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8.0

LEARNING OBJECTIVES

After studying the unit, you shall be able to :
 Understand the importance of bank lending.
 Explain Categories of Advances
 Discuss Priority Sector Advance
 Understand the importance of Credit Monitoring
8.1

INTRODUCTION

While discussing the functions of commercial banks, we have discussed the types of
loans sanctioned by the commercial banks. As lending of the bank funds is another
primary activity of banks, it warrants a detail discussion on it. This unit will help you to
understand the various aspects related to loans and advances in general and Priority
Sector advances in particular. Efficient management of Loans and Advances portfolio
has assumed greater significance as it is the major asset of the banks having direct
impact on its liquidity and profitability. In the wake of the continued tightening of norms
of income recognition, asset classification and provisioning, increased competition and
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emergence of new products and new types of risks in the financial sector, it has become
essential that credit functions are strengthened. Success of a bank largely depends on
how effectively it manages and controls credit portfolio and credit risks.
8.2

CATEGORISATION OF BANK CREDIT

Bank loans can be categorised depending on various factors like, repayment, purpose,
deployment of funds etc. We can discuss them as follows:
I.

II.

III.

IV.

Based on Repayment:
 Demand Loans are loans which are repaid on demand, granted mostly
for short period.
 Term Loan is granted for a relatively longer duration, which are repaid
in instalments.
Based on Security:
 Secured Loan is that loan which is secured by any asset.
 Unsecured loans are devoid of security except personal guarantee.
Based on Purpose:
When the loan is granted for a particular purpose like, housing, education,
business etc. then the nomenclature derives from the purpose.
Deployment of Funds:
Most of the loans and advances require parting of funds or money. These are
called fund based loan or fund based limits. In certain types of loan fund is not
deployed like Letter of Credit or issuance of Guarantee in which a contingent
liability is created. These types of advances are called Non-fund based loans.

In another type of classification, we classify all loans and advances in to Non -Priority
sector advances or Commercial Lending and Priority sector Advances or directed credit.
Though all loans and advances boost the economy, still some sectors are earmarked for
accordance of priority under the direction of the Govt./RBI. This latter category is called
priority sector advance or Priority Sector Lending (PSL).
8.3

PRIORITY SECTOR LENDING

The term priority sector lending was first properly defined by the Dr. K.S.
Krishnaswamy in the year 1972 to monitor the priorities of bank’s credits in various
societies of the economy.
As per the RBI Circular dated July 7, 2016, eight categories have been identified under
the head of priority sector lending which are:
1. Agriculture (which includes the sub-categories namely Farm credit, Agriculture
Infrastructure and Ancillary activities).
2. Micro, Small and Medium Enterprises
3. Export Credit
4. Education
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5.
6.
7.
8.

Housing
Social Infrastructure
Renewable Energy and
Others.

Presently, the total Priority Sector Lending contribution for domestic scheduled
commercial banks and the foreign banks with 20 branches and above is 40 percent of
the Adjusted Net Bank Credit or Credit Equivalent Amount of Off-Balance Sheet
Exposure, whichever is higher and the foreign banks with less than 20 branches have to
achieve this target of 40 percent in a phased manner by 2020. . The Sub-targets fixed
are 18 percent for Agriculture sector, 7.5 percent for the Micro Enterprises and 10
percent in the category of ‘Advances to Weaker Sections’. Achievement under various
targets and sub-targets is mandatory for all the commercial banks as notified by RBI.
8.4

AGRICULTURE

Since agriculture assumes greater significance in our economy, greater thrust is exerted
on this score and accorded top priority. The credit needs of a farmer met through broad
categories of advances, which includes both direct and indirect finance.
The lending to agriculture sector has been defined which includes:
(a) Farm Credit (which will include short-term crop loans and medium/long-term
credit to farmers)
(b) Agricultural Infrastructure and
(c) Ancillary Activities.
We can discuss the above sub-sectors as follows:
8.4.1 Farm credit
A. Loans to individual farmers [including Self Help Groups (SHGs) or Joint Liability
Groups (JLGs), i.e. groups of individual farmers and Proprietorship firms of farmers,
directly engaged in Agriculture and Allied Activities, viz., dairy, fishery, animal
husbandry, poultry, bee-keeping and sericulture. This includes:
i) Short term Crop loans to farmers repayable within one year for short duration
crops. This loan generally serves the purpose of working capital.
ii) Medium and long-term loans to farmers for agriculture and allied activities (e.g.
purchase of agricultural implements and machinery, pump-sets and other
developmental activities undertaken in the farm)
iii) Loans to farmers for pre and post-harvest activities.
iv) Loans to farmers up to ₹50 lakh against pledge/hypothecation of agricultural
produce (including warehouse/cold storage receipts) for a period not exceeding
12 months.
v) Loans to distressed farmers indebted to money lenders.
vi) Loans to farmers under the KCC Scheme.
vii) Loans to small and marginal farmers for purchase of agricultural Land for
agricultural purposes.
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B. Loans to corporate farmers, farmers’ organizations/companies of individual farmers,
partnership firms and co-operatives of farmers directly engaged in Agriculture and
Allied Activities, viz. diary, fishery, animal husbandry, poultry, bee-keeping and
sericulture up to an aggregate limit of ₹2 crore per borrower.
8.5

KISAN CREDIT CARD (KCC)

Kisan Credit Card Scheme aims at providing need based and timely credit support to
the farmers for their cultivation needs as well as non-farm activities and cost effective
manner.
To bring about flexibility and operational freedom in credit utilisation. Under the
scheme, Branches may issue Kisan Credit Cards to the farmers who are otherwise
eligible for sanction of short term credit for crop production, allied activities and other
non-farm activities.
The farmers should come from the operational area of the Branch.
The farmers under the scheme will be issued a credit card-cum-passbook
incorporating the name, address, particulars of land holding, borrowing limit / sublimits, validity period, etc. to facilitate recording of the transactions on an on-going
basis. The passbook, among others, would provide for a passport size photograph of the
beneficiary.
The beneficiary farmer should produce the passbook while operating the account.
Banks should ensure that the expected incremental income should be adequate to repay
the advance leaving sufficient balance for farmer’s domestic needs.
Quantum of Finance and margin
For production / short term purposes - Loan amount will depend upon the type of crop,
area under cultivation and scale of finance.
 Short term working capital - For ancillary activities and minor investment of
medium term nature.
 Short term credit for consumption / domestic needs to the extent of upto 25 percent
of gross estimated income of the farmer and maximum Rs.50,000/=.
 Finance against storage receipts / produce marketing may be considered maximum
upto 50 percent of the price of the produce prevailing at the time of storage /
sanction of loan. Limits / advances upto Rs.10 lakhs per farmer can be extended for
a maximum period of 12 months. However, the amount of finance to the extent of
net of loan may be made available to the farmer.

Here, it should be noted that:
 While fixing the limit, the Branch may take into account the entire production credit
requirements of the farmer for the full year, including the credit requirements of the
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farmer for the ancillary activities related to crop production such as maintenance of
agricultural machinery / implements, electricity charges, etc.
The credit limit could also provide for allied activities and non-farm credit needs
of the borrowers.

Type of Facilities: Though revolving cash credit is very common other types of loan
facilities may also be considered.
Security







8.6

Upto Rs.1,60,000/= : D. P. Note Hypothecation of standing crops
Above Rs.1,60,000/= : D. P. Note Hypothecation of standing crops Mortgage of
land / Collateral security.
Here it should also be noted that:
In case the value of land mortgaged is adequate, no other security should be
obtained.
For finance against Government warehouse receipts, mortgage may be waived.
Waiver of mortgage of land in deserving cases may be considered as per security
norms.
The RBI norms on security should be strictly adhered to.

AGRICULTURE INFRASTRUCTURE

i) Loans for construction of storage facilities (warehouse, market yards, godowns cold
storage and silos) to store agriculture produce/products, irrespective of their
location.
ii) Soil conservation and watershed development
iii) Plant tissue culture and agri-biotechnology, seed production, production of biopesticides, bio-fertilizer, and vermi culture.
iv) For the above loans, an aggregate sanctioned limit of ₹100 crore per borrower from
the banking system, will apply.
8.7

ANCILLARY ACTIVITIES

i) Loans up to ₹5 crore to co-operative societies of farmers for disposing of the
produce of members.
ii) Loans for setting up of Agri-clinics and Agribusiness Centres.
iii) Loans for Food and Agro-processing up to an aggregate sanctioned limit of ₹100
crore per borrower from the banking system.
iv) Loans to Custom Service Units managed by individuals, institutions or
organizations who maintain a fleet of tractors, bulldozers, well-boring equipment,
threshers, combines, etc., and undertake farm work for farmers on contract basis.
v) Outstanding deposits under RIDF and other eligible funds with NABARD on
account of priority sector shortfall.
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For the purpose of computation of achievement of the sub-target, Small and Marginal
Farmers will include the following: 






8.8

Farmers with landholding of up to 1 hectare (Marginal Farmers). Farmers with a
landholding of more than 1 hectare and up to 2 hectares (Small Farmers).
Landless agricultural labourers, tenant farmers, oral lessees and share-croppers,
whose share of landholding is within the limits prescribed for small and marginal
farmers.
Loans to Self Help Groups (SHGs) or Joint Liability Groups (JLGs), i.e. groups of
individual Small and Marginal farmers directly engaged in Agriculture and Allied
Activities, provided banks maintain disaggregated data of such loans.
Loans to farmers' producer companies of individual farmers, and co-operatives of
farmers directly engaged in Agriculture and Allied Activities, where the
membership of Small and Marginal Farmers is not less than 75 per cent by number
and whose land-holding share is also not less than 75 per cent of the total landholding.
MICRO, SMALL AND MEDIUM ENTERPRISES (MSMEs)

MSME stands for Micro, Small, and Medium Enterprises. In accordance with the Micro,
Small, and Medium Enterprises Development (MSMED) Act in 2006, the enterprises
are classified into two divisions.
1. Manufacturing enterprises – engaged in the manufacturing or production of
goods in any industry
2. Service enterprises – engaged in providing or rendering services
On 1st June, 2020, the Union Cabinet headed by Prime Minister Narendra Modi
officially revised the MSME definition. The recent changes in the definition of micro,
small, and medium-sized enterprises.
The investment and turnover figures were changed to larger values, thereby resulting in
a larger number of medium-sized enterprises.
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The changed definition was to be implemented via an amendment that would further
refine the business scenario for Indian enterprises. The Union Cabinet had approved the
amendment to change the criteria to classify MSMEs from “investment in plant and
machinery” to “annual turnover.”
According to Finance Minister Nirmala Sitharaman ,the changes made will bring about
many benefits that will aid MSMEs to grow in size.
This was made under Atma-nirbhar Bharat Abhiyaan Economic Package to assuage
India’s economic predicament amidst the pandemic.
Having created 11 crore job opportunities in India while contributing to the GDP by
29%, we can say that MSMEs are the heart of the Indian economy. And the change in
the definition will enable Indian enterprises to carry out their businesses better.
Bank loans to Micro, Small and Medium Enterprises, for both manufacturing and
service sectors are eligible to be classified under the priority sector as per the following
norms:
8.8.1 Khadi and Village Industries Sector (KVI)
All loans to units in the KVI sector will be eligible for classification under the sub-target
of 7.5 percent prescribed for Micro Enterprises under priority sector.
8.8.2 Other Finance to MSMEs
i) Loans to entities involved in assisting the decentralized sector in the supply of
inputs to and marketing of outputs of artisans, village and cottage industries.
ii) Loans to co-operatives of producers in the decentralized sector viz. artisans, village
and cottage Industries.
iii) Credit outstanding under General Credit Cards (including Artisan Credit Card,
Laghu Udyami Card, Swarojgar Credit Card, and Weaver’s Card etc. in existence
and catering to the non-farm entrepreneurial credit needs of individuals).
iv) In terms of revised guidelines issued by Department of Financial Services, Ministry
of Finance, dated September 24, 2018, Overdraft limit to Pradhan Mantri Jan-Dhan
Yojana (PMJDY) account holder has been raised to ₹10,000/-, age limit of 18-60
years has been revised to 18-65 years provided the borrower’s household annual
income does not exceed ₹100,000/- for rural areas and ₹1,60,000/- for non-rural
areas and there will not be any conditions attached for overdraft up to ₹2,000/-.
These overdrafts will qualify as achievement of the target for lending to Micro
Enterprises.
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To ensure that MSMEs do not remain small and medium units merely to remain eligible
for priority sector status, the MSME units will continue to enjoy the priority sector
lending status up to three years after they grow out of the MSME category concerned.
8.9

EXPORT CREDIT

During the first financial year of operation, Export Credit subject to a limit of up to ₹
40 crore per borrower will be classified as priority sector. However, for subsequent
financial years only incremental export credit over corresponding date of the preceding
year, up to 2 per cent of ANBC shall be treated as priority sector.
Export credit includes pre-shipment and post-shipment export credit (excluding offbalance sheet items) as defined in Master Circular on Rupee / Foreign Currency Export
Credit and Customer Service to Exporters issued by Department of Banking Regulation.
8.10

EDUCATION

Loans to individuals for educational purposes including vocational courses up to ₹10
lakh for studying in India and ₹20 lakh for study abroad, irrespective of the sanctioned
amount, will be considered as eligible for priority sector advances.
8.11

HOUSING

Loans to individuals up to ₹35 lakh in metropolitan centres (with population of ten lakh
and above) and loans up to ₹25 lakh in other centres for purchase/construction of a
dwelling unit per family provided the overall cost of the dwelling unit in the
metropolitan centre and at other centres does not exceed ₹45 lakh and ₹30 lakh,
respectively. The housing loans to banks’ own employees will be excluded. As housing
loans which are backed by long term bonds are exempted from ANBC, banks should
either include such housing loans to individuals up to ₹35 lakh in metropolitan centres
and ₹25 lakh in other centres under priority sector or take benefit of exemption from
ANBC, but not both.
Loans for repairs to damaged dwelling units of families up to ₹5 lakh in metropolitan
centres and upto ₹2 lakh in other centres.
Bank loans to any governmental agency for construction of dwelling units or for slum
clearance and rehabilitation of slum dwellers subject to a ceiling of ₹10 lakh per
dwelling unit.
The loans sanctioned by banks for housing projects exclusively for the purpose of
construction of houses for Economically Weaker Sections (EWS) and Low Income
Groups (LIG), the total cost of which does not exceed ₹10 lakh per dwelling unit. For
the purpose of identifying the economically weaker sections and low-income groups,
the family income limit is revised to ₹3 lakh per annum for EWS and ₹6 lakh per annum
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for LIG, in alignment with the income criteria specified under the Pradhan Mantri Awas
Yojana.
Outstanding deposits with NHB on account of priority sector shortfall.
8.12

SOCIAL INFRASTRUCTURE

Bank loans up to a limit of ₹5 crore per borrower for building social infrastructure for
activities namely schools, health care facilities, drinking water facilities and sanitation
facilities including construction/ refurbishment of household toilets and household level
water improvements in Tier II to Tier VI centres.
8.13

RENEWABLE ENERGY

Bank loans up to a limit of ₹15 crore to borrowers for purposes like solar based power
generators, biomass-based power generators, wind mills, micro-hydel plants and for
non-conventional energy based public utilities viz. street lighting systems, and remote
village electrification. For individual households, the loan limit will be ₹10 lakh per
borrower.
8.14

OTHERS

Loans not exceeding ₹50,000/- per borrower provided directly by banks to individuals
and their SHG/JLG, provided the individual borrower’s household annual income in
rural areas does not exceed ₹1 lakh and for non-rural areas it does not exceed ₹1.6 lakh.
Loans to distressed persons [other than farmers included under paragraph 6(6.1)(A)(v)]
not exceeding ₹1 lakh per borrower to prepay their debt to non-institutional lenders.
Loans sanctioned to State Sponsored Organisations for Scheduled Castes/ Scheduled
Tribes for the specific purpose of purchase and supply of inputs and/or the marketing
of the outputs of the beneficiaries of these organisations.
8.15

WEAKER SECTIONS

Priority sector loans to the following borrowers will be considered under Weaker
Sections category: i)
ii)

Small and marginal farmers
Artisans, village and cottage industries where individual credit limits do not
exceed ₹1 lakh
iii) Beneficiaries under Government Sponsored Schemes such as National Rural
Livelihood Mission (NRLM), National Urban Livelihood Mission (NULM)
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iv)
v)
vi)
vii)
viii)
ix)
x)
xi)
xii)

and Self Employment Scheme for Rehabilitation of Manual Scavengers
(SRMS)
Scheduled Castes and Scheduled Tribes
Beneficiaries of Differential Rate of Interest (DRI) scheme
Self Help Groups
Distressed farmers indebted to non-institutional lenders
Distressed persons other than farmers, with loan amount not exceeding ₹1 lakh
per borrower to prepay their debt to non-institutional lenders
Individual women beneficiaries up to ₹1 lakh per borrower
Persons with disabilities
Overdraft limit to PMJDY account holder up to ₹10,000/- with age limit of 1865 years.
Minority communities as may be notified by Government of India from time
to time.

Lending under Priority sector is closely monitored on quarterly basis. Scheduled
commercial banks having any shortfall in lending to priority sector have to contribute
to Rural Infrastructure Development Fund(RIDF) with NABARD .Non achievement of
Priority sector targets and Sub-targets are taken in to account while granting regulatory
clearances /approvals for various purposes.
8.16

CREDIT MONITORING

Credit monitoring strategies/process in a bank takes place in two stages namely, presanction stage and post sanction stage of loans and advances. Credit monitoring at
the Pre-sanction stage/process is also known as pre-sanction appraisal and at the postsanction stage is known as Post-sanction appraisal .
Pre-sanction appraisal includes:
1. Identification of borrower or KYC compliance.
2. Purpose of the loan.
3. Amount of loan and justifications.
4. Period of loan with required moratorium
5. Source of income for repayment.
6. Security for advance.
7. Profitability.
8. Pre-sanction unit inspection.
9. Appraisal/Processing of credit proposal and sanctioning of the loan/limits.
The post-sanction monitoring includes:
1. Proper documentation for the loan/limits sanctioned,
2. Documentation
3. Creation of charge
4. Issuance of sanction letter
5. Disbursement of the amount directly to the supplier.
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6. Verification of end use by inspection to ascertain end creation of assets from
bank finance.
7. Care shall be taken by the inspecting official that old/defunct machinery is not
shown to him as new machinery. The technical details of the assets must be
tallied with the Bills/Invoice etc.
8. Bank’s board of hypothecation/pledge shall be prominently displayed where the
stocks/machinery are placed.
9. The working capital limits sanctioned, are usually valid for one year, hence
proposals for ‘Renewal /Enhancement of limits’ should be taken up well in time.
10. The documents obtained while releasing the limits shall be properly maintained,
acknowledgement of debt letter/BC letter to be obtained at the periodical
interval, to keep the documents in force.
11. Asset created by bank finance shall be fully insured with bank clause for not less
than 120% of the actual inventory/stock holding.
8.17

LET US SUM-UP

Priority sector indicates those sectors of economy, which have got national importance
and nurturing of the same for sustainable economic development. The importance of it
was felt long back, when nationalisation of banks took place in1969.Since then various
schemes and ideas pour in to this and the results are quite impressive. Priority Sector
encompasses, agriculture, allied agriculture, MSME, housing, education, advance to
weaker sector etc. Govt. announces various govt. sponsored schemes, which are also
treated as priority sector advances. To boost the economy and employment, targets are
fixed for scheduled banks aligned with national planning. Achievement of these priority
sector/ subsectors is a must and any deviation or non-achievement invites penalty.
Credit being a sensitive area, monitoring is highly essential. Credit monitoring is
basically done at two levels: Pre-Sanction Appraisal and Post-Sanction Follow-up.
8.18







8.19

KEY WORDS:
MSME-Micro, Small and Medium Enterprises.
ANBC-Adjusted Net Bank Credit
SHG-Self Help Group
JLG-Joint Liability Group
NABARD-National Bank for Agriculture and Rural Development
PLC- Priority sector Lending Certificate
DRI-Differential Rate of Interest
REVIEW QUESTIONS

1. What do you understand by Priority Sector and how important it is for a country
like India?
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2. What are the targets and sub-targets under priority sector advances? How the banks
are penalised for non-achievement of P.S.targets.
3. Define MSME as per the latest guidelines.
4. Explain the various steps in post-sanction follow-up.
5. Explain the following relating to Priority Sector:
a. Education loan
b. Farm Mechanisation
c. Indirect Agriculture
d. Pre-sanction appraisal
e. Weaker Sector
8.20

FURTHER READINGS
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9.0

LEARNING OBJECTIVES

9.0
9.1
9.2
9.3
9.4

After studying the unit, you shall be able to :
 Understand the importance of Govt. Sponsored schemes
 Explain various schemes
 Discuss Self Help Group
9.1

INTRODUCTION

Government of India and most of the state governments floated various bankable
schemes for upliftment of the downtrodden. These schemes are of very small size to be
implemented through the banks by providing finance to individual borrowers/SHGs,
sponsored by designated agencies. Mostly these loans are subsidised carrying low
interest. Here, benefits are given either by providing interest subsidy or margin subsidy.
All govt. sponsored schemes are treated as priority sector advances. There are several
Govt. sponsored schemes, the important among them are discussed as follows:
9.2



DEEN
DAYAL
ANTODAYA
YOJANA-NATIONAL
LIVELIHOOD MISSION (DAY-NRLM)

RURAL

The Ministry of Rural Development, Government of India launched a programme
known as National Rural Livelihoods Mission (NRLM) by restructuring and
replacing the Swarnjayanti Gram Swarozgar Yojana (SGSY) scheme with effect
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from April 01, 2013.It was renamed as Deen Dayal Antodaya Yojana-National
Rural Livelyhood Mission(DAY-NRLM) w.e.f 29.03.2016.


DAY-NRLM is the flagship program of Govt. of India for promoting poverty
reduction through building strong institutions of the poor, particularly women, and
enabling these institutions to access a range of financial services and livelihood
services. DAY-NRLM is designed to be a highly intensive program and focuses on
intensive application of human and material resources in order to mobilize the poor
into functionally effective community owned institutions, promote their financial
inclusion and strengthen their livelihoods. DAY-NRLM complements these
institutional platforms of the poor with services that include financial and capital
services, production and productivity enhancement services, technology,
knowledge, skills and inputs, market linkage, etc.



A women’s Self-Help Group (SHG), coming together on the basis of mutual
affinity is the primary building block of the DAY-NRLM community institutional
design. DAY-NRLM focuses on building, nurturing and strengthening the
institutions of the poor women, including the SHGs and their Federations at village
and higher levels. In addition, DAY- NRLM promotes livelihood institutions of
rural poor. The mission provides a continuous hand-holding support to the
institutions of poor for a period of 5 – 7 years till they come out of abject poverty.



The support from DAY-NRLM includes all round capacity building of the SHGs
ensuring that the group functions effectively on all issues concerning their
members, financial management, providing them with initial fund support to
address vulnerabilities and high cost indebtedness, formation and nurturing of SHG
federations, making the federations evolve as strong support organizations, making
livelihoods of the poor sustainable, formation and nurturing of livelihoods
organizations, skill development of the rural youth to start their own enterprises or
take up jobs in organized sector, enabling these institutions to access their
entitlements from the key line departments.



The implementation of DAY-NRLM has been in a Mission Mode since April, 2013.
DAY-NRLM adopts a demand driven approach, enabling the States to formulate
their own State specific poverty reduction action plans. DAY-NRLM enables the
State rural livelihoods missions to professionalize their human resources at State,
district and block level.

9.3

WOMEN SHGS AND THEIR FEDERATIONS

a) Women SHGs under DAY-NRLM consist of 10-20 persons. In case of special
SHGs i.e. groups in the difficult areas, groups with disabled persons, and groups
formed in remote tribal areas, this number may be a minimum of 5 persons.
b) DAY-NRLM promotes affinity-based women Self Help Groups (SHGs).
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c) Only for groups to be formed with Persons with disabilities, and other special
categories like elders, trans genders, DAY-NRLM will have both men and women
in the Self-Help Groups.
d) SHG is an informal group and registration under any Societies Act, State
cooperative Act or a partnership firm, which is not mandatory. However,
Federations of Self Help Groups formed at Village, Gram Panchayat, Cluster or
higher level may be registered under appropriate acts prevailing in their States.
9.3.1

Financial Assistance to the SHGs

i) Revolving Fund (RF): DAY-NRLM would provide Revolving Fund (RF) support
to SHGs in existence for a minimum period of 3/6 months and follow the norms of
good SHGs, i.e. they follow ‘Panchasutra’ – regular meetings, regular savings,
regular internal lending, regular recoveries and maintenance of proper books of
accounts. Only such SHGs that have not received any RF earlier will be provided
with RF, as corpus, with a minimum of ₹10, 000 and up to a maximum of ₹15,000
per SHG. The purpose of RF is to strengthen their institutional and financial
management capacity and build a good credit history within the group.
ii) Community Investment Support Fund (CIF): CIF will be provided to the SHGs
in the intensive blocks, routed through the Village level/ Cluster level Federations,
to be maintained in perpetuity by the Federations. The CIF will be used, by the
Federations, to advance loans to the SHGs and/or to undertake the
common/collective socio-economic activities.
iii) Introduction of Interest subvention: DAY-NRLM has a provision for interest
subvention, to cover the difference between the Lending Rate of the banks and 7%,
on all credit from the banks/ financial institutions availed by women SHGs, for a
maximum of ₹ 300,000/- per SHG. This will be available across the country in two
ways:
a. In 250 identified districts, banks will lend to the women SHGs @7% up to an
aggregated loan amount of ₹ 300,000/-.The SHGs will also get additional
interest subvention of 3% on prompt repayment, reducing the effective rate of
interest to 4%.
b. In the remaining districts, the banks will lend at their respective lending rate
applicable to SHGs. All women SHGs under DAY– NRLM, will be eligible
for interest subvention on prompt payment to the extent of difference between
the lending rates and 7% for the loan up to Rs. 300,000/- subject to maximum
of 5.5 % or as prescribed by the MoRD. This part of the scheme will be
operationalized by SRLMs.
9.3.2 Role of banks
Opening of Savings account of SHGs: The role of banks would commence with
opening of accounts for all the Women SHGs including members with disability and
the Federations of the SHGs. The SHGs engaged in promoting of savings habits among
their members would be eligible to open savings bank accounts.
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Know Your Customer (KYC) verification of only the office bearers shall suffice
for opening of savings bank account.
Banks should not insist on Permanent Account Number (PAN) of SHGs at the
time of opening of account or transactions and may accept declaration in Form
No 60 as may be required.



9.3.3






Lending Norms:

SHG should be in active existence at least since the last 6 months as per the books
of account of SHGs and not from the date of opening of S/B account;
SHG should be practicing ‘Panchasutras’ i.e. Regular meetings; Regular savings;
Regular inter-loaning; Timely repayment; and Up-to-date books of accounts;
Qualified as per grading norms fixed by NABARD. As and when the federations
of the SHGs come to existence, the grading exercise can be done by the Federations
to support the Banks;
The existing defunct SHGs are also eligible for credit if they are revived and
continue to be active for a minimum period of 3 months.

SHGs can avail either Term Loan (T/L) or Cash Credit Limit (C/C) or both as per need
based. Additional loan can be consideredeven though the previous loan is outstanding.
The amount of credit under different facilities should be as follows:
9.3.4

Cash Credit Limit

In case of C/C, banks are advised to sanction minimum loan of ₹ 5 lakhs to each eligible
SHGs for a period of 5 years with a yearly drawing power (DP). The drawing power
may be enhanced annually based on the repayment performance of the SHG. The
drawing power may be calculated as follows:
 DP for First Year: 6 times of the existing corpus or minimum of ₹ 1 lakh
whichever is higher.
 DP for Second Year: 8 times of the corpus at the time review/ enhancement or
minimum of ₹ 2 lakh, whichever is higher.
 DP for Third Year: Minimum of ₹ 3 lakhs based on the Micro credit plan prepared
by SHG and appraised by the Federations /Support agency and the previous credit
history.
 DP for Fourth Year onwards: Minimum of ₹ 5 lakhs based on the Micro credit
plan prepared by SHG and appraised by the Federations /Support agency and the
previous credit History.
9.3.5

Term Loan

In case of Term Loan, banks are advised to sanction loan amount in doses as mentioned
below:
 First Dose: 6 times of the existing corpus or minimum of ₹ 1 lakh whichever is
higher.
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Second Dose: 8 times of the existing corpus or minimum of ₹ 2 lakh, whichever is
higher.
Third Dose: Minimum of ₹ 3 lakhs based on the Micro credit plan prepared by the
SHGs and appraised by the Federations /Support agency and the previous credit
history.
Fourth Dose: Minimum of ₹ 5 lakhs based on the Micro credit plan prepared by
the SHGs and appraised by the Federations /Support agency and the previous credit
History
Here, Corpus is inclusive of revolving funds, if any, received by that SHG, its own
savings, interest earning by SHG from on-lending to its members, income from
other sources, and funds from other sources in case of promotion by other
institutes/NGOs.

9.3.6

Purpose of loan and repayment:

The loan amount will be distributed among members based on the Micro Credit Plan
(MCP) prepared by the SHGs. The loans may be used by members for meeting social
needs, high cost debt swapping, construction or repair of house, construction of toilets
and taking up sustainable livelihoods by the individual members within the SHGs or to
finance any viable common activity started by the SHGs. In order to facilitate use of
loans for augmenting livelihoods of SHG members, it is advised that at least 50% of
loans above ₹ 2 lakhs and 75% of loans above ₹ 4 lakhs be used primarily for productive
purposes. Micro Credit Plan (MCP) prepared by SHGs would form the basis for
determining the purpose and usage of loans.
9.3.7





Repayment schedule could be as follows

The First year/ first dose of loan will be repaid in 12-18 months in monthly/
quarterly instalments.
The Second year/ Second dose of loan will be repaid in 18-24 months in monthly/
quarterly instalments.
The Third year/ Third dose of loan will be repaid in 24-36 months in monthly/
quarterly instalments.
The loan from Fourth year/ Fourth dose onwards has to be repaid between 3-6 years
based on the cash flow in monthly/ quarterly instalments.

9.3.8

Security and Margin

No collateral and no margin will be charged up to ₹ 10.00 lakhs limit to the SHGs. No
lien should be marked against savings bank account of SHGs and no deposits should be
insisted upon while sanctioning loans.
9.3.9

Dealing with Defaulters

It is desirable that willful defaulters should not be financed under DAY-NRLM. In case
willful defaulters are members of a group, they might be allowed to benefit from the
thrift and credit activities of the group including the corpus built up with the assistance
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of Revolving Fund. But at the stage of accessing bank loan by SHG for financing
economic activities by its members, the wilful defaulters should not have the benefit of
such bank loan until the outstanding loans are repaid.
9.4

DEENDAYAL ANTYODAYA YOJANA
LIVELIHOODS MISSION (DAY-NULM)

-NATIONAL

URBAN

The Government of India, Ministry of Housing and Urban Poverty Alleviation
(MoHUPA), restructured the existing Swarna Jayanti Shahari Rozgar Yojana (SJSRY)
and launched the National Urban Livelihoods Mission (NULM) in 2013. NULM has
been under implementation w.e.f. September 24, 2013 in all district headquarters
(irrespective of population) and all the cities with population of 1 lakh or more.
The Self Employment Program (SEP) of NULM focuses on providing financial
assistance through provision of interest subsidy on loans to support establishment of
Individual & Group Enterprises and Self-Help Groups (SHGs) of urban poor. The
erstwhile provision of capital subsidy for USEP (Urban Self Employment Program) and
UWSP (Urban Women Self-Help Program) under SJSRY has been replaced by interest
subsidy for loans to Individual enterprise (SEP-I), Group enterprise (SEP-G) and Self
Help Groups (SEP-SHGs). With a view to improving the livelihood opportunities for
the poor in urban areas, Ministry of Housing and Urban Poverty Alleviation (UPA
Division), Government of India has decided to enhance the scope of National Urban
Livelihoods Mission. The Mission with enhanced scope was renamed as “Deendayal
Antyodaya Yojana -National Urban Livelihoods Mission (DAY-NULM)”.
9.4.1

The operational guidelines of the Self Employment Program (SEP)
component of DAY-NULM are as under:

1. The SEP provides financial assistance to individuals/groups including street
venders/hawkers of urban poor for setting up gainful self-employment microenterprises, suited to their skills, training, aptitude and local conditions. The
programme also supports Self Help Groups (SHGs) of urban poor to access easy
credit from bank and avail interest subsidy on SHG loans. The SEP will also focus
on technology, marketing and other support services to the above beneficiaries
engaged in micro enterprises for their livelihoods and will also facilitate issuance
of credit cards for working capital requirement of the entrepreneurs.
2. Each Urban Local Body (ULB) should develop a compendium of such
activities/projects keeping in view skills available, marketability of products, costs,
economic viability etc.
3. The percentage of women beneficiaries under SEP shall not be less than 30 percent.
SCs and STs must be benefited at least to the extent of the proportion of their
population. A special provision of 3 percent reservation should be made for the
physically challenged under this program. For the Welfare of Minorities, at least
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15 percent of the physical and financial targets shall be earmarked for the minority
communities.
9.4.2

Selection of Beneficiary & Procedure for Sponsoring Applications

The Community Organizers (COs) and professionals from Urban Local Body (ULB)
will identify the prospective beneficiaries from among the urban poor. The community
structures formed under Social Mobilization & Institutional Development (SM&ID)
component of DAY- NULM viz. Self Help Groups (SHGs) and Area Level Federations
(ALFs) may also refer prospective individual and group entrepreneurs for purpose of
financial assistance under SEP to ULB. The beneficiaries may directly approach ULB
or its representatives for assistance. Banks may also identify prospective beneficiaries
at their end and forward such cases directly to ULB. The Banks may also use their
empanelled Business Correspondents (BCs) and Business Facilitators (BFs) to increase
the outreach. Due diligence will be undertaken as per the Banks’ policy, in this regard.
1. The application for individual and group enterprise loans will be sponsored by the
Urban Local Body (ULB) which will be the sponsoring agency for the individual
and group enterprise.
2. The ULB will create awareness regarding SEP to the prospective beneficiaries
through mass media campaigns, Information Education and Communication (IEC)
activities, advertisements in local newspapers, City Livelihoods Centres (CLCs)
etc. The ULB may also disseminate information regarding this component through
active involvement of Resource Organizations and its field staff.
3. The beneficiaries desirous of seeking financial assistance for setting up an
enterprise can submit an application of intent to the concerned ULB officials on a
plain paper with basic details viz: Name, Age, Contact details, Address, Aadhaar
details (if any), amount of loan required, bank account number (if available), type
of enterprise/ activity, category etc. The intent could also be sent by mail /post to
the ULB office. The ULB shall accept such intents throughout the year.
4. The community structures formed under Social Mobilization & Institutional
Development (SM&ID) component of DAY-NULM viz: Self Help Groups
(SHGs)/ Area Level Federations (ALFs) may also refer prospective individual and
group entrepreneurs for purpose of financial assistance under SEP to ULB.
5. On submission/receipt of the intent from the beneficiary the respective ULB will
enter the details in a register/or MIS if available and hence will generate a waiting
list of beneficiaries. The ULB will issue an acknowledgement to the beneficiary
with a unique registration number, which may be used as a reference number for
tracking the status of application.
6. ULB will call the beneficiaries in order of the waiting list to complete requisite
documentation including filling of Loan Application Form (LAF), activity details,
identity proof, address proof, bank account details etc. To verify the identity of the
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beneficiary, her/his Aadhar number will also be brought on record. If beneficiary
does not have Aadhar card, his/ her any other unique identification document like
voters’ card, driving license etc. will be taken and s/he will be helped to obtain
Aadhar card as soon as possible.
7. A Task Force constituted at ULB level will scrutinize the applications based on
experience, skills, viability of activity, scope of the activity etc. Thereafter, the Task
Force will shortlist the applications and call for interview of the applicants before
recommending or rejecting the application or call for additional information from
the applicant, if required.
8. The Chief Executive Officer (CEO)/ Municipal Commissioner of ULB will be
responsible to constitute the Task Force and will be the Chairman of the Task force.
There could be more than 1 task force at ULB level depending upon the
size/population of the ULB.
9. The indicative composition of the Task Force is as follows:
Sr.
TASK Force at ULB level
No.
Chief Executive Officer (CEO) ULB/ Municipal
1. Commissioner of ULB/ or any representative authorized
by CEO ULB
2. Lead District Manager (LDM)
City Project Officer (CPO), ULB/ or any authorized
3.
representative of ULB
4. Representative from District Industries Centre (DIC)
5. Senior Branch Managers (Max-2) of banks
Representatives(2) of Area Level Federation / City Level
6.
Federation

Role
Chairman
Member
Member
Convenor
Member
Member
Member

9.4.3 Educational Qualifications and Training Requirement:
No minimum educational qualification is required for prospective beneficiaries under
this component. However where the identified activity for micro-enterprise
development requires some special skills appropriate training must be provided to the
beneficiaries before extending financial support.
1. Employment through Skills Training and Placement (EST&P): Financial
assistance should be extended only after the prospective beneficiary has acquired
required skills for running the proposed micro-enterprise. Such training may not be
necessary if the beneficiary has already undergone training from a known
institution, registered NGO/Voluntary Organisation or trained under any
government scheme provided requisite certificate is produced. In case the
beneficiary has acquired requisite skills from family occupation such cases should
be certified by the ULB before extending financial assistance.
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2. Entrepreneurship Development Program (EDP): In addition to skill training of
the beneficiaries, the ULB will also arrange to conduct Entrepreneurship
Development Program for 3-7 days for individual and group entrepreneurs. The
EDP will cover basics of entrepreneurship development such as management of an
enterprise, basic accounting, financial management, marketing, backward and
forward linkages, legal procedures, costing and revenue etc. In addition to above
topics the module should also include group dynamics, allocation of work, profit
sharing mechanism etc. for group enterprises.
3. The EDP module may be developed and finalized by State Urban Livelihoods
Mission (SULM) supported by State Mission Management Unit (SMMU) with
assistance of an empaneled institution/agency or consulting firm and same may be
utilized for conducting training program by the ULB. This EDP training may be
arranged through institutions such as Rural Self Employment Training Institutes
(RSETI), reputed institutions engaged in entrepreneurship development/ training,
management/ educational institutes, reputed NGOs engaged in entrepreneurship
development/ training etc.
4. Follow-up entrepreneurial support to Individual and Group
entrepreneurs: After financing to Individual and Group beneficiaries, the ULB
will also arrange to conduct follow-up Entrepreneurship Development Programme
(EDP) as and when required. Such programme should preferably be conducted once
in six months for each beneficiary who has been given a loan. During the followup EDP, problems and issues faced by beneficiaries should also be discussed and
solutions should be given.
9.4.4

Pattern of Financial Assistance:

The financial assistance available to urban poor in setting up individual and group
enterprises will be in the form of Interest subsidy on the bank loans. Interest subsidy,
over and above 7% rate of interest will be available on a bank loan for setting up of
individual or group enterprises. The difference between 7% p.a. and the rate of interest
charged by the bank will be provided to banks under DAY-NULM. Interest subsidy will
be given only in case of timely repayment of loan. Suitable certification from banks will
be obtained in this regard. An additional 3 percent interest subvention will be provided
to all Women Self Help Groups (WSHGs) who repay their loan in time. The Interest
subsidy will be subject to timely repayment of the loan (as per the loan repayment
schedule) and suitable certification obtained from banks by the ULB. The additional 3%
interest subvention amount will be reimbursed to the eligible WSHGs. The banks should
credit the amount of 3% interest subvention to the eligible WHSGs accounts and
thereafter seek the reimbursement.
9.4.5


Procedure for interest subsidy to Banks:

All scheduled commercial banks (SCBs) which are on the Core Banking Solution
(CBS) platform would be eligible for getting interest subvention under the scheme.
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After disbursement of loan to the beneficiaries, the concerned branch of the bank
will send details of disbursed loan cases to ULB along with details of interest
subsidy amount.

Procedure I
 The settlement of claims made by banks would be done on quarterly basis by the
ULBs, however the submission of claims should be monthly. The ULB will check
the data at their end and will release the interest subsidy amount (difference
between 7% p.a. and prevailing rate of interest) to the banks.


The claims should not be pending more than a quarter. In case the claims of the
banks are not settled for a period of 6 months, SLBC is empowered to stop the
scheme temporarily in selected cities subject to clearance of claims by such ULBs.
In such eventualities, the claims settlement should prospectively be given to the
Lead District Bank.

Procedure - II
Settlement of Claims: Nodal Agency for releasing interest subsidy: A public sector
bank may be engaged by each State as nodal bank in consultation with the convener of
the respective State Level Bankers’ Committee (SLBC). All the Banks will consolidate
data regarding interest subsidy from their branches and upload on the portal of Nodal
Bank. The nodal bank, after verification, will transfer the interest subsidy to the bank
branches. The State/UT will deposit some funds in advance with the nodal bank, which
will release funds to the bank branches as per guidelines of the DAY-NULM. Nodal
bank will regularly render account of reimbursement to the SULM. This procedure will
be followed in all three types of loans i.e. SEP (I), SEP (G) and SHG-Bank Linkage.
9.4.6

Individual Enterprises (SEP-I)-Loan & Subsidy

An urban poor individual beneficiary desirous of setting up an individual microenterprise for self-employment can avail benefit of subsidized loan under this
component from any bank. The norms/ specifications for individual micro-enterprise
loans are as follows:
 Age: The prospective beneficiary should have attained the age of 18 Years at the
time of applying for loan.
 Project Cost (PC): The Maximum unit Project Cost for an individual microenterprise is ₹ 2,00,000 (₹ Two Lakhs).
 Collateral Guarantee on Bank Loan: No collateral required banks are mandated
not to accept collateral security in the case of loans up to ₹ 10 lakhs extended to
units in the MSE sector. Therefore, only the assets created would be hypothecated/
mortgaged/ pledged to banks for advancing loans. The banks may approach Credit
Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE) setup by Small
Industries Development Bank (SIDBI) or any other appropriate guarantee fund for
the purpose of availing guarantee cover for SEP loans as per the eligibility of the
activity for guarantee cover.
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Repayment: Repayment schedule would range between 5 to 7 Years after initial
moratorium of 6-18 months as per norms of the banks.
Margin Money: No margin money should be taken for a loan up to ₹ 50,000 and
for higher amount loans, preferably 5% should be taken as margin money and it
should in no case be more than 10% of the project cost.
Type of Loan Facility: Banks may extend finance to individuals for capital
expenditure in the form of Term Loan and Working Capital loans through Cash
Credit. Banks may also extend Composite Loans consisting of Capital Expenditure
and Working Capital components, depending upon individual borrower’s
requirement.

9.4.7

Group Enterprises (SEP-G)

A Self Help Group (SHG) or members of an SHG constituted under DAY-NULM or a
group of urban poor for self-employment can avail benefit of subsidized loans under
this component from any bank. The norms/ specifications for group based microenterprise loans are as follows:
 Eligibility Criteria: The group enterprises should have minimum of 5 members
with a minimum of 70% of the members from urban poor families. More than one
person from the same family should not be included in the same group.
 Age: All members of the group enterprise should have attained an age of 18 years
at the time of applying for bank loan.
 Project Cost (PC): The Maximum unit Project Cost for a group finance for
enterprise is ₹ 10,00,000 (₹ Ten Lakhs).
 Type of Loan: Loan can be extended either as a single loan to the group
functioning as one borrowing unit or each member of the group can be provided
individual loans up to 2 lakhs and an overall cap of 10 lakhs based on mutual trust
and collateral substitute among the group. The principles laid down in the RBI
circular on “Budget (2014-15) Announcement Financing of Joint Farming Groups
of ‘Bhoomi Heen Kisan’ dated 13th November, 2014” and subsequent revisions
should be followed in case of loans to a group.
 Type of Loan Facility: Banks may extend finance to groups for capital
expenditure in the form of Term Loan and for Working Capital, through Cash
Credit Facility. Banks may also extend Composite Loans for Capital Expenditure
and Working Capital, depending upon Group’s requirement.
 Loan and Margin Money: The Project Cost minus the beneficiary contribution
(Margin Money) would be made available as loan amount to the group enterprise
by the bank. No margin money should be taken for loan up to ₹ 50,000 and for
higher amount loans, preferably 5% should be taken as margin money and it
should in no case be more than 10% of the project cost.
 Collateral Guarantee on Bank Loan: No collateral guarantee is required. Only
the assets created would be hypothecated/ mortgaged/ pledged to banks for
advancing loans. The banks may approach Credit Guarantee Fund Trust for Micro
and Small Enterprises (CGTMSE) or any other appropriate guarantee fund as
detailed in Para-6.3.
23



Repayment: Repayment schedule would range between 5 to 7 Years after initial
moratorium of 6-18 months as per the norms of the banks.

9.4.8

SHG-Bank Linkage – General Guidelines

Linking of SHGs with banks have been emphasized in the Monetary policy of Reserve
Bank of India and Union Budget announcements from time to time and various
guidelines in this regard have been issued by the Reserve Bank of India (RBI) to banks.
To scale up the SHGs linkage program and make it sustainable, banks have been advised
to consider lending to SHGs as part of their mainstream credit
 Type of Loan Facility: SHGs can avail either Term loan or a Cash Credit Limit
(CCL) loan or both based on their need. In case of need, additional loan can be
sanctioned even though the previous loan is outstanding.
9.4.9

RBI guidelines for prompt repayment are as follows:

For Cash Credit Limit to SHGs:
i) Outstanding balance shall not have remained in excess of the sanctioned
limit/drawing power continuously for more than 30 days.
ii) There shall be regular credits and debits in the account. In any case there shall
be at least one customer induced credit during the month.
iii) Customer induced Credits during a month shall be sufficient to cover the interest
debited during the month.
For Term Loan to SHGs: A term loan account where all of the interest payments
and/or instalments of principal were paid within 30 days of the due date during the entire
tenure of the loans would be considered as an account having prompt payment. The
prompt payment guidelines will continue to be
9.4.10 Technology, Marketing and Other Support


Micro entrepreneurs often need support in order to grow and sustain their
businesses. Support needed may be for establishment, technology, marketing, and
other services. Micro entrepreneurs who run very small businesses may need to
gain a better understanding of what the market needs, demand of the products
produced by them, prices, where to sell, etc. Support services under this component
are envisaged with a view to provide an encouraging environment for development
of micro enterprises.



The City Livelihoods Centers (CLCs) established under DAY-NULM will offer
services to the micro-enterprises such as in establishment (licenses, certificates
registration, legal services etc.), production, procurement, technology, processing,
marketing, sales, packaging, accounting etc. for long term sustainability. CLCs will
also provide support in taking up feasibility/ assessment studies on market demand
and market strategy for products and services of micro-enterprises.
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All SEP individual and groups enterprises can avail the services from CLCs as per
the norms of CLCs. The CLCs with support of ULB may also tie up with various
other government schemes which offer services and benefits for micro-enterprise
development for the benefit of prospective beneficiaries.



The SULM may arrange for additional funds/professional assistance for the
purpose of providing above services to CLCs.

9.5

DIFFERENTIAL RATE OF INTEREST SCHEMES (DRI)

DRI loans scheme was introduced in the year 1972 to assist the low income groups
financially. The scheme envisages lending by banks to weaker section of the society at
a concessional rate of 4% interest per annum. The borrowers under this category of loan
are mostly rural landless people or people with small land holding or people who do not
employ paid employees on regular basis and largely work on their own. In order to
ensure that weaker section of the rural areas get maximum benefit under the scheme,
banks are guided by RBI to route bulk of their DRI advances through rural and semiurban branches.
 Banks are required advance under DRI to reach the target of 1 per cent of total
advances outstanding as at the end of the previous year. Under DRI scheme,
banks are required to ensure that minimum 40 per cent of their loan
beneficiaries should be from scheduled castes/scheduled tribes and at least two
third of the loans should be routed through semi-urban and rural branches.
 The availability of DRI loans is only to the borrowers who are not assisted under
any of the subsidy linked loan schemes of Central/State Governments.
DRI beneficiaries are people who normally engaged in the fields of cottage and
village industries.
 The poor students of merit who do not get scholarships/maintenance grants
from Government or educational authorities for higher education and physically
handicapped persons pursuing gainful employment could also be financed
under the DRI.
9.5.1

Eligibility:

The applicants of DRI loans shall satisfy the following conditions:
 Should be pursuing a gainful occupation.
 Family income from all sources should not exceed Rs.18, 000/- p.a. in rural areas
and Rs.24, 000/- p.a. urban / semi urban areas.
 Should not have land holding exceeding 1 acre if irrigated, and 2.5 acres if unirrigated.
 SCs/STs are eligible for loan irrespective of their land holding, provided they
satisfy other eligibility criteria.
 Should work largely on their own and with such help as other members of their
family or some joint partners may give them and should not employ paid
employees on a regular basis.
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9.5.2

Amount of loan:

The amount of loan depends on the particular scheme proposed to be financed. It should
be adequate to enable the borrower to finance his requirements without having to
borrow from other sources. The normal limit will be Rs.15000/- by way of working
capital and or a term loan. The maximum limit for housing loans under the scheme is
Rs.20,000/Physically handicapped persons:
In case of physically handicapped persons, a sum of Rs.5,000/- for purchase of aids,
appliances and equipment is considered under DRI over and above the maximum loan
amount of Rs.15, 000/-.
 Margin: No margin is required to be provided by the borrower.
 Security: Hypothecation of assets created out of loan.
 Repayment: Maximum 5 Years.
However in case of housing loans, the repayment period may be extended to 7 years in
exceptional cases.
 Documentation: Simple priority sector loan agreement.
 Rate of interest: Keeping in view the social objective the interest will uniformly
be charged 4% p.a.
In addition to the individual beneficiaries mentioned above, the following
institutional beneficiaries are covered under DRI scheme.
The entities like Orphanages and Women’s homes, Institutions for physically
handicapped/mentally retarded Co-operative Societies where the amount is lent on the
same terms and conditions as are applicable to State owned Corporations for the
Welfare of SC/ST.
9.6

THE
PRIME
MINISTER’S
PROGRAMME (PMEGP)

EMPLOYMENT

GENERATION

The Prime Minister’s Employment Generation Programme (PMEGP) is a scheme
offered to provide financial assistance to those who wish to set up new enterprises under
the programme. The nodal agency responsible for the implementation of the scheme at
the national level is the Khadi and Village Industries Commission (KVIC). The scheme
is implemented via State Khadi and Village Industries Commission Directorates,
District Industries Centres, State Khadi and Village Industries Board, and banks at the
state level.
9.6.1 Objectives of PMEGP


To create job opportunities in urban areas as well as rural regions of India via the
establishment of new self-employment ventures, micro enterprises, and projects.
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To offer sustainable and continuous employment to a relatively large segment of
prospective as well as traditional artisans and unemployed youth from both urban
as well as rural areas of India.
To connect/unite widely dispersed urban and rural unemployed youth/traditional
artisans and provide them with self-employment opportunities.
To raise artisans’ wage-earning capacity while contributing to the raise in the
growth rate of both urban as well as rural employment.

9.6.2

Nature of Assistance Offered by Prime Minister’s Employment Generation
Programme (PMEGP)

The maximum amount of the unit/project cost that is permitted in the manufacturing
sector is limited to Rs.25 lakh, while limit for the service/business sector is up to Rs.10
lakh. Here beneficiary’s subsidy rate according to the categories are as under:

Beneficiary
Categories

Beneficiary’s share
of total project

Subsidy rate (From Govt.)
Urban.
Rural

General

10%

15%

25%

Special*

5%

25%

35%

*Special category (inclusive of minorities, SC/ST, ex-servicemen, OBC, NER,
physically handicapped, hill and border regions, etc.): 25% for urban and 35% for rural
The remaining amount of the overall project cost will be offered by banks as working
capital and term loan.
9.6.3 PMEGP Eligibility Criteria
Here are the eligibility criteria for new enterprises (units) that wish to avail the Prime
Minister’s Employment Generation Programme:
 Must be at least 18 years of age
 Must have completed at least VII standard (for those seeking funding in excess
of Rs.5 lakh in the service/business sector and more than Rs.10 lakh in the
manufacturing sector)
 Self Help Groups (SHGs inclusive of those that fall Below Poverty Line
provided they have not received any benefits from any other scheme)
 Institutions registered under Societies Registration Act, 1860
 Charitable Trusts
 Production Co-operative Societies
 Existing units (under REGP,PMRY or any other State or Central Government
scheme) and units that have availed subsidies under any other State or Central
Government Scheme do not qualify for this programme
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9.6.4 PMEGP Loan Interest Rate
The interest rate applicable to PMEGP shall be the normal interest rate as decided by
RBI from time to time. Repayment tenure can range from three years to seven years
following moratorium depending on case to case.
9.6.5 Applications sourcing for PMEGP Loan
The Divisional/State Directors of Khadi and Village Industries Commission in
consultation with the Director of Industries of respective states and the Khadi and
Village Industries Board will release local advertisements via electronic and print media
wherein applications will be invited together with project proposals from potential
beneficiaries who wish to start a service unit or establish an enterprise under the
programme. Both online and off line applications can be sent.
9.6.6 Documents Required
Here are the documents you will have to submit for Prime Minister’s Employment
Generation Programme:
 Certificate of Caste
 Aadhaar and PAN Card
 Detailed Project Report
 Special category certificate(if applicable)
 Education or skill development or Entrepreneurship Development Programme
training certificate(if any)
 Residential certificate
 Registration certificate.
9.6.7 Nodal Agencies in PMEGP Implementation
Agencies involved in PMEGP implementation:









Khadi and Village Industries Commission with its state offices
District Industries Centres. of every Union Territories Administrations and State
Governments that report to their respective Secretaries or Commissioners
Khadi and Village Industries Boards(KVIBs)
Coir Board
Khadi and Village Industries Federation
Banks and financial institutions
Panchayati Raj Institutions, Department of Women and Child Development, the
Army Wives Welfare Association of India, and Nehru Yuva Kendra Sangathan
NGOs and technical institutes having 5 years of experience in project
consultancy so far as rural development, technical consultancy services, small
agro and rural industrial promotion, social welfare, etc. is concerned
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9.6.8

Budget and Targets under Prime Minister’s Employment Generation
Programme

Prime Minister’s Employment Generation Programme has received the approval for an
outlay of Rs.5,500 crore for three financing years starting from 2017-18 to 2019-20. 2.5
lakh projects are expected to be set up with these funds along with the creation of 20
lakh job opportunities. 1,000 units are also expected to be upgraded every financial year.
9.6.9 List of Activities not Allowed under PMEGP
Here are the activities that are not allowed under PMEGP for the purpose of setting up
units, projects, or micro enterprises:
 Business associated with canning, serving or processing of meat items
 Trade or industries associated with production or sale of intoxicant items such
as cigarettes, cigars, beedis, etc.
 Any dhaba, hotel, or sales outlet engaging in serving alcohol
 Businesses or industries associated with the tapping of toddy for sale
 Businesses or industries associated with the production or preparation of
tobacco as raw materials
 Businesses associated with the cultivation of crops
 Plantations of coffee, rubber, tea, etc.
 Sericulture, floriculture, and horticulture
 Animal husbandry such as piggery, pisciculture, poultry, etc.
 Businesses or industries associated with the manufacture of polythene bags or
allied products with thickness of less than 20 microns.
 Trade or mfg. of items that cause environmental problems.
9.7

SELF EMPLOYMENT SCHEME
MANUAL SCAVENGERS (SRMS)

FOR

REHABILITATION

OF

The Self Employment Scheme for Rehabilitation of Manual Scavengers (SRMS) was
introduced in January, 2007 with the objective of rehabilitating the remaining manual
scavengers and their dependents in alternative occupations by March, 2009. However,
as this could not be done by the target date, the Scheme was extended up to March,
2010, with a provision for the coverage of spill-over of beneficiaries even thereafter, if
required.
The Central Sector Self Employment Scheme for Rehabilitation of Manual Scavengers
(SRMS) has been revised under the “Prohibition of Employment as Manual Scavengers
and their Rehabilitation Act, 2013” effective from Nov., 2013.The objective of the
scheme is to assist the manual scavengers, identified during various surveys, for their
rehabilitation in alternative respectable occupations.
9.7.1 Eligibility
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Manual Scavengers, as defined under the “Prohibition of Employment as Manual
Scavengers and their Rehabilitation Act, 2013” and their dependents, irrespective of
their income, are eligible for assistance under the Scheme.
9.7.2 Definition of Manual Scavenger
“Manual Scavenger” means a person engaged or employed by an individual or a local
authority or a public or private agency, for manually cleaning, carrying, disposing of,
or otherwise handling in any manner, human excreta in an insanitary latrine or in an
open drain or pit into which human excreta from insanitary latrines is disposed of, or on
a railway track, before the excreta fully decomposes and the expression “manual
scavenger” shall be interpreted accordingly.
The dependent of manual scavengers is one who is a member of their family or is
dependent on them. Each individual manual scavenger and his/her spouse or children
who are of 18 years of age and above, who are not employed (other than manual
scavengers) will be provided assistance.
For the purpose of training, the age of the dependent to be eligible would be reduced by
the duration of the training so that immediately after getting the training he/she can be
provided other assistance immediately after attaining the age of 18 years.
9.7.3 Assistance




9.7.4






Cash: The identified manual scavengers, one from each family, would be
eligible for receiving
cash assistance of Rs.40,000/-, immediately after
identification. The beneficiary is allowed to withdraw the amount in monthly
instalments of maximum of Rs.7000/-.
Loan: Loan up to a maximum cost of Rs.10 lacs will be admissible under the
scheme and Rs. 15 lacs in case of sanitation related projects like Vaccum
Loader, Suction Machine with Vehicle, Garbage Disposal Vehicle, Pay & Use
Toilets etc. which are extremely relevant for the target group, with high success
rate and income.
Terns and Conditions

Interest Rate
For projects upto Rs. 25000/For projects above Rs. 25000/-

5% p.a. (4% p.a. for women Beneficiaries)
6% p.a.

Gestation period
Moratorium period will be two years.
Repayment period
Repayment period will be five years (including gestation period of two years) for
projects up to Rs.5 lacs and seven years (including gestation period of two years)
for projects above Rs.5 lacs.
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Subsequent loan
Beneficiaries will be allowed to avail second and subsequent loan from Banks, if
required, without capital and interest subsidy and other grants under the Scheme.



Penalty
In case of diversion of funds by beneficiaries for their other needs, the Banks can
initiate action as per their policy and rules in this regard. In case, it is found that
the beneficiary has diverted the subsidy for any purpose, other than for which the
assistance was provided then
i) He/she will be liable to repay the entire amount of subsidy immediately with
a penal interest of 9% p.a., and
ii) He/she will become ineligible for any assistance under the scheme, in future.



Other assistance
Manual Scavengers are also eligible for –



Credit linked back-end capital Subsidy

Range of project cost
Upto Rs. 2 lacs
Rs. 2 lacs – Rs. 5 lacs
Rs. 5 lacs – Rs.10 lacs
Rs.10-15 lacs


Rate of subsidy
50% of the project cost
Rs. 1 lac + 33.3% of the project cost between Rs. 2- 5 lacs
Rs. 2 lac + 25% of the project cost between Rs. 5 -10 lacs
Rs. 3.25 lacs

Interest subsidy
Where the rate of interest chargeable by the Banks on loans is higher than the
prescribed rates for the Scheme, interest subsidy to the extent of the difference will
be given to the Banks by the respective SCA (State Channelizing Agencies).

9.7.5 Operation of Subsidy amount by the Bank
1. Subsidy will be back ended.
2. Banks would disburse the full project cost inclusive of subsidy portion to the
beneficiaries as loan.
3. The subsidy component would be kept in the Subsidy Reserve Fund Account
beneficiary-wise instead of in term deposit in the name of the beneficiary. No
interest will be paid by Banks on the Subsidy Reserve Fund account and interest
would be charged on the loan amount excluding the subsidy portion.
4. Subsidy kept under Subsidy Reserve Fund Account would adjustment towards loan
repayment when outstanding will be equivalent to capital subsidy amount.
5. Banks would invariably issue loan passbooks to beneficiaries.
9.7.6

Training

Training is provided to the beneficiaries for acquiring new skills and entrepreneurship
capabilities. Training is provided in selected industries which inculcate required skills
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to facilitates gainful employment of the trainees. Beneficiaries would be provided
training for courses maximum up to two years with a stipend @ Rs.3000 per month. The
training will be imparted as per the level of education and aptitude of the
beneficiary/trainee.
9.8

SELF HELP GROUP (SHG)

Micro finance is all about access to basic financial services. The effectiveness of
microfinance is better realised by the deprived sections when their capacities are also
enhanced along with access to financial capital. This principle is highly relevant to the
Self Help Group - Bank Linkage Programme (SHG - BLP), which provides savings,
credit and other facilities to these financially excluded poor
SHGs are small informal group of 10-20 individuals, who are homogenous with respect
to social and economic background and come together voluntarily for: promoting
savings habit among members and for a common cause to raise and manage resources
for the benefit of group members.
However, in hilly tracts / regions and predominantly tribal dominated areas where
communities are dispersed, smaller groups of minimum 5 members are also formed into
SHGs. The internal savings mobilised by the group are then lent by it to its members
for emergent needs or such other purposes as decided by the group.
9.8.1

Characteristics of the SHG

Some of the basic characteristics for provision of credit by the bank to the group area. SHG members should preferably have homogeneous background and common
interest.
b. It should have been in active existence for at least a period of six months.
c. It should have successfully undertaken savings and credit operations from its
own resources.
c. It should be democratically working, wherein all members feel that they have an
equal say.
d. The group is maintaining proper accounts/records.
e. Banker should be convinced that the group has not come into existence only for the
availing benefits and there should be genuine need to help each other and work
together among the members
9.8.2 Opening of savings bank account
The SHGs, which are informal and unregistered groups engaged in promoting savings
habits among their members would be eligible to open savings bank accounts with
banks. The saving account of the SHG will be operated by the office bearers duly
authorised to this effect by the way of group resolution. .
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9.8.3

Quantum of Loan:

SHGs may be sanctioned savings linked loans by banks (varying from a saving to loan
ratio of 1:1 to 1:4). However, in case of matured SHGs, loans may be given beyond the
limit of four times the savings as per the discretion of the bank. However, the Banks
may make the credit decision on the basis of certain objective parameters such as proven
track record, savings pattern, recovery rates, credit history, housekeeping, etc.
9.8.4

Documentation

Keeping in view the nature of lending and status of borrowers, the banks normally
prescribe simple documentation for lending to SHGs. Three basic documents which
were prescribed for use of banks wer61) an inter-se agreement to be executed by the
members of the SHGs, 2) a loan application to be submitted by SHGs and 3) loan
agreement between bank and SHG.
9.8.5

Presence of defaulters in SHGs

The defaults by a few members of SHGs and/or their family members to the financing
bank should not ordinarily come in the way of banks financing SHGs provided the SHG
has not defaulted to it. However, the bank loan may not be utilized by the SHG for
financing a defaulter member to the bank.
9.8.6

Separate segment under priority sector

In order to enable the banks to report their SHG lending without difficulty, RBI has
issued instructions to banks that they should report their lending to SHGs for on1ending to members of SHGs under the separate category, viz. 'Advances to SHGs'
irrespective of the purposes for which the members of SHGs have been disbursed loans.
Lending to SHGs should be included by the banks as part of their lending to the weaker
sections.
9.8.7

Grading of SHGs for Bank Finance:

Banks are expected to finance such SHGs which show certain minimum level of group
dynamics, financial management capabilities and behavioural discipline. Financing of
SHGs by banks has undergone a shift with the spread of the programme, substantial
increase in quantum of credit disbursed, adoption of cash credit system of lending, as
also increasing delinquencies in SHG etc. Banks may use grading formats/ norms as
indicated by NABARD. The SHGs are free to decide the interest rate to be charged to
their members provided the rate of interest is not excessive. The banks have the
discretion to decide on the interest rates applicable to loans given to Self Help
Groups/member beneficiaries Margin and security norms: As per the guidelines issued
by RBI from time to time.
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9.8.8

Voluntary savings/ Thrift

Although SHGs save fixed amounts as compulsory savings in weekly/ fortnightly /
monthly meetings, savings capacity and potential tend to vary across members over the
period. Therefore, members of SHG may be allowed voluntary savings over and above
the compulsory savings mandated in the group and a suitable accounting system may
be started in the SHG for this purpose.
Voluntary savings can be reckoned in two ways;
(1) Not forming a part of the group corpus and
(2) As a part of group corpus and utilized for intra group lending.
In case of (2), it will also be reckoned for assessing the quantum of loan to the group
from bank. However, it is desirable that the additional savings by group members does
not entitle the concerned members to seek proportionately higher dosage of credit for
themselves. The SHGs should have freedom to decide as to whether the voluntary
savings by members of the group are eligible for proportionate share in the interest
income or dividend from the group.
Rate of interest: As decided by RBI.
9.8.9 Purpose of bank loan
Loan granted by bank to the SHG is purpose neutral as the group decides the purpose
for which loan can be given to its members and banks are expected to meet the entire
credit requirements of SHG members for
(a) income generation activities,
(b) social needs like housing, education, marriage, etc., and
(c) debt swapping, etc.
9.8.10 Enabling Joint Liability Groups (JLGs) within SHGs
A few members of an SHG may graduate faster to start or expand economic activities
requiring much higher levels of loans than required by other SHG members. In such
cases, all other members may not like to stand mutual guarantee for a few large sized
loans. In such cases, a smaller "Joint Liability Group (JLG)" from members of an SHG
may be created. The members of JLG will continue to remain members of the SHGs
and continue to participate in the activities of SHGs are earlier. Banks may encourage
creation of such enterprise / livelihood based JLGs as a separate entity.
NABARD provides 100% refinance to banks for their direct lending to SHGs. Rate of
interest on refinance will be determined by NABARD from time to time.
9.9

LET US SUM-UP

The various Govt. Sponsored schemes are formulated with the objectives of uplifting
the Poor and underprivileged class to the mainstream and to bring them above the
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poverty line. These schemes are also customized taking in to account various local
factors to suit the requirements of the local artisans and resources. While the DAYNULM /DAY-NRLM are poverty alleviation programme for the urban and rural poor
respectively, PMEGP aims at providing self-employment to the Educated
unemployment youth. DRI scheme is for the poorest of the poor and SRMS is to putout
the stigma attached to an inhuman occupation. The SHG concept is well received by
both the developed and underdeveloped countries after the SHG movement gained
momentum initiated by Md. Yunus of Bangladesh, known as father of SHG ,who is also
a Noble Laurete.
9.10







9.11
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c)
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9.12






KEY WORDS
DRI-Differential Rate of Interest
Thrift-Saving habit
Capacity Building-strengthening the skills
NULM-National Urban Livelihood Mission
NRLM- National Urban Livelihood Mission
SLRS-Scheme of Liberation and Rehabilitation of Scavengers
SRMS-Self-Employment Scheme for Rehabilitation of Manual Scavengers
REVIEW QUESTIONS
Explain how an SHG is formed and formalities to be observed to get bank finance.
What are the eligibility criteria to avail of loan under DAY-NRLM?
What is the quantum of loan and repayment criteria in DAY-NULM?
Write short notes on:
i.
PMEGP
ii.
DRI
iii. SRMS
iv.
Capital Subsidy
v.
Back End Subsidy
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10.9 Key Words
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10.11 Further Readings
10.0

LEARNING OBJECTIVES

After studying the unit, you shall be able to :
 Understand the meaning and importance of Document.
 Explain the process of documentation.
 Discuss various modes of charging securities.
 Understand the types of securities
10.1

INTRODUCTION

We have understood that Banker-Customer relationship is essentially transactional or
Contractual. This relationship must be documented not only for evidence purpose but
also for clarity in enabling the parties to discharge their duties and obligations. This
aspect is highly important in loans and advances as unless appropriate security
documents are executed correctly, banks legal position may be in jeopardy in case of
any eventuality. Since banks fund is a public trust, documentation should be accorded
top priority to safeguard bank’s interest. Here, we must also remember that banks deal
in papers(documents) only while the assets are with the borrowers. As such, while
creating charges, all the relevant procedures must be followed with due care and
diligence.
10.2

DEFINITION

According to section-3 of Indian Evidence Act.1872, “Document” means any matter
expressed or described upon any substance by means of letters, figures or marks, or by
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more than one of those means, intended to be used, or which may be used, for the
purpose of recording that matter. Illustrations A writing 5 is a document; Words printed,
lithographed or photographed are documents; A map or plan is a document; An
inscription on a metal plate or stone is a document………………………….”.This
recordings evidenced the relationships.
In simple terms, document means written records created and executed in terms of laws
of the land for evidence while lending bank funds.
10.3

IMPORTANCE AND TYPES

Documents are necessary for the following purpose:
 It identifies the parties to the contract like borrowers/guarantors
 It identifies details of the securities charged.
 For creation of Bank’s charge on the securities
 To avoid disputes and to comply sec-64 of Indian Evidence Act.
 To decide the limitation period
Types of Documents:
There are various types of Documents. However, in bank lending and operations, three
types of documents are broadly used:-Demand Promissory Note (DPN) ,Agreements
and Deeds.
Demand Promissory notes bear the characteristics of a Promissory note as per section4 of N.I. Act. To be valid DPN must be dated and stamped.
Agreements are devised according to Indian Contract Act.1872.All the terms and
conditions are mentioned in the agreement i.e. loan amount, interest, repayment,
gestation, margin, details of securities etc. All the agreement attract stamp duty as per
Indian Stamps Act.to be enforceable. Different types of agreements are used like,
Hypothecation agreement, loan agreement, guarantee agreement etc.
10.4

DOCUMENTATION PROCESS

The documentation Process entails the following steps:
i) Selection of proper forms for documentation-Depending upon the nature of
facility, type of borrower, type of securities offered or to be charged, prescribed
forms or documents are used having complied to the legal aspects.
ii)

Stamping-Stamping of the documents is most vital in the process of
documentation. Stamping must be done before or during execution of the
documents. It should comply Indian Stamps Act. and applicability to the state in
which documents are executed. Under stamping must be avoided as it attracts
penalty. The stamps must be cancelled after execution otherwise the documents
would be treated as unstamped.
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iii) Filling up of forms- Forms, documents and related papers must be filled up, as
far as practicable, in one sitting, in one colour of the ink and by the same person
(writer).
iv) Execution-Documents must be executed in presence of responsible bank
officials. Persons executing or signing the documents must be competent to
Contract and their KYC compliance be held on record after verification. If
documents are to be executed by authorised person or PA holders, copy of the
letter of authorisation with common seal or copy of the Power of Attorney must
be kept with the documents.
v)

Vetting of Documents-After the documents are executed and before release of
the facilities, the executed documents must be vetted eithr by the legal cell of the
Controlling office of the branch or by the approved advocate of the bank to ensure
the enforceability of the document.

vi) Registration- Registration regarding loan documents with ROC and CERSAI
must be done within 30 days and for mortgage to be registered within 4 months
from the date of execution of documents.
vii) Keeping the documents in force-Documents must not be allowed to be time
barred according to limitation act. Various limitation periods are there for various
documents. In most of the cases it is three years. Limitation period must be
revived accordingly by getting the balance confirmation letters signed by the
borrowers and guarantors well before the expiry date. According to section-3 of
limitation Act, a suit cannot be filed on the strength of a time barred (debt)
document.
10.5

DIFFERENT MODES OF CHARGING SECURITIES

We will be discussing here the various types of creating charges on securities taken by
the banks to safeguard the advances. There are different types of securities generally
accepted by the banks. Modes of creating charges depend on the types of securities.
Banks charge over properties/securities confined to one or more of the following types
of charges:
a. Appropriation: When the debtor has more than one debt with the creditor and he
deposited the money without any instruction for its credit to the bank or he has
some deposits (not matured), the banker has a right to appropriate the money
towards any loan account or accounts depending on merit of the case. However, if
the customer has given specific instruction for its credit or use and the same has
been accepted by the bank, then bank is duty bound to honour the instructions of
the customer and can not exercise the rights of appropriation.Section-59, 60 and 61
of Indian Contract Act. 1872 explain the various aspects of this right.
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b. Set-off: This type of right is exercised by the Banker when he is in a position of
both debtor and creditor to a customer. Suppose, a customer has a deposit account
and a loan account. The banker can combine these accounts to adjust his claim
against the claim of the customer. A loan is overdue, the borrower has a credit
balance in his deposit account, the banker can adjust the debit balance of the
customer with his credit balance.
c. Lien: It is a right of the creditor to retain the goods, belonging to the debtor, under
his possession till the dues are paid. Under lien, creditor can retain the goods but
cannot sell them. When the right is conferred to particular goods, it is known as
particular lien. On the contrary if the goods are not specified and lien is exercised,
it becomes a general lien. In case of Bankers, lien is an implied pledge as bankers
can sell the goods after exercising rights of lien by giving notice. This is called
Bankers lien. Another type of lien is there known as Negative lien in which, the
debtor undertakes that the goods are free from encumbrance and he will neither sell
them nor offer them to any one for exercising lien.
d. Assignment: It is another type of security offered to the lender. Assignment is
transfer of right, property or a debt existing or future. Assignment is also transfer
of an actionable claim, like that of life Insurance Policy, which may be existing or
future as a security for loan.As per Section 3 of Transfer of Property Act.
’Actionable claim is a claim to any debt, other than a debt secured by mortgage of
immovable property or by hypothecation or pledge of movable property, or to any
beneficial interest in movable property not in possession either actual or
constructive, of the claimant, which the civil courts recognize as affording grounds
of relief whether such debt or beneficial interest be existent, accruing or conditional
or contingent.’
e. Hypothecation:
According
to
section
2(n)
of
SARFAESI
Act.2002,”Hypothecation means a charge in or upon any movable property,
existing or future, created by a borrower in favour of a secured creditor without
delivery of possession of the movable property to such creditor, as a security for
financial assistance and includes floating charge and crystalisation of such charge
in to fixed charge on movable property.”
It is an equitable charge, where the borrower is owner and keeps possession of the
asset, so financed for his use, on behalf of the creditor. This sort of charge is created
for all types of movable assets like stock, vehicle, crop etc. The greatest demerit of
this type of charge is that, the ownership and possession remain with the borrower
and beyond control of the creditor.
In the event of non-payment of dues, a bank can take possession of the assets with
the consent of the borrower and become a pledgee and can sell the securities
without intervention of the court .
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f. Pledge: Pledge has been defined by Indian Contract Act.1872 under section 172.
According to it, Pledge is bailment or delivery of goods as security for a payment
of a debt or performance of a promise. It may be remembered that only goods
(movable assets excluding actionable claims) can be pledged. The bailor in this
case is called “Pledger” or “Pawnor”. The bailee is called “Pawnee” or “Pledgee”.
Pledge is somehow different from Bailment in the sense that in Bailment delivery
of goods is made for some purpose, while in pledge the purpose is specific for
securing a debt or performance of a promise.
10.6

MORTGAGE

The most secured, popular and preferred mode of creation of charge is MORTGAGE.
As per section 58(a) of Transfer of Property Act.,” A mortgage is the transfer of an
interest in specific immovable property for the purpose of securing the payment of
money, advanced or to be advanced by way of a loan, an existing or future debt, or the
performance of an engagement, which may give rise to a pecuniary liability”
The transferor is called the mortgagor and the transferee is known as mortgagee. The
instrument vide which mortgage is affected is called the ‘Mortgage Deed” and the
amount secured by the mortgage is called the “Mortgage Money”.
There are various types of mortgage, which are explained as under:
i) Simple Mortgage-A simple mortgage is one in which, without delivering the
possession of the property, the mortgagor binds himself personally to pay the
mortgaged money and in the event of failure the mortgagee can sale the mortgaged
property to recover the dues.(58-b).
ii) Mortgage by Conditional Sale- In this type of mortgage, as the name suggests,
the mortgagor apparently sells the property to be mortgaged to the mortgagee with
a condition that in the event of nonpayment of dues/mortgaged money, the sale
becomes absolute. If repayment will be made then the sale becomes void and the
mortgagee/buyer has to transfer the property to the seller/ mortgagor.(section 58c).
iii) Usufructuary Mortgage-Under this type of mortgage, the mortgagor delivers
possession of the property to the mortgagee with the express understanding that the
benefits accrued from the property so mortgaged like rent or any other profits etc.
be adjusted/appropriated towards interest or principal and the property would
continue to be in possession of the mortgagee till the mortgaged money with all
dues are repaid.(section-58-d).
iv) English Mortgage-English Mortgage is that type of mortgage in which, the
mortgage property is transferred absolutely in favour of the mortgagee and the
mortgagor binds himself to repay the mortgaged money on a predetermined date.
In the event of payment, the property is transferred back to the mortgagee as agreed
to. (Section-58-e).
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v) Equitable Mortgage-This type of mortgage is also called mortgage by deposit of
title deeds. This is the most popular form of mortgage as it does not required to be
registered, thereby stamp duty is saved. Here, the mortgagor delivers the title to the
immovable property like title deeds (Regd. Sale deed, patta, pauti etc.) to the
mortgagee in a notified place with the intention to create a security there on to
secure a debt. In the event of non-payment the mortgagee can sue the mortgagor
for sale but cannot resort to foreclosure. Provisions of the section applicable only
to Mumbai, Kolkata and Chennai and such other places which are notified through
official Gazettes.
This type of mortgage is widely practiced in banks due to its simplified procedures.
Care should be taken to make entries or record narration in the title-deed register,
evidence of the intention to create mortgage(must be in writing prior to a date of
entry in the title deed register) and acknowledgement in having received the title
deeds must be sent to the mortgagor dated latter to the narration date in the
register.(Section-58-f)
vi) Anomalous Mortgage- Any type of mortgage other than Simple Mortgage,
Mortgage by Conditional sale, English Mortgage, Usufructuary Mortgage or
Equitable Mortgage, is called Anomalous Mortgage.(Section-58-g).
DIFFERENT TYPES OF MORTGAGE IN GIST
TYPE
OF TPACT.
MORTGAGE
SECTION

OWNERS
HIP

Simple
Mortgage
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58-b
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Mortgagor
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Mortgagor
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No

Oral Assent

TYPES OF COLLATERAL SECURITIES

To understand, what a collateral security means, we have to understand the meaning of
primary security. We know that Bank loan is mostly purpose oriented and generally
assets are created out of bank finance. Examples are vehicles, consumer durables, house,
plant and machinery, raw materials tec. As such, if a loan is given for a vehicle, then
vehicle is the primary security in this case. However, to get the loan more secured, Bank
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may ask for additional security like building, LIC policy etc. These additional securities
are called collateral securities. It means any security other than the primary securities
are known as collateral security.
For example, one has taken a car loan and also offered his house as security. Here, Car
is the primary security and house is collateral security.
Precautions:Before accepting any security, Bankers should ensure that:
 The borrower or guarantor offering any collateral security must have a clear and
valid title to the property.
 Security should be free from encumbrance.
 Security should be identifiable and measurable.
 The collateral offered should be marketable.
 Title of the security should be freely transferable.
 In case the security is movable asset, it must be transportable.
 The security should also be durable and storable.
As observed in the preceding section, there are various modes of charging the securities
to secure a Bank loan, likewise, there are various types or collateral securities. Few
popular and widely accepted collateral securities are discussed below:
a. Land and Building-Due to advantages like incremental value, fixed location and
covered under securitization act. etc. Bankers prefer land and building as collateral
securities. However, to mitigate the possibility of loss, bank should get the property
valued by an independent or approved valuer to ascertain the distressed or
conservative value to be on safer side. Banks should also obtain a NIL encumbrance
from the revenue department and legal opinion on the mortgage ability of the
property.
From an approved advocate. Banks must also ensure that govt dues are paid up to
date and property is insured for it’s full value before creation of charge. While
accepting land and building as security, banks should avoid leasehold properties
and agricultural land to avoid complications at the time of sale/disposal.
Acceptance of land and building or real estate as security is not free from it’s
inherent demerits like: charge creation is costlier except equitable mortgage, time
taking and cumbersome disposal process.
b. Goods and Stock -Mostly working capital limits are sanctioned against Goods and
Stock as primary security under hypothecation. Finished goods or stock may be
pledged by physical or constructive delivery both as primary and collateral security.
This sort of security is accepted only of customers of repute. Here, perishable
commodities should be avoided as far as practicable. Based on the value of the
security, advance is made or limit is fixed.
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Bankers prefer this type of securities because of ready marketability if sale is
resorted to, easy liquidation and minimum formalities in creating charge. However,
pledged goods require much attention like insurance and upkeep of the stock.
c. Documents of Title to Goods- According to Section 2 (4) of the Sale of Goods
Act.1930, Document of title to goods, includes a bill of lading, dock-warrant,
warehouse keeper's certificate, wharfingers' certificate, railway receipt, multimodal transport document, warrant or order for the delivery of goods and any other
document used in the ordinary course of business as proof of the possession or
control of goods, or authorising or purporting to authorise, either by endorsement
or by delivery, the possessor of the document to transfer or receive goods thereby
represented. [Sale of Goods Act, 1930 (3 of 1930), s. 2 (4)].The essential requisites
of documents of title to goods are: Mere possession create rights, transferable by
endorsement and/or delivery, the transferee of the documents can take delivery in
his/her own rights. However, these documents of title to goods though appear to be
Negotiable instruments are not so. Though popular in trade circle, it is a sensitive
area and warrants due care in handling such documents as chances of fraud and
forged documents are very high.
d. Life Insurance Policy- Policies are highly secured means of security and banks
readily accept them both as primary as well as collateral security. The formality of
assignment of the policy in favour of the bank is simple and less time consuming.
The policy after assignment by the issuer at the request of the holder, kept in bank
custody. On default of repayment in the event of death of the depositor, the policy
can be surrendered and proceeds can be adjusted towards the loan account. In this
type of security banker should ensure that, the policy is duly assigned and premiums
are paid on due dates. Before accepting the policy, banker must take due care to
ensure that the policy is assignable, does not contain any clause to prevent the
banker from receiving payments in case of eventuality and age of the assured has
been admitted .The policy must be sent directly for assignment and never through
the borrower.
e. Book debt- By assignment of Book-debt as security, borrowers can avail of bank
finance. Book debts means the amount that is owed by the business from its
customers. Thus, trade receivables debtors and bills receivable are the book debts
of the business. The assignment must be in writing, which may be absolute or by
way of charge. As an actionable claim include future debt, there can be valid
assignment of future debt as well. Since the value of the book debt depends on the
solvency of the debtors, the list of debtors must be verified to ascertain the
reputation of the debtors. In this type of a charge, bankers must ensure that: debts
collected directly by the creditor (borrower) must be deposited with the bank, the
notice of assignment must be acknowledged by the debtors and in case the assignor
is a company, charge must be created within 30 days from the date of assignment.
f. Shares and Debentures- We are aware that banks can advance against quoted
shares other than it’s own. In case of shares, value can be ascertained and charge is
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created, which is less expensive. So far as debentures are concerned, charge is
created against the assets of the issuer company through a trustee to take care of the
interest of the individual investors. It is a preferred security because of: less
formalities in creation as well as release of charge, ascertainment of value is simple,
price is not subject to wide fluctuation and yield dividend. However, bankers must
safeguard their interest by accepting only fully paid up shares to avoid ensuring
payments towards calls, not to registers shares in their names and keeping track of
the value of shares and Issuer Company to foresee any problem of falling prices. In
this kind of securities, sufficient margins must be kept to be on safer side.
g. Fixed Deposit Receipts- The safest and popular security is banks own FDRs. It is
very common and comfort level of the banks is high as the money is already with
the bank and adjustment of security due to nonpayment of debt is not a problem at
all. Creation of charge is very simple by getting the FDR discharge by all the
depositors and executing the relevant pledged document .FDRs are accepted both
as primary and collateral security depending on the case. Loan is granted to the
depositor(s) only and in case of joint depositors, all have to discharge the FDR even
if the loan is given to one of them. While granting advance against the security of
FDR, due care to be taken to see that minors should be avoided, other banks FDRs
must not be entertained including third party deposits. In case of minor deposits,
the guardian should execute the documents and give an undertaking to the effect
that the loan is taken for the exclusive benefits of the minor. Likewise, in third party
deposits, the depositor should discharge the FDR and sign the pledged form with
his written consent to advance to the third party.
h. Supply bills- Payments from Government departments or Public sector Units take
time for the goods supplied to them by the suppliers or contracts executed by
contractor. These suppliers or contractors face liquidity problems as there payment
is delayed. Similarly, a party might have taken a contract for execution and he is
entitled to progressive payments based on the work executed, for which the
contractor has to submit bills in accordance with the terms and conditions of the
contract.. Such bills, popularly known as a supply bills are often accepted as
securities by the banks for giving loan to the supplier to lessen their liquidity crisis
obtained by the contractor. Banks lend against supply bills by way of discounting
the bills or set up OD/CC limits against the receivables/ book debt.. The charge
created is generally assignment of the receivables.
The contractor/supplier requests his banker to advance against receivables by
submitting the supply bills, delivery challan and inspection report by the
departmental officials. On assignment of the receivables and for the
goods/materials supplied or contract work executed, bank also obtains a power of
attorney from the supplier to receive/demand payment from the Govt.
Deptt/PSU/Reputed Company duly acknowledged by the latter and agreed to the
same working capital facility. The lender bank further obtains a power of attorney
from the supplier/contractor authorising the bank to receive the money on account
of goods In this regard, the supplier needs to discharge, in having received the
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payments in lieu of assignment of receivables in favour of the bank, on a stamped
receipt. This type of advance is more like clean advance i.e. unsecured loan. As
supply bills do not enjoy the status of Bills of exchange. Bank cannot enforce its
claim on the purchaser (borrower’s debtors) in the event of a default. Thus, utmost
care should be exercised while entertaining such securities.
i. Gold jewellery/ornaments- Gold is known to have it’s own place as security from
time immemorial. The scheduled commercial banks including co-operative banks
are lending against the security of jewels/gold ornaments. They accept them for
pledge after satisfying the ownership of the property. The borrower shall give a
declaration letter to the bank stating that the ornaments are his/her own property
and he/she has the fullest right to pledge them. Adequate margin on the market
value of the ornament is maintained.to be pledged. Generally short term loans given
even for agricultural purpose.
The ornaments to be pledged to the bank are appraised or valued by the bank’s approved
shroff. Valuation of the ornaments Is Ideally conducted at the branch premises in
presence of the prospective borrower/owner and bank officials. The valuation certificate
issued by the appraiser shall indicate the description of the ornaments and gross weight
and net weight of the gold content (exclusive of stones, alloy, strings lac etc.).The
certificate also states the prevailing market price of the gold vis-a vis approximate value
of the ornaments to be pledged. The valuation report should be duly signed by the
appraiser which should be kept with the loan documents by the bank. Once the appraisal
of the jewels is over and accepted by the bank for granting a loan, it should be put in a
pouch and sealed to be kept inside the vault for safe Custody.
The details as per the slip match with the details of the certificate the gold loan register.
The pouches containing the ornaments should be arranged according to loan account
numbers and kept in a fireproof safes, preferably inside the strong room, under joint
custody. The jewels pledged to the bank should be insured for the appraised value
against the risk of burglary, fire and other risks as per the guidelines. As per RBI
guidance Banks may take blanket insurance policy covering cash, jewels, and other
valuables covering all types of risks (Reference RBI RBI/2008/275 UBD. PCB. Cir.
No.
24/
13.05.001/
08-09
November
10,
2008).
If the borrower does not repay the loan on the due date, the bank shall auction the
ornaments after observing procedural formalities to adjust the loan.
As per RBI guidelines, “Banks should not grant any advance against bullion/ Primary
gold. However, in its mailbox clarification dated April 5, 2011 RBI clarified that there
would be no objection to the bank granting loans against specially minted gold coins
sold by them, as specially minted gold coins sold by banks may not be in the nature of
“bullion” or “primary gold”. Nevertheless, banks should ensure that the weight of the
coin(s) does not exceed 50 grams per customer and the amount of loan to any customer
against gold ornaments, gold jewellery and gold coins should be within the Board
approved limit “.in terms of RBI circular DBOD. No.BC. 138/ 21.01.023/ 94 dated
November 22, 1994. Further, while granting advances against the gold coins, banks are
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required to ensure, without fail that the end use of the funds should be strictly for nonspeculative purposes.
10.8

LET US SUM-UP

Legal remedy is the primary objective of documentation apart from compliance and
other purposes. Selection of proper documents and following the process of execution
safeguard banks ‘interest. Creation of creditor’s/Banker’s charge on the assets make the
advance a secured one. As bankers accept various types of securities as per norms,
convenience and requirement, the modes of creation of charge differs from one type of
security to others.
10.9






KEY WORDS
DP Note: A promissory note called demand pronote
Document of title to goods-Bills, RR etc. evidencing possession and control.
Constructive Delivery-Symbolic Delivery
Assignment-Creation of charge on asset in books /paper security(LIP)
Actionable Claim-Claim on movable property not under possession.

10.10 REVIEW QUESTIONS
1. Explain the process of Documentation.
2. What is equitable Mortgage? How it is created and what precautionary measures to
be taken?
3. Explain in brief the various types of Mortgage.
4. Distinguish between Hypothecation and Pledge.
5. Distinguish between Set-off and Appropriation
6. Explain the following terms:
a) Lien
d) Book debts
b) Bailment
e) Stamping
c) Acknowledgement of debt.
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