 
in some cases even 93 per cent, and 
only 7 to 8 per cent, is loan capital.

In most of these small-scale indus­
tries nearly 87 per cent, of the loans 
is supplied by the  private money­
lenders  and today we know  fully 
well in what way the private money­
lenders charge interest. In mediuxn- 
size industries also, nearly 72 per cent 
is supplied by the  private money­
lenders and only seven to eight per 
cent by the  banks or institutional 
financiers.  I  am  worried  because 
though these State financial corpora­
tions have been established, in most 
of the States, and ev̂  in the case 
of Sitates like  Bombay, Saurzishtra 
and West Bengal, the major i>ortion 
of the money is deposited with the 
^ k̂ and is not utilised for the pur­
poses of the industries. If there is any ' 
rigidity in the rules, when you have 
come  forward with an  amending 
Bill, why not come forward witii an 
amendment to alter the rules in such 
a way that the industries are served, 
because if you stick on to the theory 
that they must have tangible or real 
assets, many of the smaller concerns 
will not be able to get any benefit 
As you may know. Sir, in the Punjab 
in places like JuUunder and Ambala 
a large number of cycle and sewing

factories has grown  up which need 
capital. If you ask  them  chat  tht̂ 
must  own a building or any  such 
thing, they will  hardly be able to 
provide that kind of security, though, 
otherwise, they may  essentially be 

very  sound  financial  enterprises. 
Therefore, I am rather worried about 
this particular matter. *

Though I welcome the amendment 

which seeks to extend the scope of 
the definition of ‘processing of goods*, 
yet I am sorry to find that the Minis­
ter of Revenue and Defence Expendi­
ture, either in his introductory speech 
or even in his reply, has not supplied 
us the facts as to the obstacles that 
stood in the way of further expand­
ing the scope of these financial insti­
tutions. In my opinion, these finance 

corporations are very important insti­
tutions, because we are going to have 
a  dec«itralised economy, and  the 
small-scale and medium-scale indus­
tries are bound to play a very im­
portant role in the same. But we find 
that a major portion of the State's 
money is invested in the banks or in 
government  securities.  If  Govern­
ment wanted to invest these sums in 
government securities, then there was 
no point in having special Institutions 
of this nature.  I would r̂ge the 
Minister to take  these things  into
consideration ând  have a thorough
enquiry  into  the matter  and  see
whether we can improve the work­
ing of these financial institutions so 
as  to give  greater help  for the 
develoiMnent  of  small-scale  and
medium-sized industries. This is very 
necessary,  because,  in  the  Second 
Five  Year Plan, we have  allotted 
nearly Rs. 40 crores to be provided 
by these organisations for the deve­
lopment of the private sector.

I welcome the provision relating to 
the formation  of joint finance cor-. 
porations, because we find that there 
have been some diflficulties felt in this 
regard by the smaller States and the 
Part C States.  Owing to paucity of 
resources and so on, they were not 
strong  enough financially  to have 
corporations of their own. The amend­
ment now proposed wUl enable them 
to overcome this difficulty by having



4951 State Financial 30 AUGUST 1956 Corporations (Amendment)
Bill

4952

[Shri K. K. Basu] 

joint finance corporations along with 
other States.

Then, I come to the provision which 

seeks to extend the scope of grant of 
loans even to cases where there is no 
real asset, on the  condition that a 
guarantee is given by the State Gov­
ernment, a scheduled bank or a State 

co-operative bank,  I do not know 
about  the  facts  given  by  Shri 

M. K. Moitra and Shri M. S. Guru- 
padaswamy, that the State Govern­
ment's guarantee may mvolve some 
sort of political pressure.

But that apart, what I am worried 
about is the rate  of  interest.  The 
Minister  has stated that  it is not 
possible  to  have  uniform  rates 
throughout the coimtrj’. When bank 
rates are uniform throughout India, 
why should,  we not insist on  the 
interest rate being placed at a certain 
percentage above the bank rate?

Shri A. C. GBha:  I do not  think
even the commercial  banks charge 
the same rate throughout India. Nor 
do I think that  even in the same 
State, uniform rates are charged for 
all parties.

Shri K. K. Basu: My whole  point 

is this. Tfiey charge a different rate, 
depending on the  credit-worthiness 
of the person concerned. The Minister 
is trying to justify different rates in 
the case of different  State financial 
corporations on the same ground. But 
my point is that these concerns being 
State institutions, we can say tiiat the 
rate of interest will be two or three 
per cent, above  the bank  rate.  In 
regard to the steel  plant which we 
are setting up with the collaboration 

of Great Britain, the interest charged 
is a certain percentage over the bank 
rate. I  would urge that a  similar 
thing could be  provided for in this 
case also.

If we really mean to help the small- 
scale and  medium-scale industries, 
then, obviously, we cannot have these 
hî  rates of interest. I concede that 
in the amendm̂ t  which my hon. 

friend has brought  forwara,  has 
tried to improve the position so that 
even if there are no tangible assets,

if the State Government or a State 
co-operative  bank or a  scheduled 

Dank can give a guarantee, accc»B- 
modation  could be given.  But you 
know very well that even a scheduled . 
bank or a co-operative bank is boû d 
to charge some extra interest; I do 
not know what the position will be 
in the case of the State Government. 
Therefore,  the  interest  rate whidi 
itself may work out  to  something 
very high; say, six per cent, or so, 

is bound  to go  further up; if  the 
guarantor also  going  to  charge 
some interest, say, one per cent, or so, 
then  the interest rate will be well 
over seven or eight per cent, which 
means that the small-scale industries 
will not be able to avail themselves 
of this benefit at all, while only some 

of the medium-sized  industries may 
be able to get the benefit

I would,  therefore, urge  that  the 
rate of interest should be so reduced 
that these small  concerns may  not 
have to pay interest at more than five 
per cent., including the interest they 
may have to pay to the guarantor.
I hope the Minister will try to bring 
about a sort of uniformity in the rate 
of interest, by having a common dis­
cussion with all these institutions.

With these words, I generaUy wel­
come the provisions of these clauses. 
But I hope the  Minister will soon 
come forward with further amending 
provisions to  ensure that  the real 
purpose for which Parliament passed 
the Act in 1951 will be served, that 

the  small-scale  and  medium-scale 
industries which are bound to play 
a very important role in our national  - 
economy are really benefited by  the
provisions of this Act, and  that  a
large percentage of the assets of the 
State Financial Corporations do  not 
lie bogĝ up in government securi­
ties or invested in the banks.

Shri Tek Chand  (Ambala-Simla): 
While offering my  supi>ort  to  the
main principles underlying the Bill,
I wish to utilise this opportunity  t» 
give my own reactions.  A perusal of 
the review of the  working  of  the
State Financial  Corporations,  sinee 
their inception, leads to certain mis­
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givings. I wish the report, which  is 
fairly voluminous, had given us some 
more details, in  particular,  details 
which ĥ d a bearing on the ratio oi 

the debts, which  have  turned  out 

doubtful or bad.

Certain comments were offered by 

Shri M. K.  Moitra and also by Shri 
M. S. Gurupadaswamy,  and I do not 
see eye to eye with the two speakers. 
Referring to page 19 of this review, 
Shri M. S. Gurupadaswamy subjected 
to  adverse  comment  the  general 
criteria  adopted  for  sanction  of 
financial  accommodation by the cor­
porations. He said that the safeguards 
had the effect of constricting rather 
than encouraging safe investment. It 
is  a  little  difficult  for  one  to 
appreciate  how  it  is improper 
on  the  part  of  a  financial 
corporation  to  take  into consi­
deration  the  financial  soundness 
of  the  concern  or  its  technical 
soundness or its capacity to offer ade­
quate security or satisfactory title, or 
in general, to  have  regard  to  its 
creditworthiness before advancing aid 
with a view to establishing the small- 
scale or medium-sized industries.

The other hon. Member took umb­
rage at the fact that a very large num­
ber of the applications which had been 
made could not be granted  financial 
aid. I contend that no doubt, the obj­
ect of the financial  corporation is to 
give financial aid, but this financial aid 
ought to be given to the worthy. If this 
factor is not taken into  accoimt, the 
result  will  be  that , unworthy 
applicants  for  financial  £iid will 
be  taking  the  funds  and 
frittering  them  away,  without 
benefiting  either  themselves  or 
the cou:itry. Therefore, a closer vigil­
ance or a greater watchfulness is abso- 
hitely necessary, in  order to see that 
the funds that are being made avail­
able for the development and  growth 
of small-scale industries are worthily 
and usefully utilised.
I wish there were material  before 

U3 today which would have enabled us 
to find out the extent of the bad debts. 
Regarding subvention, I have one seri­
ous objection. If the  object is, to give 
three per cent, dividend, then obvious­

ly, logically it follows that that is the 
amount of dividend which is expected 
to flow from the profitable working of 
these concerns. With crores of rupees 
to lend, it is really regrettable that the 
amotmt of net profit really came to no 
more than Rs. 15,000.

Then another criticism that one can 
justly  offer  4s  by  adopting 
the  comments  at  page  15. 
There  the  reviewers  themselves 
discovered  that  so  far  as 
the utilisation of funds was concerned, 
it was not with a view to subserve the 
real object of the Coriwrations but by 
way of advances and  deposits in the 
b£uiks.  That obviously means failure 
to carry out the intention of the Bill,

Then certain comments  have been 
made, and very aptly, regarding the 
very high expehse ratio. I do feel that 
the expense ratio should be watched 
with extreme care. No doubt, we have 
a clause in the Bill regarding inspect 
tions. To my mind, clause 21 hardly 
covers the requirements of vigilance 
and watchfulness that is really need­
ed. It is not so  much  the  scrutiny 
which is required regarding the workr 
ing of the Financial Corporations as 
regarding the working of  the  con­
cerns to which loans are being  ad­
vanced. I would much rather that this 
post mortem examination that is con­
templated by this Bill, that after the 
money has been spent—it  may  be 
well spent or ill  spent—if it is  ill- 
spent or wasted, there should be a 
scrutiny, while being remotely useful, 
is not useful, with a view to prevent 
waste.  It  is  just  like  closing 
the stable after the horse runs away. 
It would be much better if at  the 
time when there is an application, for 
loan, a proper, careful screening  is 
done as to the credit-worthiness of 
the applicant, and then periodically 
his affairs are checked  and revised 
and supervised with a view  to  see 
that the money is not being wasted. 
If there is any tendency towards ex­
travagance or waste, then of course 
it should be checked  or  prevented 
then and there. This type of inspection 
may be all very well to review mat­
ters but then this starts after it is too 
late. Therefore, it would perhaps  be
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advisable to draw up a plan and set 
up a machinexy whereby the  work­
ing of the loans or the application of 

the moneys advanced to the applicant 
may be periodically examined  and 
scrutinised.

I wish we had some report or some 
knowledge, either from the speech of 
hon. Minister or from this review, as 

to the quantity or amount  of  bad 
debts. Then we would be in a better 
position to offer comments. It will be 
an alarming state of affairs if  the 
statement made by Dr. Lanka Sunda- 
ram were really correct, namely,  50 
to 60 per cent, of the sums advanced 

are in the nature of bad debts.

Then there was one comment made 
that was hardly responsible, when it 
was said that sums were being ad­
vanced as a result of political favour- 
itiism. Making a statement like that is 
unfortunate,  especially  when  no 
attempt is being made to fortify it by 
any facts. It is all very well V> allege 
that it is as a result of political ex­
ploitation or political  pressure  that 
sums were being advanced. But there 
is nothing to substantiate an allega­
tion of this nature.

Shri A. C. Gaha: I have to  make 
only two or three observations.  All 
these things  have  been  mentioned 

previously also.

I am really grateful to  Shri  Tek 
Chand for drawing pointed attention 
to the charge of ix)litical favouritism. 
On the one hand, it has been men­
tioned that these Financial Corpora­
tions have not distributed any  loan 
at all; on the other hand,  the charge 
of political favouritism  is  levelled 
even before anything has been done. 
I do not think this is in any way es­
tablished. It is not fair to make  a 
charge of this nature on financial in­

stitutions.

I would  like to  say  one  thing. 
Members may get an  idea  of  the 
nature of the  loans  sanctioned  by 
these Coiporations if I mention that 
tiie total loans sanctioned—not  dis­

tributed—are  to  the  extent
of  Rs. 5 48 crores  and  the
number  of  applications  335.

So it  works not  to a  little  over 
Rs. li lakhs per application  on  an 

average. It would be apparent from 
this that  these  Coiporations  hare 
been catering, more or less, for medi­

um and small scale industries.

As regards  the  amount  of  bad 
debts, I think Shri Tek Chand agreed 
that it is as yet premature—after one 
or two years—to  say  that  certain 
debts have gone bad. But surely I 
can say that the allegation made  by 

Dr. Lanka Sundaram  is  absolutely 
unfounded. I have  said  previously 
also that as yet, we have  not  had 
any alarming picture of defaulting. I 
think, more or less, the parties have 
been  paying  their  instalments,  of 
principal as also  of interest.  There 
has  hardly  been  any  case  of 
defaulters not much at least.

Shri K. K- Basn: What is the  rea­
son for 50 per cent, of the sanctioned 

amounts not being drawn?

Shri A. C. Guha: I think  Shri M. 
S. Gurupadaswamy  mentioned  the 
rigorous conditions on page 19. There 
may have been  something in  that, 
though I do not agree that  credit­
worthiness should not be looked into. 
But anyhow, these Corporations have 
not been able to  give  much  loan. 
That explains the reason why  the 
parties have not been able  to  draw 

the sanctioned loans.

Shri K. K. Baaa: My question was 

different Even in the case of sanc­
tioned loans, 50 per cent, has not been 
drawn.

Shri A. C. Onlia: I think Shri K. K. 
Basu will recollect that similar cases 
also occurred in the case of the In­
dustrial Finance Corporation.

Shri K. K.
prove now. •

: You should  im-
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Mr. Deputy-Spcaker:  The question

is:

“That claiises 2 to 16 stand part 

of the Bill,”

The motion was adopted.

Clauses 2 to 16 were  added to  the 
Bill

Clause 17  ̂(Insertion of new section 
32A etc.)

Shri K. K. Basu: I beg to move:

(i) Page 6, line 23—

omit “managing agent or*’

(ii) Page 6, line 36—

omit “any managing agent or”

(iii) Pages 6 and 7—

omit lines 40 and 41 and lines 
1 to 8, respectively.

(iv) Page 8— 

after line 17, add:

“Provided  however,  that  all 
moneys payable to such  persons 

as aforesaid shall not be paid to 
them or become payable to them 
till the end of any enquiry if any 
such enquiry is pending or is de­
cided to be held for the misdeeds 
or mismanagement of such per­

sons”

My amendments are very simple. 
In clause 17, it is mentioned that when 
the management of a concern is taken 
over by the State Financial Corpora­
tion, it can appoint managing agents 
to run it. I want to do away  with 
this provision. I  say  this  because 
when  a particular industrial enter­
prise has been taken over by the State 
Financial Corporation, it means that 
the management of the particxilar in­
stitution has not been properly run. 
This is the  most  important  factor 
beeause when a loan was granted to 
a concern, the Corporation must have 
considered its credit-worthiness or its 
ability to pay back the loan and also 
its ability to utilise the loan proper­
ly. Subsequently, if the concern has 
not been properly utilising the money 
or has been frittering its assets away, 
Government would take it over.

I want to impose a c(mdition that 
managing agents shall not be appoint­
ed to run concerns taken  ovei  by 
Government  in  these circumstances. 

Apart from the question as to whe-; 
ther the managing agents have  be­
haved well or not, we know from ex­
perience, from the valued report ot 
the Enquiry Committee appointed, to 

investigate the affairs of the Industri­
al Finance Corporation after a great 

deal of discussion in this  House, how 
managing agents in  some  of  these 
undertakings,  the  Sodepore  Glass 
Works and others, have behaved.

Therefore, I assert that  managing 
agents should not be appoint̂  in 
such cases. Moreover, the entire pur­
pose of the Companies Act that  we 
have enacted is that in  course  of 
time, industrial management in  tiie 
shape of managing agents, should be 

done away with. We have said that in 
course of time Parliament  may  de­
cide and declare that  certain  indus­
tries shall not be managed by manag­

ing agents.
•

Therefore, I would like  to  urge 
upon Government that in this case 
when Government are  taking  over 
managements  of  certain  concerns, 

they should not hand over the mana­
gement back  to managing  agents, 
whoever they may be, because  of the 
record of misbehaviour of the mana­
ging agents in the past. Therefore, I 
think Government  will  accept  my 
amendment for restricting the powo: 
of the Government to appoint another 
managing agent in case a particular 
company or firm taken over by Gov­
ernment had been previously manag­

ed by the managing agent.

Then, I have another  amendment 
No. 4. It is to sub-clause (2) of sec­
tion 32D which is sought to be add­
ed. The first part says that there shall 
be no right to compensation on the 
termination of a contract There is no 
objection even though my hon. friend 
Shri V. B. Gandhi had some. We wel­
come it. Because of their past  mis­
behaviour  the  company*s  manage­
ment is being taken over and so they



4959 State Financial 30 AUGUST

[Shri K. K. Basu] 

have no right for compensation od 
the termination of the contract.

,  But further on, clause (2) says: 

“Nothing  contained  in  sub­
section (1) shall aflfect the right 
of any such managing agent  or 
managing director, or any other 
director or manager or any such 

person incharge of management 
to recover from  the  industrial 
concern,  moneys  recoverable 
otherwise than by way of  such 
compensation.”

Here, I want to put in a proviso:

“Provided however,  that  all 
moneys payable to such persons 
as aforesaid shall not be paid to 
them or become payable to them 
till the end of any aiquiry  if 
any  such enquiry is pending or 
is decided to be held for the mis­
deeds or mismanagement of such 
persons.”

I do not dispute their legal right 
or even moral right to get back any­
thing if they have invested or given 

as loan. But I want to restrict it. If 
an enquiry has been ordered to go into 
the conduct of the particular person 
or persons who worked as managing 
agents or managing directors,  whe­
ther they have misbehaved or  not, 
then no such money shall be  given 
till the enquiry  is  completed.  We 
know that an enquiry may take two 

years and these gentlemen, according 
to the Income-tax Investigation Com­
mission, might have  frittered  away 
these amoimts and  they  might  be 
beyond the clutches of the law. My 
amendment is very restrictive. I do 
not dispute the moral or  the  legal 
right of these persons to  get, back 
the money. But they should not get it 
back till the enquiry is  completed; 
oUkmrwiae it is not possible to recover 
from them, if necessary.

Shri A, C. Gnha: I think the  hon. 
Member has become allergic to the 
term ^managing agent’. I would wish 
him to look to the real implications 
of his amendment No. 2.  In his crus­
ading  zeal  against  the  managing
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agents, he has put in this  amend­

ment, without realising the implica­
tions thereof.  If accepted,  it would 

mean that the contract the  manag­
ing agent might have with the  in­
dustrial concern would continue even 
if the State Corporations would have 
taken over the concern.  Surely,  I 
hope his intention is not like that.

Shri BL K. Basu:  What about the
first one?

Shri A. C. Gnha: Now, I think, he 
has realised  the  absurdity  of  the 
amendment he has moved.

As for the first one,  I am  sorry 
that it is not possible for us to ac­

cept it  because,  even  under  the 
Indian Companies Act which we have 
recently passed, the managing agency 

system has not yet been completely 
abolished. It has some place, though 
restricted  and  circumscribed  with 
many conditions. In this context also, 
we do not like to eliminate the possi­
bility or chance of having a manag­
ing agent being appointed.

The third amendment is just conse­
quential to the first.

Shri K. K. Basu:  What about the
fourth one which is important?

Shri A. C. Gnha:  Regarding  the 
fourth one, in this Act, the State Fin­
ancial Corporations Act, there is no 
provision  for  any enquiry  of this 
nature. If the enquiry is held under 
the Indian Companies Act  or  some 
other Act, that Act will take care of 
such a contingency. So, I do not think 

it would be proper to provide in this 
Act for some contingency which might 
be arising out of some other Act  I 
am sorry I cannot accept the amend­
ment.

Mr. Deputy-Speaker:  The question

is:

Page 6, line 23— 

omit ‘̂ managing agent or̂

The moUon was negatived.
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Mr. Dcputy-Speaker:  The question

is:

Page 6, line 36—

omit “any managing agent or” 

The motion was negatived.

Mr. Dcpaty-Spcakcr:  The question

is:

Pages 6 and 7—

omit lines 40 and 41 and lines 

1 to a respectively.

The motion was negatived.

Mr. Depaty-Speaker:  The question

s:

Page a-

after line 17, add:

T̂rovided, however,  that  all 
moneys payable to such  persons 

as aforesaid shall not be paid  to 
them or become payable to them 

till the end oi any enquiry if any 
such enquiry is pending or is de­
cided to be held for the misdeeds 
or mismanag«nent of sucdi per-

The motion was negatived,

Mr. Depaty-Speaker:  The question

is:

•That clause 17 stand part  of 

the Bill.”

The motion was adopted.

Clause 17 toos added to the Bill. .

Clause 20.— (Amendment of  section 

37)

Shri K. K. Basn: Sir, I beg to move:

Page 9—
after line 33, odd:

*(c)  after sub-section  (1), the 
following sub-section shall be in­

serted, namely:

“(lA)  The  Comptroller  and 

Auditor General of India Shall be 
entitled to give such directives to 
such auditors or to  lay  down 
such rules and forms for conduct­
ing such  audit  and  the  audit 
shall be conducted according to 
such directives, rules and forms**.*

My amendment  is  very  simple. 

Sub-section (1) of section 37 of the 
main Act contains a proviaon for the 
Comptroller  and  Auditor-General 

doing audit work. What I want is that 
the Auditor-General shall also be en­
titled to give such directives to the 
auditors because we have a provision 

that it should be audited by an audi­
tor appointed by Government.  I <mly 
want that the Auditor-General shall 
be entitled to give such directives to 
such auditors or to lay down  such 
rules and forms for conducting sudi 

audit etc,

■Rie hon. Minister said earlier that 
our managerial expenses are  going 
down.  I am really worried because 
I have studied in some detail  some 
State Financial Corporations and their 
working. We do not seem  to  have 
gained much experience. If the earli­

est was established in  Bombay  and 
they  have  done  some  pioneering 
work, they must have incurred some 
administrative expenses. We have to 
take that experience into account to 
see whether such expenses are neces­
sary in establishing other Corporations.
I feel that many of the things c  ̂be 
improved upon and prevented, if tte 
Auditor-General were to  lay  down 
certain forms etc.; we can help the 
State Financial Corporations to some 

extent. The hon. Minister  may  say 
that under the Act there is a provi­
sion for the report to be submitted 
to the Reserve Bank of India. Unless 
Government use some other pressure, 
the Reserve Bank is  not  going  to 
look into the real working  of  the 
States Financial Corporations.  They 
are entitled to get reports but imless 
the Government so authorise  them, 
the Reserve Bank may not make any 
enquiry into the working.

I find in West Bengal only 16.4 per 
cent of the loans have been granted 
to the applicants. The Minister says 
there are difficulties  about  credit­
worthiness etc., and the manner  in 
which particular persons  apply far 

loans.

In the report itself 1 find another 
factor. As in the case of the bigger 
U.C. there is provision to examine
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the titles and other things. One re­
port says that  though  loans  were 
granted no building was purchased, 
Qo licences were given under the In­

dustries Development Act and it will 
take one or two years to utilise the 

loans advanced.

4 P.M.

That we want to put a stop to. It 
may be that Government can improve 
upon their methods. There  will  be 
several individual auditors who will 
audit the working of  the  different 
State Financial Corporations. I want 
only a standardised form to be intro­
duced as in the matter of  National 
Industrial Financial Corporations,  if 
I Dv\y be permitted to use that  ex­
pression, because in the case of the 
State Financial  Corporations,  they 
are in the same position as the In­
dustrial  Finance  Corporation  was 
before 1953 which was mismanaged. 
I have heard complaints from small 
people that though they are other­
wise creditworthy etc., the loans  are 
not being sanctioned by  a  peculiar 
group of persons who control these 
Corporations. We find  that  textUes 
and ceramics and similar types of in­
dustries have also got loans from the 
State Financial Corporations. In  the 
West Bengal there is so much  de­
mand for this. SmaU lead  manufac­
turers have been clamouring for the 
money; even from the private usurer, 
they are not getting money or getting 
money  at  higher  cost  for  their 
concerns.  Only 16 per cent  of  the 
assets are being utilised for loan; 40 
per cent of the assets are being utilis­
ed as deposit in banks and nearly 
50 per cent of such assets are being 
utilised  for  government  securities. 
Therefore, what I insist is that if a 
standardised form is made and the 
Auditor-Greneral is entitled to  give 
such directives, that they can probe 
into the affairs within the  compe­
tence of law and not as an enquiry 
that is to be made, that would meet 
the situation.

I would also urge upon the Minis­
ter of Finance why we should not

have the same kind of reporting in 
the sense that in the case of the In­

dustrial  Finance  Corporations,  we 
get the entire names of persons who 
have taken loans. In the case of the 
State Financial Corporations,  I  am 
told that no report is  given  about 

some of these smaller things and de­
tails. For instance,  the  textile  in­
dustry is lumped  together  and  an 
arithmetical average is given for  it 
as Rs. 1,00,000. It may be that  Rs. 10 

lakhs may  have  been  taken,  out 
of which Rs. 7 or 8 lakhs may have 
been taken  by  influential  persons 
and only a few people might  have 
got a lower limit You  cannot  say 
.that the average is Rs. 1,25,0000  per 
individual loan, because  from  such 

a statement one may deduce that the 

individual small industrialist has got 
that amoimt of money as loan.

I hope that there should be a uni­
form form in which the reporting has 
to be made. So far as the annual re­
port is concerned, it should be in the 
same form as in the  case  of  the 
National Industrial Financial Corpo­
ration. The details of the names uf- 

the persons who have taken  loans 
should be there. Therefore, the Audi­
tor-General should be authorised to 
give such directives and lay down a 
certain form in which audit is to be 
conducted, so that we may have uni­
formity throughout the country. That 
is my object in moving this amend­
ment

Shri A. C. Gnha:  This  ftmpnHing

clajise refers only to  the  appomt- 
ment of auditors just after the estab­
lishment of the State Financial Cor­
porations. In the beginning  it  may 
not be possible to have the meeting 
of the Board to appoint the auditors 
as provided in section 37 of the Act 
If this amendment is accepted, the 
new auditors, that is, the  auditors 
that will be appointed at first will 
be put in a discriminatory  position 
from the auditors who may be  ap­
pointed later.

Shri K. K. Basa;  Why?
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Shrl A.  C. Gnha:  Because  this
clause will be read only with this 

amendm̂ t

Shrl K. K. Basa: I have put in a 

separate sub-clause (c).

Shrl A. C.  Gaba:  Anyhow,  the
functions or the obligations  of  the 

auditors are put in  section 37 of the 
Act, and I do not think it is neces­
sary for us to accept an amendment 
of this nature, as I am afraid it will 
create difficulties for the new audi­

tors and it will introduce  discrimi­
nation between the new auditors and 

those that would come later.

Mr. De]Hity>Speaker: The  question

Page 9—

after line 33, add:

‘(c) after sub-section  (1),  the 
following sub-section shall be in­

serted, namely:

*‘(1A)  The  Comptroller  and 
Auditor-General of India shall be 
entitled  to give such  directives 

to such auditors or  to lay down 
such rules and  forms  for  con­
ducting such audit and the audit 
shall be conducted according  to 
such directives, rules and forms”/ 

The motion was negatived. •

Mr. Depaty-Speaker:  The question 

s:

“That clause 20 stand  part of 

the Bill”.

The motion was adopted.

Clause 20 was added to the Bill.

CUnse 21.— (Insertion of new 
section 37A)

8hri A. C. Gnha: I beg to move:

Page 10, lines 3 to 7—

for “The Central  Government 

may direct the Reserve Bank Id 
inspect  the  working  of  any 
Financial Corporation, and if so 
directed, the Reserve Bank shall 

cause an inspection to be made 
by <Hie or more of its officers, of

the Financial Corporation and its 

books and accounts”

substitute:  ‘The Reserve Bank 
at  any  time  may,  with  the 
approval of the Central Govern­
ment, and on being directed so to 
do by that  Government,  shall, 
cause an  inspection to be made 

by one or more of its officers of 
the working  of  any Financial 
Corporation  and its  books and 

accounts”.

This is just a drafting amendment. 

' Previously it has been put that ihe 

Reserve Bank is to have this inspec­
tion after the  Central Government 

directs  it to  do so, but  now  the 
Reserve Bank is to have this inspec­
tion with the approval of the Central 
Government, and also in special case* 

the Central Government may ask the 
Reserve Bank to do it, and in sudi 
cases the Reserve Bank shall conduct 
the inspection.  The inspection report 
will be submitted to the Central Gov­
ernment as also to the State Govern­
ment.  The  whole  thing  remain® 
more or less the same and only the 
first two lines have  been changed̂ 
which is just a drafting change.

Shri K. K. Basu: WiU  this report 
be a confidential report or form part 

of the annual report?

Shrl A. C. Gnha: It is not part oi
the annual report  The annual report 
will be submitted by the Board  of 
the Corporation.  But this will be a 
report of the Reserve Bank; it will to 
an inspection report and will be sub­
mitted to the Central Government ai 
also to the State Government cod- 

cemed.

Mr. Deputy-Speaker:  The questiop

is:

Page 10, lines 3 to 7—

for “The Central  Government 

may direct the Reserve Bank to 
inspect  the working  of  any 
Financial Corporation, and if so 
directed, the Reserve Bank shall 

'  cause an inspection to be made 
by one or more of its officers, of



496? State Financial 30 AUGUST 1956 Corporations {Amendment) 4968
Bill

[Mr. Deputy-Speaker] 

the Financial Corporation and its 

books and accounts”

substitute:  **The Reserve Bank 
at  any  time  may,  with  the 
£̂ proval of the Central Govem- 
ment, and on being  directed so 
do by that  Government,  shall, 

cause an  inspection to be made 

by one or more of its oflBcers of 
the working  of  any Financial 
Corporaticm  and its  books and 
accoimts**.

The motion was adopted.

Mr, D̂ aty-Speaker: The question
is:

**That clause 21,  as  amended, 

stand part of the Bill”.

The motion was adopted.

Clause 21, as  amended,  was  added 
to the Bill.

Clauses 22 to  25 iDcrc added to the 
Bill

Clause 1, the Enacting Formula and 
the Title were added to the Bill.

Slui A. C. Gnlia: I beg to move;

“That the Bill, as amended, be 
passed”.

Mr. Deputy-Speaker: Motion moved:

*That the Bill, as ameaded, be 
passed**.

Sliil li. Jeireswar Singb  (Inner 
Manipur):  I am going  to refer  to 
certain points about which  nothing 
has been motioned in the course of 
the discussion that we were  having. 
Not a single speaker has mentioned 
about them............

Mr̂ Deputy-Speaker: Those deficient 
cies are not to be made up in the Third 
Reading stage—̂ what has been done 
during the Second Reading and what 
ought to be done. This is the Third 
reading stage.

Shrl L. Jogeswar Singh: This is in 
connection with the provision relating 

to Part C States.  Here provision has 
been made to form  Joint Financial 
Corporation for Part C States

We have seen in the list that Finan­

cial Corporations  had  already been 

established  in  Punjab,  Saurashtra, 
Bombay, Travancore-Cochin,  Hyder­

abad, West Bengal, Assam, Bihar, U.P. 

Rajasthan, etc., but not in any Part C 
State such as Delhi, Himachal Pradesh, 
Manipur and Tripura. By the passing 
of this Bill, these Part C States will 

be enjoying the benefits of these Cor­
porations. For a long  time all thes« 
Part C States have not been enjoying 

or rather they have been deprived of 
the advantage of enjoying the benefits 
of loans already extended to medium 
and small-scale industries. If this Bill 
had been passed long ago, these Part 
C States would have been given the 
advantages and facilities that had been 

extended to the other States.

Provision  has  again  been  made 

regarding the jurisdiction of the Fi­
nancial Corporations which have been 
in existence in the  other States—̂it 

may be extended to the neighbouring 
States. In  the  case of  Tripura and 
Manipur, the situation is such if they 
form a Joint Financial  Corporation 
for  Assam,  Manipur  and  Tripura 
together,  the  jurisdiction  of  the 
Assam  Financial  Corporation  may 

have  to  be  extended  to  Tripurm 
and .Manipur. But here is a difficulty. 
Whenever the jurisdiction is extended 
from Assam to Tripura and Manipur, 
the  headquarters  is  situated  in 
Shillong, and so the financial activities 
of all these loans  available will b* 
concentrated in Shillong.

My suggestion is  this.  Whenever 
there  are  such  joint  corporation̂ 

there should be more than one head­
quarters. For instance, the jurisdiction 
of the Assam Corporation extends to 

Tripura  and  Manipur  and so there 
should be a branch of this Corporati­
on in Manipur and Tripura. For Delhi 
and Himachal Pradesh there may be 
an amalgamated corporation with that 
of the Punjab or  these  States may 
themselves form into a corporation.

There is another important  point. 
People are now disgusted with thes* 
mcmetary organisations. In Manipur 

State, many banks were  liquidated.
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The Tripura Modem Bank, the Assam 

Bank, the Calcutta Commercial Bank 

all have he&a, liquidated  and  public
money has been misused. There have 
been embezzlements and frauds to the 

tune  of  forty  lakhs  of  Rs.  and 
the  people  had  deposited  money 

in  these  banks.  They view  these 
things  very  seriously.  So,  the 
provision  regarding  the  inspection 
cf the working of these corporations 

should  be  effectively  implemented. 

The working of the banks or corpora­
tions should now and then be inspect­
ed by the auditors so that the public 
money may not be squandered.  Only
• then, the public will have faith and 
confidence  in  the  banks  and 
corporations.

We  have  many  small-scale  and 

cottage industries in our part of the 
country. Manipur and  Tripura «ire 
economically  backward  areas.  The 
most backwsLTd areas are the Central­
ly-administered areas.  So, this faci­
lity has to be extended to those areas, 
so that their economic condition can be 
improved. I welcome  this Bill so far 
as it realates to the Part C States.

Shri N. R. Muniswamy  (Wandiwa- 
wash):  I welcome this  Bill as  the
difficultie.'; which have  been  experi­
enced are now sought to be removed 
by this Bill.  In tlie  context of  the 
planned industrial  development  and, 

the Second Plan and the other Plans 
that are to come, I have to make one 
suggestion.  The  previous  speakers 
brought to limelight some of the diffi­
culties and also how the  corporations 
were working  in an  unsatisfactory 
way.  Several suggestions have been 
made and I do not want to take much 
of the time of the House.

I shall deal with only one aspect of 
the problem and be done with it.  My 
friend here, on  this side,  suggested 
something about the audit of the affairs 
of the financial corporations and sug­
gested several methods.  I have gone 
through this document very carefully; 
it has been placed in the library for 
the benefit of the  Members.  I  find 
one small lacuna.  The affairs of the 
financial corporations are being audit­
ed by two auditors, one appointed by

ftie State Government in cxmsultatiat 

with the  Auditor-General and fbm 
other by election in a certain maimer. 

It has been apprehended that  laig» 
amoimts of money are likely to  be 

spent or wasted and that  ultimately 
they maj»̂ ask for waiving or writing 
off that amount.  With a view to avcod 
such a contingency, I suggest that w» 
should have an  accountant.  Thoû  
there is no legal basis for the appoint­
ment of an accountant from the side 
of the corporation,  there is  nothing 
wrong on its part to send an account­
ant the moment the  loan is  granted 
and money is advanced.  Loans run 
into lakhs according to the assets, the 
nautre of the work and the position 
and importance of  the industry. He 
will sit tight on the moî  deposited 
in the scheduled  bank Ad as  and 
when money is drawn and sp̂ t from 
the loan he  has  to  account  for it 
Auditing is one thing and accoimting 
is another thing.  Audit comes in after 

the money is  spent  and  th  ̂ tiie 
remarks are made  by the  auditors. 

The work of the accoxmtant is not of 
that type.  He  has to see the  r̂ e- 
vancy or the  utility of the  money. 
So, he will be in a position to see that 
the money is not unnecessarily spent. 
In order to avoid  the loss of such 
fabulous amounts, it is better that an 
accountant is also  appointed  by the 
corporation, though  that  accountant 
cannot be said to have any legal res­
ponsibility as per this BUI.  There is 
nothing wrong  and  a man  can  be 
.deputed at the cost of the State Gov­
ernment or the corporation.  He will 
go and sit there and check the amount 
and also the  accounts as  and when 
the money is drawn and  spent.  He 
should, first of all,  be satisfied  that 
the money is needed  for a  genuine 
expenditure and thtn only it cotild be 
spent.  With these  remarks, I  ccon- 
mend this Bill.

Shri Achuthan (Crangannur): Sir, 
I will be very brief.  The House has 
welcomed  the Bill.  During the last 
three years,  from 1953  onwards, we 
have set up thirteen coiporations. We 
have issued about fifty per cent of the 
money sanctioned i.e., Rs. 5*5 crores 
were sanctioned and half of that has
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been distributed.  That depicts not a 

very encouraging picture of the work 
done by the State  corporations.  We 

expected that there will be a rush to 
these corporations, when  these were 
set up; and Mso that the industrialists 

and other s would take advantage  of 
these to improve the existing concerns 

and also to st̂rt new ones.

From the report, we are not able 
to see what they have done in carry­
ing out the provisions  contained  in 
section 25 (a), (b) and (c).  Are they 
there to give loans alone?  Did they 
undertake to  guarantee  debentures, 
etc.?  My State  stands  first in  the 
percentage of disbursement of  loans; 

it has alsô he lowest percentage  of 
administrate expenses.  I am proud 

of it  But, when I enquired about it 
there, there was a  complaint.  They 
say that it is a cumbersome procedure 
and people feel it better to approach 
big persons and  have Rs. 25,000  or 
Rs. 50,000 as loan  than approachmg 
these corporations.  They were saying 
like that.  That apprehension must be 

removed.  It must  be made possible 
for industrialists, if  they are credit­
worthy, to apply and get loans with­
out much difficulty.  Favourable con­
ditions must be created by the Gov­
ernment with regard to the required 
certificates, registration and  all that, 
so that it may serve as an incentive to 
industrialists and business people  to 
approach  these corporations without 

going to other people for help.  As far 
as I know this is the only instituUwi 
which will advance  money to  small 
industrialists.  With regard to agricul­
turists we are going to have co-opera­
tive societies and land mortgage banks. 
With regard to big industrial  people 
we have the Industrial  Finance Cor­
poration,  Development  and  Credit 
Corporation  and  many other  insti­
tutions.  As far as I know, this is the 

only institution which gives money to 
the  small-scale,  medium-sized  and 
cott-ajse industries.  And  that is  the 
one thing which we want in the next 
Five Year Plan to be decentralised and 
expanded.  In my State that is the 
only solution.  Shri C, D. Deshmukh,

our  ex-Finance  Minister, when  He 
was touring in my State told me that 
with regard to Travancore-Cochin tne 
only solution was to  see that  small- 
scale industry was spread out, and by 
that only we could solve the problem 
of imemplojrment and economic deve­

lopment of the State.  Therefore, the 
Government must see  that the State 
Financial Corporations work  properly 

and  people must  be  attracted  for 
borrowing money from these corpora­

tions. -

Sliri K.  K.  Basn: Mr. Deputy-
Speaker, Sir, I have already said a 
good deal of what I have got to say 
on this  particular  Bill.  I  welcome 
certain  provisions of this  amending 
Bill.  It is definitely an improvement 
on what it was before.  As my friend, 
who spoke just before me, has said, 
not only in Travancore-Cochin but in 
many other  States  small-scale  and 
cottage industries have got to play a 
very important role.  I referred to the 
small-scale engineering  firms  round 
about the  Calcutta  industrial area 

which are badly in need of finance and 
which do not get any loans inspite of 
their making many applications.

Sir, I would only emphasise on one 
point.  As the power is being taken 
by the new amended provision for the 
Reserve Bank of India to enter into 
the affairs suo moto of these corpora­
tions—̂I think that*is the implication 
of the new amendment—̂and as  the 
Finance Minister,  however  much  I 
wished, did not accept my amendment 
authorising  the Auditor-General  to 
give such directives to the auditor who 
may be appointed by the Government 
on his advice, the  Reserve  Bank  of 
India must probe into the affairs of all 
the State Financial Corporations  and 
give a comprehensive report, as in the 
annual  reports  on  banking  and 
currency or  the co-operative  banks 
and in much more details than what 
is published in the annual reports Off 
the State Financial Corporations.  AU 

of us want to see that  these  State 
Financial  Corporations work in  the 
proper spirit in which  this Act  was
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enacted, so that our small and medium 
sijed industries get  the  benefit  of 

these corporations.

Therefore, I would only request the 
hon. Minister to  direct the  Reserve 
Bank immediately to give a compre­
hensive report, to see that the defects 
are removed and to improve upon the 
working of the State Financial Cor­
porations.  A  comprehensive  report 

should be given to the public and the 
nation, because it is the nation that 
has invested money in this particular 

concern.  We  should  see  to  what 
extent these State Financial Corpora­
tions can work to the benefit of  the 
country, to help the economic deve­
lopment of the country and the entire 
nation.  That is the only request that 
I have to make to the Minister.

Shri A.  C.  Guha:  Mr.  Deputy-
Speaker, Sir, I am  thankful to  the 
Members for the general support they 
have extended to this amending BilL 
I think I should first reply to Shri L. 
Jogeswar Singh.  I can appreciate his 
anxieties about his own region, Mani­
pur and Tripura,  If  the jurisdicticm 
of any corporation is extended beyond 
the boundaries of one State, I think it 
may be really necessary for that cor­
poration to have branch offices-  There 
is no bar to that.  In fact, if Manipur 
and Tripura  ever combine with  the 
Assam  State  Financial  Corporation, 
then their Governments may ask the 
Assam State Financial Corporation or 
the Assam Government  to  establish 
local branches.  That may also be in 
the interests of the corporation itself 
to expand its business.

Then he said something about bank 
liquidation.  That  has nothing to  do 
with this Bill.  But yet I  hope  that 
the question of bank liquidation  has 
now become a thing of the past.  We 
expect  that we shall not  any more 

near of bank liquidation at least  on 
the scale that we have seen in Bengal 

and other places.

About fhe Manipur State Bank  in 

his own State, I am not quite sure bus 
I q>eak subject to correction, that

State Bank of India has rfcently 
ducted an inspection of thkt Manipur 

State Bank.  At least the State Bank 
and the Reserve Bank are both interst- 
ed in doing something about the small 

banks working in Part C States.

Shri N. R. Muniswamy said somê 
thing about an accountant.  I cannot 

understand  w&at  he  really means. 
Surely, aU  these corporations  have 
their  own  accountants,  and  under 

section 27(1) of the Act.....

Shri K. K. Basu: As soon as a loan 
is granted the loanee company should 
have an accountant of its choice.

Shri A. C. Guha: That will add to 
the charge of  that  company.  They 
want loan to be given at a low rate of 
interest.  If they are given a loan of 
Rs. 10 lakhs or Rs. 20 lakhs, and an 
accountant is just imposed on them, I 
think no company would come for loan 

to these corporations.

Shri K.  K.  Basa:  Just  like  a

durwan..........

Shri A. C. Gnha; For the safety of
the investment  uiider  section 27(1) 
the State Corporations have got suffi­
cient power to impose necessary con­

ditions.

I qmte appreciate that  the people 
should be attracted to apply to these 
corporations and the sanction at loans 
should be made easier.  There should 
not be so  many formalities and  so 
much delay in  the sanction of these 
loans.  I think the Reserve Bank will 

look into the matter.

As Shri Basu  has  suggested,  the 
Reserve Bank will surely inspect these 
corporations in an effective and effi­
cient manner and our amendment, as 
he has just  pointed out,  gives  the 
Reserve Bank authorities and  power 
suo moto to conduct an inspection. As 
I said earlier, that would be an annual 
feature and a regular feature.

Shri K. K. Basa: They must publish 

the report.
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Shil A. C. Gnlia: I hope the Bill, as 
amended, would be passed.

Mr. Deputy-Speaker: The  question

Is:

*That the Bill, as amended, be

The motion was adopted.

RESOLUTION RE DRAFT  MINING 
LEASES (MODIFICATION OF 

TERMS) RULES

Mr. Depaty-Speaker: We will now 
take up the resolution regarding Draft 
Mining Leases (Modification of Terms) 
Rules.  Two hours, have been allotted 

for this.  -

The Minister of Natural Resources 
(Shri K. D, Malaviya): Sir, I beg to 

move:

‘This House approves the draft 
Mining Leases  (Modification  of 
Terms) Rules, 1956, framed under 
sub-section (1) of section 7 of the 
Mines and  Minerals (Regulation 
and Development) Act, 1948  and 
laid on |he Table of the House on 
the 22nd August, 1956”.

I have nothing to add to the reso­
lution except  that  these  are very, 
important  amendments  which  have 
been made in order to bring the terms 
and conditions of the existing mining 
leases in conformity with  the latest 
Mineral Concession Rules.  There were 

large areas under these existing  old 
mining  leases  held  by parties who 
could  not  manage  it.  They  could 
neither assess nor utilise the mineral 
wealth for the nation’s benefit. There­
fore, it is considered necessary that 
they should all be brought in confor­
mity with the existing Mineral Con­
cession Rules.  So I submit  that we 
should receive  the sanction  of  tiie 

House to this.

Mr.  Deputy-Speaker:  Resolution

moved:

“This House approves the draft 
Mining Leases  (Modification  of

Terms) Rules, 1956, framed under 
sub-section (1) of section 7 of the

•  Mines and  Minerals (Regulation 
and Development) Act, 1948  and 

laid on the Table of the House on 

the 22nd August, 1956*’.

Sliri N. C. Chatterjee (HoogWy): 
May I just request the hon. Minister, 
Sir, to give us a little more explanation 
of the more important features? He 
has dealt with it in such a v̂ay that 
he has practically given us no infor­
mation, nothing to elucidate.  He has 
not said what exactly are the points.

Mr.  Deputy-Speaker: The  hon.
Minister has taken it for granted that 
all Members are now conversant with 
the Rules because they were placed on 

the Table of the House some time ago. 
Even then, it would be better if the 
hon. Minister gives some  elucidation/ 

of the change.?, what  the new rules 
contain, what is  the  object  of the 

changes, etc.

Shri N. C. Cfcatterjee: I can also 
assure the  hon.  Minister  that  the 
mining interests which are affected by 
these rules, have been  deeply per­
turbed, and they have been complain­
ing that they have got many grievances 
and that they have  tried to  contact 
the hon. Minister many a time as well 
as the Committee, to make their repre­
sentation.  We want  to know what 
those grievances are and how far they 

are going to be met.

Shri Feroze  Gandhi (Pratapgarh 
Distt.—̂ West cum Rae Bareli Distt.— 
East): Further, the hon. Members may 
complain that they have not heard the 
Minister’s speech, because there is no 
quoriom now.  The quorum bell may 

be rung.

Mr. D eputy-Speaker: Shri  Feroze

Gandhi is more solicitous about  the 
Members  who  are  not  here.  The 
"quorum bell is being rung—̂ Yes, now 
there is quorum.  The hon. Minister 

may continue. ^

Shri K. D. Malaviya: I am surprised 

that  my  hon.  friend  Shri N. C. 
Chatterjee feels that these rules have




