




* ~ ? ~ I ~ ~  
Bankena lutala shetkaryala I Anant Umrikar 

m ? m  
Tr?d m TE6m 

m, 2 8 8 - 3 m h ,  
-. 

?dm - 839 007. 
v : (0280) 7389008. 
Emall janshakt~ wachak@gma~l corn 



o r n  
; r k r n ~ 9 W -  p r n * : d ~ r n *  























B - Circular of Auuust 17, 1976 

Schedule-I 
Excerpts from circulars issued by the RBI 

A - Circular of Marchl4. 1972 

Charging of interest on agricultural advances : 
There is at present no uniformity in the manner of charging 

interest on the various types of agricultural advances by Banks. 
Although interest is compounded at monthly, quarterly or half yearly 
rests on advances, such a system of compounding in the case of 
agricultural advances may not be suitable. The agriculturists do not 
have any regular source of income other than the sale proceeds of 
their crops. They will not, therefore, be in a position to pay interest 
at usual fixed intervals. 

Paragraph (2) : 
"Having regard to the special characteristics of agricultural 

finance, banks are advised to bear in mind the following principles 
in the matter of application of interest on such advances. 

i) Repayment period of agricultural advances, whether short- 
term or medium-term should be so fixed as to coincide with the period 
when the farm_e;rkM-Le- after harvesting and markemgat hjs 
crops. Payment of interest should also be insisted upon only at the 
time of repayment of loanlinstalment so fixed. 

ii) When crop loans or instalments under medium-term loans 
become overdue, banks can add interest outstanding to the principal 
and compound the interest keeping in view what has been stated in 
paragraph (1) above" 

Paragraph (3) : 
"Subject to the observance of the above principles, banks 

may adopt suitable accounting procedures in the matter of charging 
interest on agricultural loans." 

Dear Sirs, 

Method of charging interest on Agricultural Advances. 

Please refer to our directive DBOD No. DIR B.C. 30lC. 

96-97 dated the 13th March, 1976 stipulating the maximum rate of 

interest that could be charged on loans, advances, etc., by scheduled 

commercial banks. It has been stated therein that interest shall be 

charged with quarterly rests. It is clarified that this aspect of the 

directive will not apply to agricultural advances in respect of which 

the intructions issued in our letters No. Nat. 389lC 453(A)-72 dated 

the 14th March, 1972 and No. BP.B. C 107lC. 453 (A)-74 dated 5th 

October, 1974 will continue to prevail. In other words, payment of interest 

on agricultural advances should be insisted upon only at the time of 

repayment of principallinstalment of principal and interest on current 

dues should not be compounded. 

Yours faithfully, 
Sdl- P.N. Khanna 
Chief Officer. 



C - Circular of September 15, 1984 

Dear Sirs, 
Compounding of interest by Commercial Banks. 
As you are aware, the Reserve Bank of India has issued 

following guidelines to Commercial Banks regarding the procedure for 
charging interest on loan accounts : 

(a) Banks can charge interest on loan accounts at quarterly 
or longer rests. 

(b) In respect of direct agricultural advances banks should 
not compound the interest in the case of current dues, i.e., crop loans 
and instalments not fallen due in respect of term loans, as the 
agriculturists do not have any regular source of income other than 
sale proceeds of their crops. 

(c) When crop loans or instalments under term loans become 
overdue, banks can add interest outstanding to the principal. 

(d) Where the default is due to genuine reasons banks should 
extend the period of loan or reschedule the instalments under term 
loan. Once such a relief has been extended the overdues become 
current dues and banks should not compound interest. 

We shall be glad if you will let us know early, say, by 29th 
September 1984 after varification, if necessary, with your divisional 
or regional offices of the practices followed for charging interest, the 
extent to which #ey dtffer horn the advice given a&- 
for the same. 

Yours faithfully, 
Sd/- 
(J.R. Prabhu) 
Joint Chief Officer 

I Relevant provisions from the Banking Regulation Act 1949 

Section 21 : Power of Reserve Bank to control advances by banking 
companies. 
1. Where the Reserve Bank is satisfied that it is necessary or 

expedient in public interest (or in the interest of depositors) 
(or banking policy) so to do, it may determine the policy in relation 
to advances to be followed by banking companies generally or 
by any banking company in particular and when the policy has 
been so determined, all banking companies or banking 
company concerned, as the case may be, shall be bound to 
follow the policy as so determined. 

2. Without prejudice to the generality of the power vested in the 
Reserve Bank under sub section (I),  the Reserve Bank may 
give directions to banking companies generally or by any banking 
company in particular or a group of banking companies in 
particular, as to - 
a. the purposes for which advances may or may not be made, 
b. the margins to be maintained in respect of secured advances, 
C . . . . . . .  
d . . . . . . .  
e. the rate of interest and other terms and conditions on which 

advances or other financial accommodation may be made 
or guarantees may be given. 

3. Every banking company shall be bound to comply with any 
directions given to it under this section 
. . . . . . .  a 

I 

b. ...... 
. . . . . . .  b 

I 

Section 21A. 
Rates of interest charged by banking companies not to be subject 

to scrutiny by courts. Notwithstanding anything contained in the 
Usurious Loans Act 191 8, or any other law relating to indebtedness 
in force in any state, a transaction between a banking company and 



its debtor shall not be reopened by any court on the ground that the 1 
rate of interest charged by the banking company is excessive. 
Section 35A. Power of the Reserve Bank to give directions 

i 
1. Where the Reserve Bank is satisfied that 

I 
1 

a, in the public interest or 
aa. in the interest of banking policy or 
b . . . . . . . 
c. ... ... it is necessay to issue directions to banking companies I 

or to any banking companyin particular, it may, from time I 

to time, issue such directions as it deems fit, and the banking 
companies or the banking company as the case may be, 
shall be bound to comply with such directions. 

Section 46 Penalties 
1 . . . . . . . 
2 . . . . . . . 
3 . . . . . . . 
4. If any other provision of this act is contravened or any default 

is made in complying with any requirement of this act or of any 
order, rule or direction made or condition imposed thereunder, 
any person guilty of such contravention or default shall be 
punishable with fine which may extend to two thousand rupees, 
and where a contravention or default is continuing one, with a 

- further fine which may extend to one hundred rupees for every 
day during which the contravention or default continues. 

5. Where a contravenfionri or default has been comm~tteci by a 
company, every person who, at the time of contravention or default 

I 

was committed, was in charge of, and was responsible to, the 
company for the conduct of the business of the company, as 
well as the company, shall be deemed to be guilty of the 
contravention or default and shall be liable to be proceeded against 1 
and punished accordingly : 

I 

Provided that nothing contained in this sub-section shall render ~ 
any such person liable to any punishment provided in this act 
if he proves that the contravention or default was committed 
without his knowledge or that he excised all due diligence to 
prevent the contracention or default. 

Section 47A Power of Reserve Bank to impose penalty 

1. Notwithstanding anything contained in section 46, if a contra- 
vention or default of the nature referred to in sub-section (3) 
or sub-section (4) of section 46, as the case may be, is made 
by a banking company, then, the Reserve Bank may impose 
on such banking company. 

a. Where the contravention is of the nature referred to in sub- 
section (3) of secction. 46 a penalty not exceeding twice 
the amount of the deposits in respect of which such 
contravention was made: 

b. Where the contravention or default is of the nature referred 
to in sub-section (4) of sec.46 a penalty not exceeding two 
thousand rupees and where such contravention or default 
is a continuing one, a further penalty which may extend to 
one hundred rupees for every day after the first, during which 
the contravention or default continues. 



Schedule-III 

Relevant provisions from Civil Procedure Code 

Section 34 Interest I 

Where and in so far as a decree is for the payment of money, I 

the court may in the decree, order interest at such rate as the court 
deems reasonable to be paid on the principal sum adjudged, from 
the date of the suit to the date of the decree, in addition to any interest 
adjudged on such principal sum for any period prior to institution of 
the suit, with further interest at such rate not exceeding six per cent, 
per annum as the court deems reasonable on such principal sum from 
the date of the decree to the date of payment, or to such earlier date 
as the court thinks fit. 

Provided that where the liability in relation to the sum so 
adjudged had arisen out of a commercial transaction, the rate of such 
further interest may exceed six per cent, per annum, but shall not 
exceed the contractual rate of interest or where there is no contractual 
rate, the rate at which moneys are lent or advanced by nationalised 
banks in relation to commercial transactions. 

Explanation I - .... 
Explanation II- .... 

2. Where such a decree is silent with respect to the payment of 
further interest on such principal sum from the date of decree to the 
W e  of paymeftt-sf-etki+mk date, the court s h d  be-b I 

have refused such interest, and a separate suit therefore shall not I 

lie. 




