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ABSTRACT REPORT.

1. In order to facilitate an appreciation of our views by persons to whomr
our Report may appear too detailed and
technical, we have deemed it convenient
to prepare an abstract dealing only with those points which are of larger
importance. For this reason we do not propose to enter into great detail and
our remarks in this abstract must be held to be supplemented by what we have:
said in our main Report. For the same reason we shall refer to agricultural
credit sooieties only among primary societies, as societies of this nature form
13,715 out of the 14,566 primary societies which have come info existence since
co-operation first obtained a footing in Indiain 1904,

Olject of Abstract Report.

2. A primary agricultural co-operative credit society is formed in its
first stage by a number of individuals,
not less than ten, who, because they are
unable individually to obtain the credit which is necessary for their small
agricultural operations either in adequate quantity or at rates or on terms of
honest dealing which enable them to work at a profit, combine together to
obtain this necessary credit on reasonzble conditions. To effect this each
becomes liable for the debts of the sogiety to the extent of the whole of his assets,
If in this combination there is a number of well-to-do persons who have
joined, not to obtain credit facilities they already possess, but to assist their
poorer friends, it is obvious that the addition they bring to the total of the assets
of the individual members provides a substantial security to a creditor for any
money lent to the society and used by the poorer members. If, on the other
hand, all the members are of the same class, too poor individually to be trusted
with any loan at a rate of interest which does not include a very large propor-
tion of insurance to guard against the risk of non-repayment, it is equally
obvious that the risk on the loans is in no way diminished from a purely material
point of view by the combination. It will not, we think, be found frequent
in practice in India for men of substantial position to join a society to
support the credit of their poorer neighbours, and consequently it may be
taken that the majority of societies belong to the latter class. It is true
that even in that case the total assets of the members may, and gene-
rally do in practice, total up to a nominal saleable value, based on the rates
obtained at oocasional sales, considerably in excess of the total loans granted.
It is, however, probable that in the event of the forced sale of a number orall of
these assets, the amount realised would be found to be very much less than that
at which they had been valued and might in many cases fail to cover the debts
of the societies, the more especially if many such sales were taking place simul-
taneously within a small area. Hence it is clear that the creditors’ real security
consists not in the material assets of the members but in the ability and desire
of the members to put the borrowed money to productive uses and to repay the
loan out of the profits made thereby.

The Primary Society.

Each loan should mean so much earning capaeity, so much producing power
for the individual borrower. The guarantee consists in the expectation that each

b
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member of the society knowing that he stands to lose his all by the default of the
others, will exert moral pressure on his co-members to ensvre that they use for a
proper productive purpose the money which they have borrowed and duly repay it
at the appointed time. The security in fact lies in the use of each loan for genuine
productive purposes, the honesty and thrift of the members, the watchfulness
they exercise over each other, the moral influence which they bring fo bear
upon dishonest or unthrifty co-members aud the feeling of solidarity which is
usually awakened by association for a common purpose. These represent
the essential elements of co-operation in its perfected form and it is in
the presence of these elements that the business aspeet of co-operation also finds
its best security. The societies, as we have said in our Report, must in the first
place be co-operative and must further be business-like. The two qualitications
are largely inter-dependent, but for the sake of clearness it will be convenient to
deal with them separately as far as possible.

- 3. The society tobe fully co-operative must fulfil many conditions. The
theory underlying co-operation is that
weak individuals are enabled to improve
their individual productive capacity and
consequently their material and moral position, by combining among themselves
and bringing into this combination a moral effort and a progressively developing
realisation of moral obligation. The movement is essentially a moral one and it
is individualistic rather than socialistic. It provides as a substitute for material
assets honesty and asense of moral obligation, and keeps in view the moral
rather than the material sanction. = Henee the first condition obviously is that
every member should have a knowledge of the principles of co-operation, if this
co-operation is to be real and not a sham.  In the formation of a society the first
essential is the careful selection as members of honest men, or at any rate of
men who have given satisfactory guarantees of their intention to lead an honest
life in future. As regards the dealings of the scciety, it should lend to its mem-
bers only, and the loans must in no circumstances be for speculative purposes,
which, so far from encouraging thrift and honesty, have exactly the opposite effect.
Loans should be given ooly for productive purposes or for necessaries which,
as essentials of daily life, can fairly be classed as productive. The borrowers
should be required to satisfy their fellows that they are in a position to repay
the loans from the income that they will derive from their increased productive
capacity, or that by the exercise of thrift they can effect a margin of income over
expenditure which will suffice fo meet the instalments of their loans asthey fall
due. When a loan has been given, it is essential that the committee of the
society and the other members should exercise a vigilant watch that the money
is expended on the purpose for which the loan was granted. Tf it isim-
properly applied, it should be at once recalled. It is further advisable to add
to the general supervision of the rociety the special supervision of individual
members, by taking personal sureties in the case of each loan. In the event
of any default by the borrower an irstant demand should be made on
these sureties. In the more general matters of the society’s business there
should, of course, be a committee of management with a president and a secre-
tary, all of whom, except those who perform purely clerical duties and have no
voice in the management, should be members of the society and give their
services to it gratuitously. At the same time the ultimate authority should
never be delegated to the office bearers, but should be retained in the hands of

Conditions necessary to make a sociely
co-operative,
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the members, who must continue to take a practical interest in the business of
the society, With this object the constitution should be purely republican ; each
member should have one vote and no more in the general meeting and all
business should be transacted with the maximum of publicity within the society.
For example there should be kept in some place open to the inspection of every
member a list showing the loans issued to every member, the names of his
sureties and the amount of the loan still unpaid, and each member should be
required to know generally how this account stands : general meetings should be
frequently held at which the accounts and affairs of the society are fully dis-
cussed and explained. 'The express object of the society should be the develop-
ment of thrift among its members, with the hope too that this idea of thrift
will spread in the neighbourhood. To effect this object loans must be
given only when they are really necessary and desirable. Further the develop-
‘ment of thrift and of a proprietory interest in the society should be aided by
efforts to build up as soon as possible a strong reserve fund from profits.
The society must also be encouraged to obtain as much as possible of its capital
from the savings which its teaching and example have brought about among
its members and their neighbours. With all these must go the elementary busi-
ness principles of honesty, punctuality, proper accounts, diligence and payment
when due. To ensure all this there must be adequate control from within, in-
oreasing vigilance and supervision by the office bearers and a continuous effort
by members in learning the principles of ¢o-operation, in meeting frequently, in
watching others, in working hard and observing thrift, and in punctual repay-
ment of their own loans as they fall due.

4. There are three matters in this connection which we consider to be
of special importance : —(3) the starting of
new societies and the size of societies, (i)
the period for which loans are granted fo members, and (¢ii) the rate of interest
charged on loans.

Three special poinis.

With reference to the starting of new societies we have recommended that the
utmost care should be exercised in permit-
ting the formation of a society and that
the Registrar should only consent to register a society after he is convinced that
its prospective members understand co-operative principles and duties and are
prepared to act up to them and that there is a reasonable probability that they
willdoso. Any general spirit of official propagandism of primary societies would
in our opinion now be a grave mistake. The movement has spread sufficiently
to enable the villagers in most provinces to have an opportunity of seeing
a society in being and to take steps to form a society of their own, should they
consider that the inducements are sufficient. The members should be suffi-
ciently acquainted with each other to know whom to trust and whom not
to trust and to be able to exercise genuine supervision over each other’s dealings.
Consequently large societies are to be depresated. ~ Undoubtedly large societies
do exist and prosper up to a point, but it will be found in practice that these
depend for their existence on the efforts of the president or a small committee,
and that the ordinary member takes little interest and has practically no voice
in the management or affairs of his society. The co-operative safeguards are
therefore absent, and everything depends upon the honesty and business quali-
ties of the committee. We have noticed moreover that it is from societies

(i) New Socicties and their size,
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of this nature that the majority of complaints have come that members who are
perfectly well able to repay are contumaciously refusing to do so. This is
oiily to be expected when there is an absence of the co-operative elements of
mutual watchfulness and supérvision and of the exercise of moral pressure.
1t is impossible to avoid the conclusion that large societies of this nature must
inevitably lose their co-operative character and degenerate into village money
lending concerns.

5. The fixation of the period of loans is a point which deserves special con-
sideration. To takea common instance, a man, who has mortgaged his land and is
working as a daily labourer, applies for a loan of (say) Rs. 400 to redeem that
land and his fellow members come to the
conclusion that, put in the posséssion of the
land, he can by the exercise of due thrift save Rs. 150 a year. If a loan of
Rs. 400 is granted on condition of repayment by two instalwents within two
years, the result must be to drive the borrower again into debt by forcing him
to raise elsewhere the balance required to meet these instalments when they fall
due. If instalments have been fixed to which there is admittedly no in-
tention of adhering, the arrangements of the society for repaying its own
borrowings must necessarily be stultified, while other borrowing members.
who may very well be in a position to pay, are encouraged to resort
to procrastination and evasion. On the other hand a well-to-do man, though
he might reasonably be granted a loan to replace plough cattle which had died,
would probably be in a position to repay that loan sooner than another man
whose income and necessary expenditure afforded a smaller margia. Conversely,
by allowing three years for the repaymentof a loan granted for seed grain, which
should properly be repaid after the harvest, direct inducements to extravagance
and unthriftiness are placed in the way of the borrower. It is, therefore,
necessary that each society before granting its loans should consider carefully
the time within which, having regard to the purpose of the loan ard the
circumstances of the borrower actual repayment can be properly expected.
‘When the period has been fixed, it should be rigorously enforced except in
the event of harvest or domestic calamities. The system of extending loans as-
a matter of routine is one of the greatest dangers that exists in the co-operative
movement, in that it paves an easy way for procrastination and eventual default.
It is moreover facilitated by the fact that, if a loan is formally extended by
the society, even for the sole reason that the borrower refuses to pay, it does nof
appear in the returns as an overdue loan. It is consequently possible for the
nominal assets to include loans which should really have been written off’
long before as bad debts. It is difficult to devise any system of returns
which would differentiate extensions, and the fact of improper extensions
having been given can best be elicited by a careful inspection of the
society. When the practice comes to light prompt action must be taken,
but the real remedy lies in the prevention of the growth of the practice by
the society’s seeing that no loans are granted on conditions of repayment
within a period, inside which no reasonable person could expect the borrower
to repay. In this connection attention should be paid to the fact that
agricultural finance must be based on the agricultural cycle, and this cycle,
though usually of the duration of one year, may occasionally be a matter of
months, but is frequently a matter of from two to five years. Where climatic
conditions are such that in a one-crop area failure of the harvest is practically

(i) Length of loans and their repayment.
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unkuoown, agricultural finance is of course based on repayments at harvest with-
in the twelve months. Where however the climatic or other factors render har-
vests precarious, the agricultural class must be financed with regard to a period
of years which will cover the average cycle comprising good, bad, and indifferent
seasons. Thus in an area, where one good, one bad, and two indifferent years
form the ordinary cycle of seasons, the agency financing the cultivator does so
on the assumption that the loans will be repaid in full after the first good harvest,
which may of course not occur until the fourth year. This has been from time
immemorial the ordinary practice of the money lender, and it seems advisable
to enter this caveat, as there is a tendency to imagine that agricultural finance
is always worked on a twelve months’ basis,

6. As regards the interest at which loans are granted to the membsrs of
societies it has sometimes been urged that
in order to stimulate the movement and give
its full benefits to members of society, the rates of interest should be made
as low as possible. This point 6f view ignores the dangers of unthriftiness
and extravagance incidental to too facile credit. It is sound policy for a
society to start by lending to members at rates which arve still substantial,
though very much lower than those at which, with their precarious credit,
they could borrow from the local money lender. Such rates we have found
in many places to be as much as 36, 48 or GO per cent per annum, and in these
places a society may very well begin by charging 15 or 18 per ceat. We have,
on the other hand, been told in some places that ample money can be borrowed
there from local money lenders at 8 or 9 per cent per annum or even lower
rates. We cannot however help thinking that money at this rate is available only
for those who have ample realisable material assets to offer as security, and not for
those agriculturists whose emancipation from their present depressed condition
is the object and justification of Government’s expenditure on co-operation.
In the charge of a high rate of inferest on loans to them thers is no hardship
imposed on members, inasmuch as every penny of profit made on that rate
is retained for their use and benefit in the shape of a reserve fund, which
can be Jater employed to enible loans to be made at very much reduced
rates, when a substantial reserve has been accumulated and the members have
thoroughly learnt the uss and value of money. The matter is one which we
think should be under the very careful supervision of the Registrar who should
have full powers asregards controlling the rates at which money is lent to
members.

(i) Rale of interest on loane.

7. Turning to the more purely business aspect position of primary societies,
we may note that they rely for their
funds partly on external and partly on
internal sources. In the former may be included deposits from members and
non-members and leans from central financing institutions. In the latter the
reserve fund and (in some Provinces) the share capital. '

Business aspect. Sources of Capital.

The amount of capital hitherto obtained in the way of deposits has on the

(i) Externad Capital, whole been dirappointing. As long as the

Deposits. deposits received are of a truly local

character and are made from confidence in the working of the society, every
_effort should be made to secure them, both from members and from non-mem-
bers. We look to a considerable increase in deposits as an essential to real progress

6
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in the future. For the present, however, the main source of outside capital in
© Loans to socicties,—how delermined, ~ PUIMAry societies consists not in deposits
’ Use of Unious, but in loans from central co-operative
financing agencies, to which we shall allude further below. To such agencies ap-
~ plications by primary societies for loans are generally made, and such an agency
on receivinga request foraloan hasto consider its treatment. In some cases
the request is received through the office of the Registrar who has already, after
receiving the reports of his subordinates, satisfied himself as to whether the loan
may safely be given and has endorsed his sanction for that amount on the appli-
cation. In some cases the orders on the loan are passed by the central financing
instituiion itself. Iu such cases it must arrive at a decision based upon the
reports of the staff which it keeps for that purpose or on the opinion of members
of its directorate with local knowledge. Ta othor cases, but not generally, a
society before obfaining a loan has to be admitted to membership of a Union.
Such a Union is a body of which the only members are the primary societies
within a circle of a radius averaging generally about 8 miles and at the deli-
berations of which each member of the society has a number of votes propor~
tionate to the number of its own members. The duties of the Union are to advise
on the grant of loans to its constituent societies and to supervise the ork-
ing of these socielies. Being composed of societies all drawn from the same
limited area who are or should be also shareliolders in the ceniral financ-
ing institution, a body of this kind may safely be presumed to have a fairly
intimate knowledge of the affairs of its coastitucnt societies and of their ine
dividual members, and is therefore in a position to give a most useful opinion as
to the propriety of any loan asked for by a society, and is also in a position to
supervise the use of the money borrowed and the general working of the
society, while its member societies’ interests in the central financing institution
should ensure a due regard for the latter’s welfare by the refusal to recommend
any loan regarding which there was any doubt. It is moreover customary to
introduce a further element of caution inteo a Union’s recommendations and to
give each member society a direct interest in keeping other societies up to the
mark by making it liable to a certain limited extent to make good to the
central financing institution any loss which such institution may have incurred
from the default of a society to repay a loan recommended by the Union.
In a province in which a Union system obtains any application for a loan
by a society must first be submitted to the Union which will bring to bear
upon it a scrutiny, based upon personal knowledge and sharpened by financial
responsibility, as to the necessity and productiveness of the loan, the character
and position of the members of the society, if new, its past history and be-
haviour, if of some years’ standing. IFf the result of this scrutiny is unsatisfac-
tory, the loan is not recommended or a loan is recommended of a very much
diminished amount. The cential financing institution, provided it has funds
available with due regard to the claim of other Unions, would in general rarely
refuse to make a loan to the full extent recommended by a Union.

8. The loan, when sanctioned, is issued to the society under conditions
varying in different provinces as to repay-
ment of principal and payment of interest.
In most cases the interest has to be paid regularly each year or half year, but the
practice differs widely as to repayment of principal. In some cases it is repaye
able by instalments spread over periods varying from one %o ten years: in others

Repayments of loans made Lo sociclies.
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it is repayable in one lump sum after a term of years. It would probably be
safe to say that on an average most loans from central financing institutions
to societies are repaid within three to four years, whether by yearly instalments
or in one sum, and that the usual rate of interest charged to the primary society
is 7 to 9 per cent perannum. Itis usually left to the society after it has received
the loan, to distribute it among its members in such proportions and on
such terms as regards the period of repayment by them as it thinks fit; and it
is expected that the central financing institutions should recover repayments
from the society corresponding to the repayments made to the society itself hy
the members.

We have heard it urged on several occasions that the real test of
efficiency in a society is punctual repayment and that if a society is making re-
payment punctually it.may safely be presumed to be in a satisfactory state. It
is certainly true that a good society will always be punctual in its repayments, but
the converse proposition cannot be admitted. To begin with, a society may be
making repayments to the central financing institution from deposits entrusted
toit from time to time and may be makiag no recoveries at all from its members.
Or again its members may be misapplying or squandering their loans, while re-
paying punctually to the society with money temporarily provided by a friend
or money-lender whom they recoup from the balance of a fresh loan, obtained
from the society for some ostensibly productive object. Asa consequencs a
society which is negligent in supervision over its members may be receiving re-
gular repayments from them and repaying regularly to the central financing
institution, while its members may be sinking further into debt to the extent of
money which they have borrowed and wasted. This state of affairs can only be
ascertained by a close examination of the sociely’s books, coupled with a careful
enquiry on the spot as to the affairs of each member and the manner in which
he has utilised his loans. In the supervision of a society the greatest care should
be taken to see that the repayments are genuine, and there is grave danger in
placing undue reliance on the mere statement of a society’s repayments to
the central financing institution.

0. It is part of the business of the Central Financing Institution to see that
the credit of the society should be duly as-
sessed, that is to say that the total external
borrowingsof a society whether as deposits or as loans should be fixed annually
at a certain sum. Without a systematic arrangement of this kind no proper
relation can be maintained between the eredit-worthiness of the societies and the
liabilities they incur, and we consider the point of such importance that, for the
present at least we regard it as essential that the Registrar should maintain a
control over the total amount that a society may borrow from every source,
and that a maximum limit should be fixed for such borrowings, to be varied
from time to time as the society shows its growing strength or the reverse.
‘When the limits for borrowing have then been fixed any deposits which
would cause a society’s borrowings to be in excess of that limit would
have to be refused. Deposits within that maximum should only be taken
on condition that the society itself retained sufficient liquid assets to meet
the claims of depositors or, asis more suitable, made an arrangement for
the necessary cover with a central financing institution. The maximum
borrowing limit would, as above noted, include borrowings from a central

Assessment of credut.
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financing institution as well as from outside depositors and members, while loans
from one saciety direct to another should be precluded altogether, If a society’s
temporary requirements are substantially less than the borrowing limit
assigned to it and happen to leave it with surplus funds, it should place these
with the central financing institution.

10. The internal sources of capital in societies are, as above stated, the share
(i4) Owned capital. Shares and surplus capital and the reserve. The bulk of the
assetsy societies, at present, have little or no
share capital, and shares constitute a substantial part of the capital in four Prov-
inces only. It is hard to expeet poor peasants to subscribe anything large in the
way of share capital, but when this can be obtained, as it usually is, in instal-
ments, it forms an excellent means both of inculcating thrift and of provid-
ing a form of capital owned by the society. For the bulk of the ¢ owned’ capital
however, the society must look to its reserve fund, that is to the surplus assets
which it accumulates from its annual profits. The amount of these surplus
assets depends mainly on the difference between the rate at which the society
‘Jborrows and that at which it lends, and un*il the amount has reached a sub-
stantial figure it is a mistake to reduce unnecessarily the rates at which money is
lent to members. If arrangements are made, for maintaining a resource avail-
able for meeting deposits, the surplus assets of a society can most suitubly be
employed in the business of the society.

11. It will be seen that in order to be fnlly co-operative and thoroughly
business-like, a society must live up to a
high standard. Considering the class of
people who compose the bulk of the agricultural societies it is useless to expect
the maintenance of such a standard without frequent audit and unceasing
supervision from without. It is difficult to exaggerate the importance of such
audit and supervision. Without them a good soeiety may soon degenerate and a bad
society may soon core to ruin. Thework of audit and supervision should in the
first instance be vested in the higher co-operative institutions, Unions and
Central Banks, but the ultimate responsibility for these duties must rest with the
Government as represented by the Registrar. There is indeed no reasox in our
opinion why the whole of such supervision and audit should fall on the Gov-
ernment staff and be met at Government expense. A full audit by a Government
staff of the accounts of each society is essential, but this might take place once
in two or three years, the audit in the meanwhile being conducted either by the
Unions, where these exist, or by the central financing institutions. Constant
supervision, is part of the duty of a Union, and where there is no Union it
should be incumbent on the central financing institutions to earry out the duties
of supervision and fo maintain an efficient staff for the purpose. The cost of
this can fairly be met by the societiss either by a direct contribution or by the
central financing institution’s charging on loans to tham a rate of interest
which will cover the expenditure. At the same time we hold that the Registrar
cannot abrogate his responsibility in the matter of directing and supervising
this co-operative audit and supervision, and that he must see that the influence
of central firancing institutions is not misdirected or applied in wrong, improper
or mischievous ways, and must maintain an efficient direction and control
to ensure that the movement is kept on coc-operative lines and is confined to
these lines. The exercise of due care before formation and the ensuring of full
and proper supervision after formation we consider indeed the most important

Audit and supervision of socielies.
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part of the Registrar’s duty.  If the Primary Societies are sound, and solvent
the whole provincial edifice must be sound unless there is instability in the
higher finance. 1f the Primary Societies are unsound, if they are based on mere
money lendiug and not on co-operative principles, no matter how sound the higher
finance may apparently be, its assets will be locked up in indifferent or bad
securities and sooner or later serious trouble, if not failure, is bound to result.

12. The figures below show the rate of growth of primary societies of all
kinds in the last eight years :—

Year. No. of socioties. | No. of members. | Working capital.
Rs.

1906-07 832 88,582
1907-08 1,350 1,48,698 41,75,211
1908-09 1,948 1,79,144 72,25,119
1909-10 o 3,397 2,20,876 1,01,23,282
1910-21 5,262 2,99,376 1,53,31,702
1911.12 8,057 3,91,957 2,35,88,858
1912-13 11,548 5,18,851 3,33,01,608
1918-14 14,566 6,61,859 I 4,64,%7,842

No one reading these figures can fail to be struek by the magnitude which
the growth has already attained or to
be convinced that the movement has
taken firm root. Societies are now so spread over all parts of India and the
advantages which their members are obtaining are so patent, that it is impossible
to doubt that the movement will eventually attain dimensions compared to
which its present size will appear mnegligible. As a consequence there
will andoubtedly arise through the medium of co-operation a powerful organis-
ation formed of these agricultural classes who are at present inarticulate
through want of education and cohesion. The potentialities of such an organis-
ation, its advantages and dangers, and the possibility of its perversion to wrong
ends, if it is allowed to develop without adequate supervision and proper control
must be apparent to all. Further there will be in use in these societies a very
large sum of money, amounting to many millions of pounds, mainly the property
of thrifty agriculturists, tradesmen and men of the professional classes on whom
the loss of this money would inflict an irreparable blow coupled with far-reaching
consequences. This money will be lent to individuals of whom many do not
own the material assets to provide the requisite security, and to sell up whom on
any large scale would necessarily involve serious consequences. It must be
obvious then that, if loans are not applied to productive or necessary objects
and repaid promptly from the profits so earned, if there is not in each member
the desire and intention so to use his loans and so to repay them and to see
that each of his fellow members does likewise, there is a grave danger of the
creation of a gigantic eredit fabric which, having no real soundness within,
may eventually collapse. On the other hand, with a sound eo-operative system
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carefully restricted to its legitimate objects, there are innumerable potentialities
for increase of wealth and prosperity to the country from a peasantry freed
from the crushing load of debt, obtaining on reasonable terms the money which
it requires from time to time for its agricultural operations, and using for these
operations improved and more scientific methods.

We do not wish to pose either as alarmists or Utopians, but we think that
the importance of the movement, its potentialities for good or evil, should be
recognised to the full. Of thefirst danger,—perversion of the co-operative move-
ment to other objects,—we have as yet seen little or no signs, but we think that
this possibility should always be borne in mind and carefully guarded against.
The second danger, the lack of a trae spirit of co-operation, is at the present
moment much the more real. We regret fo have to say that the conclusion has
been forced upon us that in the majority of cases primary societies in India fall
short of the co-operative ideal. Speaking generally, even allowing for the back-
wardness of the population, there has been found a lack of true co-operation,
The necessity for developing a truly co-operative system rather than cheap money
lending and the danger involved in inviting deposits from the public for pseudo-
~ co-operative institutions are matters that have been to a serious extent over-
looked. Rapid extension bas resulted in the growth of primary societies to
an extent with which the Registrar and hLis staff were unable to cope, and
faults have grown up which were inseparable from due lack of care in forma-
tion and inadequate means of supervision. At the same time these faults are
by no means ineradicable, the societies are young and composed in the main of
good material, and with proper care and supervision are capable of being placed
on the right lines.

The remedy in both cases lies in the snpervision and control of the primary
societies by a registering staff adequate and efficient, especially in its higher
branches. We do not mean by this that the Registrar should assume the
detailed direction of societies. These must be left, as hitherto, to manage their
own affairs, but the Registrar must be in a pcsition to know how they are
managing these affairs, and to take action in case of need. In addition to being
able to acquaint himself with the working of the societies under hLis charge,
the Registrar must be able fo give and supervise that teaching of co-operative
principles without which proper co-operation canuot be expected to grow., For
this work the present staff of Registrars is quite inadequate and we trust that
a realisation of the importance of the subject will lead to a material increase
in the superior registering staff. Our proposals on the subject are given in
detail in the main report and are briefly that, in all the major provinces, there
should be in addition to the Registrar at least one Joint Registrar holding a
status equivalent to that of Collector, and that in provinces where the number of
societies is large there should be approximately one superior controlling officer for
each thousand societies. The effect of this would be toadd three superior whole
time officers to the registering staff of the Punjab, two to that of the United
Provinces and the Central Provinces and one to each of the other provinces.
It is essential that the officers should be picked men with special qualifications
for the work, that their remuneration should be consonant with the arduous nature
of their duties and that it should be recognised that the work of Registrar is in the
fmportance of its nature and the experience which it affords equivalent to the
work of a Collector and renders an officer equally fitted for executive promotion,
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1t is also important that the district officer, while not allying himself with
the movement in any official capacity and not exercising any of the formal
powers of a Registrar,—duties for which he might have no inclination and
which the press of other work might force him to allow to fall into routine—
should mnevertheless realise the importance of co-operation and its possible
effect for good or evil on the district under his charge, and should keep himself
thoroughly in touch with the progress of the movement in his distriet.

18. As regards the higher financing iustitutions, it may be mentioned that
in Burma, where conditions are somewhat
exceptional and there is a fully organised
Union system, the primary societies receive loans direct from one bank at
Mandalay, except in two districts where owing to difficulties of communica-
tion local banks have been formed. These banks however are supported by
the Mandalay Bank, which is also responsible for seeing to their affairs being
kept in proper condition, and for co-ordinating and econtrolling the whole
co-operative finance of the province. In all other Provinces except Madras and
Bombay a system exists under which the provision of funds to primary societies is
done by a number of local central financing instifutions the business of which
covers an area sometimes conterminous with a district, sometimes with a sub-
division and sometimes even smaller. Bach of these institutions is an independent
society registered under the Co-operative Societies Act with limited liability. In
Bihar and the Central Provinces thése iastitutions are formally federated under
an apex bank, known as the Provincial Bank, which provides a certain amount
of the capital of its constituent banks, balances their excesses and deficiencies
and maintains a general control. In Madras and Bombay the large banks at
headquarters, while confining their business mainly to lending to primary
‘societies throughout the whole or part of the province, have of late tended to
assume certain of the functions of apex banks by lending to and receiving
surplus funds from some of the local central financing institutions. Their posi-
tion however as regards the latter has not been defined, they exercise no control
and do not occupy a recognised position as the apex of the provineial co-opera-
tive finance. In the remaining Provinces no apex organisation of any kind
at present exists and the financial edifice consists of a number of independent
local financing institutions without any eo-ordination.

Central and Provincial Banks.

The local financing institutions throughout India, of which there are
nearly 200, are in the various provinces designated by various mames, but to
avoid any inconvenience of nomenclature we have in this report applied
the single term “ Central Bank ” to all local financing institutions concerned
solely in the direct financing of primary societies, within an area sufficiently
limited to allow them to exercise also the duties of supervision and control
over these societies. Under this head will come all the central financing
institutions except the five mentioned below. The term Provincial Bank will
be applied to the apex institutions in each Province which are formally con-
stituted to co-ordinate and control the finances of Central Banks and deal only
with such banks and not with primary societies. To this class belong the
Provincial Banks of Bihar and the Central Provinces. This leaves in doubt
the position of the Central Banks of Mandalay, Madras, and Bombay. In
Burma where the system, as explained above, is special, the Bank of Mandalay
6an appropriately be recognised as a Provincial Bank. The Banks of Madras
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and Bombay do business over too Jarge an area to enable them to discharge the
funetions assigned to Central Banks, while they have not yet been placed in a
position to enable them to take up the position of apex banks. It will be
more convenient to deal with all classes of financing institutions together,
merely predicating that the remarks in paragraph 14 immediately below are not
intended to apply to the five above-named banks.

The composition and method of investment of the capital of all these
institutions was on the 1st January 1915 as follows, the figures being given in
lakhs of rupees. 18943 was held on deposit from individuals, of which 8:01 was
on current account and 4-66 for short terms of less than three months. 10370
was for periods between three months and one year, and the balance of 73:06
was for periods exceeding one year or on one year’s notice. Debentures were
6:37, and loans from Government 373. Loans and deposits from other co-
operative societies were 4654, of which 2-28 were on savings bank account.
Loans from presidency and joint stock banks amounted to 20°99. Share capital
and reserve fund totalled 47:07. Against these liabilities 1104 was held in actual
cash and 1016 in outside securities of which however a small portion had been
pledged to the banks. The remainder of the assets was invested in loans to
primary societies and other central institutions and of this one-third to one-
fourth might normally be expected to be repaid each year. A small amount of
this is however still owed by individuals who had the right of borrowing from
some of these institutions. There are further available undrawn amounts of
cash credits given by Presidency and Joint Stock banks amounting to 20-27.
On the other hand the 20-32 already advanced by these banks has been given on
terms which practically all admit of repayment being demanded within the
year.

Of their profits these banks are by law compelled to put one-quarter to their
reserve fund, and the amount of dividend which they may pay to their share-
holders is limited. Some banks keep current accounts both for their shareholders
and for outsiders and a few still lend money to individual shareholders as well
as to societies. It may be generally said, however, that the banks confine their
business to receiving deposits from the public, generally for fixed periods, and
to lending the money so obtained to primary societies and in a smaller degree to
Central Banks.

14. As rvegard Central Banks proper doing business generally in an area not
Central Banks—their powers and consti- €Xceeding that of a distriet, we think that
tution. often they have been allowed too little dis-

cretion in the matter of making loans to societies and that full use has
often not been made of this important link in the co-operative chain for
the purposes of supervision and audit of societies. For the latter work the most
suitable machinery is undoubtedly the Union system, but we fully realise the
strength of the objection raised in many provinces that it may be some time
before a sufficient spirit of autonomy is developed among the members of
societies to enable that system to be introduced. In the absence of such a system
the entire supervision of the primary societies within its area must be under-
taken by the Central Bank, subject to the advice, general supervision and
control of the Registrar. This duty a Central Bank is in every way fitted to
fulfil, provided its directorate has been suitably selected. It is also necessary
that the Central Bank should be in position to enforce its authority against
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errant societies by the refusal or curtailment of loans. We have found that
in many cases it has been the custom for an application by a society for
a loan to be adjudicated on by the Registrar or one of his staff, and for the
work of the Central Bank to be limited to paying over the amount of the loan
sanctioned, if it had in hand the money to do this. This procedure seems to
be entirely wrong. The money is the property of the Central Bank which
is responsible forit to its deposifors and shareholders, and as it has the respon-
sibility in the matter, so it should have the diseretion. We have already
expressed the view that the Registrar should impose a limit beyond which a
society should not borrow, but we think that within this limit the Central Bank
should have full power to deal with all applications by societies for loans, and
that with this should be coupled the duty of supervising the societies to which
it makes these loans. It is however necessary that the constitution and direc-
torate of the bank should be such as to enable it to discharge these functions to
the best interests of co-operation. 1f a bank is frankly a profit-seeking capitalistic
concern, its interests are in few respects coincident with the interests of
societies which it is likely to regard mainly as a means of profit and in the real
welfare of which it has little concern. A bank of this nature is further less
susceptible to control. To banks where the management is provided entirely
from the members of the constituent societies the main objection is that
they are likely to fail to enlist the assistance of the commercial middle
classes, who alone are at all capable of conducting a bank of any
dimensions and on whose assistance and co-operation the financial support of
other members of their class depends. If this difficulty could be got over, there
can be no question that banks of this class are the most advantageous and
economical, since there is no necessity for them to do more than pay working
expenses. Moreover it is in the interests of co-operation that this link in the
co-operative chain should be composed of societies themselves and not of out-
siders. Consequently it is to be hoped that at some future date the agriculturist
will have developed the indigenous ability. to provide for Central Banks an
efficient management which will command the confidence of the depositing
classes, and in some places there are already signs that, given the opportunity,
men with the necessary qualifications will be forthcoming. This ideal must
however require many years for realisation and we think that at present the
best constitution is undoubtedly to be found in banks where the directorate
is drawn partly from men of the commercial and professional middle classes and
partly from the leading members of societies, each director representing his
own class of shareholders and providing the elements in which the other class is
lacking. Care should however be taken to see that the ultimate control of the
bank rests with the society shareholders, since this prevents any possibility of
exploitation of societies. It should also be made clear that the ideal aimed at
is the eventual transition of the bank to a co=operative constitution when the
only shareholders will be societies.

15, Whatever be their constitution the same principles must apply to all
higher financing institutions as regards
sound finance. It has already been stated
that these banksraise the major portion of their capital by inviting deposits from
the publie, A portion of these deposits are on current account or for short periods
not exceeding three mouths ; a portion is on fixed deposit for terms exceeding one
year, but more than half, in fact 547 per cent, is for periods ranging from three

8

Need for adequate Fluid Resource.



XXil

months to one year. The money so obtained is lent out to societies, and it may
be said that, taking an average all round, it may be expected that each individual
loan will be repaid, under normal agricultural conditions, in instalments spread
over three to four years. If pressure were put on societies an increased amount
could be forthcoming, but only at the cost of dislocating the arrangements of these
societies and probably requiring their members to have recourse to the money-
lender. Againa year of agricultural scarcity may render societies unable to make
any repayments in that year and will probably make it necessary to accommodate
them with loans in excess of their normal anaual requirements, if their members
are not to be required to go to the money-lender. It is thus obvious that, if the
banks are to be in a position to repay deposits when due and demanded, they
must equilibrate their finances with some care and provide an adequate amount
of liquid resources. So far the actual necessity for doing this has not arisen in
any marked degrce owing to the very great increase in the last few years of the
deposits made in these banks. The amounts deposited have been each year
largely in excess of those of previous yvears, and any deposits withdrawn have
been met out of new deposits. Moreover a custom has lately grown up of obtain-
ing advances from commercial banks either in the shape of loans of definite
amount or of cash credits. Some of the more prudent banks have utilised the
cash credits so obtained only to a limited extent, leaving the balance available
tobe drawn upon to meet calls by depositors. Others have drawn and employ-
ed in Joans to societies practically the whole of their eredit. In some cases the
apex co-operative bank of the Province has undertaken to support its central
banks, but this support has generally been dependent on a cash credit it has
itself obtained from a commercial bank. It may be said however that in
practically all cases, with the exception of undrawn cash credits on commercial
or apex banks, no central bank has retained or provided any liquid assets, beyond
a small and quite inadequate supply of cash, to meet demands by its depositors
or to provide for seasons of agricultural distress.

This has been due in some cases to a desire for dividends: in others to a
readiness to take a present risk so as to secure eventual safety by a reserve fund
built up out of larger profits: in others a too rapid growth of societies has
imposed work on the Central Bank in excess of its financial capacities : in others
it has been due to the fact that money is lent to soecieties at rates so near to those
paid on deposits as to allow no margin for the provision of fluid resources : in
others it has been frankly stated that in the event of difficulty over fluid
resource they look to Government for assistance and their only duty is to see
that their investments are sound and that there is no possibility of eventual loss.
Whatever be the reason, there can be no question that the matter of adequate
fluid resources has been generally neglected

Those banks which have secured themselves by undrawn cash credits are dis-
tinctly in the minority, and at the same time the probability of the permanence
of the arrangement must be open to serious doubt. The Joint Stock banks are
not likely to increase materially the extent of the business which they are
doing with co-operative banks, and it cannot be to their interest to keep always
available for the use of co-operative banks large sums of money which they
may be called upon to disburse very likely at a time when they themselves are
most in need of them.
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16. As an illustration of our remarks on the subject of central banks we
append the balance sheets, drawn up on
1st January 1915, of two banks which
are not unrepresentative of many institutions of this class, The figures in each
case have been reduced so as to show each bank working on a one lakh basis.

Illustrations.

LiaBILITIES. ASSETS. Rs.
Deposits— Rs. Rs. | Cash in band or bank - .. 2,600
] On current account Lo ?’5?0 Loans to societies of which repsyment is
‘;‘?..-:;' gg Due for repayment in 1915 69,050 expected in 1915 . 15,000
=" % Due later ... e 15,340 After 1915 et vee . 82,000
From other societies .., 4,650 91,630 | Other items e 400
Share capital paid up .. e 5,300
Reserved fund ves 870
Dividend equalisation fund 1,200
Undistributed profits ... 1,000 8,370 el
Total v 1,00,000
Total .. 1,00,000 -
Deposits— Cash in hand or bank oo e 4,160
.~ . ¢On carrent avcount 4,670 Loans to societies of which repayment is
g%% {Due in 1915 ... o 25,440 expected in 1915 e 24,000
2% (Dgelater ... . 7,260 After 1015 e 68,150
From other societies ... e 23,000 Other items o o 3,600
Loans from Joint Stock banks 19,760 80,130
Share capital paid up ... <. 16,000
Reserve fund o 2,500
Dividend unpaid 650
Other itews e 720 19,870
Total vee 1,00,000 : Total ... 100,000

Actrmvnane——

It will be seen that in both cases the banks do current account
business and that the amount of cash in hand is practically equivalent to what
they owe on current account. In both cases the bulk of their deposits is
on a one year’s basis, while the terms of their loans to societies are considerably
longer. In the one case the contingent liabilities of the current year are
far in excess of the repayments they expect to receive. In the other they are
nearly equivalent, but in neither case does any permanent provision exist to
meet withdrawals of deposits unsupported by repayments from societies, which
might very well fail to come in at the time when wanted or might have to be
postponed altogether. The second bank has a cash credit with a joint stock
bank to the amount of Rs. 25,000, but it has already drawn and lent out
Rs. 19,760 of this, and will probably have to utilise or keep in reserve Rs.1,160
more to pay dividends and hold against its current account. If the Joint Stock
Bank is prepared in a time of stress to continue its support and does not on the
other hand press for repayment of its loan of Rs. 19,760, the central bank will
have some Rs. 4,000 available to meet fluctuations in its deposits in the current
year. It will be noticed however that this bank holds a very large amount in
deposit from other societies, of which a certain proportion is probably deposits
passed on by other central banks which have no immediate use for them, and
the bank should be prepared also for considerable calls on this account. The
first bank is obviously purely capitalistic. It works on a very small share
capital and considers the provision of dividend more important than the build-
ing up of a strong reserve,
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On tne other hand we append below the balance sheet of a third bauk
which seems to us to approach more nearly to a standard of safety.

LispiriTiEs. AssETs.
Rs. Rs. Rs.
Deposits— '
- {On current account o 3,600 Cash and Government paper . 11,600
8.2 |
*= & { Due for repayment in 1915 w 21,000 Loans to societies of which repay- 24,000
g% ment is expected in 1915,
o After 1915 ... ... 60,000
Later e 64,000
From societies v 3,800
—— Other items 400
From Joint Stock banks . 600 89,000
Share capital paid up .« 8,000
Reserve fund v 2,000
Suspense (mainly for reserve fund) v 1,000 11,000
Total ) e 1,00,000 Total ... 1,00,000

In this case the deposits are well distributed, and as a matter of fact nearly
a half of the amount of Rs. 64,000 due after 1915 does not fall due until 1918,
while the business of the bank is so arranged as to make the repayments
by societies coincide with the terms of the deposits. The money taken from
societies is small in amount, and is moreover the property of debtor societies
and is not required by them to meet depositors.. There is consequently, after
providing for current account and repaying the Joint Stock Bank, a balance of
Rs. 7,400 to meet any withdrawals of deposits this year even if societies are
unable to make any repayments,

The two first illustrations which we have given above will probably convey
more clearly than any lengthy description the position of a large number
of these banks. Put shortly, the conclusions at which we arrive as regards these
banks generally are that their management is lLonest and, within its lights,
efficient and that no fault is to be found with the keeping of accounts or the
disposal of money. With the exception that some of them keep current accounts
for outside constituents, their business is practically limited to lending to
primary societies and, so long as thes> vemain solvent and their members ars
able and willing to pay, their credifors need have no dnxiety that they will
nof eventnally get their money. At the same time there is certainly no
assurance that, if even a not very considerable number of depositors wanted
their money simultaneously, it would be forthcoming on the due date. At
present a large proportion of the depositors have been the shareholders and
directors and their relatives who, even when wanting their money, way often
be persuaded to extend their deposits rather than embarrass the bank, but with
the extension of the co.operative movement the proportion of this exceptional
class of money must necessarily become less, and in any case it does not seem
right that institutions of this nature should invite the deposit of public money
unless they are in a position to fulfil scrupulously and punctually their
obligations to their creditors,

17. Obviously the first remedy for this state of affairs is the co-ordination
of provincial co-operative finance in
each province in a strong apex bank, or
Provincial Bank, and to insist that Central Banks shall have all their financial

Xeed for Provineial Banks.
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dealings with other societies except their own affiliated primary societies,
through that apex bank. This will put an end to the system, which is a very
real source of danger, of Central Banks investing their temporary surplus assets
with each other. The money may be lent out on terms which do not
make it available when wanted and the interlocking of their finances may very
well result in the fall of one bringing down unnecessarily a number of others in
its train. The Provineial Bank might also be the sole medium in the province
for dealing with Presidency and Joint Stock Banks. Co-ordination and control
in finance is essential and this can only be done withia a provinee by an apex bank
possessing the necessary authority. A Provineial Bank can also arrange more
economically for the provision of fluid resource, a subject of which weshall treat
below. In Bihar and the Central Provinces Provincial Banks have recently been
constituted. In Burma the provincial co-operative finance can very well
remain with the Mandalay Central Bank. If the Madras and Bombay Central
Banks are to be placed in the position of Provincial Banks, their con-
stitution will require some modification and they will require to he in a position
to enable them fo carry out the duties of apex banks. In the other larger
provinces Provincial Banks should be formed. When Provincial Banks have
been duly constituted, the Central Banks in the province should be affiliated
to them for the purposes of control and many of the smaller and weakecr banks
might with advantage be dissolved or amalgamated with other banks.

18. There remains however the main difficulty in the matter of these
banks, that they take money for comparatively short periods and invest practi-
cally the whole of their capital in loans for comparatively long terms uuder

Difficulties in maintaining standard of €onditions which render it probable that
Sluid resource. 4 in any one year they may receive prac-

tically no re-payments and which may prezlude them from calling up or realising
these loans if they themselves are pressed.  If their only assets are the pro-notes
of societies, they are not likely to bae able to raise much on these in the ordinary
market to repay their depositors. It seems necessary that these banks should
equilibrate their business : that they should lend out to societies for such periods
as to enable them to count each year on repayments from societies somewhat
exceeding the amount of deposits which fall due that year: and that they
should in addition maintain a fluid resource in the shape of cash or easily realisable
securities. As regards the amount of this fluid resource we have had considerable
difficulty in making recommendations. Co-operative banking is new in India and
is in many ways entirely different to joint stock banking, and there are conse-
quently few reliable data to go upon, but we think that each Central Bank
might be required to hold an amount in liquid assets equivalent to the half
of the total of all fixed deposits, which it might under the terms of such
deposits be called on to repay within the next twelve months. In cases where
current or savings bank accounts are kept practically the whole of the amount
of such accounts would in addition have to be covered. In the case of the
Provincial Bank the same conditions would apply, but it might be required
to hold liquid assets to coveritfor a period of one-third of the next twelve
months, since its money is invested over a much larger area than that of
Central Banks and repayments are much less likely to be affected as a whole.
Also, if the liquid resource of all the Central Bauks is, as would ordinarily
be the case, maintained by the Provincial Bank, it would appear to be possible
to reduge the fraction to one-third, as it is less likely thatall banks in the

9
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province would require assistance simultaneously. We have taken the period
of six months as heing the probable duration of a co-operative crisis. At the same-
time-we recognise that the adoption of the conditions we have proposed may be

difficult. Deposits for periods as long as are required for agricultural loans may
not be obtainable even on much dearer terms. We have proposed the impo-

sition on Central Banks of the maintenance of a staff for assessment of credit
supervision and audit, and the cost of this will have to come out of the bank’s profit
or be met eventually by an increase of the rates at which members of societies
borrow. The further cost of the maintenance of a fluid resource will have to be

similarly met. In provinces where the rates at which deposits are obtained and

at which members of societies borrow allow of a large margin, no immediate

difficulty need be anticipated, but there are some provinces where the margins are

small already and there is also everywhere a tendency for margins to contract.

Where the margin cannot be increased the only alternative is to continue in the

Ppresent state of financial instability or to provide an agency which would discount

the pro-notes of societies for co-operative banks in times of need, and obviate

the necessity of their keeping liquid resources. It is more than doubtful whether

this agency could be found in ‘the Provincial Banks, as these institutions ave

unlikely to be able without a guarantee from Government to raise money at rates

substantially lower than those at which Central Banks borrow. The problem has

already been experienced in all European countries and has been solved, in nearly

every case where co-operation has been successfully established, by the State’s

arranging for the discount of co-operative paper with the ordinary state bank

or with a specially constituted co-operative state bank.

19, There are a few further.points on which we may touch here. We have
recommended that the staff of Regis-
trars should be inecreased, and it seems
advisable that the cognate subjects of agriculture and industry should be co-ordi-
nated under one head in each provines, and we have therefore also recommended
the appointment for this purpose, as opportunity offers, of a Development Com-
missioner who would have the necessary time and practical knowledge to devote
himself entirely to the supervision of these branches of administration .and. whose
recommendations and advice would carry due weight with his Government.

Purther sugyestions.

‘Although the snbject of co-operation is, like other branches of administra-
tion, one.primarily for each local Government to deal with inside its. own area,
it is a question whether the Imperial and inter-provineial interests involved have
not now grown so important as to justify its being treated on the same lines as
education and agricultare by the appointment of a co-operative Adviser with
the Government of India. The advice and counsel of such an officer would
be very valuable to Provincial Governments, Development Commissioners or
similar officers, and to Registrars themselves,

Lastly we think it right to inform Government that we found during
our tour that considerable misapprehension existed as to its responsibility for
the stability of.co-operative institutions. We have found in some places a belief
held that the.movement . was - guaranteed by Government a belief which, if not
actually fostered hy the local supporters of the movement, -was not actively con-
tradicted by:-them. Inother cases Joint Stock Banks, and even Centra! Banks,
lending to societies on the recommendation of ‘the Registrar, have considered
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that Government was thereby placed in a fiduociary position asregards such loans,
'We have on the other hand found cases where banks in advertising for deposits
have expressly stated that, though they had the benefit of Government audit,
they enjoyed no Government guarantee. We think that Government should
impress on all its officers the necessity of allowingno mis-apprehension to exist
as regards its relations with the co-operative movementand its degree of respons

sibility for co-operative institutions.,






REPORT.

CHAPTER 1.

THE CO-OPERATIVE MOVEMENT IN INDIA

INTRODUCTORY.

1. At the time of the appointment of this Committee the co-operative
-movement had been in existence in India for a little over ten years.

As the aims of the movement have not heen always clearly apprehended,
we consider it desirable to explain at the
outset that the chief object of co-opera-
“tion in India was to deal with the stagnation of the poorer classes, and more
especially of the agriculturists who constitute the bulk of the population It was
found in many paris of India, as in most Buropean countries, that in spite of
the rapid growth of commerce and improvements in communications, the econo-
_mic condition of the peasants had not been progressing as it should have done, that
-indebtedness instead of decreasing had tended to increase, that usury was still
rampant, that agricultural methods had not improved, and that the old unsatis-
factory features of a backward rural economy seemed destined persistently to
-remain, The more obvious features of the situation presented themselves in the
form of usury and land-grabbing on the patt of the money-lending classes, while
~the agricultural classes either hoarded their savings or owing to thriftlessness and
indebtedness showed themselves unable to withstand bad seasons and to meet
organised trade on equal terms. The depression of the rural classes was further
characterised by an underlying absence of any desire for education or advance-
ment and a certain resigned acceptance of oppression from those who by
wealth or social position occupied a superior position, an attitude which though
~often spoken of as °conservative,” has frequently little of intentional conser-
vatism about it, but is due rather to ignorance, to a traditional subservience
in the past, and to an absence of ideals for the future. The peculiar feature of
co-operation as a remedy for stagnation is that it is intended to meet not only
the more obvious material evils but also the underlying moral deterioration
to which the poorer classes have so long been exposed.

Stagnation of the lower clusses in India.

2. The stagnation of the agricultural classes in the greater part of the
S 8 p
, coantry has for many years attracted the
Co-gperatern as a remedy—the moral . .
element. attention of Government and various re-
medies have been tried for improving
their material condition. A system of State loans was introduced, Post Office
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Saving Banks were opened, the civil law relating to debt was frequently and
extensively amended, special legislation was initiated at various times in
different areas for dealing with tenant right, the alienation of land, the general
settlement of debt, and the curbing of usury. But although much has been
done by some at any rate of these measures to help the peasant community, the
general effect of the action taken can only be described as partial and incom-
plete. The further efforts which have been made by sanitation and education
to improve the environment and the intellectual condition of the poorer classes
have not been more successful. Without therefore abandoning the class of
remedial measures previously attempted, the Government turned to Co-operation
as the most hopeful method of dealing with the problem before it. The theory of
Co-operation is very briefly that an isolated and powerless individual can by asso-
ciation with others and by moral development and mutual support obtain in his
own degree the material advantages available to wealthy or powerful persons,
and thereby develop himself to the fullest extent of his natural abilities. By
the union of forces material advancement is secured, and by united action
self-reliance is fostered, and it is from the interaction of these influences that it
is hoped to attain the effective realization of the higher and more prosperous
standard of life which has been characterised as ¢ better business, better farming
and better living” We have found that there is a tendency not only among
the outside public but also among supporters of the movement to belittle its
moral aspect and to regard this as superfinous idealism. Co-operation in actual
practice must often fall far short of the standards aimed at, and details inconsis-
tent with co-operative ideals have often to be aceepted in the hope that they
may lead to better things. We have in our report been compelled to deal
mainly with the co-operative organisation from a business standpoint, But
we wish clearly to express our opinion that it is to true co-operation alone, that
is to a co-operation which recognises the moral aspect of the question, that
Government must look for the amelioration of the masses, and not to a pseudo
co-operative edifice, however imposing, which is built in ignorance of co-
operative principles. To this point we shall return when we deal with the
constitution of co-operative societies, but in the meantime we desire to
point out that the combination of the material with the more or less intangi-
ble moral element constitutes an important difference between co-operation
and the other remedies adopted by Government for dealing with agricultural

stagnation.

3. It was to European experience that the Government in India looked
for guidance when it turned its attention
to co-operative methods. The Madras
Government was the first to grasp the possibilities of a co-operative movement
in India, and in 1892 the Government of Lord Wenlock, placed Mr. (now
Sir Frederick) Nicholson on special duty to study the theory and practice of
agricultural and other Land Banks in Europe and to suggest means by which a
similar movement might be popularised in India. The Madras Presidency afford-
ed a hopeful field for experiment because a number of indigenous societies known
as Nidhis, analogous to the Friendly and Building Societies of Great Britain,
were already in existence there and had attained some measure of success. In
1897 and 1899 Mxr. Nicholson issued an exhaustive report on the systems preva-
lent in Europe which, though now to some extent out of date, still constitutes an
invaluable source of information regarding European practices. From this

Report of Sir Frederick Niclholson.
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report and from other standard works on co-operation* a fairly complete idea
can be gained of the co-operative movement as developed in Europe and more
especially of the lines on which co-operative credit was organised by the German
veformer Raiffeisen. Tt was in 1849 that Raiffeisen, originated the form
of rural co-operation now known by his name, but for many years he had
little or no progress to record. Ultimately however his earnestness and
enthusiasm prevailed against the apathy and misrepresentation with which
he was confronted, and the mumber of Raiffeisen societies in Germany alone
had risen by 1912 to over 16,000. Tt was the aim of this reformer to collect
together small bodies of men who lived in close proximity to each other
and were fully cognizant of each other’s circumstances and character, and to
enable these persons by their combination to obtain credit by pledging their
unlimited liability. The application of the credit was to be strictly supervised
by an clected committee in each society and the administration of the society
was to be entirely gratuitous ~Other systems differing in detail and to some
extent in principle from that of Raiffeisen had been developed in Europe
by Schulze-Delitzsch, Luzzatti, Wollenborg and others but it was not in Sir
Frederick Nicholson’s cpinion a system, so much as a man, that required to
be discovered, and his advice was summed up in the words—* Find Raiffeisen.’

4. While Sir Frederick’s enquiries were in progress, Mr. Dupernex of the
Tndian Civil Service had been placed by

Co-operative Cq-efjigtOlSocieties det AR D) (now Lord) MacDonnell on

' special duty in the United Provinces for

the purpose of discovering by local enquiries how best to establish agricultural
banks in selected localities. His conclusions were set forth in an interesting
and suggestive book entitled “ People’s Banks for Northern India’ (1900).
The ideas first brought to public notice in this work and in Sir Frederick
Nicholson’s report soon began to bear fruit, and in parts of the Punjab, the
United Provinces, and Bengal, some district officers on their own initiative
established a few pioneer societies. But it was at once apparent that no real
advance could take place without special legislation. The Companies’ Act of
1882, with its 256 sections and elaborate provisions, was wholly unsuited to
societies of the kind which it was desired to encourage, and Lord Curzon’s
Government was not long in satisfying itself that special legislation was
needed. A strong Committee was appointed under Sir Edward Law to
make proposals after considering the opinions of the Local Governments
and the experiences of officers who had already started societies. The con-
clusion at which they arrived was that co-operative societies were worthy of
every encouragement and of a prolonged trial. They drew up model schemes
of management for both rural and urban societies and discussed the form of
legislation needed to secure to societies the privileges which they recommended.
for them and to provide for their due working and supervision. Their

* We have during our enquiries received special beuefit from the perusal of the Bulletins of the Agricultural
Institute st Rome, Mr. CahilPs Report on Agricultural Credit and Agricultural Co-operation in Germany (1913)
the Report of the Departmental Committee on Agricaltural Credit in Ireland (1914), the Report of the American
Commission conjointly with the United States Commission on Agricultural Co-operation and Rural Credit in Europe
(1914), and Mr. Wolff’s « People’s Banks,” and ¢ Co-operative Banking.” A list of the chief books and reports va
co-operation published in India will be found among our appendices below.

Co-operation in India owes a great debt to Mr. Wolff for the advice which he has always freely placed at the

disposal of the Government and its officers, and we desire to acknowledge the special assistance which wo have obtained
from him in response to enquiries made by us in connection with our Report.
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recommendations proved the basis of the Bill which was passed into law
in 1904 as the Co operative Credit Societies Act. Along with the Act the
Government of India issued an explanatory memorandum drawn up by
Sir Denzil Ibbetson which for its clear grip of first principles and directness
of statement still well repays perusal. It was explained that the cardinal
wobject of the Act was, by the simplicity and elasticity of its provisions, to permit
& genuine Indian movement to spring up based on those general broad principles
‘which must necessarily underlie any organization claiming to be called co-oper-
:ative. Experiments were to be freely allowed and more particularly for the
furtherance of agricultural rather than industrial credit. Societies were classified
as rural and urban, and while the latter were left a free choice, the former
were bound to accept unlimited liability. In ordinary cases the area of societies
was to be closely restricted. They were given a legal personality and authorised
to raise funds and carry on their business in a corporate capacity. Loans might
be made to members only on personal or real security, but not ordinarily on
«chaftel security. An annual official audit was made compulsory. The interest
©f any member in the share capital of the society was strictly limited and special
-exemptions from the provisions of the Stamp Act, the Registration Act, and
the Income Tax Act were conceded. The subject of Central Banks and {he
higher stories of the co-operative structure were not however dealt with at this
-stage, and no indication was given as to. the means of providing resources for
-enabling societies to meet their liabilities to depositors.

5. The Local Governments at onee set to work to give practical force to

Tihe Co-aperative Socicties det of 1912, the intention.s of the Act. The first step
was to appoint Registrars in the various

provinces to spread the co-operative propaganda, to start a few model societies
and to train the rural population in the proper methods of management. TLocal
cconditions varied so widely that progress was by no means uniform and in
different regions very different types of sucieties began to make their appear-
ance. But inno province did the new doctrine fail to strike root, and, as will
be noticed from the figures quoted in the margin, the progress made in the first
few years of the movement

No. of No. of o was remarkable. It will
Year, it Y Amount of working capital.*
tocieties. niembers. .
. be evident from these fig-
Rs. ures that the movement
-41906-07 843 90,844 23,71,683 .
1907-0: or Riv 149,160 44,114,085 -
loros . L Lo S}”-gﬁ% did not take long to out
- 2 2 2 2 :
Bl o ety 305,038 s a0 grow the dreams of its foun-
1911-12 8,177 403,318 3,35,74,162

[ A —— dersand in two directions
L o B R RS ey ot e e s, the need for improved le-
gislation was especially felt.

In the first place the example of the credit societies established under the Act
of 1904 had led to the introduction of co-operative societies for distribution and
for purposes other than credit, for which no legislative protection could be secured
under the then existing law. And in the second place the need for a freer supply
of capital and for an improved system of supervision had led to the formation of
various central agencies (afterwards known as Unions, Central Banks, and Cen-
tral Banking Unions) to finance and control the original credit societies, and
these central agencies, like the non-credit societies above mentioned, ran all the
risks attendant on a status unprotected by legislation. These and other
developments had so far outrun the anticipations of the framers of Act X of
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1904 that Registrars found difficulty in dealing under its provisions with
the state of affairs which began to present itself. The Government of India
re-examined the whole question and decided that the position could be best met
by entively fresh legislation. In 1912 they passed into law the Co-operative
Societies Act (IT of 1912) which regularised many practices which had previ-
ously been of doubtful validity and made provision for further expansion under
proper safeguards. In publishing the Act, the Government of India also issued
a circular letter explaining clearly the new features which characterised it.
Co-operative Associations for other purposes besides credit were allowed. The
old distinction between rural and urban societies was swept away, and a more
scientific distinction based on the nature of the liability of members, whether
limited or unlimited, was adopted in its place. The registration of Unions.
Central Banking Unions and Central Banks was for the first time expressly
legalised. A number of minor improvements with regard to registration, audit,
and similar administrative details were at the same time introduced ; but the
Act remained silent on the subject of the provision ¢f liquid resources to meet
liabilities

6. The immediate effect of the Act was to infuse a fresh energy into the
Resolution of 1914 and appoiniment of Movement. The number of societies in
Commatiee British India bhad by 1914 increased to
14,881, the number of members to 6,95,998 and the working capital (calculated
as mentioned in the margin of paragraph 5 above) to Rs. 7,45,31,725. New types
of societies for the sale of produce, cattle insurance, milk supply, yarn, silk and
manure purchase, and the retail of farm implements and common necessaries,
had been registered and in most cases seemed to be prospering. The number of
Central Institutions was growing rapidly and the confidence of the public was
being won in greater measure every vear. In 1914 the Government held that
the time had come to take stock of the position and on the 17th of June of that
year issued a comprehensive Resolution reviewing the progress that had been
made and laying down in general terms the practical lessons that might be drawn
from experience up to date. But the sums involved in the movement were
becoming very large, the arrangements for financial management in the stages
above that of the individual society were becoming complicated, and the
principles for the conduct of inspection and audit remained indefinite and
uncertain. It was felt by Government that it could not take the responsibility
of fostering and supporting further growth unless it was satisfied that the
movement was proceeding on lines economically and financially sound. It was
to enquire into and report on this aspect of the question that this Committee
was appointed by a Resolution of 8th October 1914 and the reference made to it
was expressed in the following words :—

“The primary duty of the Committee will be to examine whether the movement,
especially in its higher stages and in its financial aspect, is progressing on sound lines, and
to suggest any measures of improvement which seem to bz required. For this purpose the
enquiry will be directed primarily to an examination of such matters as the constitution and
working of Central and Provincial Banks, the financial connection between the various parts
of the co-operative organisation, the audit, inspection and management of all classes of
societies, the utilization of the reserve and the manner in which reserve funds should be
exhihited in the annual accounts. At the same time the Government of India do not desire
rigidly to limit the scope of the enquiry and the Committee may, at its diseretion, consider and
make recommendations regarding any important aspect of the co-operative movement.,

11
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7. Our Committee met on the 6th November 1914 and travelled for four
months visiting various centres in the larger
provinces of India, and examining during
this period 93 witnesses and inspecting some 185 societies of various kinds, besides
interviewing the Managers and Agents of several Joint Stock Banks. We have
in our report been unable to confine our enquiries to the subjects primarily
referred to us, since we have been forced to recognise that the financial welfare
of the higher stages in the co-operative system is largely based on the soundness
of the foundation, and we have therefore freely used the discretion given to us to
extend the scope of our investigations, We must at the same time make it clear
that our report is not intended to be in any sense a cyclopaedia of information
on co-operation in this country. We have not had the leisure or the means
to attempt anything of the kind, and we have indeed done what we could
. toreduce to the smallest proportions consistent with our duty the references made
to officials and others for statistical and other information. The figures we
have quoted in this Report are for the most part those already available to the
publicin the returns issued by the Government, and little or no purpose would
have been secured by adding largely to these or by bringing them up to any parti-
cular date.* Our statements and our recommendations must further be taken
as referring to British territory only, and, except for a short but interesting and
instructive visit paid by some of us to the Mysore State on the invitation
of the Durbar, we did not include the Native States in our tour of enquiry.
Nor have we thought it necessary to deal with legal questions or points of
difficulty in the interpretation of the law or possible amendments of the Act
except so far as these have emerged in connection with points substantially
before us. Ourobject in the preparation of this report has been firstly to
submit, with such explanations as may be necessary, the recommendations
asked for in the Government reference; secondly to supply facts and opinions
regarding outstanding points which may be of use to the officials and others who
supervise or partake in the co-operative movement in India; and thirdly to
place before the outside public information of the class likely to be useful to
those who wish to ascertain the general position of co-operative societies as
financial institutions. We recognise that it is not always feasible to eombine
the two latter of these objects with the first-named, but in order to meet as far
as possible the aims which we have set before us we have dealt separately in
successive chapters of our report with Primary Societies, Central Institutions
and Provincial Banks, and we have concluded with a chapter in which we
discuss certain important questions regarding the relations of Government to the
movement.
In order further to simplify the examination of our report, we have
Why mainly coniined lo agricultural 10 chapters Il to IV dealt with agri-
credut. cultural credit only, and our remarks in
those chapters will not affect, except in a secondary manner, the questions
relating to forms of co-operation other than agricultural credit. In thus con-
fining the main portion of our report to the consideration of agricultural credit,

* The date on which the Annual Returns are made up varies in the different provinces. The exact dates are as
appended :—

The scope of this Report.

March 8lst, Bombay. June 30th, United Provinces. July 31st, Punjab.
Assam. Central Provinces.
May 31st,  Bihar and Orissa. Madras.
Bengal.

J'urma,
Cnorg.
Ajmer.
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we do not in the least desire to belittle the importance which must necessarily
be attached to other branches of co-operation, hoth at the present time and still
more in the near future. We believe that great developments may be expected
in industrial co-operation and in the application of co-operative principles to
many branches of agricultural organisation, and that it is not impossible that
these developments may in time surpass even the rural credit institutions, in
importance. But these other forms of co-operation arve asyet for the most
part in their early infancy and, as will be seen from the figures given
in the margin, they occupy a comparatively small portion of the ground
at present covered by co-opera-
tive effortin this country. The

No. of primary N o?-ag{icub ] Agricxlxl- I Total
i . . i ral. . . . . .
socleties A main principles moreover which
Non-aredit o w0 | #  govern the administration of
Crodit ... 502 13,715 ’ 14,317 agricultural credit are as a gene-

X ral rule of equal application to
other forms of co-operation, and much of what we write in respect of agricul-
tural credit will be equally applicable to the organisation of non-agricultural
and non-credit societies. Before however proceeding to deal in detail with the
former class of credit we would record briefly at this stage in our report such
special observations as we have to make regarding co-operative institutions of
the latter character.

NoN-CREDIT SOCIETIES.

8. The forms of co-operative activity that have proved most popular and

Claims as compared with credit sociotivs su.ccessful in England are those connected

. ‘ with purchase, production, and distribution.
But in most continental countries these branches of work were not under-
taken until credit societies had been firmly established, and development in India

has followed the continental precedent. The first Act (X of 1904) provided for

the formation of credit societies only and postponed to them all forms of non-
credit co-operation.

This policy was deliberately adopted, not because the vital
importance of other kinds of co-operation was not fully realized, but because it
was held that among a relativel; backward population the difficulties involved
in the management of productive and distributive businesses were likely to
prove a stumbling-block in the way of progress. Credit Societies with their
simple organisation and methods of management afforded the easiest field in
which the principles of co-operation could be learnt and practised, and were
therefore first pressed forward. With the numerical increase in societies a
knowledge of the main principles underlying Co-operative work has gradually
spread among the people, and in area where these have been best understood, a

desire has arisen for applying them to other branches of business besides the

borrowing and lending of money. ‘We wish to make it clear that in our opinion
this development is not only

inevitable but essential to the balanced develop-
ment of the economic condi

i tion of the country as a whole, and that the
demand for non-credit forms of co-operation is in itself a healthy sign. We

would insist however on two conditions which appear to us vital to success.
Firstly it is essential that the demand for such societies should arise not merely
from external suggestion or the hope of effecting some small economy, but
from the existence of a real need and from a real comprehension on the part of
their originators of all that is implied in the term ° co-operation’ ; and secondly
it is scarcely less important that a strong and competent staff should be
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available for the supervision of such societies and for dealing with the com-
plicated economic problems involved, Where these conditions are satisfied, we
welcome the formation of societies for other purposes than credit.

9. Those non-credit societies which are already in existence are included
in the annual official statistics and at the
suggestion of the International Institute of
Agriculture at Rome are classified by the Government of India under five
heads—(a) Purchase or Purchase and Sale, (6) Production, (¢) Production and
Sale, (d) Insurance, and (¢) Others. The figures at the end of the year 1913-14
after some necessary rectification were as follows : —

Classefication and figures.

| j
| \' )
- 4 ‘1 g
— S1El L I3
2L A
- I S A I 5043 g | £ | o
s F EIEIE B EF E L
S LR N R RN I - N
Non-A4gricultural.
Purchase or Purchase and Sale | 10 | 27 | ... | 2 2 ¢ I EVOR  OR R 63
Production LR o = = W, N R SRR RN IR R S 1
Production and Sale ", 1 1 | 1] 4 1 8
Insurance ; : . e
Others 51 20 BUb o | e e e 10
|
Total ... | 16 [ 301 4 21 693 1] .. I}
L A
Agrienltnral, f |
Purchase or Purchase and Sale | .., | 11 | . ol 11
Production ‘ J i 31 s “ 3
Production and Sale ]} 4 ... e 10 = 63 L)oo ] 78
Insurance ; " 1 f’ e | D9 L., Lol 90 69
i [
Others ves ces ; 6 e e ] e ) T IO T BT FOU 6
Total ... / 6115 | o v (10 122 4| .. | 9 } .| 167
Grand total ... /22 45 ]’4 2017 231122 5 .| 9| . |249
| ! \ | |

It may be noted that in some cases societies do both non-credit and credit
business, and such societies are classified according to their chief function.
While therefore several of the above societies must be regarded as supplementing
their non-credit work with credit, it must be remembered that there is a
much larger number of societies included in the returns of credit societies
which have undertaken subsidiary non-credit activities of various sorts.

10. Dealing first with non-agricultural societies, we find that successful
attempts have been made to arrange for
the purchase of yarnand silk for weavers,
cane for basket-workers, timber for carpenters, and implements (sometimes of
improved pattern) for several industries. The production and sale of cotton

Non-agricullural Non-credit socieles.
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and silk cloth, durries, and furniture have been undertaken. Building societies
have been organised. The purchase and sale of most sorts of common necess-
aries is being carried on at various co-operative stores. Of these non-agricultural
societies the most prominent and the most promising are those formed for the
benefit of weavers Their object is to purchase wholesale raw material, yarn, and
silk, to help weavers to buy improved looms and other implements, and to
organise the direct sale of manufactured cloth to consumers. This type of society
is in our opinion worthy of support, both because weavers are a numerous and
poor class, whose carnings have in recent years been seriously diminished by the
competition of the mills, and also because any method by which the cottage
industries of the country can be preserved would deserve a prolonged trial.
We would only point out that attempts to reorganise village industries on a
more profisable basis should not be undertaken sporadically or fortuitously. To
avoid mistakes, which may well plunge small craftsmen into still deeper
difficulties than now, it is very necessary that a systematic enquiry should be
made by Government or some other agency into the economic conditions of any
industry that may be taken up, and the organiser should have grasped the
details and difficulties of the business and have a practicable scheme to
propose before asking the people to accept it.

Tn connection with urban societies we would draw attention to the fact
that certain types, such as building societies and stores, more especially when
they are composed of members whose means raise them above the poorer classes,
though not in themselves mecessarily uncooperative, exhibit a tendency to
ignore the moral bases of co-operation. It appears to us that in some cases regis-
tration has been sought under the Co-operative Societies Act rather than under
the Companies Aet in order to take advantage of the concessions obtainable
under the former Act and to avoid the detailed restrictions of the latter. When
a society is formed to carry on a business which is also capable of being carried
on as an ordinary trading concern, we think that the Registrar should scrutinize
the application most carefully, remembering that the intention of the Co-opera-
tive Societies Act as defined in its preamble is to promote “thrift and self-help
among agriculturalists, artisans and persons of limited means,” and that he
should grant registration only if the proposed society fulfils this intention.

11. Among agricultural societies for purposes other than credit, the
Agricultural non-credit societies—Sale outstanding types are those for the sale of
of produce. produce, and for cattle insurance. The
former are at present chiefly found in Burma and combine with credit business
the sale of paddy and ground nuts on behalf of their members direct to wholesale
dealers at Rangoon. An objection has been raised before us by persons interested
in the export trade, that such societies are likely to raise pricesas against the
merchant and the consumer, but we have found no evidence in support of this
view. On the contrary by the elimination of wunnecessary middle-men the
profits, which previously went to them, become available for division between the
agriculturist, the merchant, and the ultimate consumer. The removal of such
agents as are merely parasitic means more rapid business, a quicker turnover,
and a better understanding hetween the wholesale purchaser and the producer
.of the crop. These features are moticed because they would probably charac-
terize any societies that may be similarly organised hereafter to deal with the
‘wheat or jute trades in India.

12
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12. With regard to cattle insurance only two schemes have hitherto been tried
“one in Coorg and one in Burma. TUnder
the Coorg scheme the owner pays two-
thirds of the value of the animal insured into the society within 4 years by
instalments of decreasing amounts. Should the animal die before the pay-
ments are complete, the whole amount insured is paid to the owner. If it survives
the period, the full amount of the preaia paid, but without interest, becomes
- payable on death or invalidity. Under the Burma system only plough cattle and
buffaloes between the ages of 4 and 12 are accepted for insurance. The amount
of the indemnity is two-thirds of the value of the animal as estimated by the local
committee, and this estimate is revised half-yearly. A premium is charged
at the rate of 5 per cent. onthe value of the animal. The premia are
regarded mot as a cumulative investment but as a payment for protection,
which extends only for the period sovered by the current premivm. As
the premia charged under the Coorg system are probably too high to be
acceptable to agriculturalists except in districts where cattle are very cheap,
the Burma system on this account will probably be found preferable. Butif
it is introduced in other parts of India, local modifications of the scheme will
no doubt be necessary. Tt is true that actuarial data of the mortality of cattle in
different districts are not yet available, and that the premia charged will be at
first empirical. But there seems mo prospect of obtaining reliable figures
except from the experience of the insurance societies themselves, and while we
advocate due caution we see no objeet in waiting for the final results of the
Burma expesiments if opportunities present themselves for starting any well-
supervised schemes elsewhere ; nor do we think it necessary, as suggested by
the Imperial Conference of Registrars in 1912, to defer the introduction of
cattle insurance until alequate means exist for applying prophylactic measures.

Insurance of cattle.

Two features in the Burma system seem to us to call for special notice and
deserve imitation if a similar scheme is taken up in other provinces. Firstly
we find that, although thereis a rule, (framed in order to secure a respectable
clientele and to facilitate supervision) that the members of insurance societies
should antecedently be members of credit societies, yet the finances of the two
institutions are kept quite distinet. Neither primary nor central credit societies
are allowed to undertake any risk or liability on behalf of insurance societies,
and this provision seems to us sound. Secondly we find that the central reinsur-
ance society has received a guarantee of financial support from Government
in case of necessity. This action is justified at the present stage on the ground
that it is hopeless to expect such a socicty to get sufficient share capital
subscribed by the members; at the same time it must have some financial
backing, because the principle of insurance is to spread risks over a considerable
area and period, and thereis always a chance of exceptional mortality occurring
during the first few years. The only alternative is Government support, and in
this case such support appears to us unobjectionable in principle. Government
alrcady spends considerable sums of money on the maintenance of a Civil
Veterinary Department for the preservation of the lives of cattle and gives
agricultural lcans to replace cattle that have died. Tt would further this policy to
give financial aid to societies which not only obviate to a large extent the neces-
sity of Government agricultural loans, but which lead to greater care being taken
of the animals and create an interest in preservative measures which will be of
great use to the Civil Veterinary Department in extending its propaganda. If
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the premia are fixed on a reasonable basis, we think there will be little or no risk
to.Government in giving a guarantee, and we recommend that local Governments
should consider the advisability of financial support or guarantee when reinsur-
ance societies are projected. A guarantee of this kind should be sufficient
to give the system a fair t1ial assuming that a state of normality would be
reached in, say ten years, and at the same time the area within which the
reinsurance society is to work should be restricted, and the maximum liability
involved by the guarantee defined. '

Bocieties for the insurance of agricultural crops against damage by hail
have mnot yef, so far as we are aware, been started in any part of India.
Such societies would however be useful and, in view of the information
existing in many provinces in connection with the remission of land revenue
on account of damage done by hail, they would in some respects be equipped
with better actuarial data than societies for caitle insurance. The system to
be followed in constituting hail insurance societies would approximate very
closely to that suggested by usin connection with the insurance of cattle.

13. Most forms of agricultural non-credit societies, and especially those for the
supply of seed and implements, can in our
opinion best be combined with credit socie-
ties. In fact not a few societies, returned as credit societies, have such annexes,
maintaining separate accounts, but with the same membership.  Much has been
done, notably in the Central Provinees, in growing and distributing improved
seed through organisations of this sort. Whether the work should be centralized
and left toa Central Bank, or localized and dealt with by a primary society, will
depend in every case on the sort of function undertaken. Ordinarily we do not
think thata society should itself become the owner of the commodities handled.
It is preferable that it should buy or sell on commission, or on some system under
which it merely undertakes joint sale and purchase on behalf of the members
at their risk.

It is, we think, in the ue of credit societies for distributing improved seed
and implements, andin the general supervision and development of non-credit
societies, that the help of the Agricultural Department can most usefully
be afforded and it should be given—as it is already given in many pro-
vinces—fully and ungrudgingly. Provided that it uses the societies not for
experimenting in new processes but strictly for popularising proved im-
provements, we think that nothing but good can be expected from the
assistance of the Agricultural Department. But while at some future time
the Agricultural Department may be mnot less interested than the Co-oper-
ative in the management of agricultural non-credit societies, the control
must necessarily remain at present and for some time to come in the hands
of the Registrar of Co-operative Societies.

Combination with credit societies.

14. On the question whether non-credit societies should be allowed to deal
with non-members, we do not think it pos-
sible to lay down any general rule. As far
as practicable, such dealings should be avoided and it will generally be well to shun
competition with such local outside agencies as are efficient. However we
would not press this rule in cases where the operations of a society, if confined
to its own members, would be so restricted that it could not be managed with
any prospect of profit or economy.,

Dealings with non-members.
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NON-AGRICULTURAL CREDIT SOCIETIES.

15. In introducing the co-operative eredit movement into India the
Claims as compared with agricultural Government of India ordered that the es-
co-operative credit. tablishment of societies among the agricul-
tural classes should be the first care of local Governments, giving as their reason
that “the agricultural problem is more serious and far more difficult to deal
with than the industrial problem, and it is necessary that effort should be
concentrated. ”  These orders have been carried out with the result that we find
in British India 13,882 agricultural societies now in existence, as against
684 mon-agricultural societies. The development is not perhaps so onesided
as might seem at first sight, since if it be assumed that persons living in
towns of a population exceeding 5,000 form the urban classes of India, there
is at present one society per 38,000 of the non-agricultural population as com-
pared with one society per 15,000 of the remaining population. But the fact
remains that it is to progress among agriculturalists that attention has chiefly
been directed. It appears to us that the policy laid down by the Government
of India, though wise in the initial stages and fully justified by results, might
now with advantage be relaxed, and the development of non-agricultural so-
cieties encouraged to proceed pari passu with that of agricultural societies.
The interest on loans paid by the industrial classes in towns is mnot
lower than that charged to agriculturalists. Witk rising prices, insufficient
and insanitary house accommodation, wages often beld in arrears, and a desire
for a higher standard of living corsequent on the spread of education,
industrial difficulties are bound to increase, and we are of opinion that any
form of oiganization, such as co-operative societies, that has a tendency to
alleviate these difficulties is worthy of support. We would also point out
that the excessive development of agricultural socicties to the exclusion of
other classes means that the demand for money and the repayments of loans are
not distributed evenly throughout the year, but occur at particular seasons, with
the result that Central Banks during certain months of the year find it difficult
to employ their capital profitably  There are also advantages in bringing the
urban classes, and especially the lower industrial classes who at present see
little of Government Officers except in their judicial or punitive aspects, into
close contact with a branch of Government which they cannot but regard as
beneficent. For these reasons we would advoecate the extension of co-operation
among the non-agricultural classes provided always that it is carefully super-
vised and controlled.

16. Non-agricultural credit societies, as may be seen from the figures in the

Spectal characteristies. margin, have alrecady made their appear-
Madras = voo e e B0 ance in all the larger provinces The total
Bombay . e 93 ) o k ]

Beagal o e 76 of these is 602 of which more than half

Bibar and Orissa .., e HY .. . R

Cuited Provinces ... ... 179 are of unlimited liability. On the question

q

Punjab - . 11 o q s .

Buriia .. w49 of the form of liability to be adopted in

Central Provinces ... ... 87 .. T

Assam oo e w16 such societies, we think that as a gener-
Total ... 602 al principle when the clienttle is fairly

well-to-do, and when owing to local conditions full mutual knowledge cannot so
easily be secured among the members, and when the share capital is adequate to
the business undertaken, liability should be limited, but otherwise it should be un-
limited. We would also remark that in dealing with such societies, central banks
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would be justified in exercising more caution than is required in dealing with non-
agricultural societies because the co-operative safeguards are not generally so well
developed. The members are oftenscattered or nomadic, with the result that
mutual supervision tends to be less strict and difficulties occur in realizing loans.
The circumstances of many societies compel them to follow purely business
methods and to overlook to some extent the moral sanction that should govern
their work. The accounts are often too complicated for the ordinary member
to understand. On the other hand in some points many of these societies are
superior to the average rural society. More of their members are literate. The
management and accounts are more careful and accurate. The accumulation
of savings deposits is feasible. Short-term loans and repayments by regular
monthly instalments are easily arranged. Of course in different parts of India
very many varieties of type among these societies have come into existence. For
the purposes of our enquiry we need notice only three of the most important
namely («) the middle class urban banks, (b) employés’ societies and (¢) societies
for poor castes.

17. Urban societies, composed mainly of members of the middle classes, are
frequently defective in that they are not
really co-operative. Sharesare often taken
up merely for the sake of dividends and money is not infrequently borrowed for
speculative enterprises. Their value consists not so much in their services to
co-operation asin the training ground they atford to their members for under-
standing ordinary joint stock banking Recent experiences in Northern India
have shown the dangers of a policy under which Government allowed banking
institutions to spring up and carry on business under a control so light
as to be almost nominai, but we think that urban credit societies might serve
a useful purpose in fraining the upper and middle urban classes to understand
ordinary banking principles Such societies would perhaps be scarcely justified
on their own merits in claiming registration under the Co-operative Societies
Act, but we think that on the whole, where joint-stock banking facilities
are absent, they may fulfil a useful purpose, and we see advantages in
encouraging their formation. In any case we would expeet them to be as
a rule self-supporting, and we think that any help which might be afforded to
them by Central Banks should be closely restricted.

Mididle elass Urban Banks.

18. The object of employés’ societies should in our opinion be rather to en.
courage saving and thrift than to make
loans on easy terms, and in the best exam-
ples we have seen we are satisfied that this object has been attained. The same
object is doubtless to some extent met by the departmental Provident Funds, but
those funds fail to provide the moral training of a co-operative society and afford
fewer facilities for the prompt supply of ordinary loans. The difficulties which
beset co-operative societies for employés ave firstly the transfer of members from
place to place in a big business or department, and secondly the fact that
even on the Committee the members are unable to meet on an equality. It is
impossible for them, since they all belong to one service, to forget in conducting
the business of the society their relative official positions outside it, and in this
way influential or highly placed members are able to secure excessive loans for
themselves or their friends, and by recusancy in the matter of repayment may
seriously embarrass a cominittee composed largely of their subordinates. It

Employés societies.

13
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makes for better management if the head of the office, whether a member or not,
can watch over the society, and if arrangements can be made by a provision in
the byelaws for the recovery of loans by deduction from monthly salaries.
We suggest that it would often be possible for such societies to encourage
thrift, to prviode themselves with an improved security, and to simplify
their accounts, if they required all members as a condition of membership
to insure themselves in the Post Office Insurance Fund. Asin the case of
other classes of non-agricultural societies, we would repeat that employés’
societies should not be started unless really satisfactory arrangements can be
made for their regular management and control.

19. By far the most valuable and hopeful form of urban credit societies is
in our opinion that which confines its opera-
tions to poor castes, e g., butchers, weavers,
mill-hands, scavengers, ete. In their early stages these societies need constant help
and guidance, which can best be supplied by some philanthropic individual or
social agency. The work well repays its originator, foras a rule these classes
show themselves very amenable to co-operative ideas and anxious to learn. To
their credit it must also be said that they are generally most punstual and honest
repayers. Since the members owing to their depressed condition and lack of
education cannot hope to manage their own business without long training,
especially in the matter of account-keeping, we think that the support of the
clerical staff of these societies is an object for which grants might suitably
be given by Local Governments on very much the same grounds as justify
grants to other philanthropic institutions

Societies for poor casles.

AGRICULTURAL CREDIT SOCIETIES.

20. The agricultural credit societics now established in India are for the
most part composed of peasant owners or
tenants, and no steps have yet been taken
to extend co-operation for the benefit of the class of large proprietors who own
the bulk of the land in several provinces, and whose estates are often much
encumbered. The case of these proprietors, has been represented to us, and more
than one Registrar has seriously considered the possibility of introducing some
form of co-operation among them corresponding to the Land Mortgage Credit
Associations or Mortgage Banks which are found on the Continent of Europe.
‘We have not ourselves examined the details of such schemes and their merits
must necessarily depend largely on the peculiar circumstances of each province.
Money can already be borrowed on some large estates at fairly easy terms and
this fact, together with the necessity for long term capital and a want of solid-
arity among the constituent members, would be a difficulty of some
importance in the way of general schemes, but we feel that the establishment of
well-conceived and well-administered mortgage associations or banks at the
instance of the landed gentry of the country with the help of Government would
be a measure of great value not only to the proprietors themselves but also o
the Government, and this fact should in our opinion be borne in mind if appli-
cations are at any time made for special concessions in respect of such banks.

Banks for large proprictors.

91. In the absence for the time being of this more ambitious class of effort
Enisting sccieties masnly for peasants.— it will be understood that our report
Nomenclature. will deal in the main with the gradé
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of society which is intended to meet the needs of small landholders, tenants,
and men of a similar social status in the country districts. These agricultural
societies vary both in character and in name in the various provinces, and in
order to render our observations intelligible we have found it necessary to arrive
at a uniform nomenclature. Under the Co-operative Societies’ Act all classes of
registered societies, whether in themselves primary units or federations of consti-
tuent societies, are spoken of as ‘societies.” In actual practice however the
primary units are in some provinces known as ‘ banks, ’ but in most as ¢ societies.’
We shall in this report speak of them as primary societies’ or ‘societies’ and
we think it would be well if this terminology could in future be adhered to by .
Local Governments in their official communications. The societies are classified
in the returns as ‘agricultural,’ if the majority of members are agriculturists,
or if the main object is agricultural.

The nomenclature for the central societies, under which the primary socie-
ties were federated, was discussed at the Co-operative Conference of January
1911. It was then recommended that they should be classified under three
heads, viz., ¢ Central Banks,’ ¢ Unions’ and ‘ Central Banking Unions’ and these
terms are still prescribed for use in the Government of India returns; but there
has always been some confusion as to whether the distinction hetween a Central
Bank and a Union should depend on the presence and absence of banking functions
or the absence and presence of individual shareholders, and different provinces
have followed different lines. Apart from the annual returns, we find that
in some provinces ¢ Unions > connote supervisory functions only, in others they
include banking societies, and in one province they refer to associations which
are outside the Act altogether. In some provinces the term ‘central bank’ is
applied to all forms of central banking societies; in others a central bank is
termed a ¢ district bank * if it is situated at the district headquarters ; and in others
the terms ¢ Urban’ or “ Town Bank * (a/velie of the early stage of co-operation in
which Town banks were introduced to finance the rural societies) is still applied
to certain central institutions. Since moreover the present classification was
prescribed, a further type of society known as a ¢ Provincial Bank’ has been
started in the Central Provinces and Bihar, and the Central Banks at Bombay
and Mandalay, as well as the Central Urban Bank at Madras, fulfil some func-
tions closely allied to those of a Provincial Bank. We consider that we shall be
following the general convenience if in the report we treat the five central
institutions at Bombay, Madras, Jubbulpore, Bankipur and Mandalay as ¢ Pro-
vincial Banks’ and speak of all the other federal institutions which do banking
business as ¢ Central Banks.’

We propose therefore to class societies for present purposes as (¢) Primary
societies, (b) Central Banks and (¢) Provincial Banks, and we shall deal
separately with each of these classes. We shall reserve the term ¢ Union’
for those forms of federation which are maintained for supervision, either com-
bined or not combined with the assessment or guarantee of loans to primary
societies and which do not undertake any banking business.

22. There are on this basis, according to our last returns, 18,715 primary
agricultural societies, 189 central banks

islributi eties and banks, o . . . .
Distribution of sociclues and banks, ) q provincial banks in India which are
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distributed by provinces as follows :—

Provinces. Primary societies. Central Banks. Provineial Banks.

Madras 1,250 7 1
Bombay . . 569 3 1
Bengal 1,547 33
Bihar and Orissa 766 12 1
United Provinces 2,549 55
Punjab 3,261 38
Burma . 1,092 2 1
Central Provinces e . 2,083 28 1
Assam e var 224 6
Coorg s e 22
Ajmer 352 5

13,715 189 b

In the annual returns the number of agricultural credit societies is indi-
cated separately from that of other forms of agricultural co-operation, but
the further statistics showing the number of members, working capital, and so
forth, do not make this distinction, and in such figures as we may quote heres
after in this report, it has been impossible to exclude the data for agricultural
non-credit societies. As the number of these societies is at present very small,
the inconvenience so caused is negligible.



CHAPTER II.

PRIMARY SOCIETIES.

23. From the terms of the reference made to this Committee (see paragraph

. , 6 above) it will be observed that its investi-

Importance ofs 0;5:22?”“7/ o primary gations were intended to refer in the main

' to the financial position of the provincial

and central banks, and we have borne this in mind throughout our enquiries.
But the financial stability of the higher class of bank, though dependent on
many considerations peculiar to that class, must always in the ultimate resort be
dependent on the soundness of the primary societies on which the whole
structure rests. 'We have therefore no hesitation in dealing at some length
with the considerations on which the soundness of the primary societies is based.
The outside investor or depositor who deals with Provincial or Central Banks has
seldom the time or opportunity to look closely into the manner in which the
business of the constituent primary societies is conducted, and it is therefore all the
more incumbent on the supervisory authorities, from considerations of honesty as
well as prudence, to see that the Lusiness of this class of societies is conducted on
sound lines both from a co-operative and from a financial standpoint Persons
who know of co-operation only from books are doubtless often disappointed
when confronted with concrete cases of societies in actual working, whether in
India or in Europe, and are apt thereafter unjustly to disparage the whole
movement because the specific instances which came hefore them fell short of
their ideals. But while it is indeed a mistake on the one hand to expect
more from these societies than human nature is likely to realise, it is equally
a mistake for those responsible to rest content with an inferior siandard of
co-operation, when a higher standaxd is attainable. We have accordingly consi-
dered it our duty to point out in some detail the chief considerations on which
the soundness of primary societies is built up.' It is ultimately on three main
requirements that their soundness is based. They must in the first place be
co-operative. They must also be business-like. And finally they must be

thoroughly well supervised. These points may conveniently be discussed under
the following three heads :~—

(a) The constitution and management of primary societies,
(b) The composition and employment of their capital, and
(¢) The arrangements for their inspection and audit.
14
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PRIMARY SOCIETIES.

CONSTITUTION AND MANAGEMENT.

24. A society has verylittle prospect of success unless it is started on sound
lines, and the Registrar is primarily
responsible for seeing to this. In some
parts of India we have found a tendency on the part of the Registrar to think
that he should automatically register all societies, which in their applications
for registration satisfy the conditions of the Act and the Rules. But we would
draw attention to the provision of the Act which lays down that, after he
is satisfied that the legal preliminaries have been complied with, he “ may, if
he thinks fit” register a society. We think it essential that he should per-
sonally satisfy himself that the society is being formed on a sound basis, and that
in every case he should himself see the reports which have been submitted on
the proposal for registration.

Responsibility of the Registrar.

25. In considering such applications there are several points to which it is
necessary that attention should be directed.
The area of operations should for instance
be clearly defined and should conform to the spirit underlying section 6
(1) of the Act. By this we mean that the field of the society should be suffi-
ciently restricted to allow members to be mutually acquainted andto be in a
position to exercise an effective mutual control. Tt is a good general rule that
there should be one society to one village and one village to one society. But
apart from the fact that the term * village ” does not mean the same thing
in all Provinces (in Assam and Ooorg for instance it carries a special
meaning), there are exceptional circumstances which justify departures from
this rule. The circumstances which justify exceptional treatment have been
described as follows in the Resolution of 1914:—

Area most snitadle.

“Where for instance a group of villages can conveniently form a co-operative unit, they
may without objection be served by one co-operative society. Where persons
scattered over large areas are for any special reason so thoroughly in touch with
one another that they are able and willing to be jointly responsible, the condition
of propinquity is not absolute, and the law accordingly allows that members of
the same tribe, class, caste ox occupation, even if not resident in the same village:
or group of villages, may become members of the same society. Similarly, it is
permissible to have more societies than one in a single village in cases where a
village is so large that all the residents are not mutually acquainted, or where
a village is so divided from any cause that one set of residents could not be expect-
ed to be jointly responsible for another. But the essential principle remains that
societies should ordinarily consist of members so closely in touch with one another
that they are willing to be, and can be both in name and in fact, jointly respon-
sible.”

We desire to express our concurrence in the views thus expressed.

26. We would lay stress on the importance of small beginnings. The
members of a society should be few
to start with, and increases should be
gradual and the ultimate total moderate. The main advntage claimed for-
large societies is economy of management, bu this consideration scarcely
affects rural societies. On the other hand small societies are more easily
supervised and trained in co-operative principles, just as small classes are
more easily taught in schools, If a society is small, it affords a better

Size of Societies.



PRIMARY SOCIETIES. 19

opening for local talent. It brings more men to the front, trains them to.
undertake responsibilities, and by carrying on a business no exceeding the
capacity of the committee, prevents the domination of one man. Societies should
in our opinion, be small at the commencement, not only when the members
~ are poor and backward, but in all cases. When a sound beginning has once been
made, gradual increases should be allowed, care being taken that the men of best
character are admitted first and that subsequent admission is treated as a favour
to be earned by the candidate rather than asa benefit conferred by him on the
society. The average size of a rural eredit society in Germany is about 9-4 mem~
bers. In India the average membership of an agricultural society is 41, .

Madras - 82 the figures for each province being as.
Bombay =, .

Bengal . 46 shown in the margin. Wehave some hes-
Bihar and Orissa .. 48 . . . . . ‘oal
United Provinces ... 59 itation in suggesting a definite numerica

i . AT . .

B el maximwn, but asa rule we think that
Central Provinces .. 15 a society is apt to become unmanageable
e 9 if its numbers exceed a total that might
Beitih India ... 41 vary from 50 to 100.

97. Tn some areas we find a tendency, not yet perhaps very marked, to
exclude deserving but poor persons from
societies on the ground of their caste or
status. Societies at presant are composed chiefly of small peasant owners and
occupancy tenants, and it is the exeeption to find village artisans and agricul-
tural labourers included, We see mo objection to societies being constituted
mainly of the existing elements which form a well defined body of men
for whom co-operation is especially required. Excessive exclusiveness however
is also an evil and care should indeed be taken that deserving persons are not
excluded merely on the ground of poverty; but we would not advocate
anything like a crusade to force the poorer classes on the present members.
Societies should be taught the principles of selection and should be left to
themselves as far as possible to settle individual cases.

Danger of exelusiveness.

28. We would not advocate the deliberate mixture of occupations in
societics in order to keep the funds in
constant circulation. Mixed societies, where
tried, have not been a success, and it is found that non-agriculturists in agricul-
tural societies tend in practice to take loans at the same seasons and for the same
periods as agriculturists. On the whole more is to be gained by respecting the
general limits indicated by the occupation of the members and securing com-
munity of interest. While however we would not advocate any attempt to
effect a mixture of occupations as between the members of a society, we consider
that there is much to be gained if the societies affiliated to one central bank
are as far as possible representative of different types of occupation.

Mizture of occupations.

29. The existence of faulty societies is generally due to hasty registration,
and we would repeat that no pains should

be spared to make full enquiry into all
applications. Full reports should always be required from the ageney by

which a society is organised and certain specified heads should be laid down
on -which information should be furnished. We hold it necessary, for instance,
that the Registrar should be able to ascertain (1) whether the proposed
members have really assimilated the principles of co-operation, (2) whether they

Requirements before regisiration,
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appear to be too involved in debt to make a society successful (and for this
purpose a statement showing, thongh not in great detail, the assefs and liabilities
of intending members should be submitted), (3) whether adequate working
capital is available in the movement, (4) whether the applicants are men of
good character, and the village as a whole free from the taint of litigiousness,
(5) whether means are at hand to provide for the necessary supervision of
the society when formed. Enquiry should also be made as to the suit-
ability of the proposed secretary and committee.

30. We cannot too strongly nrge the necessity for careful teaching both
before and after registration. Most of the
faults which we have found in societies
are due to the lack of such teaching, and the importance of the point can scarcely
be exaggerated. The work of instruction is trying and uninteresting, and there is
generally a tendency to scamp it. Pamphlets and formal lectures are good in
their way, but are of very secondary importance compared with actual personal
instructions by the organizing or suparvising staff in the villages themselves.
District and Provincial Conferences are also valuable in stimulating interest
and a healthy rivalry but do not afford the solid instruction that is required.
Tn Burma the Registrar has laid down in simple language 10 main principles
which every member of a society in that provinceis expected to learn and know
thoroughly, and we were much impressed with the results of this method of
training in the efficiency of the societies. The system is of potential value
even when the principles are merely learnt by rote, and whether other Re-
gistrars adopt the system or mot, we think it advisable that they should lay
down certain essential heads to guide orgamnizers in their teaching and to save
vague talk and waste of emergy. Thess heads would vary according to ecir-
cumstances but should in our opinion include the following points :—(1) That
the object of co-operation is as much to encourage savings as to grant loans
on reasonable terms, (2) that the success of a society depends on the mutual
knowledge of the members and the exclusion of bad characters, (3 that
the liability of the members is joint and unlimited, (4) that loans must be
properly nsed for the objects for which they are sanctioned, (5) that repay-
ments must be punctual and genuine, (6) that the powers of control vested in
the General Meeting should be known to the members, and (7) that the source
of funds and the constitution of the central financing agency as well as its
relation to the society should also be understood by them.

Teaching of co-operative principles.

A society, which has once firmly grasped these main points and acts on its
knowledge will be truly co-operative, and the fact that it is managed on
co-operative lines will constitute the most important factor in ifs financial
position. At the time of organization, and subsequently throughout the
existence of the society, the necessity for at least this degree of co-operative
knowledge should never be lost sight of.

31. In many provinces much of the preliminary work of teaching and
organizing societies is done by Honorary
Organizers, and their labours are deserving
of great praise. Care however should be taken that their efforis ere systematic
and not sporadic, and it is also important that the Honorary Orgz‘mlzer who forms
a society should, where possible, retain control as a supervising and teachh}g
agent after registration. There are in any case undoubted advantages in

Position of Honorary Organtiers.
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insisting that the agent, who forms a society, should afterwards be responsible
for guiding it o success. In addition to oral training, good results have been
obtained in some provinces by arranging for the members of new societies to
visit older onmes and see them at work, and by small and strictly local con-
ferences.

32. It has been urged that in order to instil co-operative ideas into the
Teaching in ‘primm;y schools not minds of the rising generation, the subject
ardvocaled. should be taught in primary schools. To
this we are opposed. The theoretical teaching and learning of such a subject
would be unintelligent, and the school ecurriculum is already overburdened.
Children often accompany their parents to a society’s meetings and it is in this
way and by general conversation that they can in our opinion best acquire a
practical knowledge of co operation.

33. The Secretary may be a member of a society or not, and, where neces-
sary, there is no objection on co-operative
grounds to paying him some remuneration
on a strictly limited scale. He should if possible be a local man and not an
outsider. We think a local Secretary, capable of performing the duties even
in an inferior way, is preferable to a more competent man brought in from
outside. The village accountant does not make as a rule a suitable Secretary,
but we see no objection to the village school master being appointed Secretary
when the Education Department allows him to undertake the work. The
functions of the Secrctary differ in different parts of India and we do not
press for uniformity, but it is essential that as far as possible he should be kept
to purely clerical work, such as writing accounts and minutes, and should not
be allowed to take into his own hands any of the functions of the Committee,
For this reason we view with some distrust the system prevailing in some
provinces under which one Secretary. does the work of a group of societies
in tracts where societies are small and backward. Such a system tends to
give the Secretary too much power, and though we recognize that in many
cases there is no alternative, we look on this course as a temporary expedient
which should be abandoned as soon as opportunity offers.

The Secretary.

34. There is considerable diversity in the byelaws defining the powers and
duties of the Managing Committee, but
the main point is to ensure that the Com-
mittee should work as a Committee. The Registrar and his staff should take
special pains to see that it does its work regularly and as a whole, and does nof
hand over its responsibilities to one or two active men. It is also important that
the Committee should not be placed beyond the control of the general meeting,

and though re-election is of course permissible, the period for which a Committee
is elected should not as a rule exceed one year.

The Managing Committee.

35. The remissness of some Managing Committees, their failure to ahide by
Committee of Supervision nof recommended, the rules, a].ld their occasional P?‘rtlaht.y o
themselves is only too apparent in India as

it has been in Burope. We have been urged, especially by Mr. H, W. Wolff, to
insist either now or at a later stage in the movement, on the appointment . of
separate Committees of Supervision, such as prevail in Burope, whose duty
it would bc to keep a watch on the work of - the Managing Committee, Such

15
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Committees have been tried in Bihar and Orissa, Bengal, Assam, and Coorg, but
they complicate the machinery, and have not as a rule proved a success. Itis
hard to find in an ordinary society sufficient men snitable to serve as Supervisors
in addition to those required for the Managing Committee, and when men are
found, they are generally of inferior calibre to those whose work they are intended
to supervise. 'We would propose, it possible, to reach the same end by the
establishment of Unions (regarding which we have given our views more fully
in a later part of this report), and in any case we do not advocate Supervisory
Committees in the vast majority of agricultural societies as a suitable feature
in their constitution either now or in the near future. In urban areas, where
the personnel is more freely available, we think that such Committees might be
more successful, and in such cases a trial of the system might perhaps be use-
fully made. Similar Committees, undertaking the same duties of supervi-
sion, but composed of public-spirited persons who are not themselves members
of the societies which they supervise, have been tried in some cities and have
been found of distinct use in enhancing the efficiency of societies.

36. Tn connection with the organisation of societies, two further questions

S nsial t rin debt have been raised, namely, (¢) whether
pecial powers o ascervivm (6985 special powers should be conferred on
societies to enable them to ascertain accurately the debts of their members or of
persons desirous to be members, and (36) whether it is right for the society to
pay off the whole of the ascertained debts of an applicant for membership on his

entry into the society.

As regards the former of these questions, a suggestion was made by the
Co-operative Conference of 1013 that speeial powers of the kind suggested
should be given, and Local Governments were consulted by the Government of
Tndia as to the advisability of legislation to allow a society to call by mnotice on
all creditors of a member or an applicant for membership for a statement of the
debts due by him, on penalty of their losing interest thereafter on any claim not
preferred. With the exception of the Government of Burma, most of the Local
Governments were against taking any action in the direction indicated, and the
matter was then referred to our consideration. After a perusal of the opinions.
received, our view is that no action is required to meet the case of a debtor who
purposely conceals his debts, as it is ez hypothesi the duty of a society to be
sifficiently acquainted with the circumstances of its members to prevent the
election of a debtor of this kind, and consequently we do not think that there is
any necessity for giving powers to issue a general notice on creditois to present
statements of debts due. The case which is to be met is that of a creditor who
refuses to supply a statement. of the debt due to him, that is to say, who refuses
to give the peasant debtor what every man is entitled to get from his banker,
namely a statement of account, and we consider that there is no objection
in principle to an arrangement by which a society should be entitled to serve a
notice on a named creditor for the submission within one month of a statement of
the sum due to him by a member or applicant for membership, subject to the
discharge of the debt if he £ails to submit a claim and a prosecution under the law
if he makes a wilfully false one. In view of the replies given by the Local
Governments to the previous suggestion we would recommend that legislation of
this kind should be tried experimentally in Burma before being applied elsewhere,
and we would add that in our opinion it should be considered whether the above
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procedure should not be made applicable to all classes of agricultural debts,
whether a co-operative society is concerned with them or not.

37. As regards the further question, whether it is advisable for the
Paying of debts on admission society to pay off th? debts of a member
to a scciety. on his election, we think that no unvary-
ing practice can be followed. The question arises only when the society
considers that the debtor is not too far involved to be extricated from his
debts, and when it has funds to pay any sums due by him. Insuch cases the
best plan in our opinion is to arrange to clear off at an early date, but not neces-
sarily on admission, the debts of a new member. TUngquestionably from the
economic point of view the entire extinction of all old debt and the substitution
of the society for the money-lender as a member’s sole creditor is the most satis-
factory course; but in relieving debt without any corresponding effort on the
part of the debtor, there is a real danger of weakening his strength of character
and thereby making him a less valuable member of a society than he was other-
wise capable of becoming. If the creditor is troublesome and threatening, there
is no help for it but to clear off the debtor’s debts at once. Otherwise we consider
that it is best to pay off a part of the debis at atime, as funds can be spared for
the purpose, those paying highest interest being chosen first, and the mortgage
debts and others bearing less interest being kept over till the debtor has been
sufficiently long in the society for his qualities to be appraised and for the
receipt of contributions from himself towards his extrication. We think that a
procedure of this kind has a better educative effect than the immediate and
wholesale clearing off of debts on admission,

38. A further question has been raised in this connection regarding the
Relation to money-lenders after advisability of a provision forbidding
admission. members after election to resort to
money-lenders for loans. 'We recognise thet as a general rule it is best for
members to be indebted to the society only and to no ovtside agency, but unless
steps are taken to finance the members adequately and promptly, any rule to
this effect would certainly be evaded. We think it right therefore for societies
to abstain from any prohibition against resort by members to the money-
lenders, but it should be laid down that the Committee must be duly informed
on every occasion when loans are taken from sources outside the society.
We would at the same time recommend that all necessary steps should be taken
to meet the needs of members by adequate and proper financing within
the society itself, and we may remark that the best solution of the difficulty is,
wherever this may be possible, to induce the money-lender to lend through the
medium of the society by becoming himself a depositor, or to convert a previous
debt due from a member into a deposit with the society at a reduced rate of
interest and with possibly a reduction also in the capital amount of the claim.

39. It is sometimes wurged that the co-operative movement has at
present touched only an infinitesimal part
of the agricultural population and that if
it is to be of any value, it should expand considerably faster than it has hitherto
done. We admit that to meet the aims before it co-operation will have to
influence a far larger circle than at present, and we contemplate a very exten-
sive development of co-operative societies in the future, but in our opinion it is
not the pace at which the movement proceeds which is of importance, so much

Late and method of propagating socielies.
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as the quality of the societies which ave established, and we believe that on the
whole it is best for Registrars, so far as they control the progress of the move-
ment, to lean towards a policy of caution and concentration. The rate of
progress hitherto has been different in different provinces, and the results
are affected by many local causes, so that the value of co-operation in a
province bears no definite relation to the rate of increase in the number of
societies. Indeed its indirect results extend far beyond the actual number of
persons who belong to societies, and there is ample evidence that societies have
effectively broken the monopoly of the money-lenders and lowered the general
rate of interest on loans prevalent over whole districts. We are convinced that
there can be no worse service done to the co-operative movement in India than
the encouragement of anything in the shape of comparisons hetween the rate of
progress in one province with that in another, and it would be advisable for Local
Governments in future to deal with the progress in each provinee on its own
merits. We believe that the time has come when except for special reasons, an
increase in the number of societies should radiate from existing centres of co-
operation and should be based on a well-informed desire to imitate existing good
examples. ‘When a new district or other similar area is brought into the sphere
of co-operation, a sufficient number of experimental societies may suitably he
started as examples by a special propagandist agency, but when a financing and
controlling centre can be established for them, it should be left to that centre
and to the influence of a desire for imitation to carry on the work of propag-
ating the movement in the neighbourhood = We would further note that there
are whole Provinces or parts of Provinces in which Local circumstances renders
proper supervision unlikely, and in such areas it is in our opinion a mistake
to encourage the extension of the movement in any form.

TaE COMPOSITION OF CAPITAL.

40. The four main items in the composition of the capital of agricultural
societies are (1) shares, (2) deposits, (3)
loans, and (4) surplus assets or reserve
fund and the figures under each of these

Composition of Capital ¢f Rural

Societies.

heads are approximately :—

Lakhs.
Shares e 4900
Deposits o ee 7243
I)OﬂﬂS “en oo e e :24.'7'10
Reserve e . 2400

41. We shall deal with the reserve when discussing the employment
of capital, but before proceeding to the
examination of the other items, reference
may be made to a small source of capital, for which separate figures are not
available, namely entrance fees, In all provinces, except Burma and the United
Provinces, it is customary to levy these fees from new members on admission,
but ordinarily they are small in amount and rarely exceed one rupee. Their
~object is to cover preliminary expenses, to bring home to members that meme
bership is a privilege which they must make some small sacrifice to obtain, to
serve as a proof that a member by a »deﬁnite and voluntary act of payment

Entrance Fees.
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undertakes the rights and labilities involved in his admission, and to discourage
withdrawal by making it enfail the loss of a small sum. We have seen no
evidence that the entrance fees charged are large enough to keep out poor
members, and we do not think it of much importance whether they are levied
or not.

SHARES.

42. Share capital appearsas an item in the balance sheets of every province,
but it is only in the marginally noted*

Share Societies. . . . .
provinces that it constitutes an integral

part of the system.

The shares in Coorg are of the value of Rs. 10 or Rs. 20 each; in Ajmer
of Rs. 5; in Madras of Re. 1, and in
the Raiffeisen societies of Burma of
Rs. 10 each. Such shares as a rule are
*Madras a7 paid up on admission and carry no divid-
United Provinces 516 . . s . .
end or right to participate in any way 1n

Province. Lakbs.

Puujab e - 3164 )

Burma 57 the profits. They are only withdrawable
Coorg N on cessation of membership and serve to
Ajmer 123 equalize the first call on members in case

of liquidation.

In the Punjab on the other hand and in the United Provinces and in a large
group of societies in Burma, a share system has been introduced which appears
to be peculiar to India. Shares are of a face value varying from Rs. 10 to Rs. 100
and are payable by yearly or half-yearly instalments spread over 10 years.
At the end of that period in most cases the shares are withdrawable, but in the
Punjab a tendency fo make them permanent has recently appeared. On the
expiry of the 10 years’ period all three provinces agree in providing that three.
fourths of the future net profits shall thereafter be available for distribution
among the shareholders in proportion to the shares they have paid up. Buta
crucial difference lies in the fact that all profits earned during the period of
10 years are carried to the reserve fund in the United Provinces and Burma,
while in the Punjab one-quarter of the profits only are carried to reserve and the
balance is distributed among the members in the form of new shares.

48. It will be seen that a large proportion of agricultural societies in India

To what extent Share Capital is have no share capital and the question
approved. arises whether and in what circumstances

the possession of share capital should be regarded as a desirable feature in a
society. In our view the prime object of every society should be to acquire
a permanent capital of its ownas speedily as possible. The best method
of attaining this object is to arrange for a wide margin between the
rates of interest at which societies borrow and lend, thus securing a substan-
tial annual profit to be carried to reserve, and in this respect India is in a pecu-
liarly fortunate position since the high lending rates, that are current, makes the
provision of a wide margin a matter of no great difficulty ~ But in certain parts
of the country the members of societies have shown a leaning towards shares,
and we see no objection tc arriving at an accumulation of owned capital by the

16
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route of a share system rather than by that of the reserve fund, provided that
shares are not used to create disabilities against poor members or persons
desirous of membership or made an excuse for dividend-hunting. Dividend-
bearing shares should be recognised as a pis-aller. When however they are paid
up by instalments on a system not unlike that of endowment insurance, we
think that there is less objection to them on co-operative principles. We would
note that in Europe, where the margin for building up a reserve fundis com-
paratively narrow, there is now a strong tendency to introduce substantial share
capital, and that a proposal has recently heen put forward to introduce non-
withdrawable dividend-bearing shares in Bihar and Orissa. Where the ordinary
margin of profit is small and cannot be raised in view of local conditions and
the reserve fund is accumulating slowly, we see no objection to the introduction
of shares in provinces in which they have not been previously employed. Tt is
not necessary that they should be small in amount, as large shares payable by
instalments are an inducement to thrift, but we would not recommend as a rule
very large shares, exceeding (say) Rs. 50. In Burma societies with ordinary
Rs. 10 shares are constantly applying to be reconstituted on the so-called
Luzzatti system, under which shares of Rs. 100 are paid up by 10 annual in-
stalments, and though we would not encourage the change, we see no harm in it.

44. The somewhat complex systems obtaining in the Punjab, United Pro-
Liifficulties in the systems prevailing vinees, and Burma, are not without their
in the Punfab, the Uniled difficulties.  Firstly there is a risk that
Frovinces and Burma. the original shareholders may discourage
new admissions, and that the whole system may lead to a situation
approximating that of a tontine. TFurther in view of the supposed vested
interests of the heirs of deceased shareholders, due care may not be exercised in
excluding undesirable heirs. Should such tendencies appear, proper steps should
be taken to correct them Secondly in the Punjab where there is a decennial
distribution of accumulated profits it is difficult to arrange for the admission of
new members during the currency of the decennium  Bither they have to pay
up the same number of instaiments or: shares that have been collected from other
shareholders up to the date of their admission together with a premium repre-
senting their share in the profits accumulated up to date, or they start to pay the
ordinary instalments similarly to the original members, and at the final distri-
bution would have to submit to a proportionate reduction in their bonus. The
former plan, which is actnally employed in the Punjab, secems to us to tend to
keep out poorer members; the latfer implies more difficult actuarial ecaleula-
tions at the end of the decennium than the ordinary rural society can undertake.
Other ways of getting out of the difficulty are to make up the accounts annually,
or to wind up the societies and restart them on a fresh sysiem. Thirdly
the old Punjab byelaws and the Burma byelaws allow shares to be withdrawn
ab the end of 10 years. Such shares should normally be set off against loans
outstanding or be refunded in ecash; and this point ~might be taken up
when the 10 years’ period begins to fall in, TFourthly as the number of
shareholders permanently entitled to a share in the distribution of the
annual profits in the Punjab, Burma, or the United Provinces, increases, the
value of the dividends received by the later shareholders will tend to be less
than those received by the earlier. Should this take place, the situation must, we
think, be accepted, in view of the greater consideration which is due to the
pioneers in such societies.
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45. Although we have not found in agricultural societies any marked tenden-
¢y to inflate dividends, we think it right
that in all ordinary cases a maximum limit
should be fixed, so as to prevent the meglect of co-operation infavour of indi-
vidual profit. The maximum may suitably be the ordinary rate charged by a
society on its loans. In the case of the quasi-annuity purchase shares
such as are found in Burma and the United Provinces, the fact that
all the profits accumulated in the ten years go in their entirety to the
society’s Reserve Fund is enough to keep out dividend hunters. The United
Provinces has fixed a maximum to the quasi-annuity distribufions to be made
after 10 years. On the grounds that such distribution partakes far more of
the nature of an annuity than of a dividend and that existing societies are as
yet only experimental, Burma has fixed ro limit. Steps will doubtless be
taken to do so, if after the financial results of a number of such societies are
known, such action seems necessary. In the Punjab, insomuch as three
quarters of the accumulated profits of the ten years’ working are divisible
in bonus shares, the arguments in favour of a limit on dividends will apply.

Limitation of Dividends,

46. We may note that it is a not uncommon practice to obtain shares or
instalments of them by deduction from
loaus gran‘ed to members, and it is some-
times urged that shares should be contributed separately from savings instead of
by such book transactions. We recogniss the force of this argument, butin
practice most members join societies in order to borrow, and if compelled to
make cash payments for shares would he driven to the money-lender to find the
money. When the loans, from which the share value has been deducted, are
fully repaid, the shares are in fact paid up from the members’ own profits, and
we would therefore permit the maintenance of the practice, which is moreover
that found in force in many parts of the Continens.

Deduction of Shares from Loans.

47. We may observe here that in agricultural societies, whether with or with-
out shares, the unlimited form of liability
is almost exclusively in use. It washeld by
Sir Edward Law’s Committee of 1901 to be the form of liability best suited to
agricultural societies, and under the existing law an agricultural credit society
must, in the absence of the special permission of the Local Government, be
based on unlimited liability. With a few isolated exceptions all the primary
agricultural credit societies in India are societies with unlimited liability. The
law does not specify definitely the character of the liability, nor have we any
data before us to show the inferpretation put upon it by the Courts.
No difficulties have hitherto arisen in connection with the enforcement of this
liability, but should it hereafter be found necessary to define it more clearly we
should suggest that it should take the form of ¢ contributory unlimited liahility **
that is to say that, where there is a deficit in the engagements of a society to
its creditors, this deficit should, after the full payment of shares (if any), be
recoverable by a series of per capita levies upon the members up to the full
extent of their property, direct proceedings by a creditor against individual
members being forbidden. Hitherto it has been generally understood that the
unlimited liability of a society is intended to imply the liability of the whole of
the property of the members of a society for the debts due by the society.
Some of the less well-informed members are under the impression that it entails

Unlimited liability.
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the lability of the whole of the property of each member of a society
for the debts due by the other members to the society, but the practical
difference between the two aspects of the liability is perhaps less than might
at first sight appear, and in any case the members of societies when they
think of the liability at all appear ordinarily to think of it merely as unlimited
and to accept it willingly as such. We have not found that the adoption of this
form of liability, where the safeguards against loss are properly understood,
has any appreciable effect in keeping out the richer peasants, nor have
we met with any demand for the substitution of a limited responsibility.
The unlimited liability is not understood to involve any obligation against the
alienation of property by members, and although the material basis for the liabi-
lity is thus rendered somewhat fluctuating and indefinite, we do not consider that
an arrangement which would in effect impose a definite charge on all their exist-
ing property would be either practicable or desirable. The unlimited form of
liability as it now stands has, contrary to the anticipations of many, been unreserv-
edly accepted by the people, and we have evidence before us to show that it con-
stitutes an important factor in the confidence reposed on societies both by the
central institutions inside the movement, and by the Joint Stock Banks outside
1t. We see every reason therefore for adhering to the principle that agricul-
tural credit societies should be societies of unlimited liability, whether they are
with or without shares. In either case the ultimate liability of all the members is
in the last resort unlimited, and the advantage of share capital is that, if in case
of liquidation the share capital is sufficient to meet any deficit that may be
found to exist, there is no need of any further levy to meet the liabilities of the

society.

Deposits.,

48. Our returns do not distinguish between loans and deposits derived from
Small proportion of deposits hitherto non-members, but it may be presumed that
obtained. the bulk of the funds coming under the

double head ave deposits. On this presumption the total figures for deposits
from members and non-members together

Total Pereent age . .
Province. | mkhs. | Libfies, in the various provinces are as shown
- T a or  inthe margin. Though we recognise that
adras e " 2
Bombay O w0 difficulties may be met with in cases where
Bengal 851 18 societies are very backward, we consider
Bibar and Orissa i B % that in most places there is no other
ited Provi 5110 37 , -
U’"t”b rovinees - wo  Iethod of tapping local capital. Such
Punjal .t 2 : . : . .
Burmn w] 1o s1 deposits imply thrift in the village,
Central Provinces ’ 03 ¥5  form good lying money, and they
Aseam ; o 2 tend to interest in the management of
*36 349 . .

Ooore [ ) .,  thesociety ausetul body of men who stand
Ajmer e — X . .

pott Botion tia | Toas | wo as sentries over their own deposits.

— We consider therefore that, subject to
precautions to be mentioned hereafter, it should be the aim of primary
societies to get as much in the way of local deposits as they can. At
present agricultural societies, except in the Punjab, have succeeded to a
very small degree in obtaining such deposits, and in few things is the
finance of co-operation in India so markedly distinguished from that of
Western Europe as in the small proportion of deposits held by primary
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societies. In Germany, more than 87 per cent of the working capital of the
Raiffeisen societies consists of deposits, while in India the corresponding
percentage is 18 only. It must be remembered however that even in
Europe deposits came in slowly at first, and in India we are still at an early and
experimental stage. The rates that can be earned by commerce or private
money-lending are often high in India, and the system of depositing is still a
novel idea among the agricultural classes. At the commencement of a society
it is desirable that deposits should be attracted only by confidence in the society
itself, and it is scarcely fairto ignorant and illiterate depositorsto hurry them
into making deposits before the sociely has well started work and shown itself
trustworthy and competent to deal with this class of business. Bui when
a society is fully established on sound lines it may very rightly do all that it
can (subject to any limits that may be placed on its total borrowing power)
to obtain such local money as is available, and unless as the movement
progresses there is a substantial increase in this class of deposits it will have
to be confessed that co-operation has failed in one of its main objects.
Such deposits are generally made from money which otherwise would be
idle and often from the hoards of the peasants. No attempt should however
be made to draw deposils from areas served by other societies or from an
outside clientele which would naturally send its funds to Central Banks.
Deposits should be strictly confined to nien with local interests, and if deposits
from this source are larger than are needed, the balance should be forwarded
to a Central Bank ; it being understood that the Central Bank will in its
turn support its primary societies in their dealings with local depositors,
We have found cases in which rural societies have been prevented by the
influence of Central Banks from offering sufficient inducement to local deposi-
tors, but we consider that so long as local money only is taken, a society is
justified, especially at the beginning, in offering such terms as may secure it
the capital that it wants.

49. Of the deposits received about half are obtained from members, the
Members deposiis.  Compulsory deposits  figures for the various provinces being as
not rezcmmender. shown in the margin. In order to tempt

members to deposit, it is in our opinion justifiable (though we find this seldom
done) to offer slightly higher- rates on their deposits than on those of

(Berntage of non-members, the maximum being the rate
Provinee, SLIS recelve . . .
' Jommembers  charged by the society on its loans. It is
Modras . . true that such a course may not in
i o " % some cases seem to be to the interest of non-~
Bihar and Orissa 82 .. .
United Provinoes L deposiiing members, but as the inflow
Cotm Provines w1 % of local deposits improves the general
Assam 88 . .
Soort, b credit of a society, the members as a whole
: > Brilé L » N
Average for British Indic | are b eneﬁted.

A certain proportion of the members’ deposits consists in some provinces
of compulsory deposits which the members ave required to make at stated intervals.
These differ from compulsorily subseribed shares in that they carry no liability
and their interest is secure. The justification of such deposits is found in the view
that thrift should come before credit ; but in practice almost all members join to
borrow and have at first no money to deposit. As a means of inculcating thrift
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and building up an owned capital we consider that small instalment shares
are preferable to a compulsory deposit system.

50. The periods for which deposits are received mustof course vary, and no
Term of deposils should not ordinarily  defailed slatistics on the subject are avail-
be less than one year. able, but the term most commonly employ-
ed in India is probably one year. It would doubtless be convenient if deposits
fixed for even longer periods could be secured, and to obtain them higher
rates of interest might suitably be offered, but in view of the fact that yearly
deposits in agricultural societies are so frequently renewed and of the relations
subsisting between the societies and their central banks, the receipt of long term
deposits is not of such marked importance in these primary societies as in the
higher stages. We have come across cases in which societies take deposits at
call and open current accounts ; but although the accounts are no doubt a
convenience to the people, the trouble of keeping the accounts and the risk
attending this practice make it advisable in our opinion to drop current
accounts altogether and to prohibit the receipt of deposits at call in all primary
societies, at least for some time to come.

51. There are indeed only two cases in which we would approve of depar-
tures from the rule that all deposits should
Two exceptions—Short term (Zepogits be fixed for not less than one year—(1) In
Jor lem;oorar_g accomm.o./la/,zon and the ‘first place, short term d i
savengs deposits, p ’ erm deposits are
often useful to meet demands for loans
at times when central banks are not giving out funds, and we see no objection
to such deposits for not less than a month, provided that they are made
repayable at harvest or at the season when the society anticipates that most
repayments will come in; (2) the second exception that we would admit to the
rule is in the case of savings deposits, when small sums within strictly marked
limits are taken and dealt with on linessimilarto those ol the Post Office Savings
Banks. Savings deposits have been tried in the United Provinces, Burma, and
Bombay, and are contemplated in Bihar and Orissa, and their value as a means
of encouraging thrift is so great that socicties must be allowed to maintain
them. There is of comrse the danger that if a society undertakes to meet
demands at call, cash in hand must be maintained and this involves a
risk of misappropriation by the society’s officers. But we have found that
cases of the malversation of such funds are of vare occurrence, and
think that the difficulty might be met by arranging to keep a cash
balance with a central bank and requiring a few days’ notice for every
withdrawal. The rate of interest might be left to local decision, subject
to the control of the Registrar, inasmuch as it is not the rate of interest so much
as the opportunity of depositing and the asswrance of prompt repayment
that will attract savings. Non-members also should be allowed to open accounts,
in order that full use may be made of the opportunities afforded for thrift.

The only possible objection to the opening of savings accounts in co--
operative societies is the fiscal objection that by competing with Post Office
Savings Banks these accounts would deprive the Government of existing or
prospective resources. 'We understand however that the Post Office Savings
Banks were started with the view rather of encouraging thrift than of
raising resources. They have bitherto to a large cxtent failed to attract
depositors from the agricultural population, and we do not consider that
Government would be justified in closing against agriculturists all other
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avenues to thrift. The conjunction of savings deposits with the system of
co-operative loans is a most important factor in co-operation in all countries,
and the Indian legislation on co-operative societies is expressly stated to be
based on the desire to promote *thrift and self-help among agriculturists,
artizans and persons of limited means.” The co-operative societies will
furnish to agriculturists a safe method of investing small savings in an
institution at their own doors which is managed publicly by persons whom
they know and for objects which they can see and test, and such savings
have proved in other countries to constitute good lying money. It will of
course be recognized that owing to account and resource difficulties only a few
societies will at this stage be competent to undertake this class of business. We
believe, however, that when once well started the co-operative societies will be
used by agriculturists for their savings far more freely than any Government
institution can ever hope to be used, and that their use will be attended by far
greater economic advantage to the country, and probably also by greater ulti-
mate revenue to Government, than any likely extension of Post Office Savings
Banks. In Germany forinstance the increase of deposits in co-operative savings
banks has been found to be accompanied by a corresponding increase in deposits
in public savings banks.* We hold thatthe people and the Government
have everything to gain by the institution of as many openings to thrift as
possible and we think that no obstacle should be placed in the way of free
competition between official and non-official agencies for encouraging savings.
We recognize however that there are valid objections to the use of the term
“ Bavings Banks ” owing to the risk of possible confusion with the Post Office
Savings Bank and we think that deposits of this character in co-operative insti-
tutions should be termed “Savings Deposits” and not ‘ Savings Banks Deposits.’

52. Except in the Punjab there is af present little temptation to
Limits to borrowing and ils effect socicties to borrow an excessive amount
on deposits. of money in the form of deposits. But
a society which borrows with undue freedom, whether in the form of
deposits from the public or in that of loans from the Ceniral Bank, is
likely to find itself in difficulties, and for this reason it is incumbent on the
Union or Central Bank, subject to the Registrar’s confrol, to assess a defi-
nite sum as the limit of the borrowing power of a society. The manner in
which this limit should be assessed, will be explained in paragraphs 140-1
below and it will suffice here to explain that the sum fixed as the limit
will apply to the total borrowings of the society inclusive hoth of loans
and of deposits.

Loans from Central Banks will only be resorted to when the society
has no other funds with which to make loans to its members. Deposits, on
the other hand, may be offered at any time, and such offers will be dealt
with according to circumstances in one of the three following methods :—

(4) If they do not exceed the loan requirements of members and are within
the borrowing capacity of the society, they will heaccepted and used in loans to
members, either directly or by paying off money which the society owes to the
Central Bank.

(si) If they exceed such requirements and are still within the borrowing
powers of the society, they will be accepted, and the surplus which is not

* For the practice ag regarda co-operative gavings banks in Europe, we would refer to Chapter VI of Mr. Woif’s
Co-operative Banking.
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required for meeting loans to members will be forwarded to the Central Bank
for deposit. In view of the great importance of attracting this local money
from a class of depositors which understands agricultural finance and is little
subject to panic, the Central Bank ought, in our opinion, to be prepared to give
to societies a slicht privilege in its terms for such deposits, accepting them as
far as possible in priority to others and granting for them a slightly higher rate
of interest than to outside depositors. The sacrifice which the above procedure
entails on the finances of the Central Banks, is one which those banks may, in our
opinion, properly be called on to bear, as they will benefit from the prohibition
which we would impose on societies against interlending otherwise than through
the Central Banks, and as it is in any case the primary duty of the Central
Banks to support the interests of societies. The money would be deposited
by the society in the Central Bank for such periods as the Central Bank
considers advisable in view of the possibility of future demands on itself, it
being always understood that if the deposits cannot be withdrawn to meet
further authorised loans to members the Central Pank will, if necessary, issue
loans to the society to the required amount. The deposits so far as the :)riginal
depositors are concerned must be regarded as deposits made in the primary
society and the society will be responsible for their repayment, but the Central
Bank will, under the arrangements described in paragraphs 82 and 155 below, he
bound to hold liquid resources available for meeting the additional responsibility
undertaken by the society, and the Central Bank will at the same time be
entitled to notify to societies in advance their inability to {ake over such
deposits.

(¢i¢) In cases where the acceptance of deposits offered to a society will
cause the society fo exceed the limit fixed by the Registrar for its borrowing,
and in cases where the society has been informed by the Central Bank that
it cannot accept deposits, the deposits ‘even though local in character
would have to be declined and the depositors referred to some adjoining co-
operative institution.

53. An illustration may be useful as showing how the procedure would
work in practice. Supposing that the
Central Bank has assessed the credit of
a society at Rs. 5,000 and that the Registrar, after- considering the lapses
discovered at the last andit, fixes the limit at Rs. 4,500, this limit of
Rs. 4,500 represents the sum which the borrowings of the sociely whether
as deposits from the public or as loans from the Central Bank, may not
exceed. At a certain date the society has Rs. 2,500 out on loan to ;nem-
bers, Iis. 1,500 of which has been obtained by deposits and Rs. 1,000 by
a loan from the Central Bank. It can therefore borrow another Rs. 2,000.
The actual additional requireraents of members a month later, when the
cultivation season is near, are estimated at Rs. 800. The society borrows
this from the Central Bank,and then owes Rs. 1,500 to local depositors and
Rs. 1,800 to the Central Bank. It subsequently obtains another Rs. 2,100
in local deposits. With this it pays off the Rs. 1,800 due to the Central
Bank and deposits the remaining Rs. 300 with the Central Bank. It then
owes Rs. 3,600 to local depositors and is owed Rs. 300 by the Central
Bank. Later owing to a cattle epidemic the society requires Rs. 1,300 for
its members, and after a general meeting applies to the Central Bank for
this amount. This exceeds its remaining borrowing power_by Rs. 400, but

An tllustration of the above,
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in view of the fact that the Central Bank holds Rs. 300 from the society
on deposit, and of the special urgency of the case, the Central Bank agrees
with the Registrar’s sanction to raise the credit of the society by Rs. 400
and lends that amount to the Society. Later a local villager offers to deposit
Rs. 2,000, but as the society has already accepted Rs. 3,600 in local deposits,
the society can now accept only the difference between Rs. 4,900 and Rs. 3,600,
i.e., 1,300 out of the Rs. 2,000 offered, and this it takes and with it pays off
Rs. 1,300 to the Central Bank.

54, We find that in normal times deposits are repaid -as a rule with
Repayment of Deposifs. commendable punctuality by agricultural
societies, and even after the present war
broke out, these societies have with very few exceptions been able, with the
help, where necessary, of Central Banks, to repay promptly such depositors as
claimed withdrawal. The class of depositors in these societies is in close touch
with agricultural affairs, understands the difficulty of making repayment in
times of distress, and can generally be induced to consent to a temporary
renewal of their deposits. We have considered a suggestion that all deposits
accepted by societies should be accepted on the express condition that
repayment may in times of famine or stress be deferred at the discretion
of the society, but although we recognize the additional security which
this condition would confer on societies and see no objection to its adoption
by any society which feels itself in a position to obtain adequate deposits on
these terms, we gather from those whom we have consulted on the sub-
ject that the condition would ordinarily interfere with the free receipt
of deposits at reasonable terms, and we should deprecate any general
enforcement of a condition of this kind. So long as deposits in an agricul-
tural society are kept strictly local and are not taken in excess of their bor-
rowing limits, no difficulty should be encountered in refunding them on matu-
rity. 'We would however in this connection suggest that every opportunity
should be given to depositors to make themselves acquainted with the cir-
cumstances of the societies which hold their money, by attendance at meetings
and examination of accounts, as by this means their sympathy is enlisted and
the society benefits by an additional check on its management.

55. We have found in some areas a certain amount of indulgence
as regards the repayment of long term
deposits before the expiry of their
terms, the money being repaid on the request of the depositor with interest
to date. It istrue that atthe commencement of a society and in order to
attract local money there may be something to be said for such a practice,
but if extensively adopted, it must necessarily upset the forecasts of the needs
of societies upon which the Central Banks arrange their finances. The prac-
tice as regards such repayments in Joint Stock Banks in this country appears
to vary, some of them repaying at a discount, others refusing payment altos
gether, and others repaying capital without interest or with interest at
reduced rates. In co-operative societies we consider that such repayments
should only be made at the convenience of the society and for exceptional rea-
sons, and that there should always be a substantial reduction of interest on
any sums so repaid. ' '

Repayment before due date.
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Loans to Societies.

56. The loans received by societies can be classed according to the follow-

Loans from cther societies and from g main heads: (1) loans from Govern-

Drivale sources. ment, (2) loans from Central and Provin-

cial Banks, (8) loans from other societies

and (4) loans from private individuals or institutions, and the income under the

first three of these heads according to the last balance sheets is approximately as

shown in the margin. We shall speak

later of the first two and shall here touch
on the last two only.

Source, Lakhs,

Provincial and Central Banks

#os another requires the special sanction of
the Registrar under the Act, and we think
it important that such loans should rarely,
if ever, be given cxceptthrough the medium of a Central Bank or Union.
Unless the societies are in this way tied to particular financing centres, there
is a risk of confusion of liabilities and the Central Bank becomes umable to
forecast the calls likely to be made upon it. Even when a society is nof
affiliated to any Central Bank or Union, we think that the Registrar should
not allow any such loan by or to it except throngh some existing Central Bank

or Union.

Other Societies 2243

Goversment ... ’ d The loan of money by one society to
(
!

The amount of loans by individuals tosocieties is not separately known,
being amalgamated in the retwins with, deposits made by mon-members. The
distinetion between a loan and a deposit for purposes of agricultural societies
is so unimportant that we see noreason for classing them separately, and con-
sider that the receipt of such loans should be governed by the same principles

as apply to the receipt of deposits.
Proportion of Capital owned by Societies.

57. TEven after excluding members’ deposits, the proportion of the capital
owned by societies in India to the total

P N . . . .
camin ox somu. working capital is 22'3 per cent, as against
WORKING CAPITAL. . . . ; . .
Province. ‘ . 38 per cent only in the Raiffeisen societies
Excludm;g Includu‘\g . . ..
i iy of Germany. Itis in our opinion most
advisable that the growth of this form
Madras 139 176 . .
: ‘ of capital which conduces so greatly to
Bombay e 84 300 . . ..
Bengal 123 <34 the financial stability of societies, should
Bihar and Orlssa 137 48 be encouraged in every way, partly by
United Provinees ol B W1 the issue of shares, but chiefly by the build-
Punjab 35'8 49'1 . | . .
Burma s 453 ing up of 1es§1ve funds, with the help of
Central Provinces 152 83 a large margin of interest, and we have no
Assam 183 7 sympathy with the view which has in
Coorg o ®3  one province been put before us, that this
Aj . 196 196 o ) .
e : — class of income should be discouraged as
Total British India ... 223 314 . L. .
tending to make societies prematurely in-

dependent of control. The existing figures for the different provinces of India
are as shown in the margin,
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EMPLOYMENT OF CAPITAL,
Loans to Members,

58. In granting loans it is necessary to steer between two dangers. On
the one hand, if loans are not given with
fair promptitude, thereis a danger that
members may be compelled to revert to the money-lender. On the other hand
if money is left in the hands of any official of the society for the purpose of
meeting emergent demands, there is a danger of peculation or misappropria-
‘tion and consequent damage to the reputation of the movement. In our
opinion confidence must be reposed in a society’s officials and a certain
amount of risk must be run, but the risk should be reduced as much as pos-
sible. Loans required forthe agricultural year or to meet seasonal agricul-
tural demands should in our opinion be distributed at one time, so that
sudden and isolated calls for money may be as few as possible. Such special
calls should as far asis feasible be dealt with in the same way as other
loans by a quorum of the Committee (of not less than 8 in number) and the
decision should always be placed on record, but very urgent calls will sometimes
occur (as for instance to meet funeral expenses) which cannot be dealt with
sufficiently quickly by the ordinary procedure. In such cases a chairman
might be willing to advance the money temporarily himself, or might be able to
raise it on loan or deposit from a member or local money-lender, but when this
is not the case, we think it justifiable, if proper precautions are taken, to allow
a selected official of a society, such as the chairman, to give out loans from
the society’s funds up to a moderate maximum on his own authority subject to
subsequent confirmation. This power should be confined within narrow limits,
as it will entail the maintenance of cash balances. To secure their safe
keeping special arrangements may be made as now with Government trea~
guries or police stations in places where these are close at hand. But there
will always remain cases where no such special facilities exist and in which
the local officials of societies must be responsible for the custody of the funds.
‘When large loans are required they must be either taken from the Central
Bank or withdrawn from the Post Office Savings Bank, and where the lattey
resource is available we think that the special concessions for withdrawal
that have been granted in Bombay would probably be found useful elsewhere,

Meeting urgent demands.

59. As we have mnoted in paragraph 52 above the total borrowing
powers of a society are fixed by the
Central Bank and the Registrar, and the
amount which the society can give out on loan 1is necessarily determined
by this limit. But apart from the limit so fixed, it is necessary that the
society itself should undertake on its own behalf the fixation () of a limit
up to which the members as a body are prepared to pledge their liability
and (4) the limits up {o which individual members should be entitled to
receive normal loans from the Committee.

Assessment of member’s credit.

(a) In practically every province it is now the duty of the General
Meeting once a year to fix the limit up to which the Committee may
‘borrow without its sanction, and we consider that this praclice should be
adopted everywhere. The amount so fixed will be communicated to the
Central Bank before the latter assesses the total borrowing powers of the
society, and the sums assessed by the Gieneral Meeting and by the Central
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Bank being based on separate considerations are not necessarily identical. If
the Central Bank’s assessment is less than that of the General Meeting, the
borrowings of the society must of course be limited to the amount assessed
by the Central Bank. If, on the other hand, the Central Bank’s assessment
is the lmgel the Committee may borrow up to the amount already sanc-
tioned by the General Meeting, and may also borrow the balance if it
obtains for this step the sanction of the General Meeting.

(8) The necessity for fixing also the limits up to which individual
members should receive normal credit is due largely to the fact that in the
absence of such a standard thereis a temptation for the members of a Com-
mittee to sanction larger loans for themselves and their friends than is
equitable. It is true that the limits for loans to Committee-men might be
fixed in the byelaws, but such byelaws might easily be evaded. Much may
be done by publicity and constant inspection to counteract the tendency in
question, and the fact that members of the Committee obtain excessive loans
should be regarded as a blot on the management which will impair the
credit of a society. But the most effective miethod of meeting the difficulty
and one which is useful also in other ways is the system of assessing the
maximum normal borrowing power of each member. A system of the kind is
in force in several provinces, and as societies get more firmly established should,
we think, be exfended everywhere. What we suggest is that the annual
General Meeting should fix the maximuwn normal credit for each member for
the following year. This would be fixed after a consideration of the ordinary
requirements of his occupation, his earning capacity, and his character ; the
earning capacity being estimated primarily with reference to the rental or
revenue, if any, paid by him and the value of his property. This maximum the
committee would be forbidden to exceed on its own authority. Where cases
occur in which additional sums are required to meet a famine, to discharge old
debt, or to release land from mortgage, a special reference would have to be
made to the General Meeting. ‘While societies are still in their infancy and
largely occupied with these abnormal loans, the fixing of normal standards
would be difficult. But as these special needs disappear and demands approxi-
mate more frequently to the normal—as is usually the case in Europe—a
standard of this kind will be more easily applied. It will of course be clearly
understood that a member is not entitled as of right to ob{ain the full amount
fixed, the standard being merely the maximum limit beyond which the Com-
mittee may not go on its own authority.

The procedure may be illustrated briefly as follows. The General Meeting of
the society decides to limit the borrowing power of the Committee inclusive of
previous borrowing to Rs. 6,000, but the credit assessed for the society by the
Central Bank and Registrar is limited to Rs. 4,500. The Committee may thus
without further sanction from the Gencral Meeting borrow up to Rs. 4,500. If
the sums fixed by the General Committee and the Central Bank had been (say)
Rs. 4,000 and Rs. 4,500, respectively, the Committee might borrow up to
Rs. 4,000 without the sanction of the General Meeting, and could withthe sanc-
tion of the General Meeting borrow another Rs. 500 without further reference
to the Central Bank. The General Meeting would in the meantime, have
fixed the maximum normal credit of member A at Rs. 500, of B at Rs. 300
and so on: and-the Committee would not be entitled to give more than
Rs. 500 to A or more than Rs. 300 to B without the approval of the General
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Meeting. The total of their individual maximum normal credits would not
bear any mnecessary relation to the sum fixed by the General Meeting as
the total limit for borrowing, but ordinarily as a matter of convenience
they would somewhat exceed that sum, as all the members would not be
expected to need the full amounts of their maximum normal credits.

60. Loans are given in some parts of the country on promissory notes and
in others on bonds, and doubts have been
expressed as 1o the class of security

which should ordinarily be adopted. As regards the distinction between the
two forms of security, we understand that a pro-note differs from a bond in that
(1) it must be unconditional, (2) it must specify a certain sum, (8) it must
specify a sum of money, () it is ordinarily negotiable, and (5) it constitutes a
promise to pay and oral evidence cannot be adduced to prove that money, which
under it must be paid by a certain date, need notbe paid until a later date.
Assuming that the above differentiation is correct, our view is that if the terms
of loans to members are clearly recorded in the byelaws, the minutes, or else-
where, the pro-note has advantages over the bond. We do not think that the
power reserved by a demand pro-note of recovering at will is likely to deter mem-
bers from borrowing, and on the other hand the pro-note is the form of obliga-
tion best understood by outside banks and the form which has ordinarily to be
adopted by societies in borrowing ' from Central Banks. Bills are the means
usually adopted in Europe, and though socicties would in practice find it impos-
sible to call in loans in bad years in this country, it is always well to have the
power to do so. In some parts of the country as in Burma the pro-note represents
the ordinary bazaar practice, and as the movement extends and cash credits to
individuals increase, the pro-note will become the form of obligation naturally
adopted by societies.

Pro-Notes and Pass-Books.

In most areas, with the exception of Burma and parts of Bombay, it
is the rule that each member should have a pass-book showing his borrowings
and payments in ledger form, and we consider this to be a proper arrangement
which should not be abandoned, although in parts of the country, such as
Burma, where the population is generally literate we have found the same object
sufficiently attained by affixing, in a prominent place in the village, a state.
ment of the amounts held on loan by each member,——a system which has the
additional advantage of acquainting the members with each other’s loans.
When pass-books are used, it might be of service if a note of the main
principles of Co-operation (see paragraph 30) were printed on the inside of
the cover of these books.

61. In the Punjab we have found members allowed to borrow without
Loans to non-shareholding menbers. being required to take shares or being
entitled to participate in the distribution

of profits. We look on this practice as opposed to the whole principle of
Co-operation, as it enables the share-holding members to draw. dividends at
the expense of their non-shareholding brethren. We understand that in all
recently formed societies non-shareholding members are not permitted in the
byelaws and that they are only found in societies constitnted during the early
years of the movement. Nevertheless efforts should in our opinion be made to
get rid of the system as regards existing members also as soon as passible. and
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we suggest that some fair means of effecting this object should be evolved in
consultation with the societies.

62. In the Government of India’s Resolution of 1914, it was explained

Objects of loans, that it was impossible to insist on the

restriction of loans to productive abjects

and the circumstances were stated under which unproductive loans were per-
missible and indeed advisable. All that we would add is that precautions should
be taken by societies in such cases to see that the expenditure is inevitable and
that it is not excessive in amount. 'We have no general statistics regarding the
objects for which loans are given, but from those published in some of the pro-
vinces it may be gathered that the chief objects are usually cultivation expen-
Pracentacs ox rorar amornr S¢S, the purchase of cattle, the redemption
rroAm TR of mortgage and the payment of old

- Cultivation | Purebase | 0" debt, while among the subsidiary objects

expenses. | of Cattle. debts. .
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ue, the holding over of grain for a fair
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* Inthe Punjab the percentages are of the number of loans

holding over the grain of other persons be-
sides the borrower, they should be treated as loans for trade ; and both in these
cases and in cases where they are given to enable peasants to secure reasonable
prices for their own produce, the period of such loans, in accordance .With banking
practice, should be strictly limited to (say} 3 months In some 1’)1‘(.)V1nces. much of
the money lent ostensibly for payment of land revenue, comes in reality under
this head, and no small part of the remainder of the loans advanced for payment
of land revenue is in reality for objects for which funds have been used that would
otherwise have been available for land revenue. We would add that too much
should not be expected from co-operation in the way of assistance to expensive
improvements in land, such as masonry wells and large embankmetns, as the
investment of money on such objects can only be recouped in a long term of
years, and it isat present ordinarily impossible to provide loaus for a term
exceeding 4 or b years. For the financing of such improvements recourse must
ordinarily for the present be had to advances from Government under the
Land Improvement Loans Act.

63. From our examination of societies we gather that as a rule little care
is taken to see that loans are used for the
objects for which they are given. There
are indeed rules in most provinces allowing the recall of loauns for misuse, and in
some provinces the borrower may be made to pay penal interest or to undergo a
fine. It has also been suggested to us that the Committee of the society should
be made responsible under the byelaws for any financial loss that may occur to
the snciety from their neglect to take action in such cases, and it is urged that
a rule of the kind though it would seldom be enforced would have an excellent
effect and strengthen the hands of the Committee. Whether a provision of this

Recall of loans for mesuse.
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character be adopted or not, we would advocate the strictest enquiry at inspec-
tion into the proper use of loans, and any remissness under this head ought to
affect adversely the credit of a society.

64. The ordinary practice in India is to fix the period of loaus at the
time when they are sanctioned, and this
The periods for which loans should be o think to be correct. In one province it
gevet. is customary to fix the nominal term at one
year and to allow extensions up to 5 years provided that one fifth is repaid
annually, but this system is rightly being abandoned. No special principle
can be laid down for determining the period of non-productive loans, but as
a rule they should be for short periods not exceeding two years. Inthe case of
loans for productive purposes, the period should be long enough to allow the
borrower to make repayment from the proceeds. It istrue that the amount of
the loan and the circumstances and repaying powers of the debtor are factors
that must be taken into account, but excessive dependance on these con-
siderations opens a loop-hole to favouritism, and it is important to arrange
for the adoption of a standard by which societies should regulate their loan.
We find that in Burma the subject is regulated in the byelaws. loans being
classified as :~— (@) Loans for seed, food, cultivation expenses, or cattle-fodder,
(b) Loans for purchase of carts or cattle, for liquidation of small debts, and
for house building, and (¢) Loans for liquidation of large debts, purchase or
redemption of land, or expensive improvements of land. 'The first class must
be repaid immediately after the nextensuing harvest ; the second in 2 or 3
years; and the third in 8 or 4 years The committee is left no further dis-
cretion to vary these terms at thetime of granting the loans, but has authority
in exceptional circumstances to sanction an extension up to one year when the
time for repayment arrives. We consider that a somewhat similar classification
of loans with similar standard maximum periods might be incorporated in the
byelaws of each province, the Committee being empowered to fix longer
terms, at the time of granting the loans, for special reasons only, and it
should be held an important part of the duties of supervising officers to see
that good reasons exist for every departure that has been made from the stan-
dard term. It will also, for the reasons to be given below, be a great conveni-
ence if all or nearly all loans are made repayable at harvest.

As the funds available especially at the commencement of a society
will ordinarily be insufficient to meet all demands, care should be taken not to
lock up too large a proportion of them in long-term loans, The length of
the periods of loans to members will depend partly on the length of the terms
for which societies can borrow money and partly on local conditions includ-
ing the relation. of the sale value of produce to the capital value of land
and the percentage of land-value up to which it is customary to grant
mortgage loans, but it will seldom be possible in the present circumstances to
grant loaus for periods exceeding 5 years. Long-term loans will usually be
larger in amount than those forshort terms and it will obviously be unfair to
devote too large a portion of the funds available to this class of loans. At the
beginning of a society’s career its object should be rather to meet the nceds
of the classes requiring short-term loans, but as the proportion of the society’s
‘owned ’ capital increases, and as the amount obtained from long-term deposits
and available for advances grows, the proportion of long-term loans may be
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simultaneously increased  After this a further stage will be reached in which
the loans for liquidation of debts will be less frequent and the normal loans will
be for the ordinary operations of agriculture and for comparatively short terms.

In some parts of the country we have found large sums lent out for two
or more years and made repayable in a Iump sum at the end of the period.
This is in our opinion an uneconomical system and inconsistent with the prin-
ciple that repayments should always be made out of the proceeds of the loans.
In all cases where the period of a loan exceeds one year, repayments should he
made by compulsory annual instalments. This is the Raiffeisen rule and it
would be dangerous to abandon it. In fixing instalments for recovery we think
it best to make the principal repayable by equal instalments, interest being
calculated on each occasion up to the date of actual payment, rather than to
attempt to work out equated payments of interest and principal taken together.
The latter procedure, though simplifying the demand, is apt to cause great
confusion of accounts if payments ever fall into arrears.

65. It is a well-known and distinguishing characteristic of co-operative
credit that the primary security for all
loans is personal. By this it is meant that
itisto the man himself and his sureties rather than to his property that
regard is paid when a loan is given, but in some quarters we find that this
principle is interpreted to mean that a debtor should alone be responsible
for his loan, and that no sureties need be demanded from him. In the
Central Provinces it is optional fo require sureties, and in other Provinces
such as the Punjab, Coorg, and Assam, they are only taken in exceptional
cases. Justification for this practice is sought on the ground that a borrower has
sometimes to pay some fee in order to get a surety, and that by the constitu-
tion of the society the members are already jointly responsible for each other.
We have however little reason to believe that if proper precautions are taken
sureties cannot be found without payment of a fee and we consider that there
are advantages in interposing all such securities as are available before endanger-
ing the Reserve Fund. By the provision of such securities recovery is facilitated
and a further safeguard is obtained against the grant of excessive loans or the
misapplication of money horrowed. The practice is almost universal in Europe
and we consider that it should be made the rule in India.

Sureties,

It is open to a society to accept as sureties persons other than its own mem-
bers, and by doing so it widens the area of liability, but there is always some
risk in this course as such persons are not amenable to the discipline of the
society and cannot be dealt with under the arbitration procedure allowed by the
Co-operative Societies Act. It will therefore be advisable as a rule that sureties
should be members, and we consider that so long as a member does not become
responsible on behalf of himself as principal and of others as surety for more than
he can be relied on to pay, thereis no objection to members being mutually
responsible for each other, either in groups of three or otherwise. A system
commonly followed is to require one swrety for a small loan, two for a larger
loan and so on, and we see advantages in this arrangement as it places fewer
difficulties in the way of small than of big loans. We would further lay stress
on the importance of making sureties realise their responsibility. We have
come across cases of default in which the officers of a society held that it would
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be cruel in cases of default to proceed against *the poor surety,” and we hoid
strongly that there should be no hesitation in making recovery from sureties
when the debtor fails to pay, before having recourse to any ulterior form of
recovery, Without such action it is impossible to maintain in members the
sense of mutual responsibility which is the main safeguard of the movement.

66. It will be convenient for us here to explain briefly the attitude of co-op-
Tangible security in Co-operative erative institutions towards real sécurity.
Societies. Itis a central principle of co-operation
that security should be personal ; that is, that it should depend primarily on
the man and his sureties and mot on his property. The idea of personal
security however implies the power of a member to repay, and this in its turn
depends on his capacity as a worker, his honesty of character, and the amount
of his property. A Co-operative Society differs from an ordinary money-lender
in that it takes cognisance of all three factors, while the latter looks at the last
only. There is mnothing uncooperative in the hypothecation of immovable pro-
perty, so long as it is recognised that personal security must be given and that
the borrower’s property is only a secondary or collateral protection. It follows
from this that, when tangible property is accepted as security for a loan, it
should be taken in addition to the instruments cexecuted by the borrower
and his sureties, and not in place of them ; and we think that the existence of a
pledge or mortgage should not absolve societies. from taking sureties also ov
from proceeding, in case of default, against the suretics before taking action
against the property.

67. Movable property, such as cattle or carts, is sometimes taken as
security, and it may incidentally be
noted that as the system of cattle in-
surance extends, the valuc of cattle as sccurity will be enhanced. There
are cases where other kinds of movable property are accepted, but the
practice of hypothecating this class of property is uncommon. With regard
to the hypothecation of shares we would wish to remark that we consider it
undesirable that any society should permit its members to hypothecate their
shares in the society as security for loans, because in such cases the society
can only enforce the security by diminishing its ¢ owned ” capital and thereby
reducing its general credit and the security of creditors.

1y pothecation of movable property.

68. As noted above, the mortgage of land should only be regarded as
a form of collateral security in addition
to sureties, In some Provinces more
general use has been made of mortgages than in others and in our opinion

Mertgage of land.
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loans where there is some risk in relying only on the personal ele-
ment. In view of the unlimited liability of the members, a borrower’s
landed property is indeed always liable to sale in order to make good
any default, and the main object of taking a formal mortgage is to prevent
the alienation of the property to outside parties. We have found. cases in
which mortgages of the whole of their land have been made by the members of
societies to societies and by whole societies to unions—especially in tracts newly
colonized or irrigated—in order to protect the society from alienation to outsi-
ders. The object of the societies in such cases is ordinarily to bind all the members
together in a single self-contained body of borrowers and the motive is a
high sense of co-operative unity. So long as the practice remains entirely
voluntary we see 1no objection to its adoption from the point of view of co-opera-
tive organization. Mortgages as a rule should be without possession, as this forms
a sufficiently unimpeachable security, and societies are by {heir nature unfitted
to manage land corporately. In some placessocieties take a mortgage with
possession, and relet the land to the mortgagor for an annual sum covering the
instalment of the loan and the Government land revenue demand ; but this method
seems to us to be cumbrous and to be unnecessary, unless it is done as part of a
scheme for the co-operative management of land.

69. Owing to the laws prevalent in ecitain tracts for the protection of the
Concession in cases where alienationds DEASABLY, it is not always possible for a
forbidden. Co operative Society to obtain a valid
mortgage on which it can sue for sale. The society has ordinarily in Bombay,
Berar, Madras, Coorg, Burma, Assam; Ajmer and the Punjab to deal with the
small occupant or landholder : while in Bengal, Bihar and Orissa, the Central
Provinces and United Provinces its main constituents are tenants with a more or
less secure right of occupancy. In the first five of the Provinces above-named
there is usually (putting aside special cases and special tracts) no difficulty in
obtaining a valid mortgage and suing for sale in default of payment: and in
certain cases in Coorg and Burma a co-operative sociely is by a special order
cnabled to obtain a mortgage on land. In Ajmer a mortgage without possession
can be obtained but, as sale in excecution is forbidden, the only remedy in
default is for the society to be placed in possession for a term of years; and
the same would appear to hold good as regards the land of a member of an
agricultural tribe in the Punjab. It ishowever with regard to occupancy tenants
that the dificulties regarding this form of security ave most keenly felt. In
the Agra Province an occupancy tenant can mortgage to co-sharers only : in
the Central Provinces a mortgage by an occupancy or ordinary tenant in favour
of a society can be voided at the instance of the heir or co-sharer and no decree
can be passed for the sale in execution of a right of occupancy or ordinary tenant
rights : while in Bengal and Bihar a society can only obtain a valid mortgage
from an occupancy tenant in cases where a custom can be proved establishing the
tenant’s right to mortgage, and a custom allowing such a right in the absence of
the landlord's consent is said to be very difficult to prove. It has been represented
to us that in the case of occupancy tenants a society should be specially entitled
to obtain a mortgage and (subject to certain safeguards in respect of the sub=
division of holdings and the right of the landlord to object to the transferee) to
Dring the land to sale in execution. 1t is contended that the restrictions which are
intended to guard against rapacious money -lenders are out of place when the
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mortgagee is a benevolent co-operative society, and that in any case the power
of sale would only be exercised in rare and extreme instances. It is further
urged that, as a society has under the law a prior claim on erops grown with the
aid of a loan given for seed or manure, there can be no objection in principle to its
baving a lien on land, at any rate in respect of land freed from encwumbrance by
loans made for the repayment of old debts. The question is of course one which
has to be considered in connection with the general tenancy arrangements of
the provinces concerned, but our feeling is that if arrangements can be made
with the concurrence of the landlord class to secure this concession for societies
in areas where (hey would ordinarily be unable to obtain a mortgage, therc can be
no veasonable objection to iton the mere ground that the concession is not
enjoyed by other creditors. Evidence has been given fo us of the cxtreme
insecurity of tenure in certain tracts, and, without desiring to enter into a
question beyond the scope of our report, we feel that we are justified in pointing
out that unless a tenant, who is a member of a co-operasive society, has a
reasonable assurance of continuing in enjoyment of his holding, and is frec from
the liability of having his earning power suddenly terminated without any
fault on his part, it is impossible to invest much money in financing him
through co-operation.

70. We gather that the provisions of section 19 of the Act, which
gives a society a prior claim on crops
grown by the aid of loans from it, are
largely inoperative, partly owing to difficulties in proving that a particular
crop has been grown by means of a particalar loan, and partly owing to a
ruling of the Calcutta High Court which allows an outside decree holder
to attach a crop in priority to a society unless the society also obtains a
decree in its favour. We are unable to support a suggestion which has
been made that the lien on crops. should apply in cases of all loans by
societies without reference to their particular purposes. A further proposal,
however, to the effect that thelien, as granted by the Act, should operate against
outside attachment or sale, even in the absence of a decree in favour of the
society, has more to commend it and we think that when the Act is next
amended the prior claim of the society might De definitely described as a
« charge ”” on the property in respect of which the loan was granted.

Prier claim on Crops, Cattle, etc.

71. We may in this connection represent the advantages which a society
enjoys in the investigation of title, prior
to taking a mortgage, from the existence
of a properly kept Record of Rights, and
may add that its own title as mortgagee would be more certain if such Records
always included mortgages without possession. We need hardly add that any
improvements in the direction of a clear registration of title would be of immense
value to Co-operative Societies in their dealings with land. In areas where mort-
gage is permissible we would specially deprecate any refrograde action which
might make the mortgage of small holdings more difficult and would advocate
any measures that would facilitate cheap and easy mortgage. We learnt
with regret that in Upper Burma an admirable system of oral mortgages
attested by Government officers, which had been found of the greatest service
by Ce-operative Societies, has recently been abolished.

Facilities for investigating and
rertfying title.
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72. There are we think advantages in not allowing the rates of interest
charged on loans to be altered too readily
as thereby rates may be lowered before an
adequate Reserve Fund has been accumulated, or favouritism may be made pos-
sible. Moreover a variety of rates causes difficulty in the accounts. The rates
should accordingly be entered in the byelaws and made unalterable without the
sanction of the Registrar. No special rate need be fixed for mortgage loans be-
cause, as we have said, the main security is the borrower himself and his sureties,
and he may reap the advantage of giving a mortgage by obtaining a larger

The rate of interest on loans to members,

loan.  The rates in various Provinces differ very considerably and rates are not

necessarily uniform within a Province itself.

Since local conditions vary and

the presence or absence of intermediate agencies affects margins, we do not
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think uniformity possible. There is
strong testimony everywhere that the
competition of societies has brought
down the ratesof outside money-len-
ders and in some cases the reduction
has been so great that societies in
their turn have lowered their own
rates. It is often imagined that a
society is not doing its duty unless it
malkes considerable and continuous re-
duetions in the rates which it charges
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- for loans to members ; but we cannot too
strongly insist that its first duty is to build up a reserve fund. The best method
of saving is to increase the society’s owned capital, and half the difficulties
experienced by Central Banks in financing societies arise from the fact that
the rate of interest charged on loans to members has been pitched too low or
has been reduced prematurely. We agree enfirely in the attitude, taken up by
the Government of India in its Resolution of 1914, that so long as the rates of
societies are below those of the outside market, they cannot be regarded as ex-
cessive, and that there are many dangers in sudden or large reductions below
such rates. If the rate of interest is pitched too low, there may be a tendency
for organizers to take the line of least resistance and to form societies among
persons of higher status than those for whom co-operation is primarily intended,
and for sach persons in their turn to exclude the poorer classes from admission.
If the argument is raised that members could borrow money in the open market
at rates equal to or lower than those which the society can afford to charge,
the presumption is that they stand in no great need of the eredit which a society
supplies.

73. In Europe the practice of allowing cash credits to individual members
is common and increasing, and we consider
that when societies are firmly established
on correct principles, there is no better way of meeting the needs of members.
At present this practice in India is confined to an exceedingly insignificant
number of societies, and will not for a long time become at all common. When
more gemerally established, it will of course affect many of the arrangements
which we have discussed above, and which are based on the presumption that
all loans are given out for fixed terms.

Cush credets to members.
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74. There is, we think, no defect more prominent or more dangerous in the
Evils of laxity in recovery.~Calcula- management of = co-operative societies in
tion of overdue loans. India than the exceeding laxity and un-
punctuality in the repayment of loans as tolerated by societies in some provinees.
This is carried so far that the committee of a society will sometimes admit that
they are in no way anxious to recover principal outstanding so long as interest is
paid regularly. 'We cannot too often insist that unless loans are repaid punctually,
co-operation is both financially and educationally an illusion ; and no exertions are
wasted which aim at ensuring promptitude in this respect. Itis for this reason, as
well as to enable Central Banks to forecast correctly their probable annual re-
coveries, that not only every society but every member should be able to ascertain
clearly what amounts owed by members to the society are overdue. There must of
course be cases where for good reasons a member is unable to make repayment on
the date fixed, and the Committee of the society is then justified in granting an ex-
tension. A sum for which further time hasbeen so sanctioned should not be
classed as overdue, but care should be taken that an order giving adequate reasons
for the extension is clearly on record. Such sums correspond to authorised
arrears” in the Government Revenue Accounts, and it has been suggested that
if a statistical return of these sums were available, it would be a check on the
undue grant of extensions by committees of societies ; but the difficulties in deal-
ing with arrears in the accounts are already so great that we hesitate to suggest
any additional returns of the kind« . It is, however, essential to know what sums,
for which extensions have not been granted, have not been repaid, and we find
that this vital need is in most provinces much neglected. It is of course desir-
able that each member should if possible know how he stands with regard to each
- loan that he has taken, and it would be quite feasible to maintain a separate ledger
account for each of his loans and to apporfion repayments to capital and
interest respectively among them according to some pre-arranged system, but
many societies cannot depend on obtaining accountants with the skill neces-
sary to do this. A system has accordingly been devised in Burma by which the
accounts of each class of loan under the system described in paragraph 64 above
are kept separately, and although a member is not thereby supplied with a
separate account for every loan within each class, both he and the society
obtain with the minimum of accounting a clear statement of the total
amount in each class actually overdue at any particular time. The success
of the system depends on the simplicity and clearness with which the
accounts arve kept, the arrangements under which all loans are made repay.
able ab one time, namely, the harvest season, and the restriction of all loans
to the three classes of periods mentioned; and it represents the best
means which we have yet seen for obtaining with the agency available a
clear idea of the amount of loans overdue. Without recommending that
this particular scheme should necessarily be adopted, we consider it essen-
tial that any system of accounts which may be followed should give this
most necessary information, and we would observe that the more the
system of fixing periods is simplified and the power to grant renewals
restricted, the easier will it be to find a method of accountancy which will
meet these requirements. When at some future period a system of cash
credits to members becomes common, there will of course be nothing
technically overdue from such members as are drawing on cash credits,
and it will only be necessary to see that accounts are properly operated on, but
until that time comes there is nothing in our opinion more important to
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the success of the movement than the provision of elear information as to
the punctuality or unpunctuality with which loans are repaid.

75. Owing to the fact that the term ‘overdue loans’ is differently inter-
Data reqarding Payments.—Grain preted in different Provinces, much
Payments. reliance cannot be placed on the figures
for overdue debts quoted in the Annual Returns. We give, however, below
figures showing for the last 4 years the average percentages of repayments in
each Province annually on the total amount of loans outstanding at the end
of the previous year plus the amount advanced on loan in the course
of the year.  For purpose of comparison these figures are vitiated
by several circumstances which we need mnot detail, and we do mnot
desire to lay undue stress on them atthe presentstage, but they suflice to give
a fair general impression of the rate of recovery and the relation of repay-
ments to the total amounts outstanding. This relation, though varying now
considerably from year to year, and from provinee to province, will, as time
goes on, approach a normal figure.

The almost universal practice is for repayments, like disbursements, of
loans to be made in cash and this is in ordinary circumstances the only
convenient method. In some parts of the country, however, it would probably
be casier for the agriculturist at harvest time to make repayment of a loan

or payment of an insurance premium in kind than in cash, and in such cases
~ the society might by a private arrangement with the member accept the
grain for subsequent sale and credif the member with the price realized. It
will, however, be at once recognised that such an arrangement adds largely
to the complication of the accounts and to the opportunities for loss and
fraud. For this reason we would confine the use of grain payments to the
strictest possible limits and in view of the growing use of cash in agricultural
areas we anticipate the gradual disappearance of the conditions which would
Jjustify the adoption of such payments.

Percentages for the last four years of repayments in each Province annually on the total
amount of loans oulstanding at the end of the previous year plus the amount advanced onm
loan ¢n the course of the year,

Average

Province. 1910-11. 1911-12. 191213, 1913-14. | Ptcentage
for the

act 4 years,
1 2 3 4 5 6

Madras e 254 i 238 260 265 256
Bombay 404 314 29-1 397 351
Bengal 269 285 234 22-1 238
Bihar and Orissa ... e 299 369 341
‘United Provinces 475 44°8 478 379 437
Punjab 28'5 274 27-3 267 272
Burma 368 362 292 287 317
‘Central Provinces ... 381 363 331 264 300
Assam 18'8 81 21'3 271 16 3
Coorg 439 44°5 40'1 460 437
Ajmer 314 344 473 252 356
British India ... 333 312 317 296 310

76. Onme of the methods of dealing with arrears which has been commonly
Penal Interest. adopted is to charge penal interest ori the

amount overdue at an enhanced rate from

the date of default. and we see no objection to this practice if societies desire it.
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We doubt, however, if it is very effective; the change in the rate of interest
tends to confuse the accounts ; there are legal difficulties in conviection with its
enforcement ; and societies are sometimes tempted by it to tolerate the contin-
uance of outstandings and to forego the application of the personal pressure
which should always be the first of the precautionary measures to be adopted.

77. An insidious and dangerous irregularity is the practice of allowing
renewals based upon fictitious repayments.
The practice consists in showing an out-
standing loan in the accountsas fully repaid, and sanctioning on or about the same
date a fresh loan of the same amount, actual repayment either not taking place
at all or being made purely as a formality. A remedy that has been suggested
is that there should always be an interval of one or more months between the re-
covery of one loan and the grant of the next. We recognise that theevil is a
very serious one, undermining as it does one of the chief principles of co-operas
tion, and special care should be taken at inspection to bring to light any cases in
which a suspicion of such paper adjustment arises. We doubt, however, if the
proposed remedy could always be suitably applied, as cases will ocecur in
which fresh loans for other objects can most advantageously be granted be-
fore or about the time fixed for the repayment of the original loan. There is
always a risk moreover that a short interval will be tided over by means of a
loan from the money-lender. In some provinces it is true that the majority of
repayments are arranged to fall due at one time, some 2 or 3 months before the
bulk of loans for the next scason are advanced, and in such provinces a
natural safeguard is provided. Rlsewhere the only method of combating the
evil is by special care at inspection to expose all such cases and to watch the
maintenance of a proper working relation between the money received from
members and that paid to the Central Bank. If this relation is regularly
observed, paper adjustments, except on a very small scale, are bound at once
to come to light.

Fictitious Repayments.

78. We have mno proper data to indicate the amount of litigation
between societies and their members.
A Such litigation has insome provinces been
undertaken with too great readiness, and we think that it should ordinarily
not be resorted to till other means, more especially the employment of
pressure on the sureties to arrange for repayment, have first been tried.
We have received complaints of various kinds regarding the difficulties
attending such litigation. On the one hand it has been brought to our
notice that a suit based on a mortgage of real property in a presidency
town must, under the present arrangements, go to the High Court, and
that the consequent expense and trouble is more than co-operative societies
can face. On the other hand officials of socicties have expressed a strong sense
of exasperation against the delays and inconveniences connected with the
ordinary subordinate Civil Courts and we have everywhere been met with a
demand for a more summary method of dealing with arrears. The point has
been several times before the Government of India, and we agree with the posi-
tion taken up by the Government of India that the existing law should not be
interfered with. So far as the decision of disputed cases of arrears is concerned
the powers given in the Co-operative Societies Act are sufficient. The Act allows
a Local Government to provide by rule that disputes should be referred to the
Registrar and if he so directs to arbitration. Several Local Governments have

Decision of Disputes.
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taken advantage of this permission and we think that it would be found useful
if the system were adopted everywhere. '

79. The chief difficulty, however, arises not in getting the claim of a society
Summary Procedure tu exccution not decided, but in securing execution of the
advocated. decision. The Act allows rules to be made

prescribing the mode of enforcing the decision of the Registrar or the award of the
arbitrators under the provision above mentioned, and we think that Local Govern-
ments should prescribe that these decisions and awards should be enforced in the
same manner as a decree of a Civil Courl. It has, however, been urged before
us by a large body of public opinion that the delays and evasions inevitable from
the existing system of civil procedure are such as would often render a decision or
award so obtained entirely ineffective, We are told that the officers presiding
in the lower Civil Courts belong frequently to the same class as the money-lenders,
and are in consequence biassed against co-operative societies, that they insist on
unnecessary formalities of evidence, that in cases instituted before themselves they
often award interest from the date of the decree and not from the date on which
the suit was filed, that they grant rates of interest much below what +he society
charges on its loans, that an unnecessary number of instalments are allowed fop
repayments, that the Court peons connive at the removal of property from attach-
ment by judgment-debtors, and so forth, It is urged therefore that decisions and
awards of the class under consideration should he made enforceable by the pro-
cedure allowed for the recovery of Land Revemte. Some would allow this in all
cases ; others would confine it to cases, in which it was specially permitted by the
Registrar, or where there was no outside creditor whose claims could he pre-
judiced. It is urged that the procedure, once sanctioned, would seldem be used,
but that the mere possibility of its use would add immensely to punctuality of re-
payments. A rule allowing societies to recover their arrears similarly to arrcars
of Land Revenue was actually passed by a Local Government in 1905, but was
disallowed by the Government of India on the ground that the provisions of the
Act did not permit execution except through a Civil Court. The Act of 1912
repeats the provisions of the old Act and the procedure proposed could orly be
introduced by a change in the law. The subject has been repeatedly dis-
cussed at Conferences, Imperial and Provincial, and the proposed change has a
large body of opinion behind it. A procedure similar to that proposed is in force
in Mysore and forms a feature in some of the Land Mortgage Credit Banks of
Germany. After carefully considering the argaments we are, however, opposed
to any change, and we endorse the view hitherto consistently held by the Govern-
ment of India that a special privilege of the kind is not called for and that it
would lead to laxity in the selection of members and carelessness in the grant
of loans. The existence of a special procedure for co-operative societies would
intensify any feeling of opposition to the movement which may already exist in
the outside money-market, and thercal remedy for the difficulties complained
of is in our opinion to avoid litigation by due care in electing members, by a pro-
per discretion in granting loans, by pressing the sureties of a defaulter, and by
consistent good management. For similar reasons we are not prepared to
accord our support to certain other proposals to the effect that cases in which
Co-operative Societies are concerned should be dealt with by the Revenue Courts,
or that societies should be given special powers of distraint on the property of a
defaulter. "We think however that Civil Courts might be instructed in the
absence of special reasons not to use their discretionary power to reduce

-
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the rates of interest charged on the loans of societies, but to decree a rate
equivalent to a society’s ordinary lending rate. In view, moreover of the
difficulties encountered by members in suits hrought against them by outside
parties we would suggest that in provinces where such information is
not already contained in the High Courtcirculars or otherwise published, a
resumé of the provisions of the law dealing with the recovery of agricultural
debts might suitably be drawn up and sapplied both to the Courts, and to all
agricultural Co-operative Societies.

80. We would in this connection enter a protest against the use made by
Collection of dues by agencies outside societies of outside agencies to collect their
‘ the societies. dues on their behalf from members, We
have frequently found societies turning to the Registrar and his staff for help
against their members who are in arrears, and cases are not unknown in which
a sympathetic Collector has been asked to lend assistance through his subordinate
Revenue officers. Inmore than one province the auditing and supervising staff
for a month or more after the ordinary date for annual repayments, is engaged
almost exclusively in visiting societies and helping with the recovery of arrears.
This is no part of the duty of the outside auditing and supervising staff whether
paid by Government or by any other agency, and we thiuk the practice should
be discontinued. When recovery can only be effected by pressure, it should be
applied by the members or the staff of a society itself, and in cases where it
has been guilty of remissness in collecting its own dues, the society should
be made to feel its corporate liability for the fault by having its credit restricted
by its Central Bank, The outside anditing and supervising agency (whether
connected with a Central Bank or not) is responsible for pointing out laxity
or dishonesty in repayments, but it i3 in no way responsible for helping in
the collection of dues. The primary society  itself is wholly responsible for
making its own members repay, and if it fails to secure punctuality, the result
must in almost every case be attributed to the faulty constitution or manage-
ment of the society.

The Reserve Fund.

81. Under Section 33 of the Co-operative Societies’ Act, no registered
society may divide profits except under such
conditions as may be prescribed by rules
or byelaws, and unless it puts one-fourth of its net profits to its reserve fund
The same section proceeds to lay down that no unlimited liability society shall
make a division of profits without the general or special sanction of the Local
Government ; and under Section 48 of the Act, a Local Government may issue
rules providing for the formation and maintenance of reserve funds, and the
objects to which such funds may be applied, and the investment of any funds
under the control of a society.

Present sttuaiion,

The rules which have been issued by ILocal Governments under these
sections do little more than preseribe the formation and maintenance of reserve
funds or enable societies to make byeiaws in this respect, and the corresponding
byelaws are in most provinces similarly incomplete. The byelaws usually
require the reserve funds (except in the instalment-share societies of the
Punjab, the United Provinces, and Burma) to be indivisible, that is to say, to be
incapable of distribution as dividends or bonuses on shares. They also as a rule

22
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lay down that the reserve fund shall not be drawn upon without the sanction of
the Registrar and when they touch on its investment, they ordinarily require that
it shall be invested in such a manner as the Registrar prescribes, one province
only giving express permission {o wuse the reserve fund in the business of the
society. No Local Government has defined the objects of the reserve fund in
its rules, and the byelaws when they refer to the object of the fund describe it in
various terms Generally speaking it is regarded as inten ded to meet unforeseen
losses and to serve as an asset of security in borrowings In practice the Central
Banks and limited liability societies are found asa rule to place only the statutory
minimum of one-fourth of their net profits to the reserve fund, and to divide the

rest in dividends, or allot it to special
Rowrre “pet Tunds, while societies with unlimited liahi-

*Reserve | Percentage | plus profits of . .
Provinees, Fund | fototal last completed  ]ity pay no dividend and accumulate all

(in lakhs).! liabilities. | year on outside
capital including

members + the net profits in their reserve funds; there

deposits.

o .. being, however, an exception in the case of

Madras | 2o 50 52 the instalment-share societies prevalent in
Bombay | e | as 54 the Punjab, the United Provinces and
Bengal w| 32 72 121 Burma ~where dividends arc payable after
Bihar and Orissa ... 88 85 13¢

ten years. The amount of the reserve fund

VUuited Provinces .. 237 45 8'4 . . o g .

P N s oo in thfa agucultt'ual 5001.et1es of the (.hiferent
Rurma I &6 104 provinces and its relation to the liabilities
Central Provinees... | 77 g0 | 52 and cutside borrowings of these societies,
Assem S B e as shown by the latest available returns

Covtg 15 150 49°5 St . .
" e ’ are indicated in the margin. In so far as

British Tndic ... | 2400 59 120 bad debts are not written off in all cases

+ Excluding profits for 1913-14 not yet allocated to reserre. - 80 promptly as they might be, the figures

for the reserve fund as representing surplus assets are somewhat misleading,

since to this extent they cover a residuum of unrealizable debt which cannot in
fact be regarded as a genuine asset.

82. We are aware that authorities differ as to the exact meaning to be

. applied to the term “reserve fund?” and
Definition of * Reserve Fund” awd  that the treatment of this fund has led to

“ Flurd Resource” as employed . . . . .
in this Report. numerous discussions in India during the
last few years. Without entering into
any discussion as to the correctness of the nomenclature, we may say that for
the purposes of this report we propose to designate by the term “ Reserve Fund
in Central Banks that portion of the profit which has been definitely carried to
reserve, whether it be the legal minimum of 25 per cent or a larger amount,
and in primary societies all indistributable surplus profits after payment of ex-
penses, including as expenses in societies on the share system the portion of the
profits to which shareholders are entitled. Similarly for the purposes of this report
we shall use the term Fluid Resource ” for those assets which are held in a
liquid form, whether in cash or easily realizable outside investments, in order to

meet the claims of depositors or to provide for financial needs in times of
special scarcity.

Although the surplus assets are primarily intended to come into play in the
event of liquidation, they constitute a most important element in the working
capital, since they are the permanent and indivisible property of the society of
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which it has the use free of interest. The necessity of such a fund is recognised
in the Act, which requires the whole of the net profitsin the case of societies with
unlimited liability to be credited to this reserve. The primary object of the
provision of a fluid resource is entirely different. It is intended to ensure the
ability of societies to meet their obligations to depositors. The need of such
resource only arises in the case of primary societies when they take deposits, and
have no other assured source of funds to meet the demands of depositors when
they arise. Since at the present stage the deposits of non-members in primary
societies are small, the question of fluid resource is not yet a serious one for such
societies. 'We shall therefore discuss fluid resources fully in our treatment of
Central Banks, and as regards primary societies would merely lay down here
that those which take deposits and utilize these in their own Dbusiness must
themselves maintain fluid resource under conditions similar to these which
we have sggested for Central Banks or must enter into arrangements with
Central Banks under which the latter will provide this resource for them.

83. The Co-operative Societies Act as above noted, has clearly in view a
Reserve Fund consisting of surplus assets,
but there is a further point on which the
Act itself is silent, and that is the manner
in which the fund should be invested. We have found the practice of the
different provinces in this respect to vary considerably. 1In some provinces the
surplus assets are used in loans made by the societies to members; in some the
surplus assets are placed in deposit with other co-operative institutions and are
thus ultimately utilized in the same way ; in others they are separately invested
wholly or partly in outside securities; while in one Province they are invested
in Government paper which is deposited with the Provincial Bank under an
arrangement which makes the total of such Governwent paper available to the
Provincial Bank as a pledge to support its own credit, and consequently that of
the whole movement. In the case of the majority of primary societies we think
that, assuming that they are secure in respect of their fluid resources, everything
points to the desirability of a primary society using its surplus assets in loans to
members. If we assume that a central bank and societies affiliated to it have
jointly to keep a certain amount of money as fluid resource, then (except so far
as fhree-fourths of the central banks’ profits are liable to division in dividends
and such outgoings are lost to the movement), it makes no practical difference
to the movement as @ whole whether the societies use their surplus assets
in loans while the central bank provides the fluid resource or whether
the societies pool their surplus assets with the central bank and allow it
to use them for fluid resource. Whatever profit goes to the central bank is lost
to the societies and vice versd. Tn deciding whether the profits should go to the
central banks or to the primary societies, we should be guided by the fact that
our object is to strengthen the financial and moral position of the latter and to
treat the central societies as meeting the needs of the primary societies rather
than rice versi. In this matter as in all others we regard the benefit of the
primary societies as the main object, the central banks and other such institu-
tions being merely a machinery accessory to it. The object should be to free the
primary societies as far as possible from recourse to their central banks and this
can only be done by enabling them to buitd up their own capital sufficient for
their needs. This can best be achieved by allowing primary societies to use their

Surplus Assets or Reserve Fund
proper.
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accumulated net profits or surplus assets in loans to members, on which they
get high rates of interest compared with the rates received on Government paper.

84. In brief therefore, a primary society is concerned with the Reserve
. Fund mainly in the form of surplus
assets, and so long as proper provision
is made for the necessary fluid resource, these surplus assets may properly be
employed in the business of the society. The object of a society should be to
accumulate a Reserve Fund of this character until it obtains a capital of its own
sufficient to meet all its needs, and thus becomes independent of outside assistance.
Until this stage is reached, the marging on which it works should be as large as
is compatible with the successful maintenance of the society, and it is only
when this stage is reached that any reductions (other than those essential to meet
outside competition) should be effected in the rates of interest charged by the
society on ifs Joans to its members.

Building up of reserve fund.

Division of Profits.

85. Under the Act co-operative societies may, with the sanction of the
Registrar, after carrying one-fourth of the
net profits to a reserve fund, devote an
amount not exceeding 10 per cent of the remainder to any charitable purpose
as defined in the Charitable Endowments Act. 'We find that an inereasing num-
ber of socictics are availing themselves of this provision either by allotting sums
for specific charitable objects at the end of each year, or by carrying the whole
of the permitted percentage to a common good- fund for use when occasion
may arisc. The objects chosen are extremely various, but we see no reason
to restrict the wide discretion left to Societies under the Act. Even in cases
where it might be financially sounder to place such sams to the reserve, there
are sometimes advantages in applying them fo objects of a philanthropic or
sentimental character, as, apart from the objects directly attained, action of this
kind serves to arouse interest in the movement,.

Use of profits for charitable purposes.

In this connection we may mention a practice, which has been initiated in
some Provinces, of entrusting certain administrative du ties to co-operative socie-
ties in their corporate capacity with or without a grant of money, The class of
work thus entrusted to societies—such as sanitation, education, or village im-
provement—if honestly carried out, must ordinarily entail some local unpopula-
rity, and we think great caution should be observed in employing societies on such
duties, except where they apply for such employment of their own free will
and initiative, and where the society represents practically the whole of a village ;
as it is important to avoid connecting the co-operative movement with duties
imposed from outside which, however beneficent, are opposed to village sentiment.
Action within the movement itself, as when Central Banks encourage such
measures by offering more favourable terms to societies which show themselves.
progressive and keen for self-improvement, is less open to objection.

Dissolution and Liquidation of Societies.

86. The Registrar is invested under the Co-operative Societies Act with a
fairly wide power to dissolve and wind up
Societies at his discretion, and the power
has in some provinces been freely used to get rid of societies which offer little

Dassolution of Societies.
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or 10 hope of a useful career. The causes put forward for the failure of societies
are very various and include a want of due supervision, indiscreet loans,
contumacy of borrowers, unpunctuality in repayments, the restriction of loans to
a few individuals, dishonesty or incompetence of society officials, bad selection
- of members, the extension of a society over

i Number of Societies whieh
]
|
|

up to date have been too large an area, coneealment of old debts,

Provinee, R . . . .
. Disaed . faulty constitution, internal dissensions,
Dissolved. | * ~ and . . .

‘1 Liguidated  {psuflicient funds or membership, the pre-
Madras T s ponderating influence of one member, and
Bombay . 45 56 . .
5 \ general lack of interest by members in the
engal 80 14 .
Eidar and Orissa } 15 160 affairs of the society. In some cases the
United Provinees .. .| 38 14 dissolution of a society is not an indication
. S w of anything in the shape of laxity or
‘urms 67 13 . . R
Central Provinees . s s . peculation, but is due mainly to the
Assam | s 7 necessity of allowing its construction to be

Cootg \l altered so as to admit of its being split up
Ajmer .= into several sociefies, or combined with
British India ] 500 438 . .

others into a mnew society. In the early
days of the movement when officers were inexperienced and when experiments
were made in uncongenial soil, there was a tendency to form socictics
which should never have come into existence. Even where the original faulis
are now avoided, we have frequently found the survival of old societies which
showed no signs of life and which should long ago have been dissolved. It is
sometimes advisable to give an unpromising society a little time to see if it will
recover, but as a rule a society which shows little hope of life should be
dissolved. As regards established societies, we would not lay down any fixed
rule prescribing the precise stage at which dissolution should be effected, but
we think that when it is clear that thereis no hope of eventual solvency or
progress, the Registrar should proceed at once to dissolve the society. The
tendency in many Provinces has been fo deal somewhat too tenderly with
hopeless cases, and our view is that prompt action must be taken as soon as a
society is shown to be inert or insolvent.

87. The hesitation with which some Registrars approach the dissolution
of societies is to some extent justified by the
existing arrangemen's for liquidation. It
is always open to a Registrar on dissolving a society to arrange if possible for
a voluntary winding up, but when this is not feasible, he must have recourse to
liquidation under Section 42 of the Act. The provisions of the law on the
liquidation procedure are rightly of a simple character, but rules can be made
to supplement the Act, and in some Provinces—as for instance in Bengal—
circulars have been issued which contain excellent instructions on the details
of the business. The work is of a troublesome character but its difficulties
have not yet become sufficiently marked to call for any radical alterations in
the law. Itis only in respect of the collection and distribution of the assets
under the orders of the liquidator that any great complaint is made. Such
-orders must under the law be enforced by the Civil Courts, and Registrars have
felt that the delays and difficulties of the ordinary Civil Court procedurein
execution tend to give so much encouragement to recaleitrant societies as to
-endanger the success of the movement in any area where this procedure has

Liquidation—Summary precedure.

23



b4 PRIMARY SOCIETIES,

been utilized. In Bihar and Orissa special provision has been made in the
recent Public Demands Recoveries Act under which the liquidator’s orders may
be executed by the Collector in the same manner as an order for the collection
of arrears of Government revenue. We do not think that the objections
which exist in respect of the application of such a process to the recovery of
loans by societies from their members hold good in dealing with the recovery
of assets in liquidation, and we recommend that when the Act is revised provi-
sion should be made for summary recovery in such cases. It has been urged
that in justice to outside creditors the orders of the liquidator should also
apply to such debis as he may find to be due to these creditors, buton the
whole we consider that, if provision is made to safeguard the rights of such
outside creditors, as have already obtained decrees, they will be sufficiently
protected against anything in the shape of preferential treatment of the society.

We may in this connection note that we have come across no instance in
which the liquidation of a society has caused loss of any kind to the outside
public. We believe that mno such loss has occurred and, if due care is
taken in the management of societies in future, it seems exceedingly unlikely that
the failure of any society will be attended by ultimate loss to those who have
deposited their money with it.

AUDIT AND SUPERVISION,

88. It is important to recognise that socicties are chiefly composed of
uneducated members, that the problems
which confront them are not always easy,
and that the handling of money involves ceitain temptations. These condi-
tions call for certain precautions, the enforeement of which requires much hard
and uninteresting work. To ensure successful management nothing is more
important than constant and vigilant serutiny of the accounts and examination
of the general management through the agency hoth of the Registrar’s
staff and of the co-operative institutions themselves. The value of such inspec-
tions, regarded as they are for the most part as roufine work and showing no
immediate or striking results, often escapes notice, but they play an essential
part in the co-operative scheme, and failures are largely due to their ineffi-
ciency or absence.

Importance ¢f dudit and Supervision.

89, Section 17 of the Act prescribes that every society shall he audited
at least once a year by the Registrar or
some person authorised by him. An
¢ enquiry ’ or ‘ inspection ’ under certain special circumstances is provided for in
sections 35 and 36 of the Acr, but on the subject of continuous supervision ‘no
legislative provision is requisite nor has any been made. The efficiency of co-
operative institutions depends very largely on the arrangements made with respect
to the two important safeguards provided by (i) periodical audit, and (ii) con-
tinuous supervision, and we shall explain below the significance we impute to
these terms. In the meantime we may note that it would be a great conveni-
ence if the English designations of the staff employed in the various provinces
which are now very diverse and confusing, could be so far unified as to allow of
the term ¢auditor’ and its derivatives being applied to all staff exclusively or
chiefly engaged in andit work (auditors employed by Goveirnment being termed

The terms ¢ Audit’ and ¢ Supercision.
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¢ Government Auditors’) and the term ‘supervisor’ and its derivatives to all
staff engaged chiefly or exclusively in supervision.

The expressions ¢ inspection *and ¢ enquiry’ should, we think, be utilized
exclusively for the special and occasional operations contemplated by sections 35
and 36 of the Act.

00. Both audit and supervision ave carried on under the ultimate control
of the Registrar, and it rests with him
not to confine himself merely to the obli-
gatory duties imposed by the Act but also to watch and regulate the whole
efficiency of the movement.
For this purpose he is usual-
ly provided with one or more

The Controlling Staff.

’ CONTROLLING STAFY.

Number } 2‘““7“1 . J- . ., A . R . trar
of — oint or Assistant Registrars
Provinces. Socicties {From Indian! 1
: cs. | Regist ivil Sor. | From Pro. g Fror : L
and bouks. | Regisbrors |- Civil Ser Vincil drawn from the Indian Civil

Registrars. ‘l Commis-

omwis | sevice.— or Provineial Civil Service,
and in the major provinces

Mudras 1,328

1 3

Bombay s L the present number of the
Bengal e L 1 1 permanent controlling staff is
Bihar and Orissa. .. 819 1 1 as shown in the margin. We
United Proviness .., °

it Broviness A0 ! ? shall speak later of the general
Punjab 3,333 1 1 1 V. f h B . 1
Durma N . position of the Registrar and

Central Proviness 2,918 1 £ & other connected questions,
- - but here we may note our
[ ° , ’  opinion that to enable the

work to be carried on effi-

ciently a minimum of two confrolling officers with the qunlifications which
we consider indispensable for the post of Rezistrar is required in all the major
provinees. In fixing a standard for the numbers of the controlling staff, due
attention shonld be paid to such considerations as the area of the province, the
state of ils communications, the average size of societies, their geographical
distribution, and the volume of work done by them, but subject to these
general conditions, we should ordinarily expeet that, if no outside duties are
imposed on the Registrar and his staff, and apart from any increases that
the above mentioned considerations may entail, there should in every major
province be one Registrar or Joint Registrar for every thousand, or fraction of a
‘thousand, societies, and we consider that the charge of a Registrar or Joint
Registrar should be regarded as equivalent to the charge of a district in import-
ance It is possible that, as the movement progresses and consolidates, the
proportion of controlling staff to societies may require alteration buf it is for
Government to realize that inability to cope with suitable applications for regis-
tration, owing to shortness of superior staff will in most provinces assuredly entail
a large and unregulated growth of unregistered societies. The Registrar and his
Joint Registrars should be provided with such assistance as may be found neces-
sary from the cadre of Assistant Collectors or of the Provincial Civil Service, the
assisting officers being designated Assis‘ant Registrars. This staff would of course
not include Assis‘ant Collectors seconded to the Department for a course of train--
ing. Inspecial cases where new developments in the direction of non-agricultural
or non-credit co-operation are taking place, involving constant thought and
attention, a larger number of controlling officers would be needed, for it should
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be remembered that much of the inefficiency of the past has been due to the
excessive work that Registrars have had todo. On the question whether these
posts should usually be filled from the Provincial or the Indian Civil Service
we would not suggest laying down any general rule. But we would point out
that it is very advisable that all officers on the controlling staff should be capable
of thoroughly mastering and digesting the standard books and periodicals on
co-operation without relying on second-hand information with regard to European
conditions, and we would lay stress on the necessity of a more thorough study
by the controlling staff of the theory and practice of co-operation in all parts of
the world than has been common heretofore. There are so many cases in which
the confrolling staff have to decide on the course most consistent with co-oper-
ative principles, that it is most desirable that they should all be steeped in
the literature of the subject, and should even, if possible, have gained some
personal experience of it in Europe.

e As regards the clerical establish-
Cerical stat ment of the Registrar and his Assistants,
Frovince. [%‘foifaéi_ﬁ.}?d all we desire to say is that every effort
| ~._ should be made to maintain it at a pro-
per standard hoth as regards numbers
and efficiency. The figures in the margin
show ihe numbers of the staff at present
maintained.
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91, The terms of the Act expressly require that the audit shall include an
examination of overdue debts and a valua.
tion of assets and liabilities. By this latter
we understand not mcrelv the preparation of the balance sheets of souetles :
but also a sufficient check, in accordance with such rules as the Registrar may
lay down, of the list of the material assets of the members. The audit should
in our opinion cxtend somewhat beyond the bare requirements of the Act, and
should embrace an enquiry into all the circumstances which determine the general
position of a society. I¢ would for instance be the duty of the auditor to notice
any instances in which the Act, Rules, or byelaws have been infringed ; to verify
the cash balance and certify the correctness of the accounts ; to ascertain that loans
are made fairly, for proper periods and objects, and on adequate sccurity ; to
examine repayments in order to check book adjustments or improper extensions ;
and generally to see that the society is working on sound lines and that the
Committee, the officers, and the ordinary members, understand their duties and
responsibilities.

The meaning of Adudit,

92. Tt is clear that an audit in this sense entails a much more comprehen-
sive enquiry than is usually made in the
case of Joint Stock Banks, and the reason
of this is that in the two cases the objects of the audit are entirely different.
In Joint Stock Banks auditors are appointed by the shareholders to carry out an
independent investigation into the Company’s affairs and to report the results to
them for their own satisfaction. In the case of primary co-operative societies
in India at the present stage the audit is intended in the first instance to assure
Government, through whose agency the societies were formed, that they are
developing on sound lines, and only secondarily for the satisfaction of Central
Banks or outside investors, who have entrusted money to the movement, and of

Audit to be under Gevernment Control.
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the society members themselves. The audit is in fact a State-controlled audit
and it appears to us that this view is implied in the clause of the Act which im-
poses the duty of making an audit on the Registrar and his nominees. It is
through audit alone that an effective control can be exercised over the
movement, and it is clear that it was never intended that the audit should be
merely an avithmetical one and that the Registrar’s activities outside that audit
should be confined to the inspections or enquiries mentioned in sections 35 and 36
of the Act The auditing staff, from whatever source they may be paid, are in
our opinion responsible to the Registrar and must be mainly confrolled by him.
Their reports are intended primarily for his information. The objections that
have been advanced against a Government audit in Geermany are firstly that the
staff is appointed by an outside non-cooperative judicial authority and consists of
minor officials who audit the accounts as a matter of routine without practical
experience of co-operative work or enthusiasm for its objects, and secondly that
such a staff has no means of ensuring that the societies, after certifying the com-
pletion of the audit to the Court, do not file the audit report without taking any
action upon it. These objections do not apply in India. As we shall show below,
there are means of making an andit by a Government staff efficacious, and the
men employed, whether paid by the societies or by Government, are expert co-
operators who are under the guidance of co-operators and whose prospects
depend on their good work. The audit moveover will always in India be
carried out on the spot, and the visions which have been sometimes conjured
up of a headquarters office of clerks and accountants harassing societies with
a stream of petty technical objections, are entirely baseless. It seems there-
fore to us unobjectionable in principle that audit should be carried out under
State control, and we consider that at the present stage this is the only arrangee
ment under which the purposes of the Act can be secured.

93. When we speak of an audit under Government control, we do not
. . intend that the entire staff should be
Two classes of aulitors—Governient

Luditors. Government servants. On the contrary
we think that the auditing staff may
rightly be divided into two sections, (@) a staft maintained by Government for
super-audit, and (0) a staff maintained by co-operative institulions for original

audit.

We have termed the audit, required from the Government staff, a
“super-audit,” and by this we mean not the mere testing of a previous
audit by a percentage check, but a separate and complete audit made at longer
intervals than the original annual audit. The staff should be permanent and
pensionable, and its pay should commence at a figure not lower than that of a
sub-deputy Collector and rise by periodic increments. Ifit is found conven-
ient, it may properly be recruited wholly or in part by the deputation of
Government servants from the Revenue or other Departments, but usually we
anticipate that a separate staff of permanent auditors can be formed, and that
the best men in this staff will often be those who have gained experience in the
service of societies. We do not contemplate that the auditors of primary
societies should ordinarily be given any clerical staff at all, and look to them to
carry out audits personally and without the assistance of a clerk.

In our opinion, an officer whose duties are confined to the audit described
above and who has to deal with well-constituted societies in good order, can,
unless the membership is exceptionally large or communications specially

24
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difficult, carry out the audit of about 100 societies in a year, and the
Government officer in charge of the super-audit should be able to visit very
much the same number of societies. The super-audit should at first take the
form of an audit of every society once every two years, but after a period of
4 or 5 years, as the societies’ staff becomes more equal to its auditing duties, the
interval might be enlarged to 8 years, and perhaps still larger intervals might be
permitied in the more distant future. In other words we would have approxi-
mately one Government auditor for every 200 societies, and after a few years
would contemplate one to every 300 societies, with possibly further subsequent

- . extensions. The degree in which these

. Sl\dz(lgr;t‘il ‘A%E?fg‘;ﬁ’rﬁﬁ recommendations would affect existing

pnd” (Permament aud arrangements may be gathered roughly

— .~ from the delfails given in the margin, but
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auditor, ' We may further add that though
the Government auditor should not ordinarily be entrusted with educational or
propagandiét work, yet he may sometimes be called upon to guide and assist new
developments. To prevent routine habits and staleness provision should be made
for a suitable recess, and oceasionally special work of an interesting character may
be assigned to him. If however such duties are frequently entrusted to him orif
he is placed in charge of an appreciable number of societies of a special character,
such as societies for insurance, purchase and sale, etc., then the average number
of societies that he could be expected to audit should be materially modified.

94. As above stated, the original audit of primary societies should iIn our
opinion be carried out by a staff main-
tained by co-operative institutions them-
selves. We deprecate the creation of a new Government department
on a large scale to carry out audit, both because it is undesirable to let
loose in increasing numbers a new set of Government officials on the
villages, and because the officialization of the work might breed a sense of
hostility towards audit generally on the part of the societies. The staff
would indeed be empowered by the Registrar under the Act to undertake
audit work and would remain wunder his wultimate control; but the
appointment, transfer, and dismissal of all auditors should as far as
possible be made in accordance with the recommendations of co-operative
institutions, and the pay of the staff should be provided by the movement
and not by Government. When the Government already finances this staff
in whole or in part, its ail may be withdrawn gradually. As long as
the pay offered is adequate and the staff such as the Registrar can really
rely on, we would leave it to each province to decide in what manner
the wvarious Central Banks, Unions, and Societies should combine to
entertain the auditors required. A common stumbling-block, however, in

Non-Government audit.



PRIMARY SOCIETIES, 99

the case of small and local establishments, is the siagnation of promotion
and want of prospects, and this can only be avoided by the formation of
an audit Union, for the whole province, such as has been started in the
Central Provinces, by means of which the auditing staff is brought
into one cadre under tke control of the Registrar. Where this or
some similar system isadopted, the cost of its maintenance can be met
either (a) by a levy per capife on all the members of primary
societies or (b) by the distribution of the cost over societies and central
banks on the hasis of working capital or (¢) by a similar distribution on
the basis of net profits or (d) by a corresponding rise in the rate of interest.
In whatever way the money is raised, the system of an audit Union
on the lines suggested is one capable of development as time goes on. As
societies prove themselves fit to take affairs more and more into their own hands,
the degree of control excrcised by the Regisirar over the mnon-Governmental
staff can gradually be relaxed until ultimately the entire work of making
the original andit devolves on t he societies themselves whose representatives
would then be able not only to receive the audit reports but also to take action
on them. That time however is still distant.

95. It is scarcely practicable to require any special educational qualifica-
tions in the staff, whether maintained by
Government, or the co-operative institu-
tions, but it may be found in time advisable to recruit for some or all of the posts
from among men who hold a certificate as required under section 14 of the
Indian Companies’ Act. Also in timeit may he convenient to open classes for the
training of auditors or supervisors, hut we do not think that at the present stage
any better training can be found than practical experience under the guidance
of the existing staff. The nature and period of this practical training ave
matters on which the Local Governments and their Registrars are in the best

Qualificalzons of Staff.

position to form an opinion.

96. The audilor, whether employed by Government or the co-operative
institutions, must record and report to his
controlling officer the results of his audit
and we regret to note that in some parts of
the couniry this is done in a most perfunctory way, a few lines in the society’s
minute book being sometimes considered sufficient. The Registrar should pres-
cribe a form of report giving, in sufficient but not in teo minute detail, the points
on which enquiry should be made. We would deprecate, however, the practice
that obtains in some places of making useof such a form as a means of collecting
elaborate statistics rather than of festing the real condition of the societies. It
will be for the Registrar to determine what degree of checking is required in each
case, but we may note that in most agricultural primary societies there should
be no difficulty in requiring an absolutely complete check of all entries in the
Account Books. A copy of the auditor’s report should be supplied on the
spot to the society in its own vernacular and should be treated as open to public
inspection. The report itself should be seen both by the financing or controlling
agency, whether it be a Central Bank or a Union, and by the Registrar, and
it will usually be found most convenient to send it to the Registrar through the
financing or controlling ageney which may record on it or report any action
which it has taken or proposes to take. The defect of ineffective audit, from which
the movement has suffered in some cases in FEurope, will thus be avoided, as

Reporis of duditcrs and acticn taken
thereon,
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the financing agency will be able on its own motion or on that of the Registrar
to insist that steps shall be taken to remedy faults on pain of the withdrawal of
its financinl support ; andin ext-eme cases the Registrar has of course power
to dissolve or wind up recalcitrant or hopeless societies.

We may add that the personal responsibility attaching to auditors under
the Co-operative Societies Act for the correciness of their reports is, as far as
we are aware, the same as that attaching to auditors of commercial concerns
under the ordinary Civil Law, and we do not advozate any special treatment
for the auditors of Co-operative Societies.

97. The above recommendations refer primarily 1o agriculiural credit
Audét iu limited liability and non- societies with unlimited liability. In
eredit Socvedues. the case of non-agricultural primary

societies or agricultural eredit or mnon-credit soczieties with limited liahility,
we would leave it to be decided locally whether such societies should be
admitted to membership in the Audit Union or not. In some cases, such as
the larger wrban banks and distributive or insurance socicties, the work of
audit may be so much more intricate and expensive than in ordinary cases,
that the Registrar might make special arrangements for the audit and the
recovery of its cost either through the Union or otherwise. There are on
the other hand special cases, such as the audit of societies with unlimited
liability among a low-caste population, where  Government would be justified
in contributing to the cost of audit as a temporary and cleemosynary measure.

98. The work of ‘supervision’ covers many of the points which
Supervision to le entrusted to the have already Deen included in audit,
Societies. but in addition it implies the duiy of

instructing the members in co-operative principles and the propagation of
the movement by the organization of new societies Even where it covers
the same ground as audit, however, it differs from it in that it aims not merely
at testing the efficiency of a society but at helping it to be efficient and it
comprehends the further task of seeing that the defects noted at audit have been
remedied. The supervisor is concerned to see that the work of the society is not
only business-like and up-to-date but genuinely co-operative, While satisfying
himself that the accounts are in good order and that business is being conducted
regularly and prudently, he would refrain from verifying the figures in
detail, and would set himself to test the knowledge of the Committee and
members, to advise them with regard to difficulties and disputes, to explain and
remedy mistakes, and to impress upon them the principles which societies should
always have before them. These functions should in our opinion rightly devolve
on the co-operative institutions themselves, and, as shown in the margin, they

o Supersing st ate.  are already in some measure being
Number aine v Co-operative . .
Provinces. S‘;(')ft‘ i Tnsitations, * discharged by them. The supervis-
ocieties, ————
Number. Monthly eost.  ing staff is organized in different ways
T I R: .‘ - - v ras .
Madms L3 13 g;:fg in different provinces. In the Central
Bombay 7 i . . YR
Bengal , 1,867 30 1,260 Provinces, for instance, it is included
Bihar and ersszl: R g&g ‘lg 6 S{;g : o '
Bang T %8 1%3 11230 along with the auditing staff in a
Rurma 35 52 .
Central Provinces . ~%§ ig :-4123 s1.ng1.e cadre. and.employe.d by a Pro-
Y ZZ: a7 | "1k vincial Union into which Central
British Indiv ... 14,880 | 274 l 12,280

Banks have combined for this pur-
pose, and a similar Federation has been projected in Bihar and Orissa.
In Burma groups of Local Unions whose areas adjoin each other contribute
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to maintain jointly, an itinerant supervisor, and in addition each of the 90
TUnions employs a separate paid Seeretary whose duty it is to teach and train the
members of affiliated societies. In the remaining provinces it may be said
generally that the supervising staff is appointed and mainly controlled by
the Directors of Central or District Banks for the benefit of their affiliated
societies, or by Unions in districts where they exist. '

In whatever way the staff is organised it is for the societies or their Unions
or Central Banks to see that a sufficient and efficient staff is maintained to carry
outtheir duties, and the Registrar, though watching through the auditing
staff how far societies do really attain to efficiency, and thereby keeping a
check on supervisional work, should not himself unnecessarily interfere with
it. For supervision the strength of the staff will depend on local conditions
and on the extent to which honorary workers are available. The staff will not
be under the orders of the Registrar or his auditors, and its reports will be
submitted to the body which maintains it, and will not necessarily go on to the
Registrar. It will be for that body to decide how the work should be carried out
and whether supervisors should, like auditors, be required to submit their reports
in a definite specified form. In its teaching and propaganda work the supervis-
ing agency should, we consider, be guided by the principles which have been
indicated by us in paragraphs 30 and 88 above.

Aceounts and Returns.

99, The submission of accounts and returns by societies is governed
by rules under Section 43 of the Co-operative Societies Act, and it has usually
been found possible to obtain such  returns with punctuality. The
returns are in some cases prepared by the secretaries of the societies them-
selves, but where these officials are too ignorant or inexperienced, they
have received help from the auditing or supervising staff. The form
of the returns to be prepared by societies depends mainly on the manner
in which statistical information has, under the orders of the Government
of India, to be supplied by Registrars to the public in their Annual Adminis-
tration Reports. Orders on this point were issued by the Government of India
on the recommendations of the first Conference of Registrars in 1906 when
they prescribed the publication of information by districts showing the total
figures for societies in the form of (#) a Receipt and Dishursement Statement,
(») a Profit and Loss Statement, and (¢) a Balance Sheet. The form of
the returns was after consultation with the Conference of Registrars held in
1912, amended in 1913 in order to meet the conditions of the new Act,
and to supply certain information needed by the International Institute of
Agriculture in Rome. We find, however, that there is some dissatisfaction
regarding these returns on the part of Registrars, some of whom consider that
they are too elaborate for primary societies and point out that in any case these
financial returns are of little value when prescribed in the form of Provincial
‘totals. We have also found that for about a month before the returns are due,
the staff of societies, and in many cases the auditing and supervising staff also, is
80 occupied in their preparation that current work, even when of an urgent
character, has often to be entirely neglected. Similarly, on the receipt of the
returns by the Registrar’s office, his clerical staff has to devote an undue amount
of time to computing, checking, and seeing through the press an enormous

mass of statistical matter which is not really required.
25
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We have carefully considered the questions raised and we have submitted
separately to the Government of India a letter containing proposals for a fresh
revision of the annual returns. We recognize that in proposing a fresh series
of returns we are causing comsiderable, though temporary, inconvenience to
societies and to Registrars, but we hold it to be of some importance to wutilize
the opportunity which has presented itself of placing these returns on a proper
footing, and we believe that so far as the offices of Registrars are concerned the
changes proposed will lead to an appreciable reduction of work, while the in-
formation presented to the public will be published in a form much more
suitable for assimilation. We have based our proposals on three main
principles. In the first place we have maintained the view that each society
should prepare the three financial statements above mentioned, as we consider
that without this socielies can never be expected to develop the requisite
business capacity for keeping their own accounts. In the second place, while
expecting societies to prepare these statements themselves, we recognise that they
have not always the requisite capacity for this task, and we would there-
fore accept returns prepared by the auditing staff, but in view of the inconveni-
ence caused by the present system of preparing all returns immediately after
the close of the co-operative year we have suggested that in the cases where the
returns are not prepared by societies themselves the accounts prepared at the
last audit during the year should be accepted in their stead. It can no doubt
be urged that this plan vitiates to some extent the conclusions drawn from the
statistics as regards the progress of the movement, but we believe that it will
have this effect to a small extent only, and that astime progresses this disturbing
element will disappear. Then, in the third place, we have suggested that, while
the returns for central societies should be exhibited in the form of the three
prescribed financial statements, the data for primary societies should be shown
in one statement only which exhibits in a statistical form the outstanding
features on which information is required. By this cwrtailment of the
published data for primary societies the amount of compilation and check
now required from the clerical staff in the offices of Registrars will be reduced
and the statements appended to the Annual Reports will be greaily simplified.
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CHAPTER III.

CENTRAL BANKS.

100. As has been noted above, the original scheme for co-operation in India
did mnot contemplate the federation of
societies into central financing agencies.
It was of course recognised that agricultural societies could not be expected in
all cases fo raise their own funds, but it was anticipated, in accordance with a
plan promulgated by Mr. Dupernex, that the Urban Banks would be able to
raise sufficient capital to meet both their own needs and those of the rural
societies. Under these arrangements certain of the larger Urban Banks in
various provinces gradually assumed the position of eentral financing agencies,
and these were followed—especially after the passing of the Act of 1912—by
other Central Banksin many of which the agricultural societies were themselves
in some way represented. In some cases Central Banks have been established
which serve the bulk of the societies in a province, and deal with the societies
either directly or through the medium of guaranteeing unions of societies. In
others the Central Banks serve smaller areas, such as a distriet or part of a
district, and, when themselves in want of funds, have recourse either to each
other or to Joint Stock Banks or to a Provincial Co-operative Bank established
for the purpose,—a subject with which we shall deal in the next Chapter.

Tederated financing agencies.

In Madras, the Medras Central Urban Bank has financed a large number
of primary societies in outlying districts. In Bombay, there are three Central
Banks working in areas not greater than a district, but by far the greater
portion of the work of financing the primary societies in the Presidency is
performed by the Bombay Cen‘ral Bank. In Burma, two loeal Central Banks
have been established, but Lere toc the greater portion of the societies are
finaneed directly by the Upper Burma Central Bank. With these exceptions
all the primary societies throughout India are financed by Cemtral Banks
established to do business in an area equal to a district or part of a district.
For reasons which we shall explain in the next chapter we have deemed it
suitable to exelude from consideration bere the Central Banks of Madros and
Bombay and the Upper Burma Central Bank, and to deal with them in the

|
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next chapter along with the Provincial or apex banks recently founded in Bihar
and the Central Provinces. This chapter will therefore be confined to. those
Central Banks intended to finance primary societies within a single district or
part of a district and it will be understood that it is to banks of this class only
that we refer in using the term ¢ Central Banks. ”

101. Before dealing with Central Banks of this class, we desire to refer to
the system of guaranteeing unions which
in some provinces form the link between
the financing agency and the primary societies. The number of such unions

— ghown in the returns for each province is

Guaranteeing Unions.

Province. No. of mions. s noted in the margin. In Madras, the
constitution of unions has varied at differ-

Madras e ¢ ent times and those latterly established
gj:: : 9; entail no guarantee for loans given to the
[ . societies of the umions. The wunions in

Bengal and Assam are intended to follow
generally the Burma model, and somewhat similar unions are contemplated in
Bihar and Orissa. Itis in Burma that the system of guaranteeing unions
had its origin, and as will be seen from the figures above quoted it is in
that province that the system has had its greatest development. The Burma,
union as a rule consists of 5 to 35 societies and is managed by a general meeting
on which all the societies are represented. The union is registered as a society
with limited liability and mutual guarantee is effected by a rule that each
constituent society shall be liable for any default by a society in the repayment
of a loan recommended by the union to the extent of the maximum amount of
its borrowings from non-members in the twelve months preceding a call. As
noted in paragraph 98 above, the unions employ a paid Secretary and the
decentralization of supervisional work thus secured is in our opinion very
valuable.

The logical basis for the reliance placed by a Central Bank on the assess-
ment of credit made by a union is of course the fact that such unions are
groups of societies which themselves hold shares in Central Banks. Although
societies might be federated for purposes of mutual supervision and the assess-
ment of credit, little confidence could be placed in such assessment and still
less in the action taken for the recovery of loans, unless the federated societies
were themselves pecuniarily interested in the amount and character of the loans.
It has been found at the same time that the grant of loans to individual societies
is expedited and their credit enhanced by a system of mutual guarantee and
supervision, which has been found to work excellently in the province where
it had its origin. This system has been impugned on the ground that a union
should not meddle in banking business, and that the mutual guarantee in-
volved an interlocking of liability which leads to confusion. We think however
that there may be some misapprehension in this criticism, as the guaranteeing
union established in this country is not a banking body which borrows on the
ultimate liability of its constituent societies in addition to their own borrowings,
but merely a guaranteeing agency which leaves the ultimate liability of the
societies unimpaired. It is true that this form of federation has not beem
instituted so far as we are aware in any European country, but the absence
of guaranteeing unions in Europe may be due partly to greater distrust between
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adjacent villages and partly to the want in Europe of any proper method of
enforcing the recommendations of co-operative umions, One of the crucial
problems in India is the vast size of the country and without some method of
increasing the size of the individual unit with which the controlling agency
has to deal and at the same time of arranging for that unit to undertake work
which would otherwise fall on a paid staff, the task of adequate supervision is
rendered extremely difficult. We consider the system as established in Burma,
to be feasible and full of promise. We should be glad to sce a system of this
natlure tried in other provinces and we look on this as one of our most im-
portant recommendations. The societies in all provinces should gradually be
brought together into unions for the purpose of mutual supervision and for the
assessment of credit and recovery of loans, and unless experience elsewhere
should belie the, results obtained in Burma, it will be in our opinion a great
accession of strength to the movement if these unions undertake some kind of
guarantee after the Burma model. It is not indeed necessary that the guarantee
should, in every case, entail a complete liability, and it is possible to arrange
that the union should guarantee one-half or some other fraction, especially in
cases when it is dealing with a bank of a class which must undertake responsi-
bility for the assessmeny of credit. But a guaranteeing union of some kind is,
in our opinion, advisable where the financing agency is a Central Bank, and
essential in cases where a Bank dealing with a whole province attempts to deal
with societies without the intervention of a Central Bank.

102, Turning to the Central Banks we would draw attention to the
double function which they perform of
() balancing the funds of societies and
(3) supplying capital. Up to a certain
point the former function can be performed by the Registrar, and the latter by
Joint Stock Banks : but a time soon eomes when a Central Bank of some kind
has to be substituted for these agencies. ' As the number of societfies increases,
the work of balancing funds hecomes greater than can suitably be entrusted to
an officer such as a Registrar who has so many other dutics to perform. For the
supply of money it was not uncommon in the earlier stages oi co-operation in
India, for societies to apply direct to Joint Stock Banks, and the practice is
not unknown even now. Butas a general rule a Joint Stock Bank, however
anxious to help, is not the best agency for the supply of capital to primary
co-operative societies The ordinary Joint Stock Bank deals with tangible
securities only and finds it difficult to appreciate the ¢imponderable ’ factor in
co-operative security, even when combined with unlimited Lability. Tt is
accustomed also to dealing with short loans as understood by commereial circles,
namely loans of 2 or 8 months, and looks for a far more rapid turnover than
can be afforded by the class of loans needed by members of agricultural
credit societies. It could not be placed under any direct control on the
part of the Registrar, nor would it be fitted to exercise the necessary control
over the societies, and it would scarcely be prepared to lock up in the
movement the amount of capital which the proper financing of societies
would demand It has therefore been found advisable in India as elsewhere
to establish the class of bank represented by Central Banks and fo maintain
them under co-operative control, which will appreciate the special conditions
under which co-operation works and act in sympathy with those conditions.
26
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103. On the establishment of these Central Banks they were entrusted
with the two functions above alluded
to, namely of balancing funds and of
supplying credit.

Contrasted with Enropean conditions.

There is however a marked difference in the respective importance of
these two functions in India and in most European countries. In the latter
the chief function of the Central Bank is to take over moncy where and
when it is plentiful and to distribute it where and when it is lacking : in the
former, its chief function is to supply capital drawn from ouatside the movement
to societies. The percentage of capital horrowed from Co-operative Institutions
by primary socicties of all sorts in India is 53 per cent as against 8 per cent in
Germany, and the Central Bank fulfils a more important and a more difficult
role in India than in most European countries. The sphere of operations
is also somewhat different, because a Central Bank in India is usually formed
for a district or part of a district, and although the number of affiliated societies
will, as the movement extends, reach a considerably larger figure, a Central
Bank in India serves at present on anaverage some 40 to 50 societies only,
while {he Central Banks in Germany are formed for a Province or State and
serve on an average some 500 societies. On the other hand the extensive areas
of our districts and the deficiencies in our communications are factors which
to some degree assimilate the management of an average Indian Central Bank
to that of the institulions of the same mname in Germany, and as time goes
on the number of societies affiliated to them will also tend to approach
nearer to that of the societies affiliated to the German Central Banks.

104. The Central Banks of all kinds now existing in India, arve distributed
over the various Provinces in the manner
shown in the margin, and an abstract of
their organisation will be found included

Distribulian of Central Banlks.

Madres 7 . R .
, m Appendix I of our Report. We shall
Bombay os 3
Bengal | o note in the next Chapter of the Report
Bilar and Orissi .. S our reasons for holding that in all the
United Proviners... o major Provinces it will be advisable for
Punjah 38 .
. ,  these banks to be co-ordinated under
wintt vee e 2es s =
Central Provinees wl a Provincial Bank, (that is an apex bank
Assam “ 6 for the whole province,) and our remarks
Ajmer 5 on Central Banks are made generally on
the preswmption that this further link
Totul Birilish India . 189

will when necessary be supplied. The
soundness and success of Central Banks ave based on the same factors as

we have shown to lie at the basis of the soundness and success of primary
societies and we propose to deal with Central Banks under the same three
heads, mnamely («) their constitution and management, (2) the manner in which
their capital is composed and employed, and (¢) the efficiency with which they
are audited and supervised.

CONSTITUTION AXD MANAGEMENT.

105. Central Banks in India may e classified according to their constitution
Three classes of Banks :=m under three heads (1) banks of which the
Buanks with  Individeal shareiolders membership is confined to individuals, (2)

, ouly, banks of which the membership is confined
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to societies, (8) banks which include both individuals and societies among
their members. The numbers of Central Banks falling under each of these
heads are approximately as shown in the margin.

—_— ‘Class 1.| Class 2. |Class 3. 3 . .
— ] The first class includes any bank in
Madras S “ 5 which the shareholders consist entirely of in-
Bombay 1 2 v . . . . .

B°m "1’ O dividuals or in which societies are admitted as
enga/ [ . .
Bihar and Orissa | .. . | u shareholders on exactly the same footing as in-
United Provinees | ... 1 | a dividuals, without any special provision for secur-
Punjab I ¢ ing their representation on the Committee or for

B a e 2 . . . .

C“"’“l _ reserving a definite portion of the share capital

entral Provinees ; .. e 2 . .

Aseam - , forthem. A bank of this class stands in much

Ajmer 5 the same position as a joint stock bank, and in
. — —— deciding whether such a bank should be ad-
otal | 21 42 [ 126 o)

mitted to registration wunder the Co-operative
Societies Act, Registrars should, we think, be guided by the consideration whe-
ther the bank proposes to grant loans to any persons or institutions besides re-
gisiered co-operative societies, and whether it intends to undertake any outside
banking business not immediately connected with co-operative finance. In
either of these cases the bank should not be registered, because its existence will
only cause friction both with the societies which it is intended to serve and with
the joint stock banks with which it may enter into competition, and its work
would not be of the kind contemplated by the terms of the Co-operative Socie-
ties Act. There arc now practically no Central Banks which undertake outside
business and comparatively few which lend to individuals, but in our opinion the
time bas come when steps should be taken to bring to a close in all cases the
practice of granting any loans except to registercd societies. If these conditions
are complied with, we would not recommend the absolute prohibition of the
use of this kind of Bank by societies, provided that the byelaws are carefully
drafted and include provisions limiting the dividend to a reasonable percentage
on share capital, so as to ensure that affiliated societies can not become a
prey to the capitalistic tendencies of the shareholders. The relations between
societies and a bank of this class would be a matter of contract and it
would be for the Registrar to see that the contract was not unfavourable
to societies. In any case it would be necessary for such a bank to main-
tain its own independent field staff for the assessment of the credit of appli-
cants for loans, whether such applications had been recommended by Unions
or not, as its Committee would not include experienced representatives of the
societies or be able to rely solely on the recommendations of groups of bor-
rowing societies unconnected with it in pecuniary interest. It must of course
be understood that a purely capitalistic Central Bank is not a suitable agency
for the training and supervision of societies or for fixing the total borrowing
capacities of societies in respect of their dealings with the public. On the
whole the difficulties that beset banks of this constitution are so considerable
that we should prefer to see them gradually disappear.

106. The second class, consisting of purely co-operative banks, would in

Banks with sortelies ()n[y as shares theOl‘y be the f.ype best Suited tO ﬁna;n(,‘e
~holders. societies satisfactorily. The antagonism

of interest between the shareholders of the Central Banks and the borrowing
societies is eliminated by the identification of the fwo parties. The
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management of this class of bank entals the least pessible expense, as owing to
the union of borrowers and lenders, the staft, mantamed to verify the credit of
borrowers or to recover loans fro11 them, 1 1ay be on a much dimimshed scale.
Th re 1s no need of e ming dividends since the profits out of which they come
are derived from the very institutions wlich wounld receive them On the
othcr hand, 1t 15 dufficult under present conditions to find among the members
of so.iehies representatives with suffiient caj acity to m: nage snch an mstitu-
tion, and this type of bank generally fails to ex_ite the mnteiest or leave room
for the assistance of the mddle classcs, who by its constitt tion are excluded
trom active participation m the movement , n.r has it the necessary prestige
to command lo.al deposits to the cutent to which they would have been forth-
coming 1f the middle classes were 1dentified with the banh  In vicy of these
practical dufficulties banks started on these hnes have not ntherto proved an
unquahfied success, and though they 1¢]1esent the n odel at which co-opera-
tion should wlfimately aim, they should not bhe unduly foiced here the
necessary pasonnel is availal le, 1t imght b possit le for them to obtamn the
advantages of the help of the educated pulhc by allowing the co-option of
imdividual capitahsts or otheis as dnectoirs with a sul stantial shareholding,
as has 1 cen commonly done m Ewope, and alth-igh the co-option of one
or two s 1ch directors might not himng i as much dej omt capital as 1n banks
where the middle class was more substantially represented, theie would
ordinanly, on the other hand, be a ccmpensating 1eduetion m dividends and
other expenses The system, howci er, has not h therto been tried in India

107 The third or mixed type comprehends 1anks in wlich socicties are
not ¢aly assigned a certamn jioportion of
the shares but also aie given separate
representation on the board of directors  If jicvisions are mtioduced which
by securing to societics a majonty on the dircctorate and by limting dividends
to a reasonable rate, will prevent m'rvidual <harchclders fiom enjoymg an
undue advantage, we consider {lus class of banc well smted to present
conditions  Though not so chea)ly managed as the second class, 1t will be
cheaper than the fi st and m addition offuis a means w ieveby an mtelbgent
directorate can be obtamed and the middle classes of the locality enabled to
take thew pait in the movement In starting new Central Banks, 1t will be
well usunally to adopt thus system, but j rovision sl ould he made to enable the
bank by degrees to beeome more co-operative 1 y dimimishing the number of 1ts
non-working mndividual shareholders either by lapse or by redeeming ther
shares or by confimng all fresh share 1ssues that may be iound necessary to
societies only,

Banks usth mrred ecnstafutro :

108 It 1s usual, except 1n some cases m the Punjab, to assign to each
Central Bank a defimte area w thin
which 1t may grant loans to societies,

but the area covered and the number of soc eties served varics considerably,
There 18 a tendency to assinulate a bank’s area of operations to some
admmistratine umt such as a distruiet or sub-div1sicn or tahsil or taluka, and
in many nstances banks have ntherto worked successfully m comparatively
small areas, but m these cases they lave not undertaken the full
expenses 1 luch 1n our opimion should 1e boine by Central Banks, and they
have generally enjoyed the advantage of wide margins between their

Aiea surlable fo « Cetrt ul Bank
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borrowing and lending rates. If our recommendations in respect of staff and
fluid resource are carried into effect, the expenses of Central Banks will
-absorb a substantial part of their working Capital, and the cost will of course
be proportionately less when - distributed over a larger business. Conse-
quently a Central Bank should cover as large an area as is compatible with
-convenience and efficiency. Although it may commence on a small scale, it
cannot expect ultimately to work at a profit unless it has a considerable capital
-and we think that a Central Bank should ordinarily expect to deal, either at
once or within a reasonable time, with at least 200 to 250 societies. Subject
to the above considerations it is always well to adhere as far as possible to
.administrative divisions and to avoid the creation of banks intended perma-
nently to deal with any area exceeding a district.

109. It has not infrequently been suggested that where there is an apex or
Possibility of substituting branches Provincial Bank, the Central Banks
of Provincial Bank. might with advantage be converted into
branches of it. It is contended that the concentration of banking skill and
experience and the aggregation of funds and accounts in one place would entail
a saving in management and that Central Banks would then be regarded
simply as machines for faking in and giving out money under the directions of
the Provincial Board, and could be left in charge of managers on compara-
tively low pay. There is some doubt, howeyer, as to the possibility of carry-.
ing on the work through a low-paid local manager and there is also the consi-
deration that such a change would involve the loss of a good deal of service
now done gratuitously. Even if it be admitted that there will be an economy
in management, there are still further objections to be considered. A Central
Bank gives an opening whereby the middle classes can interest themselves in
the movement, and even though local committees were organised to supervise
the branches, it is probable that loeal enthusiasts would work with a keener
sense of responsibility and zeal for their own independent bank than for a
branch of the Provincial Bank. If a manager on high pay were found to be
necessary, it would be some time before the Provincial Bank’s business would
be on a large enough scale to permit of his maintenance, and difficulties might
be experienced on account of the want of energy on the part of a branch
committee in obtaining repayments and deposits or in enquiring into loan
applications. Indeed in cases where there is no system of subordinate Unions,
it is difficult to see how a Ceniral Bank could be dispensed with. Our
conclusion, therefore, is that although there is no reason why branches should
not be established in preference to Central Banks in places where Unions
‘have been developed, local conditions should always be well weighed before
this step is taken, and we imagine that in most cases it will for some time to
come be the cheaper and more efficient course to adhere to the system of
independent Central Banks.

110. The management of Banks is carried on by a body known as the
Board of Directors or the Managing
Committee, having under it sometimes a
special working sub-committee to deal with urgent work. Routine business
is usually disposed of by the Chairman or one of the other Directors in the
capacity of, or in consultation with, the Secretary or Manager, helped to a
varying extent by other members. The work of the Directors is almost always

27

The Directors and theer dulies.
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honorary and besides helping in the disposal of office work they are also
found undertaking in many provinces the work of supervision and reporting
on loan applications from societies in their neighbourhood, each Director
being occasionally placed in charge for these purposes of a defined portion
of the total area served by the Bank. They also frequently by their local
influence give valuable help in obtaining deposits for their Banks and arranging-
renewals. Meetings are generally held monthly and even when Directors live so
far away from the Bank’s office that they are unable to attend all meetings, they
can generally be relied on to be present at the more important meetings held
once or twice a year to assess the credit of societies and to settle the chief items
in the year’s programme. It is sometimes urged that the management of these
Banks being in the hands of amateurs cannot be expected to stand a very
critical scrutiny. It is true that these Banks lack the expert Managing Director
or Manager who advises the non-specialist Directors of Joint Stock Banks, but
on the other hand, the type of Director who is generally chosen asa represent-
ative by the individual shareholders and devotes himself to the work of
management of such Banks, is as a rule enthusiastic and intelligent, and the
work itself is by no means so complicated as in a Joint Stock Bank, A
Joint Stock Banker must understand trade and finance, possess a thorough
knowledge of commercial law and stock exchange practice, be competent
to deal with bailment and monetary business, and skilled in judging men and
selecting the right sort of business. = A Co-operative Banker, on the other hand,
needs only to have a general understanding of money rates and to fix his own
rates so as to produce the margin of profit required to carry on the Bank on
sound lines; he should be able to forecast probable receipts and demands from
societies, to maintain careful accounts, andto see that his working capital
is regularly employed and that sufficient fluid resource is always kept available.
He needs to exercise very little discrimination in the selection of business, and in
the important work of assessing credit reliance is placed either on the reports of
Unions or on information supplied by Directors who for this purpose need not
so much a business training as local knowledge and common sense, The work
of Co-operative Banks is accordingly simpler in itself than that of Joint Stock
Banks, and for its successful despatch calls less for technical skill than for
ordinary probity and knowledge. It is therefore well within the capacity of
the intelligent lawyer or other professional man, who usually works on the
Board of a Central Bank, and though every opportunity should be taken of
securing expert banking knowledge on a Board when possible, the fact that it is
absent does not necessarily mean that the business will not be competently
administercd. |

1711. In some banksa good deal of work is entrusted to a paid manager

The Bank’s Staf. and, although we hold it advisable to

restrict the paid agency of banks as much

as possible, we consider that where such agency is found necessary it should
always be adequately remunerated. As regards the staff required for super-
vising societies, we have already dealt with the matter in paragraph 98. It
is the business of the Directors and the staff to visit villages from which
spontaneous applications are received and to organize societies therein, but
we have come across eases where their help has been somewhat recklessly. used
and where societies have been multiplied in excess of the financial resources
Iocally available, a situation which has resulted in the Registrar himself
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being driven to tout for funds in the outside money market. We would draw
attention to the stipulation made in paragraph 39 that the growth of socie-
ties should proceed spontaneously by imitation of existing societies, and hold
the view that if co-operation is started on right lines, the staff of Central Banks
can be employed more usefully in helping and advising voluntary applicants
for societies than in propagandist activities.

112, In all Central Banks which admit societies as shareholders, we think
Extent to which different classes of = that no credit society should be granted
Soeieties should use Central Banks. a loan unless it has first subscribed to a

share, and that all credit societies within the jurisdiction of a Bank should
be encouraged in every way to become shareholders. Similarly it is advisable
that non-agricultural societies should become shareholders in Central Banks,
though in their case the necessity is not so great. Non-credit societies (pro-
ductive, distributive, etc.) stand on a different footing ; but there is no objection
to their making use of a Central Bank provided that they take an adequate
number of shares and offer sufficient security. In their case, however, no rule
need be laid down preventing them from applying for such funds as they need
to any agency they may prefer. In the case of insurance societies we would go
further and deprecate any financial connection between them and Central
Banks except in so far as they may be permitted to deposit their surplus funds
in them. The intermixture of insurance and credit business is attended with
grave danger, and the financing of insurance societies should as a rule be left to
separate reinsurance Institutions.

113. Central Banks in India usually receive and pay out cash from their
own offices, but we have met with cases
Book Banks. . 4 . .

in which all transactions were carried out
through a neighbouring Joint Stock Bank, the Central Bank in such cases
playing the part of what is known in Europe as a Book Bank. We see no
objection to an arrangement of this kind if the respective positions of the
two Banks towards each other and towards outside persons paying in or
withdrawing money ave clearly defined, but as the volume of a Central Bank’s
business develops, we imagine that a time will arrive when it will be found

more convenient for them to conduet their own money transactions.

CoMPOSITION OF CAPITAL.

114. As in the case of Primary societies the four main sources of working
capital are (1) shares (2) deposits (3) loans
(4) Reserve Fund, and the figures under
each of these heads were at the end of the last official year approximately as
follows —

Composition of Capital of Central Banks,

Rs,
Shares coe 27,02,078
Deposits 1,38,95,367
Loans e 35,92,891
Reserve Fand ... 4,44,800

115. The Reserve fund will be dealt with separately below, and before
dealing with the remaining heads there is a small point which calls for
notlce. We find that it is unusual for Central Banks to lev y any entrance

Afiliation foes, or affiliation fees, and where they are
‘ required (as in Bihar and Orissa, and
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Assam) the amounts charged are insignificant. We see no advantage in the
practice, and would have no objection to its discontinuance.

Shares.

116. The figures in the margin show the amount of share capital possessed
‘ by Central Banks and its relation to their
total liabilities in each Province. The
share capital is subsecribed by two main classes, viz :—

(a) individual shareholders and (3)

Amount of Share Capital,

Percentage . o g
pront Amount | sverage [ i up  afliliated societies. In order toreassure
rovinece, S per ita . . . .
Caprear, | Damk. [ (pilon the public and attract deposits it is
lities, . .
ok, [ advisable that the total share capital
ousandas.
odea . , should be as large as possible consis-
e ol los | ;
™ e *5 9 'L : . s
Bngl ol s 11 115 tently with the economical working
- ‘1 139

United Provi 6-31 " i in
United Provinces | esl u 104 of the Bank, and in many banks in

Burma e 53 25 12'8 OV e 1
Central Provinces o ew i7 189 some provinces we doubt if the propor-
ssam -23 4 144 . . . o 3 eve
Ajmer oz 2 | 160 tion which it bears to the total liabili-

Total 27+ i : 3 1
ot o0 : ®7  ties is sufficiently large.

117. In banks of the ¢ mixed’ type, we find both of the two above-men-
tioned classes of shareholders, viz., indivi-
duals and societies, and in some provinces
it has been customary to distinguish their interests by classifying the shares
held by the former as preference and the latter as ordinary. The idea underlying
the distinction is to increase the security of that portion of the capital offered
to the investing public by granting it a preferential position as regards dividend,
involving in some cases a certain rate of cumulative dividend, and in some
cases also a prior claim on the capital in the event of liquidation. We should
disapprove of these last two forms of preference, but see no objection to
the grant of the usual preference on dividends if it is found absolutely
necessary to attract local capital. Where this necessity does not exist, we
think it more simple and convenient to treat all shares on the same footing.

Preference and Ordinary shares.

118. The size of single shares varies considerably, and their values range
from Rs. 10 to Rs. 500, those assigned to
individual members being often larger than
those held by Societies in the same bank. The determination of the face
value of shares is in our opinion a matter for local convenience and we can
suggest no general rule, but think that on the whole it is simpler that the
shares held by societies and individuals should be of the same value.

Size of Skares.

119. We think that it isordinarily preferable to require primary socies

Shares held by societies. ties to subscribe to a number of shares in a

Central Bank that may bear some propor-

tion to their borrowings from the Bank. This arrangement has the merit of

maintaining a proper relation between the obligations of the socielies to the

Central Bank and the advantages gained by them from it, and itis the system
ordinarily adopted in Europe.

120. In the case of individual shareholders, the ordinary object of a society
Limit on number of shaves to be taken 1is to raise the amount of share capital
by Indwiduals. which it requires without allowing any
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irdividual to obtain a preponderating voice in the management, and for this reason
the total holding of any one person has heen limited under the Act to Rs 1,000
or one fifth of the total share capital, whichever may be less. In cases where
difficulty is experienced in raising sufficient share capital, the shares are some-
times subseribed by a few large holders, and when necessary for this purpose, the
statutory limit may be raised by a special order of the local Government to some
higher figure such as Rs. 5,000, or Rs. 7,500, as has already been done in certain
Provinces ; but in such cases precautions should be taken to ensure that each share-
holder should not be allowed more than one vote. The practice with regard
to voting power differs in different provinces. In the Punjab and the United
Provinees for instance the rule is that each share entitles the holder to one vote;
in Assam, Central Provinces, and Bihar and Orissa, every member has one vote
only; in Bombay and Burma voting power is ordinarily based on shares but
graduated so as to give proportionately fewer votes to the larger sharcholder
than to the smaller one. In new Banks we would recommend one vote per
head as the fairest system and likely to keep alive most interest among ordinary
members without deterring those who can afford it from subscribing to more
than one share. The precaution of giving each member one vote only is no
doubt less necessary in cases where the number of shareholders is large, but even
here it can do no harm. Apart from this, we think that, the object of a bank
being to extend a shareholding interest to as many suitable members of the
public as are willing to come forward and take up co-operative work, it is
advisable, so long as enough share eapital can be obtained in the ordinary way
to adhere to the limits fixed by the Act.

121. All shares held by individuals should in our opinion be fully paid
up, and we deprecate the use of reserve
liability in the case of such shares. The
idea of reserve liability is based on English practice, and is not well adapted
to the circumstances of the banks! which we are considering. We under-
stand that very few good Joint Stock Banks in India refrain from calling up
the full amount of their share capital. We hold that reserve liability, if
regarded as an additional security to a bank,is liable in this country to prove
misleading and that great difficulty may be experienced in collecting
the uncalled portions of shares, when they are required, owing to the fact that
shareholders are generally widely scattered, to the joint family system, and
to the delays and expense attending civil suits. In the case of shares held
by societies there is not the same difficulty in recovery and we should have no
objection if an exception were made in the case of such societies and their
shares were half paid up, leaving the remaining half as reserve liability.

Reserve Liability.

122. The total liability attaching to shares, whether held by individuals

or societies, is ordinarily limited to their

Liability  should not exlend leyond 500 value, and we approve of this practice.
Jace value. The banks of some provinces have fol-

lowed the example set by Germany, and fixed the liability on the shares held
by societies at some multiple, generally 4 to 10 times, of the face value. The
simultaneous adoption of two standards of liability tends to confuse the publie,
and in cases where a large degree of liability is found really necessary, we
should prefer it to take the form of an increase in the face value of shares to-

gether with an increase in the reserve liability attaching to them. But, as we
28
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have noted above, we deprecate reserve liability on shares held by individuals,
and do not advocate its extended use in the case of shares held by societies
because we think the object aimed at can be secured by requiring societies to
subscribe to shares proportionately to their borrowings.

123. The provision of the Act which permits the issue of rules limiting the
Linitation of Dividends. rate of dividend has been utilized by most
Local Governments. In Bombay the
maximum under certain conditions has been fixed at 9 per cent and in Burma
it has been fixed as high as 80 per cent, but in other Provinces the ordinary
maximum is 12 or 121 per cent. We agree entirely in the necessity of fixing
a maximum rate, but would haveit laid down on some logical principle. It
would be possible to require, as in Ewrope, that the rate should not exceed
the average rate charged on loans to societies, or it could be arranged that the
rate should not exceed by more than 2 or 3 per cent the average rate paid by
the Bank to its fixed depositors. When the bulk of the shares are held by
societies the former system is justified by the consideration that it is reason-
able that the rvate of dividend obtained by societies should approximate
to the rate which they pay on loans. Where however the sharcholders
are chiefly individuals, we prefer the latter principle, because, while their
profits should not be disproportionately greater than those of depositors,
they should at the same time be paid at a substantially higher rate for the
increased measure of risk which they undertake, and in many J oint Stock
Banks we find that the compensation for this risk cowresponds to a
margin of 2 or 8 per cent caleulated on the shaves at their market value. Judged
by these standards the present maxima of 12 per centormore are in most cases
too high, and, as they have seldom been reached in practice, it should be possible
to reduce them. In cases where the capitalist interest is strong, and the banks
decline to reduce their rate of interest, a remedy may be found in starting a
new bank on more co-operative lines to finance the societies concerned.

No bonus which brings the total of the dividend and bonus above the maxi-
mum rate should be allowed ; in fact we should be glad to see the distribution of
such bonuses to shareholders absolutely prohibited, as the same reasons do mnot
exist for the practice as in the case of Joini Stock Banks,

Deposiis.
124, Ouwr returns do not distinguish loans from deposits ; and part of the
money shown as loans and deposits re
ceived from members and non-members

isin fact represented by loans from Joint Stock Banks. Allowing for the
inclusion of such loans the total amount received on deposit {other than deposits

Duta regarding deposits.

‘ from co-operative institutions) by Central
. . Deposits by | Perecntage . . . . i . .
Provinec. mibesand| ot Banks in India  (including Provineial

non-members*!  Liabilities,

= - Banks) is 203 lakhs, having visen to that

|
Madras i 18°65 707 .
go‘mb? ‘\ 21-'2(55 e figure from 3748 lakhs in 1910-11 and
enga s i 580 . ) .
gﬂ;?z(g%‘lﬁ‘;;i;: o i1 from 119 lakhs in 1506-07. 1f Provin-
an jal e 99 "L . .
Barma - T i 407 cial hanks are excluded the total deposits
ﬁentml Provinees . ol 11547) ! ?‘ég K .
s8amM . 3 . . < ey - 2
Asam : L‘ b o| fa ples loans from Joint Stock Banks are
Total T 654 now 13895 lakhs, of which 3817 lakhs
* I cluding loans from Joint Stoek Banks. are fl’Ol’n. mel’l’lbel’s. The ﬁgul'es fOl1 lhe

various provinces are shown in the margin.
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125. The annual returns show loans and deposits from members and from socie~
ties separately and we believe that, alt hough
the practice varies, it is mot unusual to
show deposits from societies which are
members of Central Banks as well as loans and deposits from individual members
under the former head. Ifthis is so, deposits from the individual members of
Central Banks cannot be clearly distinguished from those from affiliated societies
but the point is of little importance since deposits from societies which are mem-
bers arve not large, and if our recommendations are accepted, the system under
which such deposits are made will be considerably simplified. Deposits from
societies should in our opinion be confined to (1) excess deposits received by
them and passed on at special rates under the arrangements referred to in para-
graph 52 above and (2) small sums deposited as a convenience for short periods.
In addition to these however it is customary in some provinces for societies to
deposit their reserve funds in the Cenfral Bank. In Madras for instance this
is compulsory, and in Burma one quarter must be so deposited ; while in the
United Provinces a considerab:e proportion of the reserve funds are in fact treat-
ed in the same way. We look on this arrangement as unsound. Tf not readily
available, a reserve fund so deposited is of no benefit to the society and only
enables the shareholders of Central Banks to swell their dividends at the expense
of primary societies. We should therefore adyocate the rescission of the practice

Deposits from socicties which are mem-
bers of Cenfral Baunks,

wherever it now exists.

126. The deposits in Ceniral Banks are chiefly derived from professional
men, landowners of a medium status, and
other sections of the middle classes ; and
from our enquiries we are satisfied that in
most cases a new source of deposit is being tapped by Central Banks as well as
by primary societies. Europeans and Government servants are also beginning to
favour deposits in Central Banks as an investment, and even in their case the
amounts deposited would often have been employed in commercial investment
rather than placed in Joint Stock Banks, if this new opening had not heen
offered to them. No doubt there is a residue of deposits which are obtained by
Central Banks in direct competition with Joint Stock Banks, and this competi-
tion is perhaps most marked in parts of Bengal, where Joint Stock institutions
known as < Loan Offices” have been established in most of the important towns.
In Northern India also, there is evidence that an appreciable amount of deposits
has been withdrawn during the last year or two from certain Joint
Stock Banks and placed in Central Banks. At the present stage of
course the movement has not reached a scale on which it can seriously affect
Joint Stock Banks, as the loans and deposits held by Central Banks amount
only to 1'74 crores as compared with 96 crores deposited in Joint Stock Banks.
But although as time goes on the competition of Ceniral Banks for the deposits
of the public will increase, we believe that any direct loss of deposits, which Joint
Stock Banks may suffer will be more than made good by the enormous impulse
which the Co-operative Banks will give to the development of the bank-
ing habit among the people, and we consider that Joint Stock Banks, so far from
being losers, will profit by the increased trade and commercial prosperity
which must inevitably result from the growth of the co-operative move-
ment.

How far deprsils cause competition witl
Joint Stock Banks.
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127. We have already given our reasons for holding that in primary socie-
ties no current accounts ought to be
opened. The same objections apply to a
large extent in the case of Central Banks ; the staff for maintaining the accounts
is expensive and there is the risk of forgery or sudden runs to be met. The
practice, moreover, has no direct connection with co-operation and entails a
cerfain amount of competition with Joint Stock Banks which are in a better
position to deal with such accounts. It requires some legal knowledge
which the staff of a Central Bank do not always possess. At the same
time there are frequently cases where owing to the absence of a commercial
bank, the clientéle of a Central Bank canno: obtain the convenience of
current accounts through any other agency, and it is also found that current
accounts often lead on to fixed deposits on a larger scale. Where therefore
owing to the absence of good banking facilities there is a real necessity
for this class of work, we would not recommend its entire prohibition ;
but where current accounts are allowed, it should be on the condition that, at
any rate for some years to come, the whole amount held on current account
should be covered by fluid resource irrespective of such resource maintained for
ordinary husiness. The accounts should in any case be at a rate of interest not
exceediog 2 per cent, and may be opened on these terras without objection for
non-members as well as for members

Current Accounts,

128. TIn dealing with primary societies we stated that in view of the urgent
-necessity for encouraging thrift we consi-
dered it inadvisable to prohibit them from
acecepting savings deposits provided 'that certain precautions were observed.
In the case of Central Banks, however, the elientéle belongs to a less impoverished
class, to which the facilities of the Government Post Office Savings Banks are open.
As experience has shown, this class is liable in India, far more than in Europe,
to panics and has a tendency to withdraw suddenly large amounts of money It
is urged therefore that Central Banks should eschew this troublesome and risky
branch of business and should leave their members to deposit their savings in
the Post Office Savings Bank or in primary societies, if they wish to doso. We
fully recognise the force of these objections hut we are reluctant to see the
door closed on any scheme which may conceivably act as an encouragement to
thrift. 'We would therefore permit Central Banks to open savings accounts
on behalf of members and non-members alike on condition that 75 per cent
of the amount held is covered, that the maximum accepted from individual
depositors on these accounts is fixed at a low figure, that a brief notice of
withdrawal is required in all cases, and that no bank allows its savings deposits
branch to be used for the purposes of current account business. The deposit
of money in a bank which uses it locally isof more educative value than
a deposit in the Post Office, and the example of the Central Bank in-
encouraging savings is likely to stimulate the growth of a similar practice in
the surrounding villages. Even if the volume of this branch of business
increases appreciably, we believe that in view of the development of thrift
it will not ultimately in any way have any prejudicial effect on deposits in

other savings institutions.

Savings Accounts.

129. In practice we find that deposits represent a far larger percentage of
Amount of deposits and areas from the total working capital in Central Banks
which they are taken. than in primary societies and it is impor-
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tant that deposits in sufficient quantities should always be forthcoming. We
have met with cases where Central Banks instead of working for deposits have
had recourse to the more facile expedient of obtaining loans from Joint Stock
Banks and we consider that every  effort should be made to meet as large a
proportion as possible of the Central Banks’ outside needs from their own
deposits. Central Banks in fact should base their finance on their own local
credit and should not merely serve as conduit pipes for conveying outside money
to societies. '

As regards the area from which deposits should be drawn, we have found
cases in which Central Banks have at the instance of the Provincial .Bank been
prohibited from taking deposits from outside their own area of opera-
tions, and we are aware that losses have heen caused to banks in Germany from
the practice of attracting deposits from a distance by offering high rates. We
believe that as banks in this country, unlike those in Germany, are debarred by
law from using their funds in any sort of speculation, the same inducement to
seek deposits recklessly from all quarters does not exist and we are not prepared
to recommend any general restriction on the area from which deposits should be
taken. If restrictions are found to be desirable, the question is one that may
be left to the local authorities. TIn cases where it is found that a Central Bank
is obtaining outside deposits at a rate which is really raising the rate of interest
payable by the whole movement, or where one Central Bank by trenching on
another’s district is undermining its eredit and draining away its resources,
restrictions of some kind may suitably be imposed, but we believe that as a rule
the different rates of interest offered by different Central Banks will gradually
adjust themselves to nearly the same level, and we doubt whether any definite
action to supplement this tendency will be found necessary.

130. It should in our opinion he assumed that it is unsafe for any banking
institution to invest its funds in loans for
longer periods than those for which the
funds so invested are entrusted to it; that deposits must ordinarily he met from
repayments of loans and not from potential renewals of fresh deposits (which
should be exclusively employed either in fresh business or invested in fluid
resources) and that the general body of fluid resource can only be legitimately
utilized for the purpose of meeting depositors when there is a derangement of
normal conditions. Where therefore as is usnally the case the bulk of primary
societies’ needs are for one year loans, it follows that the bulk of the deposits
which a Central Bank secures should be for one year, and we believe that there
will nowhere be any difficulty in securing deposits for this period. But in
~ addition to the one year business a society always has a large amount of import-
ant business requiring loans of from 2 to 5 years which a Central Bank should
meet if it possibly can and in deciding whether it can do so or not the Central
Bank must postpone the interests of the primary society to its paramount
obligation of meeting the depositor It follows that the amount of such long
ferm business accepted must be confined {#) to such amount as its own ¢ owned’
capital will justify (from paragraph 138 it will be seen that such capital amounts
on the average to 14'8 of the total working capital) and () to such further
amount as any longer deposits they may be able to attract will justify them in
accepling. To avoid any possibilily of misapprehension as to the effect of these
saggestions, it may be explained, that in most cases money lent to societies is, we
believe, not fully repaid to Central Banks until an interval averaging from 3

Term of deposits.

29
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to 4 years elapses, but the payment would be made in yearly instalments, and
where this is so it is sufficient that arrangements should be made to distribute
the long and short term loans so that the amount to be repaid each year from
the society under the terms of the loans should somewhat exceed the amount
of the deposits which fall due for payment that year. The same broad principles
govern the acceptance of short term deposits. If funds are required to carry a
society on for a short period such as a month or two till the next harvest or till
prices rise, short term deposits may legitimately be taken for this purpose. So
too would such deposits be justifiable if a portion of the Central Bank’s business
were financed by a cash credit overdraft carrying a higher rate of interest, for
such deposits could then be utilized in reducing the overdraft.

The receipt and repayment of deposits should be distributed over the year
as far as possible, in accordance with the generally accepted principle of
spreading the liability. Itis the practice in one province to arrange that
all deposits become payable on the same date and to fix repayments from
borrowing societies so as to fall duc two months prior to this date, but ‘we
believe that such a practice is unknown in ordinary banking and doubt if
such an arrangement will be always found convenient, since in the event of a
famine it involves the risk of having a great part of the Bank’s deposits
withdrawn at a time when no repayments might be forthcoming to meet them,
and also since it tends to accentuate the liability in the event of financial pres.
sure synchronizing with the date of the maturity of the deposits.

131. We have recommended in this report that efforts should be made to
obtain long term deposits in greater degree ,
that adequate fluid resource should be kept ;
and that in cases where societies do not pay their share by direct contribution,
the co-operative supervising and auditing staff maintained to inspect the work
of societies should be paid by the Central Banks, who would in turn recover
that share by an increase in the rate at which they lend to societies. It has been
found that the rate generally paid to their depositors by Central Banks varies
from five to seven per cent on one year’s deposits with an increase of from a
half to one per cent for each additional year, when deposits are obtained for
longer terms. 1f the recommendations above referred to are carried out, and
the cost of the supervising and auditing staff is paid by the Central Banks, we
regard it as improbable that any Central Bank will be able fo lend to societies
ata rate of much less than 8 per cent over that at which it borrows.
Inasmuch as societies should put at least two per cent of their borrowed capital
to reserve and require one half per cent for miscellaneous expenses (in some
provinces the actual percentages are much larger), and the cost of their share of
the supervising and auditing staff will have to be provided from the rate charged
on loans to members whether it is taken by direct coniribution from the
societies or included in the rate charged by Central Banks, itis clear that the
minimum margin between the average rate at which Central Banks can borrow
money and the average rate at which loans are made to members of societies
must be about 6 per cent.

Deposet Rates.

182. Care must of course be taken by Central Banks to repay deposits
with the strictest punctuality. In spite
of difficulties caused by the war there
have been very few failures to repay deposits on due dates, but it is very

Repayment of deposits.
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necessary to remember that the depositors in Central Banks, unlike those
in primary societies, have usually made their deposits on ordinary commercial
principles and cannot be kept waiting for repayment without the risk of damag:
ing the reputation of the Bank. It is however justifiable to enquire some time
ahead - what deposits are likely to be renewed, and it will greatly facilitate
forecasting if the practice is regularly resorted to.

Loans to Central Banks.

133. Loans are received by Central Banks (1) from outside banks, (2) from
Classes of Loans. other Central Banks, (3) from Provin.

o cial Banks and (4) from Government.
Loans to Central Banks from Lakhs. .
The figures derived from each source are,
Outside Ranks S approximately as shown in the margin;
Central Banki 12:57 . .

e B * but it should be noted that in cases where
Provincial Banks . 17 40 . .
Government o cash credits have been granted by outside

Total | wu  banks, only the portion actually drawn by

* The ﬁrst iten; ;5{10‘\'5 th;friéure, on January lst, 1915, the & Ceﬂtra:l Ba-]].k ha’s been included. LO&HS'
remaining 3 items refer to the figure at the close of the year . .
1913-14. ~ from Provincial Banks and from Govern-
ment are dealt with in another place and for the present we confine ourselves to

loans from (1) outside banks and (2) Central Banks.

The outside banks lending to Co-operative Societies may be dealt
with separately according as they are Presidency Banks and Joint Stock Banks.
The accommodation required from them is of two kinds ; firstly to provide work-
ing capital which is needed for use in loans, and secondly to furnish a reserve
which will constitute the whole or part of the fluid resource. The first may
take the form either of a cash credit fully operated upon or a loan, while the
second would be a cash credit granted hut not ordinarily operated upon.

134. Advances made by Presidency Banks have usually takenthe form of
cash credits at reasonable rates, generally
approximating in the case of the Bank of
Bengal to the Bank rate, and tl.e total amount of the cash credits sanctioned and
of the drawings against them were on 1st January last as shown in the margin.

The Presidency Banksare by law forbidden
| T o onedits|  acoaly  to grant any advances (a) except on the
bl il N signatures of two approved parties, (0)

Advances by Presidency Banks.

Presideney
Banks,

|
-
"

000 1 | , . .
Bank of Madeas ., | L% - ™™ for more than 6 months. The limited
Bank of Bengal— ! . .
e : period for which loans may be granted
mBegal .| ZW |1 30}y Presidency Banks leaves Central
in Punjab .. 7,20,000 14 I 5,03,224

rer . Temae T T omen Banks in doubt as to the period for

— : which they can count with certainty on
aqu st credita v aivo beon sanctioned o fuowr of 2 such part of the accommodation obtained
et arlabie as they reserve as fluid resource, but
for the present we see mno objection to allowing Central Banks to regard the
undrawn portion of their cash credits as a fluid asset, and we would exempt
them from providing liquid cover for any portion they may have actually
drawn.

1385. Advances are obtained from Joint Stock Banks at moderate rates of
interest either in the form of loans or more

Adzances by Joint Stock Banks. frequently of cash credits. The total
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sums actually so advanced in the several provinces on January 1st, 1915, were
as shown in the margin. These advances
st xu | . are usually. Ifla;de on the pro-notes op
cash  of cash bonds of societies without further security

Provinee. credits  eredits | 206Ually | oo e

: : drawn
a tioned ‘ .

. panctianed sinctione and can be recalled either on demand or
el I |7 on3or6months’ notice. They may also
Modras Y o0 sso0 Usually be repaid at will by Central Banks
Bengal o] 68000 5 | sesesr| .. according to their convenience. It would
Bihar and Orissa roo. 2L w20 . be more satisfactory if cash credit accom-
i inces... | 3,22, | 1,85, 7,900 . : " .
Crited Brovinecs.. | 80018 Lm0 90 odation for longer periods were obtain-
Punjab .. 1,00,000 1 ‘ 66,650 ot bl b t . .

Tl (a0 15 sssom | umor 2Ple but we recognise the difficulty of

i — arranging for these especially in the case
of credits for fluid resource. As in the case of Presidency Banks we look
on such cash credits as are given by banks of assured position as constitut-
ing legitimate fluid resource. Before granting loans it is wusual for Joint
Stock Banks to examine the balance sheet of the applicant Central Bank, the
auditor’s note, and any other papers it produces, and to refer to the Registrar.
In one Province we found Central Banks negotiating direct for advances with-
out the intervention of the Registrar, while in others the Joint Stock Banks
relied mainly on his recommendation and made little or no further enquiry.’
The best course seems to us to lie between these two extremes. It is advisable
that the Registrar should introduce Central Banks to Joint Stock Banks, and
it is his duty to furnish the latter with any explanafion or information that
they may require, pointing out clearly that ncither he nor Government are
responsible for the Central Bank. Joint Stock Banks should not be led to grant
advances on any expectation of Government support, but should be induced
to examine the work and financial position of Central Banks for themselves
and to understand the safe-guards of the movement and the relation of Central
Banks to the whole system. The more Joint Stock Banks study and examine
the movement, the more will they be able to appreciate the value of the security
offered. The Registrar, besides acting as the introducer of Central Banks can
assist Joint Stock Banks by ascertaining for them in advance the probable needs
of all Central Banks which look to them for loans and thereby enable them to
make comprehensive arrangements for financing the Central Banks without
suffering the inconvenience of intermittent and irregular applications,

136. Loans from one Central Bank to another may be made with the
sanction of the Registrar, and where there
is no Provincial Bank, such loans conse
titute the only means by which Central Banks can properly utilize their surplus
funds for the general good of the movement. The system of inter-Central Bank
lending is uneconomical and inconvenient and leads to the interlocking of liabilit-
ies. On the establishment of a Provincial Bank, all direct inter-lending among
Central Banks should be brought to a close, and the Provincial Bank should
be used by them asa balancing centre for this purpoée and as the medium
for advances from Presidency or Joint Stock Banks.

Loans from one Central Bank to another.

137. We have been urged from several quarters to recommend Central
Banks to issue debentures in order that
they may obtain funds which cannot be

withdrawn for a long period and we find that certain Central Banks are already
obtaining part of their capital in this way. In the United Provinces for instance

Debentures,
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several Central Banks have received non-transferable advances from the public
which are fixed for 5 years, and which, though known as debentures, are scarcely
distinguishable from deposits In Assam debentures are found which are
transferable and repayable after 5 years, but for the redemption of which no
sinking fund is provided. In neither case are the debentures secured on real
property of any sort. The advantage of a genuine debenture as compared with
a long-term deposit is that it is negotiable, but the ordinary investor is usually
under the impression that transferable debentures, even when they are not secured
on real property, have a prior lien on the assets over deposits, and we fear there-
fore that theissue of debentures would have the effect of checking the inflow of
deposits.  Outside the Presidency towns the debenture system is practically un-
known in India and we understand that debentures are in fact very seldom if ever
issued in this country by any institution which does not hold tangible property
as security for them and which itself also accepts deposits. J udging from the
rates at which secured debentures are issued by Port Trusts and similar bodies,
we doubt if the unsecured debentures of Co-operative Banks could be floated
in any considerable number except at unprofitably high rates. On the whole
we believe that Central Banks can best attain their object by laying themselves
out to attract long term deposits. Both the lending public and the banks them-
selves are well acquainted with the deposit system and can work it without
difficulty.  We do not therefore recommend any departure from this system
except in very special circumstances, If indeed arrangements can be made
for securing debentures on land (as has been proposed in the case of one
Central Bank in Berar) and if a regular sinking fund is constituted, the position
is made clear, and so far from discouraging a system of this character we con-
sider that it affords an excellent method of securing money for the liquidation of
old debts and for the redemption of mortgages in places where the law of land
transfer offers no impediment to the alienation of land.

Proportion of Capilal owned by Central Bunks.
188. The proportion of the paid up share capital and reserve fund to the

Porcentage of pua t0tal liabilities in the Central Banks of

up share

Provinass. witdmdreere  the various Provinces is as shown in the

Liabilities. margin. The corresponding figure for the

adns 58 18 chief Joint Stock Banks in India is

Bengal 157 139 per cent ; that for eight leading chief

e liizs Joint Stock Banks in England is 76 per

§§§§1 Provinces i*;’z cent. In the interest of depositors we con-
jmer

sider that the paid wup share capital
and reserve should in ordinary circum-
stances be maintained at a figure not less than 12} per cent of the {otal
liabilities.

Total British India 148

EMPLOYMENT OF CAPITAL.
Loans to affiliated societies.

139. Owing partly to the mistaken ideas with which some Cenfral Banks
were started and partly to the fact that
several of these banks have developed out
of ordinary urban credit societies, it is in some cases customary for them to
grant advances to individual shareholders, where they exist, as well as to
affiliated societies. In most banks this practice is being gradually abandoned

30

Loans to individuals deprecated.
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and we think rightly so. Wherever it is found essential that individual mem-
bers should be enabled to take loans, we should prefer that a separate urban
bank should be formed to meet their needs ; but in cases where this is found
impracticable, we would recommend that a hyelaw should be introduced with the
object of gradually restricting the practice. In our opinion itis no part of
the business of a Central Bank to grant loans to individuals. The object of
the admission of the individual shareholder should be to secure his help and it
is not intended that he should borrow funds or appropriate capital intended to
support primary societies.

‘We may observe that under the conditions prevailing in India it is inadvis-
able for Central Banks to undertake any outside banking work and they shounld
confine themselves to financing primary societies and serving as their balancing
centre. In Europe, it is true that outside business is undertaken both as a
convenience to members and in order to increase the {urn-over, but with the
agency at our disposal in India and at the present stage of development among
the people we would discountenance any attempt on the part of Ceniral Banks
to seek profit by means of investments, discounting bills, or other methods of
ordinary bankers.

140. We have noted in paragraph 119 that the number of shares held by
a society in a Central Bank should be
The assessment of lhe credit of socie- proportionate tothe loans received by it.
ties by Contral Banks By this we do not mean that by merely
increasing its sharcholding a society can indefinitely extend its borrowing
capacity. The extent to whichit may be financed by the Central Bank depends
on quite different and independent considerations. As we said in speaking of
primary societies the basic security is personal and depends on mutual know-
ledge and mutual responsibility. At the same time, in assessing a society’s
credit there arve other facwrs which a Central Bank must not overlook. The
data on which a primary society fixes the maximum normal credit of each of
its members and the rcasonableness of the total borrowing power fixed by the
society for itself should be carefully re-examined and tested by the TUnion, or
if there is no Union, by the staff of the Central Bank ; and these data should
after verification serve as the basis of the eredit permissible to the society. It
is then for the Bank to decide, after considering the needs of the sociely, and, the
funds at its disposal, at what figure to assess the actual credit of the society for
theyear. The assessment of credit to which we refer would be an assessment
of the total horrowing power of a socicty, and, as far as the Central Bank is
concerned, would be reduced by any amount received by the society in the
form of deposits or loans from cther sources.

141. In assessing the credit of a society the degree to which the
society as a whole has developed its
co-operative capacitics and the sense of
mutual obligation among its members is
of the most vital considerations. As a check on this basis of assessment andasa
supplement to it where the co-operative faculties ave still deficient data are
required to indicate (1) the value of the movable and immovable property owned
by tke members of a society, and (2) the earning and saving capacity of each
member of a society. For these purposes a valuation statement should be
prepared, showing firstly the estimated value of the property of each
member, kuwown in Northern India as his haisiyat,” including the

The va'uation wtilized for the
assessment.
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market value of his land, carts and cattle, and, if of appreciable value, his
house and chattel property; ard secondly, the average net income of each
member, as indicated by his rent, or calculations of his receipts and expendi-
ture, due allowance being made for the incidence of bad years and the misfor-
tunes to which agriculture is exposed. The first part of the statement would
serve lo show the material security for any loan which might be advanced, and
the second part the capacity of the members of the society to repay. These state-
ments should not be prepared in minute detail, but should show the general
position of each member approximately as known to the other members. Where
2 Union is in existence, this information should be supplemented by the
judgment of the Union general meeting, and where there is no Union, the
Central Bank must rely on its own local experience amplified by the enquiries
of its supervising staff. The specific data contained in the valuation statements
will be duly consicered by the Central Bank in light of such general inform-
ation as it may possess regarding the economic conditions of the area concerned,
and the general results will ssrve as a guide to check such estimates as the Bank
may have framed on its knowledge of the trustworthiness, self-reliance, intelli-
gence and mutual goodwill of the members. The moral factors are not of
course susceptible of exact estimation, but in some ways they can bhe more
easily gauged in connection with a society than in connection with individual
members, and as a society grows older, its record affords a reliable index of its
moral worth, Having secured an estimate of the total value of the property covered
by a society’s liability and of the total net income of its members, it is for the
Committee of the Central Bank to decide upon the maximum borrowing
power from all sources, This constitutes the assessment of the society’s credit,
which together with the data on which it is based should be carefully revised
every year, If these statements are carefully made, a periodic comparison
of the statemenis of the assets and dcebts of a society will afford a valuable
criterion of the results of co-operationin the society concerned.

142 Hereit may be well to note the essential distinction between the kind
of credit recognised by a Co-operative Bank
and a Joint Stock Bank. In both cases

of Jotnt Stock Fants. the material assets of the borrower and
his annual inccme feim the subject of enquiry and in both his general character
is a relevant circumstance. But whereas Joint Stock Banks look mainly to the
former consideraticn, Co-operative Banks pay more attention to the latter.
Joint Stock Banks are dealing with individuals or isolated firms or institutions
whose character they have to appraise, while the Co-operative Central Banks
are dealing with societies each individual member of which has presumably
been selected on moral considerations and is amenable to the confrol of his
fellow members.

Assessment how differentiated from that

148. The respounsibility for the preparation of the valuation register should
Position of Registrar with regard to the s far as possible be undivided. Where a

assessment of eredit,- Union exists, it should rest with the Union
and where there is none, with the Central

Bank. It is no part of the duty of the Registrar or the Government staff to
undertake this responsibility. At the same time, a general power must be
reserved to the Registrar whereby he may control societies by requiring the
reduction of the credits allowed to them by Central Banks for special reasons,
such as want of energy in seeking deposits, disobedience to instructions, and so
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forth This power can be granted if necessary by meansof a rule or byelaw
under section 30 of the Act, or if section 29 (1) 1s taken as covering loans
to member-societies, by an order of the Pegistrar under that section

111 Jtismm accordance with custom and convement to members if
the bulk of loans to societies are con-
sidered and sanctioned by Central Banks
at one or two main seasons of the year At the same tume, arrangements should
be made to supply emergent loans whenever they are wanted, and 1t 1s for
Central Banks by delegation of power to speafiz authormties or otherwise to

ensure that this 1s done

Teme for tssue of loans,

145 In applyn g for loans societies should state the main objects for which
they are required and the amount to be
allotted to ea_h object When the appli-
cation comes through a guarantceing Umon, the Cential Bank, 1f 1t has suffi-
cent funds, would ordinanly az.ept the opion of the Umon on this subject
w thout further enquiry , but where its funds are nsuffiient to meet all the
calls upon them, 1t may reasonably consuler the jarposes for which loans
are required or may refer to the Union for advice as to wlnch objects may be
regarded as less urgent than the 1est.

Ascerlainment of objects of loans

146 The extent to which ‘a Central Bank 1s able to grant a loan
for the period for which 1t 1s wanted ought to be 1cgulated by the perods for
wlicha Central Bank gets 1ts deposits, In
granting loans, thereforc, the Bank must

be m possession of data

Percentages for the last jfowr yearsof 1epayments showing what repayments

i each provin e annually on the fotal amount of i i
loans outstandsng at the end of the previous yeor may be reasonably expected

plus f2e amount advanced on lonn wn the cou)se by primary societies from
of the year therr members, and 1t must

Persods for whick loans are grren

I Averig N
romee | won | wnn | wen | wew oinig be understood that the bulk
 $en of the repayments reahzed
R . 2 3 s s e Dy societies from then mem-
| bers axe to be passed on by
1 -
Madrys 17 164 201 L7 ¢ them at once to thewr Cen-
352 310 103 e 6
Bombry .. tral Bank in reduction of
Beagal 102 100 184 1190 11
e a0 Orms 50 » 84 1+ =g thewr loan account The
Doxted Provmees o 55 o Mo s+ data might at first be un-
Punab wo 201 1 wio 181 certamn and unrebable but
Barma 50 198 o8 2" 24 'y 3
) a few years’ experience
€ 1trl Provinces B3 149 2 23 as *
) 0s o1 - w7 ws should put ithe Bank mn a
coorg satisfaclory position for es-
Aper s %5 03 »3 *7 timating repaying capacity.
Total | m 7 I a4 | e | =e The actual percentage of

loans recovered on loans
outstanding for the last four years in the various Provinces 1s as show in
the margin It 1s open to a Central Bank, if 1t wishes to fix in~talmsn s of
repayment, to do so after consulting tl e convemence of the borrowing society ,
a 1f it prefers to avi 1d the account complhications which arse from the delays
and postponements imherent 1 the recovery of agricultural loans, 1t may w'thout
fixmg defimite dates for r payment, sanction loans which are nominally
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recoverable at call. If the latter course is followed, the loan differs from a
cash credit in that the society must make a fresh application for every fresh
loan. In either case the period of loans, express or implied, must be condi-
tioned by the period for which deposits are held, as the former, unlike the
latter, is within the control of the Central Bank. We regret to find that the
practice of many Central Banks is not in accord with this sound principle.
Their tendency is to grant loans to societies for long terms and to permit
societies similarly to advance loans for long periods fo their members to suit
their convenience. At the same time, they raise deposit capital as cheaply
as possible on comparatively short terms, without sufficient regard to their
ability to repayit on maturity, hoping, when the time comes, to secure either
fresh deposits or renewals of existing deposits. The fact that they hold the
pro-notes of societies payable at call does not justify this procedure, as it is clear
that such debts cannot be called in without placing the members of their
affiliated societies in an impossible position. TIn correlating loans and deposits
it is not in our opinion correct to count on the rencwal of deposits. Renewals
like new loans should, as noted in paragraph 130 above, be devoted primarily
to the development of fresh business.
147. The practice of giving cash credits to societies is still uncommon,
They are found most frequently'in Burma where they are granted either to
& Union or to individual Societies recom-
mended by a Union. Secattered instances
also oceur in Madras, Bombay, the United Provinces, and Bengal, but the sclec-
tion of societies for the privilege of cash credits does not seem to have followed any
very clear principle. In our opinion a cash credit should only be given when
the Central Bank has acquired data on whick to estimate the normal needs of
a society and the normal repayments of loans, and they should be given oniy to
those societies which are thoroughly well-managed and co-operative in character,
and we think that to such societies they should be freely and increasingly given
as a mark of approval of their excellence. In more than one province we find
societies divided at audit into four or more classes according to their degree of
merit, and where this good practice prevails we would recommend cash credits
to all societies in the highest classes, and to them only. When a cash credit is
opened in favour of a society the disbursing body whether a Central Bank or
a Union can only maintain a very general control over the use of the money
by means of inspection and threats of closing the account in case of misuse.
But a society entitled to a cash credit is presumably to be trusted in the use
of its funds, and in any case the cash credit should be granted subject to annual
renewal, in order that, if the privilege is abused or the account inadequately
operated on, the Central Bank may have power to withdraw it.

Cask credits to Scicties.

148. Provided that a precise date is fixed on a definite system within
the society for individual members to repay their loans, we do not look
on the determination by Central Banks of precise dates for repayment
by societies as a necessity, and as outside
financing agencies are more familiar with
the use of pro-notes than bonds, we consider that the security required from
societies should ordinarily take the form of pro-notes. This we understand is
the usual practice in most provinces. It is not the custom of good Joint Stock
Banks in this country to accept shares in their own Bank as security for
loans, and as the shareholdings of primary societies in Central Banks serve

31

Security for loans to Societies.
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as cover to depositors in Central Banks in addition to the repayments expected
from societies, we consider that the shares held by societies should not be .
accepted as security for- loans taken by them. This will of course be no im-
pediment to the adoption of the system elsewhere recommended by us under
which a society is obliged to take shares in a Central Bank in proportion to its
borrowings from the Central Bank. Nor would it bar Central Banks from
accepting at their own discretion a deposit held by them from a society as
security for a loan to that society.

149. The rates of interest charged on loans to societies must on the one hand
be materially lower than those charged in
the bazar to persons of the class from
whom members of co-operative societies are drawn and yet must be substantial
enough to provide the large margin necessary for maintaining adequate fluid re-
source, building up a reserve, and meeting field and office establishment charges
and other expenses incident to the proper working of the Bank. We find it
usual for Central Banks to charge the same rate to all or most of their affiliated
Societies and to make no variation in it whether the periods of loans are long or
short. No doubt it is simpler and more convenient to charge a uniform rate, but
we think it would often be wise to grant preferential terms to societies regarded
as first class. So too as regards the length of loans, it is logical to require that
as long-term deposits carry heavier rates of interest, the mnecessary margin
should be maintained by charging enhanced rates on long-term loans. On the
other hand, the security offered for such loans may be better and local custom
may be opposed to any such rule; and these factors should be taken into consi-
deration. In view of the templations offered {0 the Bank’s staff by the exist-
ence of different rates as between societies or as between particular loans, we
would in any case require that the variafions should be graduated within definite
limits and fixed on a definite system laid down by the Central Bank in consuit-
ation with the Registrar.

Interest on loans fo Socteties.

150. Wehave dealt in paragraph 146 above with the question of the periods
for which loans should be granted by
Central Banks to societies. The princi-
ple underlying our proposal was that money repaid by members to their
societies should be at once available for use by societies in repaying loans
received by them from their Central Bank, after deducting such amounts
as may be required for urgent loans to members. These repayments can
be estimated and controlled to a large extent by the supervisory staff of
the Central Bank or Union, but, as a rule, it would be unnecessary to
prepare actual statements showing payments duc and overdue. On the
one hand, a statement of overdue loans payable by societies to Central
Banks would be misleading if renewals on reasonable grounds have been
granted to the members of societies. On the other hand, the full and
punctual repayment of loans due to Central Banks may be equally mis-
leading if they vepresent funds derived not from the repayments of mems-
bers but from fresh deposits, as repayments so made, though commendable
in themselves, are not inconsistent with laxity in the recovery of debts due by
members to societies.

151. In cases where a society fails to recover satisfactorily its lcans to its
members and on this account delays its
repayments to the Central Bank, it is the

Repayments of loans made to Societies,

Process for recovery of loans to Socielies.
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duty of the Central Bank to use all legitimate pressure to recover its own dues.
When it has exhausted its own means of recovery, and not until then, it may apply
to 1he Registrar under section 36 of the Act for an enquiry, and if the enquiry
shows such a course to be necessary, the Registrar may proceed to liquidate the
defaulting sociely. The procedure laid down in section 36 is specially provided
to sexve as an alternative to civil litigation, and with this power in reserve we
can see no justification for the institution of proceedings by a Central Bank
against a society in the Civil Court. At the same time, applications foran en-
quiry under section 36 should not be used in order to bring official pressure to
bear on societies in place of unofficial and when the applications of Central
Banks under this section are found to have been unnecessary, the applicant
should be freely mulcted in costs by the Registrar.

Reserve Fund.

152. Theactual amounts of the existing reserve fundsin Central Banks and
their relation to their total liabilities are as shown in the margin. We have
alveady dealt in paragraph 81 above with

Surplus assets—thesr employment.
the existing legal status of the reserve

Fercentage funds of registered societies generally.

Prosiuces. rund Lakos| Fgrdor We have also pointed out (in paragraph

| [t 82) the meaning in which we employ the

Madres e ®  term and the manner in which it is dis-
B"’“b‘l‘y ;; 1? tinguished from fluid resource and have, as
:;f:and o s s regards primary societies, suggested that,
Duited Provinces .| 8l s1  given protection in the matter of fluid re-
Punjab O ® source by Central Banks, their surplus
o ZZ s assets should be used in the. ordinary loan
::;zm fromes - - +¢  business. We have now to deal with the
Amer o7 o = surplus assets and fluid resources of Central
Banks and for the moment assume that

R R ¥ there is no Provincial Bank for them in

turn to fall back upon. It is of cowrse an axiom thatany bank taking
depcsits must maintain a reserve of cash or readily realizable .securities of
adequate size {o enable it to meet its depositors, and we may dlSpOS.e of the
question as to how the surplus assels of such a bank should be. invested
by saying that, until sach surplus assets exceed the amou'nt which sound
policy requires the bank to keep fluid against neec?s of deposﬂors, they should
be invested in liquid securities and held as part or, if sufficient, as the whole of
the fluid resource. When the surplus assets exceed the sum fixed as necessary to
be kept liquid, the excess may be used in the bank’s own business. When
on the other hand in a bank’s early days the surplus assets are less than the
amount required to be kept liquid, the deficiency must obviously be made up
and the only sources from which this can be done are share capital or deposits.
The share cvapital and surplus assets provide a marg."in.of 'safety to a bank’s
depositors for making good bad debts in the event of liquidation.
153. With regard to the maintenance of a certain proportion or amount
of a society’s funds in a liquid form, the
Object and  character of fluid o operative Societies Act is silent. Tt
resres does indeed give power to Local Govern-
ments or societies by means of rules or byelaws to regulate the borrowing of a
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society from non-members, and in some cases byelaws have been made in
accordance with sections 30 and 31 for restricting the amount which may be
borrowed by societics and thus indirectly limiting the amount of flnid resource
which may be required ; but beyond empowering societies to make byelaws of
their own, no Local Government has made any rules on this subject, and we
have not found in any byelaws, except perhaps in those of the Central Provinces,
any direct provision regarding the maintenance of fluid resource in
co-operative societies. In fact with a few exceptions it may be said that the
necessity for the maintenance of such resource, even where obviously essential
to sound finance, has been disregarded. ‘The object of the resource is
to meet contractions of credit entailing the withdrawals of deposits at due
date and a failure to obtain new deposits. Inasmuch as such contractions
may ensue from agricultural calamities or trade difficulties involving low prices,
they may be accompanied by failures of societies to repay loans and a further
call may be made on a bank at such a time for financing the urgent require-
ments of its afiliated societies. To meet these contingencies the bank must
keep a fluid resource which should consist of cash, or of investments in such
sonnd and readily saleable or pledgeable securities as are approved by the
Registrar, or of the undrawn portion of areserve cash credit (see paragraph 183)
with a Provinecial Bank or with a Joint Stock or Presidency Bank provided that
there is a moral certainty that such-Joint Stock or Presidency Bank will not
withdraw the accommodation without adequate notice; and it would be under-
stood that the fluid, resource would not be utilized except in time of financial
difficulty.

154, As regards the figure at which this fluil resource should be
Circumstances different from those of fixed, we have had some difficulty in
Joint Stock Banks. coming to a decision. Some of those

whom we have consulted, would leive the matter enticely to the diseretion
of the societies. Others would fix an empirical percentage on the total
liabilities as is not wuncommonly done in Joint Stock Banks. It does
not seem advisable, however, to leave an important matter of this kind to
individual discretion, and unlike Joint Stock banks co-operative institutions
have no data of past experience on which to work oat a suitable percentage
on the liabilities. It may be taken as a fairly general rule that a well managed
Joint Stock Bank will distribute its funds as follows: —33 % Cash 33 % Invest-
ments 33 % Loans. In the sccond itzm above mentioned there will generally be
found securities of an easily realisable nature and in the thirl item it may hold
“trade bills” which ave ordinarily re-discountahble. Co-operative banks on
the other nand must of necessity deal in securities of a very different
nature ; their loans too are for much longer periods than those of Joint
Stock Banks, and repayment may be affected by a number of forces not
present in joint stock banking. Morvcover, co-operative institutions have not
in their present stage of development any agency to re-convert the * paper ”
of their constituent societies, and the existence of a fundamental defect of
this character imposes upon them a grave disadvantage. Whereas commer-
cial banks can, with confidence, look upon a substantial proportion of the
paper securities they hold as the equivalent of ready money, Co-operative
banks are compelled under present conditions to regard the “ paper” of
societies as representing capital locked up, and for this reason they are forced,
in order to provide fluid resource, to the unsatistactory and uneconomical
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expedient of holding what is from the ordinary banking point of view an
unreasonably large sum in cash or in gilt-edged securities. As stated
above, Joint Stock Banks adopt, as a rule, a percentage of the total deposits
as their standard for fluid resource, and it would of course be possible to
recommend the adoption of some such percentage, though doubtless a consider-
ably higher one, for Central Banks. A percentage of this kind forms the
eagiest method of arriving at a working standard of the character required,
and such a method may ultimately be found suitable in this country, but it
has the effect of penalising the banks which obtain the longest deposits
and as we have above mnoted, there is at present nothing to guide us
in determining the percentage which should be fixed. It is impossible
to argue from the percentage maintained fluid by Joint Stock Banks
owing to the further fact that established Joint Stock Banks are in
8 comparatively static position, while Co-operative Banks are new and will
be for long in Todia in a condition of rapidly expanding business, in some
cases doubling their turnover in a year. The Directors too of Co-operative
Banks are, compared with Joint Stock Bankers, inexperienced. In conse-
quence, if Co-operative Banks are to meet such expansion they must be in
a position to know how much they can allot to it with due regard to
safety, While therefore a Joint Stock Bank can safely pool its incomings
from all seurces, and use them to meet its various outgoings, we consider
it necessary to formulate a definite policy for Co-operative Banks and to
divide both incomings and outgoings into two parts—s. e., incomings (a) from
loan repayments, which can bhe to a large extent controlled, and (8)
from new deposits and the renewals of old deposits, which the Bank cannot
control ; and outgoings (¢) of sums invested in new business, which
again can be controlled, and (b) of sums repaid to depositors, which
cannot be controlled. The repayments of loans should thea go to repay-
ments of depositors, and new business should Le financed from new deposits
and from renewals. TInasmuch as agricultural conditions are unstable
and in a varying degree lead to temporary failure to repay loans, Co-
operative Banks may at any time have to meet withdrawals of deposits
without being enabled to do so from loan repayments ; and to ensure their
ability to do this they must obviously, as long as there is no machinery for
raising money on their affiliated societies’ pro-notes by discount, maintain
adequate fluid resources in cash or gilt-edged easily realisable securities.

155. After mature consideration we think that it will be best for a Central
Standard of half the maximum require- Bank in all cases to keep inthe form of
ments for a year suggested. fluid resource a sum sufficient to meet the
largest possible demands which may be made on it in the course of a certain
period of time corresponding to the average period of a crisis, that is to say, that it
should be ableto carry on its business and to meet the urgent needs of its affiliated
societies during that period even if all the deposits falling due within that period
were withdrawn and no fresh deposits or repayments of loans were received.
It is, of course, recognized that the condition of affairs thus postulated is one
which can seldom occur, but in our present state of knowledge it is
impossible even for an intelligent Manager to estimate with any degree of confi-
dence the proportion of deposits likely to be renewed, the amount of fresh deposits
probable or the extent to which loans may be repaid, and in order to establish a
32
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standard which will be safe, it is necessary to select a standard from which
all such elements of uncertainty are eliminated.

The period which the majority of us would suggest for adoption in Central
Banks is that of half a year; thatis tosay, we should recommend that the banks
should, apart from the needs of current and savings accounts with which we have
already dealt in paragraphs 127-8, maintainas fluid resources a sum sufficient
to meet half the fixed deposits falling due during the ensuing year even if no
fresh deposits were received and no repayments of loans made. We have pre-
ferred to suggest a standard based on half the deposits due in the next year
rather than one based on all deposits due in the next half year, as there
are banks in which the bulk of the deposits, either by chanceor by special
arrangement, fall due at one time of the year, and the adoption of the latter
form of standard would lead to violent fluctuations in the amount of resource
maintained.

We append a table prepared from a special return showing for the Central
and Provinecial Banks of each Province the required resources actually available
on the 1st Jannary last together with the sums which would be required if the
standard fixed was (i) the amount of fixed deposits due in six months; (ii) half
the fixed deposits due in one year, and (iii) one-third the total fixed deposits
held in the bank, We have not in this statement taken into account the
deposits of primary societies for which fluid resources would be kept by the
Central Bank but, the sum involved under this head would not be large except
in the Punjab.

Figures for Provincial end Central Banks combined.

WL | - Sl g CASH IN HAND AND R
2 g = 33 = e %“2 E %'E LIQUID RESOURCES hc]
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1 2 3 4 3 6 7 8
Madras 87:35 14-49 14:20 1243 625 305 5219
Bombay 698 497 360 2:32 18 18 1814
Bengal 2362 541 604 787 298 214 32:64
Bihar and Orissa ... 10-45 785 418 388 3-22 -29 805
United Provinees .. e 4063 11-21 11-85 1354 855 709 5910
TPunjab 23-38 9-83 967 779 387 1-37 4153
Burma, 2382 4-80 4:€6 7°94 371 2-88 2657
Central Provinees ... 13-62 457 498 531 1029 1478 3817
Assam 150 24 56 50 17 ‘17 170
Ajmer 578 2:45 2:50 193 2'16 216 750
Total ... 18943 6582 6219 €3-53 41-38 ‘ 2111 28561
|

T ¢ o Y9, : 3, " . . -
‘We have also examined corresponding figures for a number of individual
Central Banks in various paris of India, and the results vary considerably
according to local circumstances.

As noted in paragraphs 133-5 above we would class as fluid resource
all undrawn cash credits from outside banks, and in view of the uncertainty



CENTRAL BANKS. 91
attaching to such credits as well as of the ahsence of adequate data fr?m
past experience we advocate the adoption for the present of a standard whlc.h
will sacrifice economy in the interests of perfect safety. .If a be.mk is
perfectly secure on a half-year basis it will really be secure 1n'p1'actlce for
a much longer term, as the actual conditions must uecessarily be more
favourable to it than those formulated in the calculation of the standard.

156. We have suggested elsewhere (paragraph 130) that the policy of a
Occasions on whick  flusd  resource Central Bank should be to arrange to
should be utilized. re-pay deposits from the repayments
loans and only to develop new loan business from new deposits and of
from the renewals of old ones. When it becomes evident that societies
will be unable to make mnormal repayments of loans, a bank should
apply its new deposits to meeting withdrawals of those that mature., It
would of course at the same time follow a very cautious policy in the
financing of new societies and in making fresh loans to old ones. If and
when loan repayments and new deposits finally cease, it must fall back
on its fluid resources to meet withdrawals of deposits and to provide
such help to societies as seems imperative.

157. In owr remarks above we have dealt for the most part with Central
Relations of Central Banks as regards Banks as a separate entity, apart from
Sluid resources to primary societics their obligations to primary societies to

and Provincial Banks. which we have referred in paragraph 82
above and apart from the obligations of Provincial to Central Banks. As
regards the former it will suffice here to say that we look to the Central Bank to
arrange with its societies to secure their deposits either recouping itself by the
interest it charges on loans or by charging a special commission. A Central

" Bank must accordingly have a sufficient fluid resource to meet the demands
of its own depositors and of the depositors of the societies which are affiliated
to it and have entered into arrangements with it as well as the demands of
affiliated societies for urgent loans. For this purpose Central Banks have their
own fluid resources to rely on and any cash credit which they may be able to
secure from a commercial Bank or a Provincial Bank, where such exists.

158. It has been urged before us that it is more important for Central
Banks to build up a large reserve fund
than to provide for a fluid resource at any
rate in their early days, but we are unable to accept this view and we hold
that Central Banks should work on sound lines from the beginning. We fully
recognise that the requirements which we have above laid down, especially in
0 far as they entail the maintenance of a fluid resource sufficient to meet
half the deposits for the ensuing year, involve considerable changes in the
administration of Central Banks, as in the ahsence of arrangements for redis-
counting the pro-notes of the movement, these will in many cases be forced to
raise the margin of interest between their borrowings and lendings and will need at
the same time to obtain deposits on longer terms than is now customary, but
we consider that it is well to undertake the sacrifices required by such changes
at the present stage of development rather than to defer them to a time when the
contraction of margins will render them more difficult. We do not
propose that the Central Banks while huildin g up their fluid resources and their

detion to be taken,
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surplus assets should deprive their shareholders of a reasonable dividend, but
it will be necessary for them to face the fact that until they have met the
requirements we have above recommended, they cannot command full confidence,
and a steady effort should be made to reach the standard recommended by wus.

The standard of resource should be subject to readjustment quarterly and
the progress made by the various banks in meeting the suggested require-
ments can be checked by the perusal of the quarterly statements which we
have recommended in paragraph 165 below.

Superfluous Funds.

159. The question of the profitable utilization of superfluous funds is
not yet very pressing but may become so
later on. Wherever the question is one
of substantial importance, it may be presumed that a Provincial Bank has been
or will shortly be constituted, and it will suffice in this place to say that when
Central Banks find themselves in possession of superfluous money they should
make a regular practice of passing it on for deposit to the Provincial Bank. We
shall deal later with the relation of the Provinecial Bank to such funds as they
themselves may hold in excess of requirements.

Superfiuous Funds,

Division of Profits.

160. We have found cases where Central Banks have shown large net pro-
fits and consequently declared high divi-
dends by reckoning as profits comsiderable
sums of interest due from societies but not yet paid. In cases where the
accrued intervest is overdue and has not been paid by the debtor society, we
have no doubt that this practice is wrong. Where, however, the interest has
been earned but is ot yet duefor payment (as for jnstance in cases where it is
payable at the cnd of a year of which only 9 months had run at the time when
the balance-sheet was prepared) the propriety of the practice is less open to
question. TIn Joint Stock Banks such earned interest is, we believe, usually
counted as profit, provided that it is fully secured. But in the case of Central
Banks, Societies might conceivably default in the payment of interest year after
year and in such cases it would be wrong to treat interest earned as available for
dividend. Tt is in our opinion essential to show separately in the Profit and
Toss Statement for the information of shareholders the items interest (o)
due and realised, and (#) interest earned but not due. Similar information
should of course be furnished on the other side of the statement as regards
interest payable by Central Banks to other agencies.

Interest earned but mot paid.

161. In dividing profits sums are occasionallsr set apart for (1) Dividend
) Equalization|Funds, (2) Contingent Funds,
Spectal Funds. and (3) Building Funds,

 As regards the first we gather from section 33 of the Act that something
in the shape of a Dividend Equalization Fund seems to have been contemplated
by the law and we see no objection to the constitution of such a fund. In
ﬁvxing the limit for dividends, however, the Local Government would be justified
in taking into consideration the existence or absence of this arrangement for
equalizing the retwn to shareholders.

Contingent or Bad Debt Funds ave occasionally found in Central Banks
and we think that when as a rule only 25 per cent of the net profits are carried
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40 Reserve, the provision of such an additional fund is desirable. But we
would emphasize the fact that the allotment of 25 per cent of the profits to
Reserve represents the legal minimum only, and if a substantial amount in
excess of this minimum is placed to Reserve every year it would generally
be unnecessary to make any separate provision except for such bad debts as are
really in sight.

With regard to Building Funds we may note that in most places we have
found the offices of Central Banks rather humbly housed, usually in rented
premises, and that in order to provide new buildings of a suitable character a
separate building fund is not infrequently in course of formation. We recognise
that the possession of a good office building is not only a convenience but also a
good advertisement for a Bank; but such abuilding should not be too expensive
or pretentious ; and in any case it is well not to devote any part of the profits
to a building fund until substantial progress has been made in providing a
fluid resource. We would add thatin cases where a bank’s office is intended to
serve also as an agricultural depdt or forsome cognate object, Government
or Local Funds may suitably make a contribution towards its cost.

Audit and Supervision.

162. In dealing with Primary Societies we noted that audit included certain
functions beyond the mere examination
and verification of the account books,
and we advocated that all Primary Societies should be subject to a threefold
examination classified by us as (@) the actual audit of the accounts, (b) addi-
tional enquiries referred to in paragraph 91, and (¢) the supervision of societios
by a special supervisory staff, We believe that it is equally necessary to apply
these three processes to Central Banks, hutthat in their case the processes
(@) and (b) can be usefully carried out by separate agencies. Provided that the
second and third processes are effectively performed by the Registrar and his
staff, it is open to the Registrar to entrust the first to one of the Government
staff or to some outside agency, such as that of Incorporated or Chartered
Accountants specially authorised on this behalf. In the case of larger Banks
the audit of the accounts involves much labour and takes much time and there
are sometimes advantages in employing outside agencies hoth to improve the
system of book-keeping and to satisfy the outside public. But as a rule outside
agencies are more expensive than a Government staff and owing to their lack
of special knowledge of co-operative banking are not always equally efficient.
Whatever system be adopted, we are clearly of opinion that Central Banks
should beat the expense of their own audit and arrangements should be made
for the payment thereof in such way as may be locally convenient. The
audit notes and any orders which the Registrar may think fit to issue on them
should of course be communicated to the Bank. We would also note—as
we have found that this obvious duty has been in some places ignored—that
if assets have been pledged against a loan or cash credit the fact must be clearly
stated in the balance sheet.

- Audit of Central Banks.

163. As indicated above, the examination of Banks, as apart from the
. Bank audit of accounts, and the supervision of
Supervision of Central Banks. their work forms part of the duties of the

Registrar and his staff. a3
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"164. There is considerable diversity of practice among Central Banks with
regard to the preparation and distribution
of balance-sheets. In some cases, they are
sent to the Registrar only and in others they are printed and published in news-
papers or the Government Gazette. ~ Our view is that every shareholder should
—and when this does not entail too much expense every depositor might—
receive a copy of the balance sheet and that a copy should bhe kept available
for inspection in the Bank’s office in the same manner as is prescribed in
the Companies Act. The balance-sheet should show the name and quali-
fication of the auditor and include a copy of his certificate of the correctness
of the accounts. It should also contain the names of the Directors together
with a clear indication that the Bank is registered under Act I of
1912. The published halance-sheets should in our opinion be drawn up in
greater detail than is usual at present, and in greater detail than is required for
the annual returns. They should in all cases show separately the share capital
issued, subscribed, and called up. Details should be given according to cir-
cumstances of the loans and deposits given and received, current and savings
deposits being entered separately from fixed deposits. Outside investments
should be individually specified and the interest due on deposits should be
indicated separately from the principal of the deposits themselves. In order
moreover to  conform with business usage the labilities should be exhibited
on the left and the assets on the right side of the statement.

Publication of Balance Sheefs.

165. As mentioned in paragraph 99 above we have suggested to the
Government of India that Central Banks
should be required to prepare, as Annual
Returns, the three usual account statements, viz., the statements of Receipts
and Disbursements, Profit and Loss, and Assets and }Liabﬂities. The last
while giving subsiantially the same information, might be in a less detailed
form than the balance sheet supplied to members., In addition to the three
annual statements, we think it advisable, in order to keep Central Banks alive
to the facts of their own position, to prescribe the submission of a quarterly
statement showing in some detail the state of their finances more especially
with reference to their liabilities to outside creditors and their progress in the
formation of a fluid resource. We have submitted separately to the Govern-
ment of India our suggestions with regard to the form which this statement
should take. Wewould onlyadd that in our opinion it might with advantage
be published in the Gazette of the Local Government.

Annual and Quarlerly Returns,



CHAPTER 1V.
PROVINCIAL BANKS.

The present position.

166. We have already expressed the view that t:e co-operative edifice
Need for a bank at the apew in in cach province should ordinarily consist
each Province. of primary societies federated into Unions
when local conditions permit of the introduction of the Union system, and
that these primoary societies, whether federated into Unions or not, should be
financed and supervised by Central Banks covering an area and serving
a number of societies which are not too large to permit of efficient
supervision and are yet sufficiently large to enable the bank to employ a
reasonable amount of working capital. The extent of the supervisory duties
of the Central Bank would of course vary according to the existence or non-
existence in the province of a Union system and the efficiency of that system
when it existed, _Although this edifice affords adequate additional assistance
to the Regisirar in the matter of supervision and audit of primary societies,
it is by no means complete as regards finance. In the absence of an apex
controlling institution Central Banks have to make such arrangements as they
can, either by circularising each other or through the Registror, to lend out
their surplus funds or to borrow to meet their needs. This system is ineffici-
ent and uneconomical when the work is done by the Central Banks themselves
and, if it is carried out by the Registrar, entails a substantial addition to his
already onerous duties. Moreover uncontrolled interlending among Central
Banks involves an interlocking of labilities which may well lead to trouble.
In some provinces too the Central Banks are unable unaided to secure locally
sufficient funds to meet their needs, and these can best be provided by a bank
capable of attracting deposits from the richer urban classes and more suitably
equipped to serve us a channel between the co-operative movement and Presi-
dency or Joint Stock Banks. It is therefore in our opinion necessary to
provide in each of the major provinces an apex bank which will ec-ordinate
and control the working of Central Banks, forecast and arrange for the pro-
vincial requirements as a whole, and be the financial co-operative centre of the
province.

An apex bank of this nature should have as its express objeet the direction
of provincial finance by the controland support of Central Banks. Central
Banks should be prohibited from dealing with each other or with Presidency
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or Joint Stock Banksexcept through its medium, while it should itself be
obliged to confine its dealings with co-operative institutions to Central Banks
and leave to them the work of dealing with societies.

167. The present organisation throughout India is incomplete in this
respect. In Madras, the Central Urban
Bank has begun to undertake the functions
of accepting surpluses from and lending money to Central Banks, but it
is not in a position to exercise any control over these banks. As a matter of
fact, 22ths of its loans, which are approximately one-half of the total loans
in the Province, have Leen made to primary societies and it can in no way be
said to be in charge of the direction of the provineial finance. The pre-eminent
position in the Bombay Presidency of the Bombay Central Bank is due to the
fact that § ths of the loans to societies in the Province have been made by i,
but the three Central Banks in the Province are in no way under its direction.
In Burma, over £ths of the loans to societies have been made by the Bank of
Mandalay, and that Bank also supports the two Central Banks in the Province.
In Bihar and the Central Provinces Provincial Banks exist which are constituted
on the lines suggested at the end of the previous paragraph, but that in Bihar
bas only just been started, while that in the Central Provincesis as yet on a
comparatively small scale. In no other Province is there any institution which
attempts in any way to fulfil the duties of anapex bank. In view of the fact
that the Central Banks of Madras, Bombay and Mandalay caanot be appro-
priately dealt with in the chapter on Central Banks, we have considered it better
to deal with them here, but in view of the diverse character of these three Banks
and the small extent at present of the scope of the Provincial Banks of Bihar
and the Central Provinces, we do not think that any useful purpose will be
served by conclusions drawn from an examination of the existing state of
affairs in these Banks. It will be sufficient to give in their case the same
ficures as regards their capital, its sources and employment as have been
given in the case of Central Banks, and to deal generally with the
subject of Provincial Banks, stating what in cur opinion are the main essentials
in the formation and working of such banks.

Egxisting Systems.

168. The table below shows the working capital as it stood on January 1st,
1915, of the five banks mentioned and the

Financial details of existing system. sources from which this capital was

obtained.
, Central Bihar
Bombay. | Madras. Provinees Burma. and
rovt : Orissa.
Total.

Rs. in Re.in | Rs.in Rs.in | Rs.in

lakhs. lakhs. lakhs. lakhs. lakhs.
Shares . . 384 2:00 2:93 192 52 1121
Deposits e | 12°51% 2334 7-30 2150 1-97 6662
Loans ove 2:68 148 ‘16 114 546
Reserve Fund oo 18% 76 20 47 ‘61
Total . 16-53 2878 1191 24-05 363 84-90

® Including debentures.
+ Including sinking fund.
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As regards share capital, only six societies in Bombay have become share-
holders, though an opportunity was afforded to them to subscribe to shares if they
wished to do so. Tn Madras, all the shares are held by individuals, and sharehold-
ing by societies is not coutemplated in the byelaws. In the Central Provinces,
too, practically all the shareholders are individuals, thouzh some directors of
Central Banks happen to hold shares. In Burma and Bihar, the number of
individual shareholders is limited and the representatives of societies and Unions
have a preponderating voting power both in the General Meeting and on the
Directorate.

- The deposits in these banks consist,

DEPOSITS,
~ partly of sams received direct from indi-
Frox Froy S0CIETIES
Province, ALs. AND . B
e pemeests jervmanBares. vidual members or the public and partly
Lakhs. Lakbs, of funds passed on by Central Banks and
Madras | a0 z4s societies. The amounts actually held
Tihar and Or ol I 4
ar S . ° N
Central Provinees .. 659 I from each of these sources on January 1st,
Total .|  0i60 502 1915 were as shown in the margin,

The loans have been taken from Presidency and Joint Stock Banks and
represent the portion owed on 1st January 1915 of cash credits which these
banks Lave granted. The Banks of Madras and Mandalay and the Provincial
Bank of Bihar have been granted cash ecredits of 5, 1 and 4 lakhs respect-
ively by Presidency Banks. The Provincial Bank of the Central Provinces
has been granted a cash credit of ten lakhs and the Bank of Mandalay one
of thirty thousand rupees by Joint Stock Banks.

The amount of liquid assets held by these banks is as follows :—

. o F o
| Cah | Goverament papen, | Other i, | UMY 00T
i |
| | | |
Madras e | ‘13 ‘{ 1:40 ‘76 i 231
Bombay ; 12 | G9% ; .
Burma ; ¥4 | .. 83
Bihar ol e w2
. 20 sl

Central Provineces... ]

* Delenture Sinking Fund.

Fulture requirements.

169. As regards the type of Provineial bank which we would recommend
in provinces where no such bank exists
and to which we would like to sce the
present leading institutions conform in provinces where there are institutions
capable, if suitably modified, of taking up the position of Provincial Bank,
we would preface our remarks by stating that in our opinion co-operative in-
terests in Burma are adequately served by the existing arrangements

31

Suggested system.
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If a Union system on lines similar to those in Burma could be introduced
in Bombay, the Central Bank there could, like the Bank of Mandalay, suitably
be entrusted with the direction of provincial finance, provided its constitution
could be modified and reconciled to a greater degree with co-operative interests.
Inall the other provinces the co-operative edifice is constructed on a system
of Central Banks and the same principles apply to apex banks in all
these provinces. We have dealt below with the points regarding such apex
banks which seem to require special notice, and we would premise that such
banks should not be started on an extravagant or unnecessarily large scale.
Their capital must of course be adequate to meet the needs of co-operative
iustitutions and provide for expansion to meet their growing requirements, but
it should not at first be so excessive as to lead to loans being forced on
societies beyond their legitimate requirements in order to make the bank pay
its way.

It would in our opinion be a sound rule fo insist that the share capital plus
the accumulated reserve fund shall form a fraction of not less than one-tenth
of the total funds borrowed from outside, deposits from members and member
societies as well as from non-members being included under the latter head.

170. Ttis in our opinion essential that co-operative institutions should
be represented in Provincial Banks. It
1s not however necessary that they should
from the beginning be vested with full
control. Owing to their distance from the Provincial centre, they cannot
conveniently send representatives to attend every meeting. On the other hand,
the individual men of business, who take shares, usually live at or near head-
quarters, and are therefore able to be present at meetings regularly. In addition
to this they form especially at first, a very important element in the Bank,
as they bring to its management the necessary commercial skill and ability
without which it would be difficult to raise sufficient capital from the public.
At the same time, it is obvious that the relations of the Provincial Bank to
its constituency must be carefully defined, for, whatever system is adopted,
no device can permanently prevent the ultimate divergence of the interests
of the individuals who supply funds and the societies which borrow them.
Although therefore in starting a Provincial Bank we are not opposed to the con-
cession of a preponderating influence to individual shareholders, representing the
business element, we think that its constitution should be so framed as to give
to affiliated co-operative institutions an opportunity at no distant date of
securing & majority of votes at the general meeting.

Share Capital and elass of shareholders.

171. If a Provincial Bank is so constituted, it is we think of comparatively
small importance whether the co-operative
element has a dominating voice on the
Directorate or not. The management of a
Provincial Bank requires more expert knowledge and experience than that of
a Central Bank and it is permissible, and often desirable, that the management
should be mainly in the hands of business men. The representatives of societies
are seldom capable of taking an effective part in the management of a Bank of
this class. But though the detailed administration need not be constantly
controlled by them, the ultimate decision, as exercised at the general meeting,
should under the byelaws rest with them, and when they find that the Directors

Co-operative element less necessary on the
Directorate.
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are mismanaging the Bank or exploiting co-operation for the advantage of the
individual shareholders, the representatives of co-operative institutions should
be in a position to intervene and to reconstitute the management.

172. As in the case of Central Banks we think that it is ordinarily
simpler to issue one class of shares only
Ordinary and preference shares. but if this plan makes it difficult to raise
Beserve Liability. adequate share capital, there is no objec-
tion to allowing the shares issued to the public to be treated as preference
shares. The objections which we wurged in the case of Central Banks to
attaching reserve liability to preference shares held by individuals apply with
almost equal force in the case of Provincial Banks, and we would recommend
that all such shares should be fully paid up. The same necessity does not
exist in the case of shares held by co-operative institutions. Tt is legitimate
to require only F or § of their face value to be paid up. The number of such
co-operative shares should in any case be unlimited and their growth should be
stimulated by insisting on the holding of shares proportionate to borrowings.

173. All Central Banks should be induced by every legitimate means to
become affiliated to the Provincial Bank
and the Provincial Bank should grant no
loans to societies capable of being affiliated
to a Central Bank. When primary societies, owing to their formation in a new
district or for scme other reason, have no convenient Central Bank affiliated to
the Provincial Bank to deal with, the Jatter may properly grant them loans direct
until they can be breught uncer an affiliated Central Bank, and should in such
a case exercise over them the powers of a Ceniral Bank. If in any instance a
Central Bank declined to become affiliafed to the Provineial Bank, it would be
required to arrange independently for its own finances, and the fact that it was
not affiliated would prcbably have a prejudicial effect on its credit. After be-
ceming affiliated to a Provincial Bank, a Central Bank cannot of course claim
loans frem it as cf right, and would have its credit reduced or stopped in case of
disobedience to the rules of the Provincial Bank or of bad management. If
such acticn was still ineffective in bringing the peccant Bank to reason (and we
believe that it would seldcm be without effect) then it remains for the Provincial
Bank {o disaffiliate it in some public way, cancelling and refunding if necess&fy
the shares held Ly it, and we believe that as a result of this discipline the
Cential Bank wculd find its credit gone and would either have to reform its
methods or to suspend operations. 'We would add that in assessing the credit of
Cent1al Banks, a Provircial Bavk would be guided by ordinary banking prin-
ciples and would entertain such staff for this purpose as may be necessary.

Relations of Provincial Bank to Central

Banks and Societies.

174. Provincial Banks will no doubt have occasion more frequently than
Central Banks to raise short-term deposits fo meet particular needs, but, as in
the case of Central Banks, efforts should
usually be made to obtain deposits fixed
for the longest possible terms. The money is required for loans to Central
Banks and it would only embarrass them if it was granted for shorter terms
than were required by the societies borrowing from them. TUnder special
arrangements laid down in its agreement with the Secretary of State, the
Bombay Central Co-operative Bank has to maintain a fluid cover amounting to
40 per cent of its depesits at call, but, conditions in Bombay are special, and

A3

Perdod for depesits.
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we think that in other provinces deposits held at call, including deposits so
held from Central Banks, should be covered by fluid resources amountine to
at least 75 per cent of their total amount. We think, following the px'a,;tiee
at present obtaining in Joint Stock Banks, and for the sam= reasons as have
already been given in the case of Central Banks, no prohibitions should bhe
placed on the opening under proper restrictions of a savings deposits department
in a Provincial Bank.

175. Cash credits given by Presidency and Joint Stock Banks are exceed-
ingly useful, but the terms on which they
are enjoyed nezessarily make them a rather
uncertain resource, and we think that Provinzial Banks while taking care to
remain in touch with outside financing agencies will be well advised to avoid
excessive reliance on this source of supply. Their efforts should be dirested
towards the gradual accumulation of local and outside deposits, and the
accumulation of considerable surplus assets and goodliquid s2zurities, in order
that dependence on outside agencies may be diminished.

Loans.

The extent to which an outside bank dealing with a Provincial Bank
should be authorised to examine its accounts, records, anl general administra-
tion should be determined by the arrangements made separately in each case;
but ordinarily there should be no reason for discouraging such investigation.

176 As regards fluid resourcs we thinlk that the same prinziples should be
kept in view as have been laid down in the case of Central Banks except that it
will suffice to ensure that the fluid resource

should be sufficient in amount to cover

one-third only of the possible liabilitiesof the Bank falling duc in the course of
the ensuing year. The standard adopted isfixed on a slightly lower scale than
in a Central Bank, because the risks are spread over a wider area and a larger
number of institutions, thereby reducing the chance of sudden resort to the
fluid resource from all quarters at once, and because the concentration of fluid
resource in one bank and under one control malkes it possible to do more with
the sum available. The labilities include not only all demands against the
Provineial Bank itself, but also, in cases where it undertakes to provide cover
for Central Banks, the total possible demands within the period stated payable
by Central Banks, and their affiliated societies. In the absence of a Provincial
Bank it is the business of a Central Bank to arrange for its owun fluid resource
but where a Provincial Bank is available, it is also open to a Central Bank
either to deposit its fluid resource with it or fo make arrangements with the
Provineial Bank whereby that bank in return for being allowed to charge a
gommission or higher rate of interest undertakes to maintain sufficient fluid
resource to cover the liabilities of the Central Bank. When a Central Bank
maintains its own separate fluid resource, it is a matter of indifferenze whether it
retains it in its own hands or places it in the keeping of the Provincial Bank,
but the latter course would probably secure that the money is handled in a
more business-like way. 1In buying gilt-edged securities, to be reserved for the
credit of a Central Bank, the Provincial Bank would probably have less diffi-
culty over the necessary formalities and might be in a position to carry through
the transaction more cheaply. When it goes further and undertakes the res-
poasibility of providing fluid resource to meet the needs of Central Banks, it can

Fluid Resource.
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by concentrating its resources use them more effectively and economically,
devoting a large portion of its available funds to the support of a bank when
need arises and curtailing the reserve maintained for more solidly situated banks.
There is undoubted advantage in consolidating a reserve of this kind in one
place and we have little doubt that, when Provincial Banks are firmly estab-
lished, it will be found convenient to concentrate the whole fluid resource
at the provincial apex of the co-operative system.

177. The main business of a Provincial Bank should be to co-ordinate
and control the finances of Central Banks,
utilising their surpluses and supplementing
their deficiencies, and we think that, for the present and for some time to come,
Provincial Banks should be forbidden to embark in business outside the co-
operative movement except in so farasit may be found necessary to lend or
deposit spare funds for short periods in outside institutions. As time goes
on, and the management of Provincial Banks gains in experience while
the margin on which they work is reduced, there may arise some justification
for undertaking general banking husiness; but atthe present stage we think
this inadvisable.

Class of business.

178. The disposal of spare funds on short loans to outside institutions
though at present of little account, is a
matter of great potential importance.
Good interest can be obtained for money in Upper India, Bombay, Madras and
(though for a shorter term) in Burma between the months of October and April
or May, when there is in normal years a steady demand for money for the
movement of crops and for the import trade. - In Bengal, the conditions of the
jute trade cause the keenest demand for money between July and October, but
elsewhere it is in the winter that short loans can most profitably be made to
concerns outside the co-operative movement. Repayments are made by societies
within the three months succeeding the various harvests, and in consequence
Central Banks tend to have a plethora of funds only towards the end of the
season in which the local trade is ready to give high rates for money. Advan-
tage should therefore be taken of such variations as exist in the periods of
demand in the different provinees. As long as Co-operative Banks look to
temporary investment of such funds in Joint Stock Banks within the Province
they will fail to get profitable rates and their money will be less useful to the
trading community. The maximum benetit to co-operators and traders will
result when inter-provineial business has been so developed that the plethora in
one province can be lent to Joini Stock Banks in another at the beginning of the
aclive trade season to finance the movement of some crop. The sums repaid
by agricultural co-operative societies are often not required again for loans for
2 or 3 months and the ability to obtain remunerative rates on such sums
for this period is an important factor in co-operative banking.

Loans to outside instilutions,

The question of inter-provincial lending is one that will certainly acquire
more importance as the movement develops, but such transactions are
subject to difficulties similar to those which ordinarily prevent Joint Stock
Banks from lending in areas where they have no branches, and a Provincial
Bank may legitimately be reluctant to sanction them, wuunless the borrowing
‘bank has been long enough in existence to prove its worthiness of credit and the

35
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lending bank has full opportunities of itself examining and verifying the financial
position of the borrower.

179. In the Provincial Bank, as in Central Banks, there should in our
Audit and Supervision of Provincial op inion be a separate audit of accounts
Banks. as well as more general supervision and
enquiry into its management, and this audit should be carried out by a
Chartered or Incorporated Accountant, authorised by the Registrar. The Bank
would be at liberty of course, if it wished it, to arrange for a supplement-
ary audit under its own auspices. In either case the whole expense of the audit
should be borne by it. The further duties of general supervision and enquiry
would appertain to the Registrar and his staff, and would be carried out for the
present at Government expense,

180. The refurns required from a Provincial Bank would be the same
in number andin form as those required
from Central Banks. It should be under-
stood that copies of all returns furnished by Central Banks to the Registrar
should be sent to the Provincial Bank, in order to keep it acquainted with
any changes that occur in their general position, The Provincial Bank, like
the Central Banks, should publish detailed annual accounts and a Balance
Sheet and should distribute copies to all shareholders and, if possible, to all
depositors.

Returns due from Provincial Banks.



CHAPTER V.

PUBLIC AID.

Concessions.

181. Certain special privileges have been conferred on Co-operative
Societies under the Act itself, which are
partly judicial and partly fiscal. Under the
first category may be included the (somewhat illusory) prior claim to enforce
recovery of certain dues (section 19), the exemption of the shares or interest
of members from attachment (section 21), the admission of certified copies
of accounts as evidence (section 26) and the exclusive wuse of the term
¢ Co-operative ’ (section 47). Under the latter fall certain exemptions from
fees payable in connection with the Registration and Stamp Aects and from
income tax, granted by notifications of the Government of India under section
28, We regard all these concessions as fair and reasonable, and the only
suggestions we have to make regarding them are (a) that when the staff of
Sub-Registrars is remunerated from the fees earned by them, the loss to them
occasioned by the exemption of Co-operative Societies from Registration fees
should be made up to them from Government in order that they may not be
reluctant to dispose of work brought by societies, and (b) that the exemption
from stamp duty of the cheques of individual members having current
accounts with Co-operative Banks does mot appear to us necessary and the
sum involved, though now insignificant, may some day rise to a figure which
will make the reconsideration of the exemption advisable.

Concessions under the Act.

182, Turther concessions of a departmental character are also enjoyed by
Co-operative Societies such as the use of
Remittance Transfer Receipts at par for
remittances between societies and special facilities for the withdrawal of funds
from the Post Office Savings Bank. The question of the remittance and custody
of funds is one that has been differently treated in different provinces, and we
think that the grant of reasonable facilities to Co-operative Societies and Banks
under these heads is a justifiable and necessary concession. As regards

Departmental coneessions.
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the Post Office Savings Bank we have already referred in paragraph 58 to
certain concessions current in Bombay which we think might be extended
elsewhere. We may also note that in view of the high commission payable
for the transmission of large sums by money order, the Registrar in Bombay
has been permitted by the Local Government to make to societies at the end
of the year a refund of 75 per cent of the amount actnally disbursed by them
as money order commission,

Government Servants and District Officers.

183. The general rules of Government vregulating the conduct of
Existing Rules regarding participation  its servants in relation to Co-operative
of Government Servants. Societies are fairly elastic. In general
any Government Servant may take shares or make deposits in a co-operative
institution except in case of (1) members of the Indian Civil Service who
may only do so outside their own province and (2) members of the Provineial
and Subordinate Civil Services who may do so with special permission hut
may be precluded from serving in the district in which their investment
has been made. Local Governments are at liberty to modify these rules
and have in some instances availed themselves of this power. In Burma
for instance any Government Servamt wmay take shares or make deposits in
the Provincial Bank, and in Madras, the Central Provinces and Bihar and
Orissa, there arec no restrictions on investments or deposits in Central Banks
or the Provineial Bank.

184. Circumstances differ in different tracts and we recognize that some
Principles to be followed. diversity of practice should be permitted.
Our general view is that if provision is
made to minimize undue official influence, the movement should not be
deprived of the moral and financial support which Government Servants
give it. In Europe there are few or mo restrictions on the dealings of
Government Servants with Co-operative Societies, and if precautions are
taken to see that all proceedings are public and that societies are thoroughly
supervised, the need for special restrictions is greatly diminished. Tested by
these considerations the existing rules appear on the whole to be well devised
and leave only a few points on which we have suggestions to offer.

Any restrictions which we advocate should of course apply only to Gov-
ernment servants on the active list and in no case to any retired officer of
Government.

185. Speaking firstly of deposits, we would remove all restrictions on

(1) s regards deposits. the power of any Government servant
to deposit in a Provincial Bank. Mem-
bers of the Indian Civil Service should not be prohibited from depo-

siting in Central or Provincial Banks in their own Province provid-
ed that when transferred to a district in a Central Bank of which they
hold such a deposit they should report the circumstances to their official
superior and withdraw the deposit as soon as opportunity offers. Similarly
members of the Provincial and Subordinate Civil Services should not, we
think, be required to obtain permission for depositing in a Provincial Bank



PUBLIC AID. 105

or for depositing in any Central Bank outside their own district or other
local area.

186. As regards membership and the taking of shares in societies, we
would, while retaining the existing rules
extend generally to all Government ser-
vants the power to take shares or become members of non-agricultural
societies intended for Government servants only, as we think it advisable
that the higher grades of Government servants should not be debarred from
supporting such societies and taking an active part in their management.
We would extend a similar exemption to all Government servants in
respect of any class of non-agricultural primary society of which they
are otherwise qualified to become members, but would not allow members
of the Indian Civil Service or Provincial or Subordinate Civil Services to
borrow money from such societies.

(2) dsregards membership.

187. With regard to the participation of Government servants in the
management of Societies and Banks, reference is sometimes made to rule 14 of
the general Government Servants Conduct Rules which forbids Government
servants to undertake without permission
any employment other than their public
duties. But we think that the part taken by them in the management of Co-
operative Societies should be determined by special considerations rather than
by a comprehensive disqualification of this kind. We have already for instance
stated in paragraph 33 that we considered a Village Accountant often unsuit-
able for the post of Secretary in an Agriculfural Society, but saw no objection to
the employment of a Village Schoolmaster if his own department consented.
In some parts of the country there may be no objection to allowing either or
both of these Village Officers to participate in the management of a society,
but elsewhere difficulties have been felt;; and ‘we would leave the matler for
local decision. Officers of gazetted rank are under No. 13 of the Govern-
ment Servants conduct rules allowed to partake in the management of co-
operative institutions if they obtain the general or special sanction of the
Local Government. Our view as regards such Officers is that whatever orders
may be issued in respect of Officers outside the Indian, Provineial and
Subordinate Civil Services, the gazetted officers of those services should,
subject to the exceptions suggested by us in paragraphs 186 and
190, be prohibited from accepting, without special permission, any post,
whether honorary or not, on the Managing Committee or executive staff of
any Co-operative Society or Bank.

(8) As regards management.

188. In their resolution of April 29th, 1904, the Government of Tndia laid

The relation of District Officers to the down that while the immediate charge of
movement. societies once started should devolve on the

Registrar, District Officers should help in initiating the movement, and after
societies had been formed should give them their active sympathy and support.
In their resolution of 1914 again they pointed out in some detail that while it
was 1o part of the duty of a District Officer to intervene in the internal adminis-
tration of societies, it was important that he should recognise that they consti-
tuted a new factor in the administration which could not be disregarded, and
that it was his. business to keep in the closest touch with them, allowing them

36
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peither to languish for want of sympathy or develop in undesirable directions
through want of vigilance. A similarline was taken by the Bengal Govern-
ment in a circular issued in August 1911, in which it was stated that, while the
Collector should not inspect or control or personally organize societies, he should
acquire kunowledge of the movement and evince his willingness to help it
forward, more particularly in such matters as the recruitment of IHonorary
Organizers The insiructions thus given as regards the general attitude of the
District Officer to co-operation are in our opinion clear and consistent, and we
venture to express our enfire agreement with them. But there has been some
difficulty in defining the precise action which the District Officer should take
in order to conform with the policy they express.

189. It has been proposed from time to time that the Collector and his sub--
Devolution of powers of Registrar oo O¥dinate officers should be given some of
Collector ot recommended. the powers vesting under the Act in the Re-
gistrar, and this view so far as Bengal is concerned has received the support of the
recent Committee on the District Administration of that Presidency. That Com-
mittee considered that Collectors in Bengal had been prastically excluded from
the scheme of co-operative administration, and indicated its appreliension
that the existing policy might lead to “over-departmentalising in the effort to
de-officialize * We recognise the danger of allowing societies to be so exclusively
ander departmental supervision as to place them outside the sphere of the
District Officer’s duties ; but we ventare with all respect for the opinion of
of that Committee to hold that the remedy does not lie in the devolution
of any of the powers of the Registrar on the Collector and his staff.
The duties imposed on the Registrar by law arc mainly of a technical
character and unsuited for delegation to district officers who are burdened
with many other functions. Any officers, moreover, to whom such powers
are delegated, must in the exercise of them be subordinate to the Regis-
trar and would be in the unsatisfactory position of serving two masters.
The responsibility for the Registrar’s duties should not be divided and w2 would
deprecate the delegation of any part of them to district officials,

190. The Co-operative Societics Act empowers a Collector to call on the
Relation of District Oficers to the Registrar to make an cnquiry into the
managenent of Central Banks.  oondition of a society and entitles him to

have access to all the books of a society and to call for any information regarding
its working that he may require. No other definite functions have been assigned
to him by the Act, and the duties there allotted to him might be thought to be
rather those of an inquisitor than of a friend. Tt was suggested in the Bengal
circular above alluded to that the Collector might be placed ea-gfficio on the
Managing Committee of a Central Bauk in his District and we find that in
actual practice the Collector and Sub-Divisional Officer often occupy such
a position. In Madras, Bombay, the Central Provinces, and Burma this
arrangement does not prevail, but in the other Provinces the Collector
or Sub-Divisional Officer (where one exists) is not infrequently found
acting as chairman of a Central Bank with or without a place on the
Managing Committee, and we have been much impressed with the
excellent effect which such a system has had both in maintaining the
efficiency of the Central Banks themselves and in bringing District Officers
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into touch with the movement and the people, especially in those parts
of India under permanent settlement in which other opportunities for
friendly intercourse are limited. When, however, it is contended that a
District Officer or Sub-Divisional Officer should always ea-officio be chair-
man or at least a member of the Managing Committee of the Central
Bank at his headquarter town, we are unable to give such a proposal
our concurrence. It. may be urged that the movement in India owes
its origin entirely to Government and is clearly dependent on Siate support,
but we cannot lose sight of the fact that for its ultimate success we
must look to independent effort. With the Collector as ex-officio chair-
man or on the Board of Management, it is impossible not to apprehend
occasional apathy and occasional rashness on his part, while his presence as an
integral part of the managing body may not infrequently tend to overshadow
the part taken in the administration of the Bank by private individuals.
‘We have, it is true, come across little or no evidence in practice of the defects
to which we have admitted that the arrangement is liable, but we do not feel
that we can ignore the possibility of their occurrence from time to time if the
system were universally adopted. Our feeling is that the efficiency of Central
Banks will ordinarily be increased if the Collector or Sub-Divisional Officer is
associated with them, but that we should prefer such association to take a
form which would not impede their independent development or entail harm
to the movement in cases where the officer is sceptical, indifferent, or rash.
Although therefore we see no objection to the Collector or Sub-Divisional
Officer acting as Chairman or Member of the Managing Committee of a
Central Bank in individual cases, especially in provinces where there are
few other means of intercourse with the people, we do not advocate that they
should hold these positions ex-officio or as an invariable rule. The district
officer should however in our opinion always have a formal right to attend
meetings of the shareholders or Directors of a Central Bank and it is for
the local Government to decide in what manner this arrangement can be best
carried out. Ie would also be the most suitable person to preside at a district
conference. In that character and in any position which Government in
accordance with our suggestions above may assign to him on the Central
Bank, he would occupy in our opinion a position which represents correctly
his general relation to the movement. He would stand as a well-wisher
equipped with the requisite knowledge and sympathy, but need not
necessarily have any intimate connection with the management or assume
direct responsibility.

Begistrar, Development Commissioner, Advisory Officer.

191. The progress of the co-operative movement in India may be said
to be due almost entirely to the fact that in every province a special
The appointment of Regisirar to be made  Officer of Government has been appointed

permanent. to guide and control it. In European
countries we find that such offcers are appointed in some cases but that
their duties are mainly of a formal character. In other cases the
movement is in the charge of no individual representative of Government but
Government officers in several departments are expected to give it their support
-and countenance. In the creation of a Registrar not only to fulfil the formal
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requirements of the Act but also to guide and control the whole movement,
the Indian Government occupies a unique position and one which we think has
been of great, and could be made of still greater, utility to the movement.
When the appointment was first created in 1905, the retention of a Government
officer as Registrar was looked on as a more or less temporary measure
and it was hoped that as experience was gained and societies became more:
able to stand alone, the fostering care of the Registrar would gradually be
found less necessary, until ultimately he would be able to confine himself
to his statutory functions only. Even now the appointments in the various.
provinces are on a temporary footing and their further continuance
will come up for consideration in 1916, but from what we have said
throughout this report and in view of the duties which our recommen-
dations impose on the Registrar, it will be understood that we cannot
subscribe either to the disappearance of the post or to the transference of
its functions to non-official agency. Nor can we contemplate the continued
development of Co-operation in India on any other condition than the perma-
nent maintenance of an efficient and adequate staft of Registrars.

192. Under the Act it is the duty of the Regisirar to receive and
enquire into applications for registration; to register the byelaws of societies
and amendments to them; to audit the
accounts or cause them to be audited ;
to make a valuation of the assets and liabilities of societies, and prepare a list
of overdue loans; tosee that the Act, rules and byelaws are observed ; to make:
special inspections when called 1upon to do so; to dissolve or cancel societies
and to carry out their liquidation. In order to fulfil his duties he must be
continually studying co-operative literature, which is now most extensive; he
must make himself acquainted iith economic conditions and practices both
throughout India and in his own province; he must know the principles.
and methods of joint stock banking; 'and must examine the systems of
developing thrift and inculeating co-operation which have been tried in other:
countries He is also head of a teaching establishment, and must devise
effective means for impressing a real knowledge of co-operation on the bulk
of the population. He has further to control a large staff, to draft model
byelaws and rules, to collect statistics and write reports, to advise Govern-
ment on various subjects, and to keep in close touch with the higher
finance of the movement as managed by Provincial Banks and Central Banks.
Tn addition to this he must attend conferences, co-operative and agricultural,
must keep in constant touch with markets, with honorary organisers and.
other well-wishers and various departments of Government, and must under-
take a certain amount of writing and reading for the official press and for:
co-operative jowmnals.  As Mr. Wolff has put it to ws, the Registrars should
not be set down as officials, but as guides, philosophers, and friends to the
societies, appointed and paid by the State. It mustfurther be remembered that
there is no finality in the Registrar’s work and he can never feel that it has been
cleared off and brought up tc date He will always feel the need of wider reading
and of giving more and more supervision and teaching to his societies. New
means and methods to attain fresh ends must constantly be discussed and devised.
His work is, moreover, highly responsible involving a walch over large sums of’
money deposited Dby the public and a share in the responsibility for the

Duties of the Registrar.
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economic fate of a province. It can well be realised that few officers are
Ty T entrusted with work more serious or
i 1 .
Tol oost to | pSREERY%.  more exacting. The actual cost of the
| Government. theu' assistants, ¢ R
movement to the various Local Govern-

Lakhs. ! Lalkhs, ments and the share of the cost debitable
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has been an excellent investment,

193. The post of Registrar is not one which can without detriment be
combined with other duties, and we consider that the Registrar should be, as
he is already in most provinces, a whole.
time officer. In most provinces the
appointment is included as a Collector’s post in the cadre of the Civil Service,
and this arrangement affords, in our opinion, the best means of obtaining an
officer of the requisite status without too marrowly restricting the circle from
which he is drawn. In dealings with other departments and with outside
bankers and husiness men it is important to have as Registrar an officer of
some standing, and it would in our opinion be a grave dereliction of its
duty for a Local Government to entrust interests of so vital and so far-reach-
ing a character as those controlled by the Registrar to any but picked
officers of experience and authority. "We gather, however, from what we have
heard on our tour that the post as at present remunerated presents few
attractions, and as it is essentially a post in which an officer is worthless if
he is employed against his will, we consider that it should be adequately paid.
At present the Registrar receives a local allowance of Rs. 150 per month and
his salary is subject to a maximum limit of Rs. 2,250. As it is no part of
our scheme to confine the Registrarship to the younger Collectors, we would
recommend the abolition of this limitation on the salary of the post and as
the appointment can scarcely continue to be worthily filled while it carries
an allowance of Rs. 150 per month only, we would make the allowance
a remunerative local allowance of Rs. 250, It should at the same time be
clearly understood that an officer underiaking the duties of Registrar thereby
gains experience which eminently qualifies him for executive promotion.
He should on no account therefore be considered as on a side track and
should not, on account of the special nature of the duties entrusted to him,
be debarred from promotion at the proper time to a Commissionership or
to other posts in the general line. It is advisable to afford him ample
opportunities for keeping in personal touch with the Local Government during
the small portion of the year which is not devoted to travelling, and this can
most suifably be done by allowing him the right to visit, or by fixing his head
quarters at, a hill station. -

Status and remuneration of Registrar.

194, We doubt, morcover, whether the expensive and arduous character

37
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of the Registrar’s tours has always been fully realised. If he is to give
adequate attention to his duties, he must
be on tour for at least six months in the
year. He has to travel over a whole province and in remote tracts. He
has none of theconveniences on tour which are enjoyed by Provincial officers
who visit large centres only or by District officers who travel within their
own jurisdictions and among their own subordinates. The travelling allowance
now drawn by him is in many provinces clearly inadequate, and we
consider that he should be permitted to draw travelling allowance at a rate
not less than the highest rate accorded to a Collector in the Province who
is working as a head of a department. We would add in this connec-
tion that it would in our opinion greatly enhance the usefulness of Registrars
if the Local Governments were to enable them from time to time fo make
short visits to other provinces for the sake of studying, in the company of
the local Registrar, the systems prevailing in' parts of the country outside
his own jurisdiction, :

Travelling by Registrar.

195. The Registrar’s post will, when it falls vacant, be ordinarily filled
Status, remuneration and tecrutlment by selection from the Joint Reg‘ish‘ars,
of Joint Begistrars. and from what we have said in para-
graph 90 it will be seen that, if our recommendations are followed, there
will be a Registrar and at  least one Joint Registrar in each major
province. The post of Joint Registrar should, in our opinion, carry
emoluments equal to those enjoyed in most provinces by a Settlement Officer.
It is, moreover, essential that proper arrangements should be made to pro-
vide for the presence of a suitable suecessor to a Joint Registrar whenever
necessity arises for it must be borne in mind that work of a very technical
and responsible character cannob be entrusted to any officer without due
training. The plan which we would ‘advocate is that an Assistant Collector
(and we would note that the inclusion of the posts of Registrar and Joint
Registrars in the cadre of Collectors entails the creation of fresh correspond-
ing posts of Assistant Collectors), or a Deputy Collector, if in possession of
the qualifications required for a Joint Registrar, should always be in training
and that the period of this training should ordinarily he for one year. The
officers under training, if Assistant Collectors, should be men of about 3 to 6
years standing, and they should be employed over and above the controlling
staff postulated in paragraph 90. By this system, there will on the depar-
ture of a Joint Registrar be some three or four officers qualified for the
post from whom a successor may be selected and ordinarily the officer select-
ed should be placed on special duty in the office of the Registrar some six
months before being himself called on to take charge.

196. As regards the training of young Assistant Collectors in co-oper-
ation soon after their first arrival in
this country, we recognise that there are
other claims wupon their attention and
would not suggest any special course of training or any substantial addition
to the departmental examinations. Where Assistant Collectors are already
being sent on a course of training in Swrvey, Settlement or Agriculture, the
opportunity should be taken of requiring them to visit a few typical co-

Tragning of Assistant Collectors in
co-operation,
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operative societies with a competent instructor. Again when the Collector
under whom the Assistant is placed for iraining, inspects co-operative socie-
ties on his tour, it would be advisable for him to take his assistant with
him, and the Registrar in the course of his tours should make a point of
inviting the officers of the District to accompany him on his inspections. Inm
the departmental examinations the subjects prescribed already take up so
much of an officer’s time that we hesitate to recommend any addition to
the syllabus, but if a brief and suitable pamphlet on the principles and
practice of co-operation in the province could be compiled, we would suggest
that it might well be included in the subjects in which officers are examined.

197. We have noted in paragraph 30 the value we attach to small local
conferences, and we consider that in most
provinces district or divisional confer-
ences, under the presidency of the Collector or Commissioner, have been pro-
ductive of much practical benefit. The larger conferences, Provincial and
Imperial, are also of value, not so much perhaps in the definite conclusions
reached as in the interest aroused among high officials and the opportunities
of personal meeting and consultation afforded to gentlemen interested in
co-operation; but care should we think be taken to see that these conferences
are not held so frequently as to make them mere routine proceedings. In
all classes of conference we would wish to see officers of the Agricultural and
other connected departments introduced as members, and it is in some cases
a convenience to combine at one time and place the periodical conferences of
the Co-operative and Agricultural Departments.

Confferences.

198, We have noted in paragraph 7 the reasons why we have not examined
Necessity for bringing the Co-operative in detail the circumstances of societies
dyricultural and Industry Depari- other than those connected with credit, but

ments under one head. it will be seen from remarks which we
have made in the course of our report how fully we recognise the importance of
developments in agricultural co-operation, both in its relations with credit and
also in its relations with the production and distribution of agricultural produce.
The nccessity for close intercourse between the Departments of Agriculture
(including the Veterinary Department) and Co-operation has long been recog-
nised, and we have ourselves found evidence in some provinces indicating
the mischief done and the opportunities lost when the two departments are
antagonistic or indifferent to each other. In several provinces steps have been
already taken to secure closer relations, but in order to ensure real co-ordination
of effort it is essential that both departments should be under the same admin.
istrative superior or carry on their communications with Government
through the same administrative channel, whether this link be found in a
Member of Council or of the Board of Revenue, or in a Secretary to Govern-
ment. In Bombay, the Registrar is under the Director of Agriculture but
if he is to be of the status recommended by us he should be co-ordinated
with, rather than subordinated to, him. ZElsewhere the two officers are in-
dependent of each other, and both of them are either directly under the Local
Government as in Bengal, Bihar and Orissa, the United Provinces and Assam ;
or under the Board of Revenue or the Financial Commissioner, ag in Madras,
the Central Provinces, Burma, and the Punjab. 'We would go further and
suggest that the Director of Industries, where he exists and is not also Director
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of Agriculture, should not remain aloof from the Director of Agriculture and
the Registrar but should work under the same head. In Bengal we under.
stand that heis known as Superintendent of Industries and is under the Director
of Public Instruction, in Madras andthe United Provinces he is under the Loecal
Government, and in the Central Provinces and Punjab, though as Director
of Agriculture he is under the Financial Commissioner, as Director of
Industries he is under the Local Government. In view of the close
connection between co-operation and any scheme for the development of
industries we should bhe glad to see the departments of Co-operation and
Industries under a single superior authority. So too as regards the Regis-
trar of Joint Stock Companies, while we do not advocate the combination of
the office with that of Registrar of Co-operative Societies on the system pre-
vailing in the United Provinces and the Punjab, we think that the duties of
this officer have also a bearing on those of the others abovementioned and that
when this is feasible they should all come under the control of the same
superior officer. And finally we would co-ordinate the Director of Fisheries
with the same group in provinces where such an officer exists and where
the functions attached to the post are concerned more with the development
of the industry than the production of revenue.

199, It will be seen therefore that' we suggest the co-ordination under
one head of the departments engaged
i the promotion of Co-operation, Agri-
culture, and Industries and in the deve-
lopment of Fisheries and the registration of Companies. It has been pro-
posed by the Government of Burma in a letter now before the Government
of India that the first three departments should be combined under one officer to
be known as the Director of Agriculture and Co-operation who should be an
officer of the standing of a senior Deputy, Commissioner or an officiating
Commissioner who had served as Registrar, and he, being himself Chief Registrar,
would have under his control () the Joint Registrars of Co-operative Societies
and (3) the technical officers of the Agricultural, Civil Veterinary and In-
dustry Departments. The Bengal District Administration Committee has also
spoken with approval of a scheme by which the departments of co-opera-
tion, agriculture and industries should be placed under an officer of the
status of a junior Financial Commissioner to be known as the Commissioner
of Rural Development and have suggested that a modification of the scheme,
such as the addition of another member of the Board of Revenue, might
be devised to suit the special conditions of Bengal. The object of both
schemes is to bring the departments concerned under a single officer sufficiently
senior in standing to carry weight with the non-official world and with the
Local Government, to which he would have direct access. Recognising as we do
the extreme importance of basing agricultural and industrial development
on sound finance, the dangers to which co-operative finance is liable, and
the lack of control and co-ordination in the past, we are in sympathy with
these proposals. It would be feasible to secure part of the Denefits aimed
at with less cost to Government by arranging to place the various depart-
ments concerned under one of the existing high officers of Government,
such as a member of the Board of Revenue, and to redistribute the
work of the Board in such a way as to secure that the work of

The appointment of a Development Com-
misstoner recommended.
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these departments should constitute the main portion of his funetions.
It is possiblethat in some provinces action might be taken in this way and
so far as it went it would be an improvement on the present position. But
we would regard it as a transient arrangement only and it would fall shor
in several respects of the scheme which we ourselves would advocate. It
seems to us to be of importance firstly that the Development Commission-
er, if we may so name the officer in charge of this group of Departments,
should be a whole-time officer with leisure to study his subjects thoroughly
and to work out schemes of improvement; secondly that he should bhe dis-
sociated, if possible, from the more fiscal aspects of administration, connected
with the assessment and collection of revenue, the exploitation of forests, and
so forth, and should stand in the eyes of the people as a representative of
Government in its beneficent aspect ; thirdly that he should not be hampered
by too close a connection with Secretariat procedure, but should be free to
organize and confrol his work in direct touch with his officers. We should
therefore prefer to see a whole-time officer appointed to the post with no duties
outside the departments concerned and acting as an executive as well as an
administrative agent ; and we recommend that the various provinces-should
~make efforts to move towards the . creation of a post of the character
sketched by us, when opporfunity offers.

200. As regards the further question involved in the Burma, proposal, viz,,
whether the officer acting in the new post
should necessarily have served for scveral
years as Registrar, we recognise that there
would be great advantages in appointing an officer with this qualification, as
the financing both of agriculture and of industries will rest largely with the
co-operative movement. It is not, however, in our opinion necessary to insist
on this qualification, at any rate for the present, and it is of equal importance
to ensure that the officer selected for the high post which we have suggested,
whether possessing this qualification or not, should not be one past work for
whom the appointment is looked on as a convenient retreat. The post would
be one of great importance and should be filled by the most competent
officer available. Under the control of the Development Commissioner, who
would be vested with the powers of a Registrar for the province under the Act,
should be the technical experts, namely the Controlling Staff of Co-operative
Societies, the Directors of Agriculture and Industries, the Superintendent of
Civil Veterinary Department, and so far as possible the heads of the other
departmenté which we have enumerated above. The number of Registrars and
Joint Registrars as computed in paragraph Y0 should we consider, be calculated
independently of the appointment of Development Commissioner.

Qualifications of Development Commis-
stoner.

201. The relation of the Registrar as the mouth-piece of Government
towards the movement is not always
clearly defined, and difficulties are some-
times experienced in finding a suitable way to enforce his wishes. So far
as financial considerations are concerned, we think that he should exercise
his powers by controlling the supply of outside loans, and we would recom-
mend that in each province a rule under § 43 (2) (¢) of the Act should
prescribe that the maximum borrowings of all classes of societies and the adoption
of rates of interest should be under the general control of the Registrar,
38

General Powers of the Registrar.
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It is necessary also that Government should exerciseits powerto preventany
misuse of the co-operative organization to further religious or political
aims. The fourth section of the Co-operative Societies Act indicates that
societies are intended for the promotion of the °economic interests’ of their
members, and we find in Europe that safeguards have been adopted to
secure their purely moral and economic character. In the model articles
of association, for instance, issued by the Raiffeisen Federation, it
is laid down that “at meetings and in all the activities of the association
opinions and measures of a religious or political character are absolutely
prohibited.”* In India we are glad to say that we have seen little or
no signs of the introduction of any spirit of religions controversy, and
from a political point of view the societies have afforded an excellent
outlet for the public-spirited activities of Indians who desire to ameliorate
the condition of their fellow countrymen on the lines of self-help. It is
obvious, however, that an organization like that of co-operative societies
might in certain circumstances be employed for improper objects, and it
would be unwise for Government, which has started and fostered the move-
ment, to deprive itself of the power to intervene if it saw it developing
in undesirable directions. We should, therefore, be glad to see a rule issued
by Local Governments under § 43 (1) of the Act which should give power
to the Registrar to rescind any resolution or action of an officer, or a Com-
mittee, or a society, which would contravene the prineiple that the discus-
sion or propagation of controversial opinions of a political or religious char-
acter should be entirely excluded from the activities of the movement.

In addition to the issue of a rule of this kind, we should bhe glad to
sce the objects of societies defined from a positive standpoint Dby a rule
under the Act, and the definition might follow closely, with the necessary
modifications, the description given of the activities of the Raiffeisen societies
in the articles of association above alluded to, which runs as follows ;=

“The association aims less at realising profits from its business than at
strengthening those economically weak, and at promoting the intellectual and
moral welfare of its members. Its activities must accordingly extend to ()
the furtherance of thrift, (4) the accumulation of an indivisible association
fund (foundation fund) for the promotion of the economic conditions of the
members, (¢) the organization of means for the cultivation of rural social
welfare and of love of home, (d) the establishment of conciliation courts of
the association for the purpose of checking litigation (e¢) the active opposi-
tion to such transactions in real property as are against the public good and
such participation in the relief of landed property from debt, as may he
expedient, (f) the holding of instructive lectures and the exchange of practi-
cal experiences at the meetings of members.”

202. The administration of co-operative societies has hitherto been
regarded as a purely provincial matter
subject merely to the ordinary control
of the Government of India. The
Registrars and their staffs are paid for by the Local Governments and  are
subject exclusively to their orders. The law vests full power in the hands
of the Local Governments, and in the one case where Government has
guaranteed a co-operative institution, the guarantee is secured on provincial

Need for an advisory agency at keadquar-
ters of Government.

# Cahill’s Report on Agricultural Credit and Agricultural Co-operation in Germany. ‘_A—b[‘)endiecs. ?_Page 94.
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revenues. The movement is a new one involving many technical points,
and it has been consequently difficult either for the Provincial or the Impe-

rial Governments to exercise any informed control over it. As a result
2 number of undesirable practices have sprung up and in some cases

new institutions of a disputable character have come into existence.

As the movement increases in size and complexity, the dangers,

both of a financial and an administrative kind to which it is exposed

will become yearly more serious and less easy to obviate. Cases have

-occurred in which rash action fraught with serious consequences has been

taken; and inthe absence of superior control there is a danger that in the

future some ill-advised step may lead to a, catastrophe the effects of

which may extend beyond the province immediately concerned. It is in

-our opinion impossible to expect either the local or the supreme Gov-

ernment, really to control the movement, so long as they have no special

means of acquainting themselves with co-operative systems or any

proper opportunity for supervision on which such control could be based.

We consider therefore that some outside agency should be placed at the

-disposal of Government to assist it in this matter; and after full con-

sideration we have come to the conclusion that this agency while avail-
-able for the use of ILocal Governments, should be attached primarily to
the Government of India. The appointment of a single agent of this kind is
naturally less expensive than a separate arrangement for each province and
it is justified by the fact that co-operation in this country must ultimately .
be regarded as an Imperial concern. The movement has in its initial stages
‘very properly been allowed to develop on independent lines in various
provinces, but time and experience have shown the course most suitable
for adoption in each case and a greater degree of uniformity should now

be required, not for the mere sake of uniformity but as an indispensable
factor in administrative and financial security. With news travelling as fast
-as 1t does today it is impossible to think of any serious failures taking place in

the co-operative machinery of one province without affecting the reputation
-and success of the co-operative movement throughout India.

203. Without therefore desiring to impair in any way the responsibility
and powers now attaching to the Local
Governments and the Registrars, we
would draw attention to one method of
attaining the objects described in the last paragraph, namely the constitution
-of an advisory agency of some sort at the headquarters of the Government
of India, We are aware of the objections raised by the recent Decen-
tralization Commission to the multiplication of such agencies with the
Supreme Government, but we believe that the possible financial and economic
results of further neglect are sufficiently serious to justify an exceptional step
of this character. The machinery of annual conferences on which the Commis-
sion placed much reliance has in the case of co-operation been tried and
found inadequate, since such conferences can mneither exercise continuous
supervision nor impose any control where it is required. The agency at the
disposal of Government might consist either of a standing committee of some
kind or of a special officer deputed to the Government of India. There
would be difficulties in obtaining regular attendance from the members of a
‘Committee who presumably would have other duties to perform, Théy

An officer with the Gorernment of India
recommended.
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would be likely to have little cohesion or sense of real responsibility, and
could scarcely be expected to make themselves acquainted with local condi-
tions. We therefore recommend the appointment of an individual officer
who would be attached to the Governmentof India but expected to tour in
the provinces. Such an officer would in no sense be entitled to give orders
to Registrars and much less to Local Governments. His duties would be
confined to making enquiries and tendering advice. It would be part of his
functions to examine returns from Co-operative Banks and to keep the
Local and Supreme Governments acquainted with his views on their financial
and economic condition. He would form a link between the movement and
outside financing agencies. It has been represented that this officer should by
preference be a business expert but the majority of us consider that in view of
the character of the banking business carried on by co-operative institutions, it
would be more important for him to have a thoro ugh knowledge of co- operation
and actual experience of co-operative work in this country than an acquaintance
with the details of banking methods. Tt would be for the Government of India
to settle the remuneration to be attached to the post, but we would recommend
that it should be sufficient to attract an officer who has held the office of Regis-
trar or Development Commissioner in some province.
Public deposits, agricultural advances, ete.
204. The shares and deposits of co-operative institutions are mnot at
Tnvestment of Court of Wards moneys  Present Trust securities. 'When therefore
Local fund balances, elc., in the investment of money belonging to
co-operative institutions. the Court of Wards is limited by the law
to Trust securities, it is impossible to invest such money in co-operative
institutions, but the existence of such a limitation would not, it is presumed,
prevent the use of the Court of Wards’ funds for assisting societies constituted
for the benefit of the Ward's estate or its tenantry, or the deposit of
such funds in a Central Bank if earmarked for the benefit of the estate.
In Provinces where the law does not expressly limit the investment of the
Wards’ funds to Trust securities, we see no objection from the co-operative
point of view to the acceptance of such funds as shares and deposits of
co-operative institutions, though we are not prepared to endorse the view
apparently held by some co-operators that these institutions have any kind
of claim for assistance from such funds. Similarly we should not feel called to
reject deposits made by Municipal or other Local Bodies, if permitted by the
ordinary rules of administration, whether these deposits represented funds
held for definite purposes or ordinary account balances. In cases where the
risk falls partly on Government, such as the investment of security money
tendered by Government servants, treasurers, etc., we think that it is in every
way justifiable to allow the person coneerned to place his security money, if
he so desires, in a co-operative security, rather than in Government paper
where the interest is low and the capital liable to fluctuations in value; and
rules have in two provinces at least been recently introduced to admit of this
being done.
205. Grants to societies either as advances or as donations or in the
form of payments for staff are occasion-
Grants by private ?m]ividuals or local ally made by private individuals or as-
bodies. _r N .
, sociations or local bodies, and so long
as apy undue pauperization of societies is avoided we see no objection to
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the receipt of such grants. They are especially appropriate in the case of
new developments such as dairies, cattle breeding, etc., which are suitable
objects for such grants independently of their co-operative character, and
we would not be disposed to circumscribe such grants with limitations as rigid
as those suitable for grants made by Government itself.

206. There has been considerable discussion from time to time as to the re-

lation of societies towards the agricultural
loans made by Government under Act
XII of 1884 to owners and occupiers
of agricultural land for agricultural purposes such as the purchase of seed
and cattle. As the class of men who borrow from co-operative societies
and the objects for which they borrow are practically the same as those
contemplated by the Act of 1884, it has naturally been asked whether use
could not he made of the societies in the distribution of these loans.

The attitude taken up by the Government of India in 1909 and re-
affirmed in 1913 and 1914 has been that although there is no objection to
using the societies as the channel for distributing loans the loans must be
made under the Act to the individual members, each recipient being sepa-
rately recorded in the Government books. If this condition is observed the
societies are accepted as sureties to Government for loans made to their
members, and they may levy in return a security fee not exceeding 2 per
cent of the loans. We have mo data regarding the amount of loans so
given, but from our enquiries we gather that Tocal Governments have made
little or mno use of this method in the grant of ordinary agricultural loans.
Large sums have, however, been occasionally given under special circumstan-
ces with the sanction of the Government of India, especially in Bengal and
Burma, both before and after the issue of the orders of 1909 and it was
understood by the Government of India that all grants so given after
1909 were given on the system then prescribed. That system has not how-
ever, been strictly adhered to and in some instances the Government of
Tndia has itself left it to societies to decide on the rate of interest at which
they would distribute the loans to members. The distribution of agricultural
loans through societies enables Government to utilize the local knowledge of
the societies and to benefit from the additional security which they atford, while
it saves the borrowers from the delays and vexations attendant on the
“direct receipt of loans from the Government treasuries. It is frue that
the rates which arc in practice charged by societies to members are very
much higher—anything from 3 to 12 per cent higher --than those on which
loans ave obtained direct from Government but the freedom from extortion
and delay obtained by the employment of societies as a medium is ordinarily
considered to compensate the members for the higher interest charged, especially
in the case of the small and short loans which constitute the bulk of the
agricultural loans under the Act of 1884, The true cost of the Government
Agricultural loan to the peasant borrower may be estimated from the fact that
in one Province members of societies have been known to borrow at 18
per cent from the societies in order to pay off agricultural loans on which
the nominal rate is b per cent. In any case it has hitherto been understood
that & member of a society is at liberty, if he so wishes, to apply direct to
the Government officials for agricultural loansand so obtain them at rhe rate
fixed for the public at large. 89

Agricultnral loans nnder Act XI11of
1884 granted through socie’ies.
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207. There are many officers, however, who would go a step further and
provide for loans being made not merely through the society, but to the society,
Recommendation that Government.Ag‘r@'cul- and this arrangement has been repeatedly

tural loans should be granted to .

societies themselpes. pressed on the Government. It is argued
that unless the disposal of the loan (subject to its employment for the objects
specified in the Act) is left to the society, the Government fails to relieve itself
of the enormous amount of time and trouble expended in the clerical work
connected with the grant and recovery of loans ; that if left to the society for dis-
tribution the loans will be far more efficaciously distributed ; and that if recovery
is effected by the society it will be managed with far more regard to individual
circumstances than is ever possible when recovery is left to Government
agency. The only serious objection which has heen brought against the scheme
is that societies would be tempted to obtain large additions to their capital
at the expense of the State instead of relying on theirown exertions or those of
their financing agencies. We believe, however, that if such grants are given after
approval by the Registrar or some officer authorized by him there is little fear
of any such misuse of the system. We should not in any case suggest that the
system should apply to isolated applications by members for loans, as these can
be met by the societies themselves or can, subject to our suggestions below, be
dealt with direct by the Government officers The grant of Government
Agricultural loans to societies should be confined to occasions when these
loans are being distributed wholesale, as in. the case of severe scarcity or in
that of a scheme of mnew colonization on waste lands 'The large grants of
Agricultural loans on the Mon canal in Burma, which notwithstanding the
orders above referred to have in practice been given out on the system which
we recommend, have been attended with no sort of inconvenience and have
been of immense value to the colonists. We would allow societies in such
casesto charge up to their usual rates of interest, as it is in such cases that
the risk in recoveries is largest and a society while ordinarily forbidding &
member to obtain advances from outside, could at the same time permit
him, when it has no funds of its own, to apply with its permission for a
direct advance from Government at the ordinary Government rates. 'The
grants made under these circumstances to societies could no doubt be made
by Government under ordinary executive order and could be recovered under
the provisions of section 44 of the Co-operative Societies Act. But the
natural course would be to make them under the Agriculturists Loans Act
of 1884 and as a co-operative society is mot qualified to receive loans under
that Act a small amendment in the Aect would then have to be undertaken.
It seems to us important to emphasize the fact that these loans are not to
be looked on as advances for fostering a new form of organization, but are
part of the ordinary routine of administration, involving no change of policy
or procedure except {o the extent of subs:ituting the agency of co-operative
societies for that of Government officials. We would therefore recommend
the addition of a section to Act XII of 1884 so as to allow of the making
of rules as to loans to be made to co operative societies registered under
Act IT of 1912 for the purposes specified in the Act of 1884. Such loans
could be recovered under section 44 of the Co-operative Societies Act.  As
these loans are issued in accordance with the Agricultural loans policy of
Government and not as part of the ordinary working capital of the society
they should be made quite irrespective of the amount of the balances available
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in the society in the form of fluid resource. Where a few soeieties only are
concerned or where the societies concerned have not been affiliated to a central
bank, the advances would be made to the societies themselves, the central bank,
where it exists, being duly informed by Government of the grant ; but where
the advances are needed for a number of societies federated under a cen-
tral bank, the loans might in our opinion be given to the central bank for
distribution, the bank being allowed to charge enough interest to cover its
expenses. Where an organisation with local knowledge such as that maintained
by a central bank is in existence, it seems to us proper that Government
should make use of it rather than add to the labours of its own-in this respect-
less efficient staff. The Government has as security its claim on the share
capiial of the Central Bank together with the pro-notes of the societies
concerned covering the amount of the advances made by it. These would be
endorsed over to the Collector and give him a claim to proceed under section
44 for the recovery of advances as arrears of land revenue. Whether the
loans are made to societies or to central banks they must of course be given
for the purposes specified in the Act of 1884, and although it will not
always be easy in the case of societies or banks,” any more than in the
case of individuals, to trace the precise use made of the advances, it should
always be open to Government to recall them in cases of proved misuse.

908. We have dealt above exclusively with the loans given under the
Agricullural loans under dct X1X gf  Agrieullurists Loans Act for seed, cattle
1€83. and so - forth. What we have said
will, however, to a large extent apply also to loans under the Land
Improveme‘nt Loans Act of 1883. These advances are in larger sums and for
longer terms than those made under the Agriculturists Loans Act, and in the
case of individual applications it is perhaps simpler for the loans to be
given to members of societies direct by the Government treasuries. But
there is a class of cases in which the loan can more suitably be given
to a society, as for instance when an improvement has to be made by the joint
exertions of a number of peasants and in land belonging to a number of
persons The society through its committee is able to. exert a control
which is often most useful over the disposal of funds in such cases and over
the management of the work when completed. We would permit societies at any
time to make applications for loans to carry out large improvements of this
character, the law being if necessary altered to allow of this heing done.
The society in such cases would be allowed to fix its own rates for recovery
from members but in view of the security it would hold it would be
expected to charge something lower than its ordinary rates of interest.
The loans would be made irrespective of the presence of funds in the
society itself and though they would ordinarily be for long terms such as
10 or 20 years, which are considerably in excess of the terms for which societies
normally grant loans, the society would not be expected to provide correspond-
ing fluid resource as cover for the loans received, but would keep the
transactions regarding these separate from the rest of its business.

Liects of famine, banking crisis and war.

209. Since the co-operative movement approached its present scale it has not
been subjected to any widespread famine,

Effect of fumine. but it has had to contend with serious
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scarcity in parts of the Bombay Presidency in 1911-14 and in parts of the
United Provinces in 1913-14. The effects of the famine conditions so far as they
can be judged by figures will
be seen from the statistics
given inthe margin  As re-

. Combined figures for
Figures for primary socie-  Central Banks and g&l‘ds Bombay’ the ﬁg.ures,

}ilgs s]\owh;g gl;fecfo Primary societies

of famine of 1911-12 showing effect of famine .

on the three affected | of 1913-14 on the geven Wthh are confined to the‘
Distriets of Gujrat. | affected Distriets in the

Boxbpax.

[ UNI1TED PROVINCES.
|
|

i United Provinces. Gujrat famine area, show

1910-11. 1 1911-12.‘1912-18. 1911-12, 1912-13.1 1913-14. hOW fl,esh deposits and re-
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o mol R | ome | m o famine and revived in the

H=Lomns and depostta (k) lkbes) (akhe) g6 00eding year: while the
(3] Re(geivcd fro}r)n members | 17,147 ] 13,509 | 28,622 2:32 392 691 f 1 ft

. TS, 9 .

(1) Withdrawn by members | 7,116 | 9,749 16351 | 140 | 280 402 grant of new loans after

1 non-; bers, LN 1 e

Tl (o) Loms repaid by mom- | 720 | s2470 | o210 | 76| 1404 5es  Suffering a slight contrac-
bers and others. . . .

(b) Loans advanced tomem- | 81,026 | 75,433 1,20,206| 935 | 1040 1152 tign durmg the famine years

bers and others.

o g from ~ was subsequently reswmed
(a) at beginning of year ... | 58,603 | 69,528 | 92,494 706 873 1806 h 1 1 I th
(d) at end of year o | 09,628 | 92,494 “1,20,623 873 1806 2369 on t € usuai scale. n e

—_ : ‘ United Provinces the result

of famine on the net funds
in deposit in Central Banks has been |inconsiderable, but the repayment
of loans has been much delayed and the grant of new loans somewhat con-
tracted. The organization of the societies was used to a certain extent in the
United Provinces for the grant of Government agricultural loans, and in Bombay
for the distribution of hay and grass for cattle provided as charitable relief.
But in neither case was the famine sufficiently crushing or widespread to
render the assistance provided by the societies, as supplemented by the Govern-
ment loans, inadequate for the essential requirements of the members. Though
the movement has not yet been subjected to the severe strain of a great famine,
we believe that if fluid resources have been accumulated in sufficient quantities
and if Agricultural loans are freely granted to societies in the manner we have
above recommended, the situation will he satisfactorily met. The chief difficulty
in all famines will lie in the judicious management of loans and recoveries
after the main stress is over. For some little time after the scarcity has
been at its height, members will apply for larger loans than usunal and will
at the same time he less able than usual to repay what they already owe. Tt
is for the society to bear in mind the inevitable recurrence of cycles of good
and bad years, to be economical in the issue of loans in times of plenty, and
to be still more economical in times of stress, but at the same time to continue
granting loans harvest after harvest till good times return, ignoring if
necessary the preconceived limits based on valuations of the members’
property and earnings, and finally to recover gradually but vigilanily all
sums that a prudent money-lender would recover, without allowing the borrower
to misuse on unnecessary objects the savings which he should refund to the
society. In some parts of the country which are particularly liable to
famine the existence of seasonal cycles is well recognized and is the basis
of all private money-lending and all economic development. In such areas
the society and its depositors shonld from the beginning understand that
the loans given out may have to be extended and may have to be supple-
mented for further periods, reaching it may be to three, four or five years,
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but without any risk or doubt regarding ultimate repayments; the peasants
in such areas being known to be as a rule the hardiest of agriculturis's
and, if only time be given, the most honest of borrowers.

In Bombay and the Ceniral Provinces there are small funds attached
to the co-operaiive movement which are known as Famine Reserve funds.
In Bombay this fund originated in a charitable dona‘ion by the
Wadia Trustees, which was distributed among six small societies in famine
tracts on their undertaking to add Rs. 20 each annually to their share.
The money is kept in the Bombay Central Bank as a fixed deposii and
may only be withdrawn in the event of a famine and with the Registrar’s
sanction. In the Central Provinces every Ceniral Bank and primary
society is required to contribute to the permanent and indivisible funds of
the Provincial Union a sum amounting to 25 per cent of the cost of the
establishment, etc., maintained for it by the Union. This contribution is
re-invested by the Union in the shares of the Central Bank which makes it,
and the profits on such investment are separately invested as a Famine
Insurance fund and may be only used for the support of the Provincial
Bank with the Registrar’s sanction and in time of famine.

The sums now at the credit of the infant Reserve funds are at present
of no particular importance. As safeguards against famine, in the ordinary
sense. of the term, these funds are at present of no appreciable value and
our opinion is that famines should he met by co-operative institutions out
of their own ordinary creldit built up in the manner recommended by us in
this Report and without the constitution of spezial funds of this character.

210. Previous to 1913 the only ‘serious banking failures allecting the
co-operative movement were the Ap-
A buthnot failure in Madras in 1906 and
the Bank of Burma failure in 1912. The former ecrisis took place before
the co-operative movement was well established and its main effect as far
as co-operation was concerned was to divert deposits to the Madras Central
Urban Bank and to consolidate that institution. The failure of the Bank

of Burma and the anticipations of that
Deposits from  failure led to a temporary drop in ihe

Lffect of banking erises.

members anfi
v v deposits of the Upper Burma Central
- incial and . . .
contmai Taks ~ Bank  but with an increase in the rates
n Burma,
- offered the deposits soon reached their
SISUSTR s former level and the position was so
w2 19 vestored that the total deposits held at
191213 .., e e " 164t :
the end of each year displayed a pro-
191314 .., - . 21-23 ¢

gressive increase.

In September 1918 and the following months the whole of India—but
more especially the Bombay Presidency and the United Provinces and Punjab
—was subjected to a banking crisis of considerable magnitude and no fewer
than 57 banks with an authorised capital of Rs. 992 lakhs and a subscribed
capital of 411 lakhs were forced into liquidation between November 1913

and November 1914. It would naturally have been expected that when
39
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public confidence in banking was shaken and when money could be lent
' at high interest in the open
Total deposits held Deposits per society ma:l'ket, 1]18 amount of depOSitS

i from members and non- | from members and non- R . ..
Province. | members. members. in the co-operative societies and
“191 -12, 19,213, | 1913-14,' 1013-12.| 1912-13. 101314, banks would have appreciably

|
B e i fallen. As a matter of fact the

| Rs. Rs. Rs. Rs. Rs. . .

(lakhs)! (aki) (k) crisis had a contrary effect, and
Bombay i 15‘41‘5 2508 3204 | 4,187 4,940 4,607 in most pl‘OViDCSS Thel‘e was a
United Provinees .. 3270 | 3823 | 4624 1,680 | 1,611 ] 1,651

Punjab | om | saes seme | vess| vems| oass movement to XW'i!hdl'aw-kleposits
Al British India...% 15347 | o25a | momt | vgrr| 1es| 208  {TOmM  1OB-CO Opel‘afive and to
place them in co-operaiive in-
stitutions, the distinction between the two classes of security being well
appreciated and a preference being given to the latter owing partly to the
local character and publicity of co operative institutions but mainly, we
think, to the connection of Government with the co-operative movement.
Only in the Punjab where the crisis was most acute and where deposi's
constitute a specially marked feature of the finance of primary societies,
was there any cause for anxiety, but although the new deposits in rural
societies in the Punjab were 3 lakhs less than in the year before and
the withdrawals 5} lakhs more, there was a slight increasc in the total
amount of agricultural deposits lying with primary societies at the end of
the year and a considerable increase inthe deposits in Central Banks. The
figures quoted in the margin above may be taken as sufficient indication
of the generally beneficial effect of the crisis on co-operation both in India
at large and in the provinces specially concerned.

211. With the commencement’ of the war in August 1914 a somewhat
different set of influences came into
play, but the result even in the serious
environment due to the war has been altogether reassuring. If the connection
with Government was a strength to the movement in dealing with the banking
crisis, it was probably a source, up to a certain point, of weakness in connec-
tion with the war. The effect of the war was however felt lessin a want of
confidence in the established Government than in the indirect influence exercised
by the altered prices of agricultural produce. It was not therefore by means
of a withdrawal or stoppage of deposits so much as by a want of cash among
the peasants for the repayment of loans already out that the war impaired the
position of societies, There was it is true in some places and especially in the
first two months of the war a temporary tendency to withdraw existing deposits
and a temporary cessation of new deposits, but the disturbance thus occasioned
soon passed away and affairs had resumed by the end of the year a normal or

Lffect of the war.
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encouraged by the grant of Ligher rates of interest, but this step does not
seem (o have been so generally adopted as the circumstances might have
justified. The true effect of the war was displayed in the influence of
prices on the sums due for recovery from borrowers. The market for rice,
for instance, was seriously affected in Burma, that for jute in Bengal,
that for ground-nuts in Madras and that for cotton in Northern and
Western India. Recoveries therefore were lower than had originally been
anticipated, and if the fall in the prices of the autumn crops had been
followed by a bad wheat crop in Northern and Central India the general
effect might have been much more serious than it has been.

Financial aid by Government.

212. Unlike most European Governments, the Government of India
has hitherto closely adhered to the principle that it should abstain from
giving direct financial aid to the move-
ment. From this attitude, however, it
has admitted of departure on three diff-
erent occasions. It has allowed itself to make initial advances to encourage
the establishment of new societies.. It has in the case of one Provincial Bank
(the Central Bank of Bombay) agreed to guarantee interest on debentures
issued. And it has lately in two provinces made special advances to meet
difficulties caused by the war,

Three departures of Government from . its
attitude of financial isolalvon.

213. On the introduction of the Aet of 1904, permission was given to
Local Governments to advance to any

(1) Adrances by Government to mascent | juyal society a sum mnot exceeding Rs.
socuelnes. 2,000 and not exceeding the capital sub-

scribed or deposited by the members themselves, to be held without interest for
three years and to be recoverable thereafter in ten annual instalments with
interest at 4 per cent. The conditions attached to these grants were in some
respects relaxed in later years, but the total amounts so advanced were
never very large, and the practice of making them has gradually diminished
The figures in our returns include (es-

Loaws avvaxers suve  pecially in Bengal, Burma and Ajmer)

Year, ; considerable sums given as agricultural
';%%%g:ﬁm ?é’%gi{%?f advances under the ordinary law, to

- which reference has been made above.
Lakhs. J Lakbs. The sum given out to agricultural societies

11::;2; ;Z | 22 under the orders of 1904 after excluding
wsto R ; o4 Government agricultural advances did
190910 .. 1 10 not in 1913-14 exceed some Rs 16,000
11911;’": Zz \ ’l‘; while Rs. 21,900 was given out on
1212'_1;3 a0 | . similar conditions to non-agricultural
s 136 1 . societies. These advances were intend-

|

B — — ~ ed primarily to start the movement in
its infancy and to initiate new societies which otherwise would have failed
to raise the requisite capital. They have for the most part served their
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turn and we found that they were almost everywhere being repaid with
punctuality. Some provinces have now ccasad from making them, and in
view of the large nmumber of financing agencies now available recourse is
seldom had to fresh advances of this kind. They can be justified in certain
cases such as the imitiation of societies among very poor castes or among
hill tribes which could offer little or no material security, and they are now we
believe mainly confined to this type of society. The temptations to abuse
this class of advance which undoubtedly exisied in the early days of the
movement have now little or no force, and experience has shown that the
power of utilising such advances may safely be left in the hands of Local
Governments and Registrars. We would therefore advocate no change in
the existing rules regarding these initial advances, but we believe that they
will be even less used in the future than in the past. We may add
that there is no reason for confining such grants to credit sozieties and they
are equally useful in societies for productmn and distribution. In the case
of insurance societies, however, such aid as may bhe given by Government
should we think be given as suggested by us in paragraph 12 above by
means of a guarantee or loan in aid of reinsurance.

214 The second departure which the Government made from
ity attitude of financial aloofness was-in connection with the foundation of
the Bombay Central Bank in 1911. This
Banlk was authorised to issue debentures
carrying interest at I per cent, a rate which was guaranteed by the
Secretary of State on the securify of the Provincial LRevenues subject
to a detailed agreement with the Bank which was intended to se-
cure the cooperative eharacter of i!s activities., This guarantee is not
a serious financial liability to Government, and it enables the Bank to
obtain long term money ‘at 4 per cent which would o*herwise have been
only obtainable at 5 per cent or 53 per cent  This example has not, however,
been followed in the Provincial Banks established in the Central Provinces
and Bihar and Orissa.

(i) Guarantee of tnierest on dehentures.

215. The third occasion on which Government has given direct finan-
cial aid to co-operation was after the ou'break of the war commencing in
August 1914, In view of the lack of
funds which was expected to result from
the war, either directly from want of
fresh deposits or indirectly from delay in the repayment of loans, the Govern-
ment sanctioned some small advances to the movement in the autumn of
1914-1915. The advances amounted to five lakhs of rupees in all, of which
three lakhs were sanctioned for one province and two for another. Of the
amount sanctioned for one of these Provinces 2:55 lakhs only were distributed
at 6} per cent to twelve institutions, which utilised them either in loans for
cultivation or as a reserve to meet withdrawals of deposits. But the withdrawals
were less heavy than had been expected and although repayment of the advanc-
es was to have been madein two moieties due on July 1st 1915 and 1916,
respectively, a sum of 1-12 lJakhs had already been repaid before April 1st
1915. Of the two lakhs sanctioned for the other Province, one lakh intended
for the help of agricultural societies was not actually drawn. The other lakh
was distributed to six ins.itutions at 6 per cent repayable at call, but -32

(¢d3) Advancesto mect 1he siluation caused
by the war,
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only was utilised and of this ‘15 was invested in Government paper, while
‘02 had been repaid by April 1st, 1915.

216. Apart from the forms of subsidy outlined in the three preceding para-
graphs, the Government has never taken financial responsibility for the move-
ment. But the connection of Government
with co-operative banks and societies
in the way of audit, supervision, and control is so close that there is a general
impression among those interested, that Government could not afford to see the
movement collapse and that the finances of banks and societies are to all
intents and purposes backed by the State. In some cases the banks and even
the Government officers connected with the movement have taken advantage
of this impression. In others they have done what they could by precept
and advertisement to counteract it. But the fact remains that the degree
of ultimate respensibility attaching to Government is at present uncertain.
In a circular, dated February 5, 1914, which dealt with agricultural grants,
the Government of India expressed a wish that in cases where owing to general
scarcity the funds of societies have become depleted, special reference should
be made to them, but no further indication has been given as to the
possibility of their coming to the assistance of societies oras to the principles
upon which such assistance would be given. The attitude of the Government
therefore is that it disclaims all  financial responsibility and makes no
definite promise of monetary support. This policy is based on a desire to
establish a genuine co-operative movement which shall be self-contained
and self-supporting, and, in so far as it vepresents the rejection of a system
of money doles or undue special coneessions, it appears to us tfo be a correct
and desirable policy. It is with the same object that we have put forward
our numerous suggestions for the improved constitution and improved manage-
ment of co-operative institutions.

Present position of Government.

217. Among our suggestions we have insisted upon the necessity for
Difficulty of providing adequale fluid the provision of adequate fluid resources,
resources. but we must also recognise that this may
not in all cases be easy or possible, and that an increasing difficulty will be
experienced as years go on. The margins between the rates at which co-opera-
tive banks borrow and lend are smaller in some provinces than in others, and
in provinces in which these margins are very small local conditions may
perhaps make it impossible to raise the rate of interest charged to primary
societies and by the latter to their members. Moreover as the movement
extends there is little doubt that, as has been the case in other countries,
the large margins which exist in some provinces will inevitably contract. It
is in fact extremely doubtful whether the present co-operative banking system
in India, if expected to be self-contained and self-supporting, can provide fluid
resource to the extent necessary for safety and stability. '

218. A feature common to every practical system of banking and
Uncertainty of reliance on outside credit is that the bulk of the funds
bans. is invested in loans represented by

bills, promissory notes, or other convertible or mnegotiable instruments
possessing a marketable value, or covered by the deposit of securities
which can at any time be realised in the open market. De-
prived of this essential feaiure the organization of finance would be

41
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rigid, and without elasticity it would be futile. Co-operative banking is
of course, business of a special kind with methods and technique of its
own, But there is no greater fallacy than to suppose that co-operative
banking is not governed by the same basic laws of finance as ordinary
banking. It is however under the special disability that the securities
which it holds for its loans, namely, the pro-notes of primary Societies,
are incapable of being turned into cash in the ordinary market. It is true
that some co-operative banks have succeeded in establishing business rela-
tionships with the Presidency and Joint Stock Banks. These relations have
not however taken the form of discount of societies’ paper, but have been
in the shape of loans or cash credits for definite amounts, which in some
cases have been backed by the deposit of the pro-notes of societies and in
some cases have been secured by the personal guarantee of men of subs-
tance connected with the co-operative bank. We gratefully acknowledge
that the assistance given by the Presidency and Joint Stock banks to the
movement has been of great value, both direct and indirect. On the other
hand, we must not be blind to the fact that all the Provinces have not
been equally favoured, that the continuance of the support of these banks
is uncertain and, to a very great extent, dependent upon personalities, and
that the needs of co-operative institutions will increase far more rapidly
than the amounts which reasons of business expediency will permit the
Presidency and Joint Stock banks to place in co-operative investments.
In fact, although we recognize that the help of commercial banks is
a most useful adjunct to the resourees of the co-operative banker, we con-
sider it unsound and dangerous to place too much reliance on such help,
or to expect that they will take up to any appreciable degree the business
of discounting the paper of societies. Nor is it to be expected that the Pro-
vincial Bank without any guarantee from Government like that given in
Bombay will be able to raise its capital at rates so substantially lower than
Central Banks as to enable it tosolve the difficulty of fluid resource in pro-
vinces where the smallness of margins embarrasses the Central Banks in
this respect.

219. This defect in the system of Indian co-operation is one which
must be palpable to the students of
European co-operative systems. The
same difficulty has been experienced in all European countries and in no
country has the movement been financed on any but a very restricted scale
by Joint Stock banks alone, while in every country in which the organisa~
tion of co-operative banking and credit has been accomplished with success
it has been found necessary to provide either a special apical state-aided
institution or to make arrangements whereby the existing state bank under-
takes to perform the functions of such an institution. And because agricul-
tural paper (representing as it does security which is remote and incon-
venient to realize) is mnot generally acceptable to ordinary banks it is the
most important function of such an institution to re-discount the promissory
notes or bills of primary societies when endorsed by co-operative central
financing agencies. It must be plain to those who have studied {he prob-
lems of co-operative finance that on the {facilities provided for re-discount
rests the provision of adequate fluid resource, and that without these faci-
lities all Buropean systems would be impossible. The development of Indian

System in Errope.
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co-operation has resembled in many respects that of the systems found pos-
sible in the more backward countries of Europe, where general conditions
bear a close resemblance to those now existing in India. The material
difference is that there exists in India no agency which can be relied on
to provide the facilities of re-discount for co-operative banks, and thereby
give to their finance that elasticity without which present stability and the
safe progressive development of the co-operative movement appear to be
difficult, if not impossible.

9920. The question of the agency which could most suitably discharge
this duty is a difficult one. It is as
we have pointed out, in the highest
degree improbable that the commercial banks will voluntarily undertake
the work. It may perhaps be possible for some arrangement to be entered
info with the Presidency Banks under which they will undertake the duty
of re-discounting agricultural paper for Provineial co-operative banks. Failing
this, according to the European precedent, the only alternative solution
appears to lie in the establishment of a State co-operative apex bank. There
are of course other advantages, beside the provision of the requisite financial
stability, which would accrue to co-operation from the foundation of such
a bank, but we recognise at the same time that there are grave difficulties
from other aspects attendant upon the proposal. We therefore feel the need
in which we stand of further informed advice from outside authorities
and in the absence of such advice we hesitate to place before the Govern-
ment any discussion of arguments or any tentative plan of our own. We
are, however, greatly impressed by the difficulties which threaten the whole
co-operative finance of the country, and we consider it necessary to place
our view of these difficulties very prominently before the Government in
order that such further steps may be taken as Government may consider
necessary in order to secure a careful examination of this question and
a satisfactory arrangement for meeting this serious deficiency in the existing
co-operative organtzation.

Dossslle remedies.



CHAPTER VI.

SUMMARY.

232. We havein the first chapter of this Report given a brief sketch of
the origin and progress of co-operation in
India, the passing of the Acts of 1904 and
1912, and the reasons for the constitu-
tion of our Committee (paragra phs 1—7). With the establishment of Central
financing agencies after the passing of the Act of 1912, there arose a
special class of difficulties in connection with the co-ordination and financial
position of the various parts of the co-operative organisation, and our
Committee while authorised to examine any important aspect of the move-
ment was intended mainly for the suggestion of measures to meet this
class of difficulties.

Societies other than agricwltural credit
socteties, Chapter I

Of the 14,566 co-operative societies in existence in British India in
1914, no less than 13,715 were societies which had been started to provide
Agricultural Credit and in dealing with the questions before it the Com-
mittee has in the main confined its remarks to those societies which came
under this category. Much excellent work has been done by societies
-established for urban credit or for objeets such as the purchase of instru-
ments and seed, the production and sale of produce, the insurance of cattle
and the like, and it is not improbable that the greatest developments of the
future will be connected with this elass of co-operation. In view, however,
of the present preponderance in the number of agricultural credit societies
and the similarity of the general principles which guide all classes of co-
operation we have contented ourselves with a comparatively short exam-
ination of the ‘ non-credit ° aund ° non-agricultural credit ’ aspects of the
work (paragraphs 8—19) and have dealt mainly with the institutions estab-
lished for providing agricultural credit.

233. These institutions were at first left—and we think rightly left—to
develop on independent lines in different
parts of the country, but the stage has
now been reached at which further
haphazard development can only be attended by complication and danger .

The various <lasses of agricultnral
credit insbitutions, Chapters Il—17V,
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In the forefront of these institutions are the primary credit societies thems-
selves 13,715 in number, and in some provinces attempts have been made
to group those societies for financial purposes into guaranteeing or other
Unions. Above these societies and Unions, balancing their funds and sup-
plying them with capital, are some 189 ¢ central banks’ of various kinds
and above these again, performing in some degree for central banks the same
function that the latter do for societies, we find in five Provinces a series
of institutions which we have classed together as ¢ Provincial Banks.’ We
have dealt with these three groups of institutions in the second, third and
fourth chapters of our Report and in each case we have examined separately
(0) their constitution and management, (b)) the composition and employment

of their capital and (¢) the manner in which they are audited and super-
vised :

234. We have enumerated (paragraphs 24—39) the requirements which

4. Constitution and Management,— have in our opinion to be met in order
encouragement of co-operative element. that the primary societies may be truly
co-operative in their constitution. We have pointed out the extreme care
which is neccssary in the formation of mew societies (paragraphs 24 and
39) and have indicated the principles upon which a decision should be
reached as regards the area and size of normal societies (paragraphs 25 and
26). We have further urged (paragraph 30) the extreme importance of
systematically inculcating the main  principles of co-operation, both before
and after the registration of a society, and have pointed out the increase in
efficiency and financial stability that must result from such teaching. We
have described (parvagraph 101) the guarantecing unions of societies which
are found in Burma and elsewhere and have suggested their extension to
other Provinces, as an intermediary between the society and the Central
Bank. The Central Banks themselves are at present of three classes accord-
ing as their shareholders are entirely individuals, entirely societies, or partly
individuals and partly societies : and while advocating the disappearance of
the first class and the ultimate adoption of the second, we have held that for
the present the third or mixed form of comstitution offers the best advant-
ages, if due provision is made for enabling the co-operative element to
secure at once a preponderating and ultimately an exclusive control (para-
graphs 105—107). We consider that for each Central Bank a definite area
corresponding as far as possible with administrative units should be assigned
and we have calculated that the most economical size for a Ceniral Bank
is one that deals with not less than 200 to 250 societies (paragraph 108).
We hold that all credit societies (or at any rate all agricultural credit
societies) within the area of a Central Bank should be shareholders in the
Bank and should have no dealings with other financial bodies (paragraph
112). To balance the excesses and deficiencies in Central Banks and to
supply them with funds we would advocate the foundation at an early
date of a co-operative institution at the head of each Province which
does not now possess one (paragraph 166). These institutions should,
in our opinion, be composed not of individual shareholders only, but should
have a mixed constitution in which individuals and co-operative banks
should both be represented and in which provision should be made for
enabling co-operative banks to obtain within a short time the control of the
general meeting though not necessarily of the Directorate (paragraphs 169-171).
The constitution, in fact, of cc-operative institutions at all stages should, in
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our opinion, be such as will ensure true co-operation and such as will secwie
assistance from middle class men of education, and where possible from
business experts, without endangering the ultimate object in view, which is

the concentration of the control in the hands of the co-operative institutions
themselves.

235. The capital of co-operative institutions is composed mainly of shares,

B. Composition and employment of deposits and loans, and the liability is
capital. usually unlimited in the case of primary

societies, while it is always limited in the case of Central or Provincial Banks.

We have described the different systems wupon which shares are
Shares. now taken in societies in certain Pro-
vinees, and while indicating the circum-
stances under which we would advocate the introduction of a share system
where it does not now exist we have recommended no general change in this
respect (paragraphs 42—d44). In the case of individual shareholders in Cent-
ral and Provincial Banks, we recommend that as a general rule there should be
one vote per man and no preference sharcs or reserve liability, while in the
case of societies which hold shares we would make the holdings of the societies
proportionate to borrowings and permit of a portion only of their shaves
being paid up (paragraphs 116—121 and 172). For institutions of all
grades the amount of dividend must, in our opinion, be limited, and we
have indicated the principles. mpon which the limit should he imposed
(paragraphs 45 and 123).

Deposits have hitherto constituted, except in the Punjab, a compar-
atively small portion of the capita]
of primary societies and we think that
so long as deposits in such socicties are of a local character every effort
should be made to increase their amount (paragraph 48), all sums re-
ceived in excess of the meeds of the societies being duly forwarded to the
Central Banks (paragraph 52). The period of deposits accepted by Co-
operative Institutions of all kinds should ordinarily be for as long as pos-
sible (paragraphs 50, 130 and 174), but there are certain circumstances in
which it would be legitimate to rcceive short term or current or savings
deposits— (paragraphs 51, 127—28, 130 and 174). The class of depositors in
primary societies differs somewhat from that depositing in Central or Pro-
vincial Banks and we have indicated the difference which this may entail
in the arrangements for repayment (paragraphs 54 and 132). We have also
stated our views regarding the circumstances in which Central Banks would
be justified in attempting to raise money by debentures (paragraph 137).

Deposits.

Loans received by the Provineial Banks from Presidency or Joint
Stock Banks, and those received by
Central Banks from DPresidency, Joint
Stock or Provincial Banks are generally though not always in the form of
cash credits, and we have pointed out the conveniences, and at the same
time the uncertainty, attaching to this form of advance from banks outside
the movement (paragraphs 134—35 and 175). The advances made by Central
Banks to societies on’the other hand are ordinarily in the form of a loan
for u term, and we have described in some detail the manner in which the

Loans to soctetres and hanks,
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credit of societies should for this purpose be assessed, the periods for which,
the interest at which and the security on which such loans should be
given, and the manncr in which their recovery should be enforced (para-
graphs 140--51).

The principles on which societies should in their turn grant loans
to members have also been examined by
us at some length We would allow
sufficient cash to be kept locally to allow of urgent loans being given
(paragraph 58, and we recommend the use of promissory mnotes and of
members’® pass books (paragraph 60). The total borrowing power of the
Committee and the normal maximum borrowing power of each member
should be assessed beforehand by the society (paragraph 59) and we have
suggested the adoption of a system under which the period of a loan
should as & rule automatically correspond with the object for which it is given
(paragraph 64). We advocate the taking of suretiesin all cases and the rigorous
exaction of the sureties’ liability when necessary (paragraph 65). While
deprecating an extensive use of mortgages, we have stated the circumstances
in which we consider them legitimate (paragraph 68) and we have suggested
the possibility of special concessions being made to societies in the matter
of mortgages and liens on crops (paragraphs 69 and 70). We have repre-
sented the disadvantages of premature veductions in the rates of interest
charged to members (paragraph 72) and have pointed the way to an ultimate
introduction of cash credits to members in place of loans (paragraph 73).
We have laid special stress on the absolute necessity for introducing a
systematic method of ascertaining the amount of loans which are overdue
and have not been repaid by members (paragraph 74) and the avoidance
of fictitious repayments of loans (patagraph 77). While advocating the full
use of the existing law in respect of recoveries from members we have not
supported the claim put forward for a summary procedure in execution
of decrees (paragraphs 78—9) and we have strongly deprecated the use of
Government agency for the recovery of debts due to societies (paragraph 80).

Loans to members.

We have further considered the much debated question of the func.
tions and employment of the Reserve
Fund. We have held that -all co-
operative institutions should build up a Reserve Fand in the sense of
surplus assets (paragraphs 82—3 and 152) and that every effort should
e made by each institution to accumulate an ‘owned’ capital to
supply its working needs and to meet the claims of creditors on liquid-
ation (ibid and paragraphs 57 and 188). But we have also laid great
stress on the necessity in the case of all institutions which take deposits
to provide for themselves, either by their own investments or by arrange -
ments with other banks, an adequate fluid resource, and, in the absence of
facilities for discounting co-operative paper, we have suggested that this fluid
resource should in Central Banks be sufficient to meet halt the deposits due for
payment within the next twelve months (paragraph 155), a standard of one-
third being held sufficient in the case of Provincial Banks (paragraph176). We
consider it advisable that after satisfying the above requirements co-operative
institutions should be left to utilize their surplus assets in their own business
(paragraphs 83 and 152). We recognize that these proposals will in places entail

Reserve Fund and Fluid Resonrce.
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a disarrangement of existing financial conditions and will in many cases involve
a considerable raising of existing margins, but we are convinced that they should
be carried out as soon as circumstances permit and before the natural
fall in margins renders it difficult, if not impossible (paragraph 158).

We have added some miscellaneous suggestions regarding the use of
profits for charitable purposes or for
) the establishment of separate funds
(paragraphs 85 and 161), the employment of superfluous money (para-
graphs 159 and 178) and the introduction of a special procedure for recovery
in liquidation (paragraph 87).

Mascellaneous suggestions.

236. We have then drawn attention to the vital importance of proper
audit and supervision (paragraph §8).
In the case of Central and Provincial
Banks we suggest that the formal audit of accounts should be done on
payment either by professional or by Government agency, the further examina-
tion of the condition of the banks and their general supervision being entrusted
to Government agency (paragraphs 162-63 and 179). For primary societies the
audit should include not only the accounts audit but a further examin-
ation (paragraph 91) and these duties should be carried out by a staff of
auditors approved by the Registrars and maintained by the societies them-
selves (paragraph 94): the work of supervision being similarly entrusted to
a staff paid for by the societies (paragraph 98). The auditing staff would
be on a provincial basis and under the ultimate control of the Registrar
(paragraphs 92 and 94), who would also entertain an adequate Government
establishment on « scale suggested by us for maintaining a super-audit or
second audit of societies (paragraph 93). We have added suggestions
regarding the use to be made of audit reports (paragraph 96), the publication
of balance sheets in Central and Provincial Banks (paragraphs 164 and 180)
and the preparation of Annual and Quarterly Returns (paragraphs 99, 165
and 180).

C. Audit and Supervision.

237. In our fifth chapter we have examined a special class of questions
Public Aid. Chapter V. rvelating to the degree in which the
co-operative movement should receive
administrative and financial help from the Government. We have suggested
no additions to the special concessions permitted by the Act or to the
concessions in respect of remittance, savings banks accounts, ete., which have
been departmentally allowed to societies (paragraphs 181-182), but we have
examined the relation of Government and its servants to the movement in
other respects.

The rules prescribing the attitude of Government Servants as members,
Government Servants and District divectors and depositors l'espectively to
Officers. the various classes of co-operative institu-

tions appear to us to be generally suitable, but we have recommended some
minor changes which appear to us advisable (paragraphs 184-7). The
relation of the District Officers (and in some cases of Sub-divisional Officers)
to the movement has also been re-examined and while deprecating any
devolution to the District Officers of duties assigned under the Act to the
Registrar, or any general arrangement for making him ez-officio a Director
or Chairman of the Central Bank at District Headquarters, we would wish



SUMMAKRY. 133

him to be entitled to attend all meetings of Central Bank in his jurisdiction
(paragraphs 188-190).

We have stated in paragraph 90 in the second chapter of the
Report our views as to the scale on which the controlling Government staff

The Registrar, Development Commis- should be fixed, and we have in the

sioner, anid Adviser to Government  fifih  chapter explained the duties and
qualifications rcquired of the Registrars and Joint Registrars, the status they
should hold, the pay and allowances which in our opinion they should draw,
and the arrangements which should be made to provide qualified successors
for vacancies in the post as well as for making junior civilians acquainted
with the principles of co-operation (paragraphs 191-196). We have further
examined a proposal which has sometimes been put forward for the co-
ordination of certain economic departments including those of Co-operation,
Agriculture and Industries under a single officer of high standing in each
Province and have recommended that a move be made in this direction as
opportunity offers (paragraphs 198-200). We have then pointed out the
need for closer confrol by Government over the objects for which the co-
operative organization is utilized and over the financial arrangements of the
movement. To meet the former need we propose certain rules and byelaws
to define accurately the objects and activities of co-operative institutions {para-
graph 201) and to meet the latier we snggest the appointment of an officer with
co-operative experience to act as adviser to the T.ocal and Supreme Governments
(paragraphs 202-3).

Indirect financial assistance has sometimes been given to the movement by
the deposit of Court of Wards and other funds over which Government or
Investment of quasi-pnllic fands ond ~Js0cal Bodies have control, and we have
agrieutiural loans. indicated our opinion regarding the extent
to which use might be made of co-operative societies for the deposit of other
public or guasi-public funds (paragraph 204). We have also suggested that
where agricultural loans are being given by Government on a large scale to
meet seasonal distress or to provide for the initial expenses of a scheme of colo-
nization, it should be open to societies to receive such loans for distribution to
their members, the arrangements for distribution, fixing of interest and recovery
being left to the societies (paragraph 207) and we have suggested a some-
what similar procedure in the case of large loans to bodies of men for
agricultural improvements (paragraph 208).

We have then examined the effect on the co-operative movement
of recent famines, of banking crises and of the present war (paragraphs
209-211) and we have explained that the Government has hitherto given
direct financial aid to Co-operation in three ways only, viz., (i) by the

Financial responsibility of Govern- grant of initial advances to new socie-

ment. ties, (#) by guaranteeing the interest on
the debentures of the Bombay Central Bank and (iis) by special advances in
two Provinces to meet difficulties anticipated in connection with war (para-
graphs 213-215). We have expressed our concurrence with the present
policy of Government so far as it represents a rejection of the system of
money doles and of undue concessions, but we have pointed out that in order
to make the movement self-sufficing it will be necessary to provide some
means of re discounting the pro-notes of societies either through the Presidency
Banks or by means of a State Co-operative Bank, and we have recommended
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that a careful examination should be made of this question (paragraphs 216-
220).

238. In order to assist in the disposal of our Report we have drawn up and
Catalogue of recommendations and printed as Appendix III a comprehen-
0PN ONs. sive catalogue of our recommendations

and opinions, and we have submitted separately our tentative suggestions
regarding the manner in which each item in the catalogue should be dealt

with. -

232. In conclusion we desire to take this opportunity for expressing
our appreciation of the valuable assis-
tance rendered by our Secretary Mr.
R. B. Ewbank, L.C8. In view both of his personal qualities and of his
previous experience as a Registrar, he was admirably fitted for his duties in
connection with our Committee and we are greatly indebted to him for the
help which he has given us. "

Couclusion.

(8d.) E. D. MACLAGAN.
LALUBHAI SAMALDAS
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APPENDIX I.

SYSTEMS OF CENTRAL AND PROVINCIAT. BANKING OBTAINING
IN THE VARIOUS PROVINCES OF INDIA.

I.—-MADRAS.
A.—PROVINCIAL BANK,

1. 8ystem in force—The Madras Central Urban Bank was registered in 1905, and organized
originally as a Provincial Bank for lending to primary societies throughout the province and is
now only distinguished from other Central Banks by the fact that its loans are made over a
wider area.

It lends chiefly to primary societies in districts (¢ g., Chingleput, North Arcot, South Arcot,
Anantpur, Kistna, Godavari, Ganjam, Vizagapatam, Nellore, Tinnevelly and Cuddapah) where
there are no Central Banks, but also it occasionally lends to other Central Banks on the security
of the pro-notes of primary societies, and it lends to its own individual members on the security
of their deposits. In no case does the Madras Central Urban Bank grant cash credits.
Loans to societies affiliated to Unions are granted by it on the recommendation of a
Union which, however, thereby incurs no financial responsibility — For every other loan
advanced, it requires the Registrar’s separate recommendation. Before granting this the
Registrar enquires into every application through his own staff and it is on this enquiry that
the Provincial Bank chiefly relies. ~Asset valuation statements are prepared, and as a rule loans
are not sanctioned up to more than §th of the valuation of assets, though in some cases the
proportion rises to 3th. Propaganda work is done by the Government Inspectors and also, but to
a smaller extent, by the staff of the Unions and 3 of the Central Banks, Organisation is

usually done by Chief Inspectors. Propaganda work is not done by the Madras Central
Urban Bank.

2. Constitution and Management.—The shares are all ordinary shares held by individual
shareholders (300 in number). There is no representation of societies on the Board of Directors.
No field staff 1s maintained, but it is proposed shortiy to employ 8 touring inspectors. An office
staff is employed at a cost of Rs. 12,507, which is engaged wholly in accountancy and banking
work, The bank receives no State subvention.

8. Assets and Liabilities—The balance sheet of the Bank ‘stood on June 30th, 1914, as
follows : —

Liabilities. Assets.
|
Rs. ARy Rs. AP
1. Share Capital (Fully Paid) 2,00,000 0 0 [ 1. Cash and Petty Cash on 5550 4 3
hand.
2. Deposits .. . 124,04111 6 6
. Loans Outstanding « |27,35,026 0 6
8. Interest payable on Deposits 62,089 11 0
. 3. Interest earned 64,533 7 6
4. Reserve Fund 62,000 0 0 |
- 4. Fixed Deposit with the Bank| 62,000 0 O
5. Dividend Equalization Fund 20,000 0 0 of Madras.
6. Building Fund 9,000 00 ‘l‘ . Fixed Deposit with the | 50,000 0 0
\ Upper Burma Central Co-
7. Dividend and Bonus payable (in the previous 627 12 3 | operative Bank, Ltd., Man-
years) but not yet claimed. ; dalay.
i
8. Interest on Prepaid Calls on Shares payable (in 7158 l . 33% Government of India | 1,10,246 13 0
the previous years) but not yet claimed. i Promissory Notes of the face
‘: value of Rs. 1,15,000.
9. Employees’ Provident Fuud s 1,489 05 |
. Purniture and Fittings less 735 15 3
10. Overdraft from the Bank of Madras 213,580 09| 10% Depreciation.
11. Other items 818 10 0 | 8. Other items ... 261 732
12. Balance brought forward 1,210 14 10
13. Net profit for the year . 53,418 8 2| 54,629 Y0
— ‘. —
Total ... 30,28,353 15 7 | Total .. 130,28,353 15 7
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4. Composition of Capital.—The share capital consists of 100 shares of Rs. 500 each and
1,500 shares of Rs. 100 each fully paid up and it represents 8§ per cent of the liabilities. No
debentures have been issued.

Deposit rates are as follows :—Current, 2} per cent. Fixed, under 6 months 8 per
cent, under 1 year 4 per cent, under 2 years 5 per cent, under 3 years 54 per cent, under
4 years 6 per cent, in addition to a 2:04 Jakhs indeterminate (reserve funds of societies)

Rates are not manipulated to correspond with the state of the Bank or the market,

No loans have been received from Joint Stock Banks but the Bank of Madras has granted
a cash credit of 4 lakhs at 5} per cent,* secured on the pro-notes of societies, endorsed by the
Madras Central Bank, of which 2:13 lakhs had been drawn on June 30th, 1914. In addition
to the undrawn balance of this cash credit, the Bank held a fluid resource consisting of
Government pro-notes of the face value of Rs. 1,15,000 and a deposit of Rs. 62,000 with the
Bank of Madras. It has also deposited Rs. 90,000 in the Upper Burma Central Co-operative
Bank for 3 years.

5. Employment of Capilal —Loans are granted to primary societies nominally for 1 or 2
years, but actually for 10 years, since under the conditions of the loan any primary society
which repays {5th of a loan is entitled to an extension for the remainder,

The Registrar reports that agrieultural societies ordinarily repay to central and provineial
societies 22 per cent of the total demand against them annually. Of the loans due to the
Bank 974 lakhs are returned as authorised arrears and 527 lakhs as unaunthorised.
Loans are secured on pro-notes and carry a rate of 71 per cent if made to primary societies, and
7 or 73 per cent if made to Central Banks. Arrears are notified to the Registrar who employs
his staff in realization.

6. Reserve Funds.—The reserve fund is returned at 2+5 per cent of the liabilities, and with
the share capital represents 9 per cent of the liabilities. In addition to it 3 dividend equaliza-
tion fund and a building fund are maintained both of which are utilized in the business of the

Banl.

Rs. 1°10 Jakhs are held in Government Paper to eover 75 per cent of the Bank’s current
-accounts and Rs. '62 lakhs deposit in the Bank of Madras are also realizable,

7. Superfluous Funds.—Apart from the deposit in the Upper Burma Central Co-operative
Bank, such funds are used in the reduction of the cash credit account with the Bank of Madras.
There appears to be no particular slack season.

8. Division of Profits.—The shares haye for the last few years carried a dividend of 10 per
cent p/ns a bonus of 2 per cent. A rule is under the consideration of the local Government
limiting dividends to 12 per cent. There is no contingency fund. .

9. Andit and Supervision ——The andit of the Bank is done by one of the Assistant Regis-
trars. The Bank does not contribute tothe cost of audit. In 1918-14, it contributed Rs, 1,833
to Unions towards the cost of the supervision of primary societies, :

B.—CENTRAL BANKS.

1V, System in firce—There are 7 Central Banksin the Province, of whigh .four admit -indi-
vidual members only and 3 admit societies to wembership.  In all 232 societies are affiliated
to them. There are also 7 Unions, working as recommendatory institutions under Central
Banks with 149 societies affiliated to them. As in the case of the Madras Central Bank loans
-are granted on the Registrar's sanction after an enquiry made by his staff, Four Unions
maintain supervisors. The Directorates of Central Banks (except Madras and Trichinopoly)
do considerable propagandist work: such work is also regularly done by the secretaries of

the four Unions,

11. Constitution and Management—The nominal value of shares varies from Rs. 10in South
Kanara to Rs. 500 in Salem. The more recently formed Banks have made special provision for
the issue of shares to societies, and where societies hold shares, they are entitled to elect
representatives on the Board of Management. As a rule, the area covered is a dlstrlct.. The
Banks are generally managed by an Honorary Secretary with a staff of clerks under him and
confine themselves to accountancy and banking business. With one exception they undertake
also some supervision of primary societies. It is usual to pay ith of the net profits to the
Honorary Secretary as his remuneration. The Banks receive no State subvention,

* Notwe.—The rate it fixed and does not vary with the market.
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12, Agsets and Liabilities.—The combined balance sheet of the 7 Central Banks stood as
follows on June 30th, 1914 :—

Assets Liabilities.
Rs. Rs.

‘Cash in hand v 67,836 || Loans and deposits from non-members ... .. | 11,381,896
Investments 11,954 || Loans and deposits from societies e | 417,604
Toans due by members ... 34,310 [| Loans and deposits from members w | 5,33,515
Loans dae by societies ... oo | 22,14,692 || Share Capital ... o | 1,96,865
Interest due to Banks ... 45,319 || Interest and dividend due ... 47,298
Value of stock s " Cost of management due ... 175
-Other items 14,828 || Other items 15,243
Reserve Fuud ... 12,028

Total o | 28,54,624

Profit e 4 84,310

Total ... [ 23,88,934 ’ Total "_53—,55,9—3:{

13. Composition of Capital.—In Trichinopoly, Tenali and Madura Banks the share
capital plus reserve fund represents less than 7 per cent of the capital borrowed from outside
but in the remaining Banks the proportion exceeds 12 per cent. No debentures have been
issued. Deposits are received, chiefly from the urban classes, at rates varying from 5 to 64
per cent, and fixed as a rule for 1 or 2 years. Primary societies within their distriets
are also bound to deposit their reserve funds with the Central Banks. One Central Bank has
a cash credit with the Provincial Bank. Two have opened cash credits with the Bank of
Madras and one with the Indian Bank. No restrictions are placed on the power of primary
societies to take deposits.

14. Bmployment of Capital.—All Central Banks lend to societies at 74 per cent, after the
same enquiry and on the same security as in the case of the Madras Central Bank. The
gystem of repayments is the same but does not work uniformly in all districts.

16. Reserve Fund.—No Bank carries more than the statutory minimum to reserve, but
in several cases building funds, common-good funds and dividend equalization funds are main-
tained in addition. The reserve funds of primary societies are lodged with the Central Banks
which finance them. The reserve funds of Central Banks in the mufassil are lodged with the
Madras Central Bank and all Central Banks use as part of their working capital the reserve
funds of other societies which are lodged with them.

16. Divésion of Profits.—Dividends to members are shortly to be limited by rule.

17. Audit and Supervision,—The audit of societies is done by the Registrar’s staff consist-
ing of 60 auditors paid by Government: that of the Central Banks by the Assistant Registrars,
Two of the Central Banks and four of the Unions maintain a staff of 15 supervisors at a cost
of Rs. 600 per month. '

II.—BOMBAY.
A.—THE PROVINCIAL BANK.

1. System in force—The Bombay Central Co-operative Bank Limited, was registered
in 1911, and is authorised to grant loans for periods not exceeding 10 years to any registered
co-operative society or bank in the Bombay Presidency. It has no system of afliliating its
client societies, of which only 6 have taken shares in it. It deals direct with all societies
borrowing from it subject only to the restriction that every loan must be granted with the
previous sanction of the Registrar. For the purpose of assessing the credit of a,pglicants
three special Mamlatdars, seconded from the Revenue Department are employed under the
Registrar, and paid half by the Provincial Bank and half by Government. They visit an[:
soclety requiring a loan and prepare a valuation statement of the land held by members, whic
they submit to the Registrar together with a report on the general working of the society
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The Registrar after referring to the audit note and the past record of the society transmits
the papers to the Directors of the Provineial Bank for ultimate decision stating the maximum
up to which a loan may be granted—a figure which generally does not exceed one-third of the
estimated value of the property. When the loan is sanctioned, the amount is sent divect to
the society by R. T. R." The work of the Provincial Bank is carried on by an Honorary
Manager with a staff of paid clerks under him.

2. Constitution and Management.~The bank is of the individualistic type, 865 of the 871
shareholders being private persons. Its directorate is elected by the shareholders and consists
of leading business men resident in Bombay City, but does not include any persons sitting as
representatives of societies. The working expenses of the bank in the vear 1913-14 were
Rs. 14,007 representing ‘9 per cent on the total working capital.

3. Adssefs and Liabilities. —~The balance sheet of the bank stood on March 31st, 1914, as
follows :—

Liabilities, : Assets,
1
Rs, 4, 2 Rs. 4. ». : Rs. a », Rs, a, 2,
Capitai— ; Land at Baramati .., o 347 0 0
Subscribed shares 14,000 at Rs. 50 ’ :
each= Rs, 7,00,000. | Safes and furniture e | 247316 9
Paid up Rs. 25 per share ... v | 3,50,000 0 0 | .
Less~Depreciation previously 492 1 0
Less —Calls in arrears o 11870 0 © i written off.
| 3,33130 0 0 h
Debentures —~ “ 1,981 14 9
615 debentures of Rs. 1,000 cach fully 6,15,000 0 © ‘1 Less=Depreciation written off 49412 9
paid up. il this year,
1 1487 2 0
Sinking Fund for debentures 8,475 0 10
I Oil cake at Baramati Branch e 9,621 5 6
Reserve Fund .., 2,700 0 0 | fort)supply to societies (at
Il cost),
Reserve against Law Charges 2,000 0 0| .
! Loans advanced to soeieties ... 13,73,878 10 §
Premium on debentures .. 5,720 0 0
Societies’ share of the divisible fund .., 2,787 8 0 I Suspense 5,261 0 2
Deposits in advance of ealls 36,770 0 © i i
1 Interest receiveable on loans .., 64,044 4 0
Deposits for Debentures ... 880 0 0
I
Fixed and other deposits at Head Office | 4,783,323 13 3 Il Cash with Bank of India, Limit- 74007 5 3
ed, in current account.
Fixed and other deposits at Baramati 32,640 6 4
' P " 510973 8 7 Cashat the Head Office 4542 7 6
|
Interest payable o e 25,836 15 11
TLeTest pay I Cash at the Branch 38,763 6 11
Unpaid dividends e s s 793 8 6|
Profit and Loss Accountem i
Balance of last year 7180 !
Add - Profit of this year . ~ |_ 28,030 18 7 |
28,102 5 7 ‘
Less~ Ad-interim dividend paid . 6,125 0 © ;
_mam sy
Total 15,72,042 9 7 ‘ Total 15,72,042 9 7

4. Composttion of working Capital.— 14,000 shares of Rs. 50 each have been issued
and subscribed, and Rs. 25 have been called up on each share. Their present market price is
quoted slightly above par. The bank is empowered to issuc debentures up to the value of
3 times the paid-up share capital subject to a maximum of 20 lakhs, and on these debentures
Government guarantees a rate of 4 per cent, until they are redeemed. A sinking fund has
been provided for at a rate which would entail the extinction of all debentures within not
more than 41 years of their igsue. As there are constant fluctuations in the demand, the
bank would be unable to arrange that the whole of its permanent ecapital should always be
profitably employed, and therefore maintains a margin of deposit capital intended to meet the
gradual growth of business until it is satisfied that the increase is permanent. The average rate
paid on these deposits is 43 per cent.

5. Employment of Capital.—Lioans are made to societies for periods varying from
9 months to 10 years at a rate of 7 or 74 per cent according to the character of the borrowing
society. The security taken is usually a bond of the society in which the annual instalments
of repayment are laid down. In some cases, where the society is bound by its byelaws to take
mortgage security from its borrowers, these deeds are also deposited in the Provincial Bank
as collateral security. Cash credits are given in one or two cases. [The rate of interest chargeable
on loans is limited by the agreement with Government to a maximum of § per cent,
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6. Reserve Fund.—In view of the existence of a Sinking Fund the bank has been exempt-
ed from the provisions of the Act requiring it to carry 25 per cent of its profits to reserve,
However, it has formed a small reserve of Rs. 2,700 to meet possible bad debts and Rs. 2,000
to meet possible legal expenses

7. Superfluons Funds.—The slack season of the bank, April o June, corresponds with
the busiest season in the Bombay market. The Directors, being personally connected with
many of the Bombay banks, are able under certain restrictions to use the money profitably on
short deposit. Fluid Resource is provided by the Directors by transfer when needed from
other concerns controlled by them.

8. livision of Profits.—Since the establishment of the bank a dividend has been paid
at 6 per cent under the agreement with Government. Half of the profits in excess of the
amount needed to pay this rate are refunded to borrowing societies in the form of a rebate:
of interest on loans,

9. Andit and Supervision.—A special auditor has been retained under the Registrar to-
audit this and other Central Societies at their own expense. The Provincial Bank is also
andited by an Incorporated Accountant for the satisfaction of the shareholders, It does not.

itself undertake the audit of any other societies.
B.—THE CENTRAL BANKS,

10. The System in Force—No uniform Central Bank system has been evolved in
the Presidency. There are 2 ‘mixed’ Central Banks, which are in fact overgrown urban
banks which are lending out more than half of their funds to registered societies in their dis-
tricts, and one ‘pure’ Central Bank with 23 constituent societies. Each Central Bank appoints
and maintains its own inspector, who visits societies not only to agsess credit but for the purposes
of general supervision, The two ‘mixed’ banks comprise 247 individuals and 42 societies
among their members. Societies are accorded special representation on the Board of Directors,
The area covered by each of the banks is a district. Credit is assessed by the directors from their
personal knowledge and on the report of the inspeetor and is fixed on a consideration of tho
general management of a society and the character of its members.

11. Constitution and Management.—The Central banks approximate to the ¢ capitalistic
type. The byelaws are so framed that the societies’ representatives are in the minority. The
‘pure’ type is organised onmuch thesame plan as the  Khelar” societies of Bengal. 'There are
no preference shares and the dividend is limited by rule to 9 per cent. The shares vary from
Rs. 20 to Rs. 50 and are fully paid up.

12, Assets and Liabilities.—The combined balance sheet of these four banks for 1913-14
was as follows :— :

Assets | Liabilities.
{ Rs. i s,
Cash in hand and bank 44,869 || Loans and deposits from ron-members w 89,218
| |
Iuvestments 476 ) Loans and deposits from socioties .. L 2,620
I
Loans due by members 56,618 ’ Deposits of members ... oo L 1,156,002
Loaus due by societies 1,40,017 || Share capital .. bB&620
{
Interest due to banks 6,527 || Interest and cividend due by banks ... ee 4,760
Other items 51 || Cost of management due 246
Reserve Fund o 2,501
Total o | 2432067
Profit +5,321
] 2,48,588 Tetal e 2,48.588
J

13. Composition of working Capital.—The Central Banks raise the whole of their capital

locally and do not depend at all on the Provincial Bank. The rates offered on loans and
deposits from members and non-members vary from 5 to 64 per cent, The deposits are all local in
character and the bulk of them are fixed for 1 year. None of the Central Banks have yet entered

into any relation with any joint stock bank,

45
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14, Employment of Capital.—About § of the working Capital is employed in loans to in-
dividual members at rates varying from S to 94 per cent. More than } of the working capital
is invested in loans to societies, affiliated or not, at rates varying from 6} to S per cent. The
Banks have received a general sanction from tLe Registrar to grant loans to all societies within
their areas, up to the maxima allowed in the societies’ byelaws. Loans are advanced for periods
extending from 1 to 5 years, and are made on the security of an ordinary bond. Repayments up
to date have been fairly punctual.

15. Reserve Funds.—Reserves are growing slowly and at present represent less than 2 per
cent of the working capital. This is partly due to the narrow margins on which these banks work
and partly to the high proportion of fluid resource which they maintain. Reserves are not at
present separately invested.

16. Superfluous Funds—The Central Banks do not yet use the Provineial Bank as a balanc-
ing centre, and owing to the fact that the demand for money always exceeds the supply, have
not yet been faced with the problem of finding profitable investment for surplus funds.

17. Division of Profits.—Dividends have recently been limited by the Local Government
to 9 per cent, until the reserve fund amounts to 25 per cent of the total working capital. The
rate of distribution up to date has inno case exceeded 12 per cent.

18. Audit and Supervision—The Banks have up to the last year been audited annually by
the ordinary auditing staff of the Registrar. Recently they have been placed under a special audi-
tor to whose pay they are required to contribute, Iach Bank contains at least one honorary
organiser on its Board of Directors, who supervises its work and corresponds independently with the
Registrar. The Banks do not themselves maintain any staff for auditing their affiliated societies.

III.—-BENGAL.
A~PROVINCIAL BANK.

1. There is at present no Provincial Bank in Bengal, but arrangements are in train
for the formation of such a Bank and byelaws have been drafted with this object.

B.—CENTRAL BANKS.

2. The System in Force.~-There are 33 Central Banks in the Province, and 1,153 primary
societies out of a total of 1,627 are returned as affiliated to these Central Banks. The tendency
is to aim at one Central Bank for a subdivision.

The Banks deal directly with their affiliated societies except in two districts (Faridpur and
Pabna) where Supervisory Unions have been started. There are 7 such Unions covering 126
societies. Fach society in a Union must hold at least one share of Rs. 10 and” must have one
share for each Rs. 100 borrowed by it. The General Meeting of the Union consists of 3 delegates
from cach society and the Union Committee is composed of one delegate from each society.
The expenses of the Unions are met by a cess of 4 per cent on the working ecapital of the
societies.

The credit of societies is assessed by Central Banks on (¢) reports made by Honorary
Directors of the Banks after such inspection and enquiry as is thought necessary ; (¢7) reports
made by inspecting clerks and the last audit memorandum ; (#47) the statement of assets checked
by the inspecting clerk or sometimes by oneof the Government Staff ; (iv) the recommen-
dation of the Organiser ot any local Zemindar who is willing to help the movement and (») on
the past history of the society and the local knowledge of the Directors. Where
there are Unions, the credit of affiliated societies is assessed by the General Meeting of the
Union on the strength of personal knowledge and the reports of the Union Staff. The super-
vision of societies 1s carried out by Honorary Directors and the paid staff of the Central Bank,
or where there are Unions through the members and staff of the Union. New societies ave
started mainly by the agency of Directors and Honorary Organisers attached to Central Banks,

3. Constitulion and Management.—Central Banks are of three classes, wiz., (f)
central banks which have no shareholders except private individuals. There are onl
three banks of this class and they will shortly disappear or be converted into banks of a different
character; (i¢) ‘central banking unions’ of the so called ¢ Khelar’ or ‘pure’ type in which
societies alone are shareholders. There are 6 banks of this class with 241 societies affiliated to
them ; (445) ‘central bapking unions’ of the so called ‘Pabna’ or ‘mixed’ type, in which
both societies and individuals are shareholders. There are 24 banks of this class with 912
aftiliated societies.

The shares in Central Banks vary insize from Rs. 10 to Rs. 50, but in the case of all Bank-
ing Unions of the pure type the value of shares is Rs. 10, whereas in the case of Banking Unions
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:ed tvve. the commonest value is Rs. 50. Where both individuals and gocieties are
Zlfla:ﬁi%ﬁéﬁi t)lrllt)a former are preference and the latter ordinary shares, the size of shares in the
two classes being ordinarily the same. As societies are not entitled to get loans amounting to
more than 10 times the value of shares held by them, the number of ordinary shares tends to in-
crease. A direct and organized effort is made to keep the number of authorized preference and
ordinary shares equal, but in practice the preference shares preponderate in most cases. The
Hability of shareholders in the ‘mixed’ type of bank is ordinarily limited to the noml_nal value
of their shares, while in the ¢ pure’ type 1t is generally five times that sum, There is no uni-
form principle upon which calls are made, and sometimes as little as Re. 2 per share has been
called up. The system of guarantors s unknown except in one or two cases.

In the ¢ mixed’ banks half the Directorate is appointed by societies and half by preference
shareholders, Under the Directors there is generally an Honorary Secretary, a paid clerk for
office work, and one or two inspecting clerks. The District or Sub-divisional officer 1s usually the
ex-officio Chairman. The field staff receive pay at various rates from Rs. 15 to Rs. 100 per

mensem and the total cost entailed by establishment and contingencies is Rs. 25,440, represen-
ting 77 per cent of the working capital. These Central Banks no longer receive any Govern-
ment subvention.

A Assets and lLiabilities.—The combined Balance Sheet of the Central Banks for 1913-

14 was follows :—

Assets. Liabilities.
; Rs. ! Ra.

Cash in hand and at bank .. | 1,28,181 || Loaus and deposits from non-members ... . | 2241,199
Investments 1‘ 17,942 || Loans and deposits from other sceieties ... ! 1,33,877
TLoans due by members 62,196 || Loans from Government 9,800
Loans due from borrowing societies... '1 31,01,490 || Deposits of members 1 4,44,450
Interest due from borrowing societies | 1,009,013 Share eapital [I 3,83,555
Stock in hand 2,440 || Tnterest and dividend due by banks | 73,392
Other items 8,704 || Cost of management due oo | 4,487
: Other items ... | 11,737

i Reserve Fund ... . | 35888
| “___4.

Total .. | 83,338,155

Profis v | 483761

Total ' 84,21,916 : Total " 84,21,916

5. Composition of Working Cupital.—The share capital represents 116 per cent of the
liabilities on borrowings (including members’ deposits).

There are practically no Debentures in any of the Central Banks,

The deposits are mainly local, but include some Caleutta money. They are usually
obtained on the condition that the depositor gives a certain prescribed notice of withdrawal
and the period of notice varies considerably. The ordinary rates lie between 6% and 74 per cent,

Loans are taken from Joint Stock Banks and individuals in Calcutta, chiefly at the in-
stance of and on the information of the Registrar. The Bank of Bengal however requires guaran-
tors. The loans from Joint Stock Banks and the Bank of Bengal are nominally at (?all but
as a rule are for a year by arrangement. The Alliance Bank of Simla has given cash credits
to five Central Banks amounting to 6 lakhs at 7 per cent and the Bank of Bengal has given
two cash credits aggregating } lakh at Bank rate on guarantee. °

6. Bwployment of Capital.—Loans by the Banks to individuals are now practically obso-
lete, and Banks lend to societies only. The credit of societies is assessed in the manner
described in paragraph 2 above and the Registrar controls drawings by societies only in so far
as a maximum borrowing power is fixed in the byelaws. The loans are generally for a
period of 3 or 4 years and repayable in instalments. Pro-notes are taken as “security in the
majority of cases, Several Central Banks lend money against instalment bonds, The interest
charged runs from 9% to 101% per cent and there is a strong tendency to reduction in the rates.
Cash credits are given to societies by one Bank only.

Repayments of loans to societies are generally made after the jute and paddy harvest.
Punctuality has been the rule and the sums overdue at the end 1913-14 were not large.

7. Reserve Funds.--"These represent 1 per cent on the liabilities. Their growth is difficult
{0 gauge owing to the recent large increase in the number of Central Banks, and till recently
‘there was no definite rule as to the manner in which they should be invested. The Central
Banks have been instructed to invest the whole of their Reserve Funds in a fluid form. The
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reserve fund with the share capital, paid and unpaid, represents 126 per cent of the liabilities
or borrowings (including members’ deposits).

A good proportion of the Reserve Fund is in the Post Office Savings Bank, but there is
1o rule regarding the amount of capital which shall be kept fluid. It is not known how much
of the cash credits or of the amount invested is held in a readily realisable form.

8. Superfluous Funds ~There is no marked slack season in the Province and any surplus
held by a Central Bank is as a rule quickly utilized in its business.

9. Drvision of Profits—=Dividends on shares are limited by the Local Government to
124 per cent. Several of the banks maintain also building and education funds.

10. Awdit and Supervision.—The Government maintains an auditing staff of 10 men
costing Rs. 1,380 per mensem and it is intended that there shall ultimately be one  Inspector ”’
for each district with a staff of cheap auditors maintained by contributions from societies under
him. The Central Banks maintain a staff also for inspecting societies and in the case of long
started Central Banks Government assist them by meeting the cost of the staff so long as they
are not in the position to defray the expenses from their profits.

The audit of the Central Banks is done by the Registrar or by Government Auditors, and
not by outside Accountants.

IV.—BIHAR AND ORIS3A.
A~PROVINCIAL BANK.

1. Tie System in Force—The Provineial Bank, which was registered as recently as April
1914, is designed to deal exclusively with Central Banks, but it may, with the sanction of the
Registrar, make loans to primary societies in areas where there is no Central Bank. At the
time of the Committee’s visit on Degember 11th it had opened cash credits in favour of 17
Central Banks at the rate of 7 per cent.

2. Censtitution and Management.—The management of the Bank is in the hands of
12 Directors, of whom 7 are also Di;eetors of different Central Banks. The Registrar is an
ex-officio Director and with two other Directors resident at Bankipore serves on the working-

committee of the Bank, to which most of the Director’s powers have been delegated,

The shares of the Bank are of two classes (1) 4,000 Guarantee shares of Rs. 100 each, fully
gubseribed, on 3,000 of which Rs. 5 per share has been paid up. The remaining portion is a re-
serve liability which can only be called up to meet the claims of a Presidency or Joint Stock:
Bank, in two instalments of Rs. 45 after two months’ and the remaining Bs. 50 affer five
months’ notice, (2) 600 Preference shares of Rs. 500 each, of which 374 have been subscribed,
170 by private persons and 204 by Central Banks and Societies. On each of these shares.
Rs. 100 has been paid up, Rs. 100 may be called up at any time at the option of the Directors
and Rs. 300 form a reserve liability only enforceable in the event of liquidation of the Bank.

The Bank is a ¢ Book Bank ” and keeps its cash with the Bank of Bengal. It maintains
a full-time Secretary but no field staff. The cost of management does not yet exceed Rs. 100

per month.

3. Assets and Liabilities.—As the Bank has been recently started, no balance sheet can
usefully be given.

4. Composition of Working Capital—In addition to the paid-up share capital of
Rs. 52,400, the Bank has received Rs. 1,37,700 on fixed deposit from the public at 4} to 5 per
cent, Rs. 14,000 on current deposit from Societies at 3 per cent, and Rs. 255 on savings
deposit at 4 per cent.  Ithas also a cash credit nominally terminable at will with the Bank of
Bengal of 4 lakhs at } per cent below Bank rate, subject to a minimum of 3 per cent, of
which Rs. 1,49,854 had been drawn on December 11th. = The security for this cash eredit
consists of promissory notes signed by the Provincial Bank and endorsed by the four guarantors,

5. Employment of Capital.—The funds ave utilised in loans to Central Banks only
at an ordinary rate of 7 per cent. Their credit is assessed by the Registrar on his general
personal knowledge. On December 11th cash credits of 3 lakhs had been opened in favour of’
17 Central Banks terminable at will of which Rs, 1,98,603 had been drawn. In addition
Rs. 1,51,230 had been lent out on bonds for fixed periods.

6. Reserve Fund,=~None has yet been formed, as the bank only commenced working a.
few months ago. °

7. Superflurns Funds—Any funds received are usually used in reducine the overdraft.
with the Bank of Bengal, ’ 8
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8. Division of Profits.~The Guarantee shares carry a cumulative preference dividend
of 6 per cent on the paid-up portion and a commission of § per cent on the reserve liability.
Preference shares carry a dividend of 6 per cent on the paid-up portion. If after meeting
these charges, excess profits are available for distribution, the two classes of shares rank equally
for an enhanced dividend up to a maximum of 124 per cent.

9. Audit and Supervision.—The accounts of the Bank were audited in September by a
Corporate Accountant from Caleutta.

B.—CENTRAL BANKS.

10. System in Force.~On May 31st, 1914, there were 12 Central Banks in existence,
of which 564 Agricultural Societies and 14 Non-agricultural Societies were members as well
as 564 individuals. The Central Banks deal with primary Societies direct. The credit of
Societies is assessed by Central Banks relying on (1) the personal knowledge of Directors
who are expected to tour in their distriets and to make local enquiries, and (2) on the reports of
the paid staff of the Central Banks who are often sent to make enquiries into loan applications.
In the course of their tours Directors and Honorary Organisers and the paid staff of the Bank
carry out the duties of supervision, and the two former undertake propagandist work in the
new areas.

11. Constitution and Management.—On formation Central Banks as a rule issue 1,000
Preference shares of a value of Rs. 25 each, which may be subseribed by individuals, and 1,000
Ordinary shares of a value of Rs. 10, which are reserved for Societies. As Societies are required
to subscribe shares in a certain proportion to their borrowings, the number of Ordinary shares
tends constantly to increase. On both classes of shares it is the ordinary practice ab the start
to call up only fth of the nominal value and so far no bank has called up more than 2 of it.
The shares in nearly every case carry a multiple liability, that of preference share holders being
usually double, and that of the ordinary shareholders varying from five to ten times the face
value.

The individual Preference shareholders and the societies which are ordinary shareholders
are each entitled to elect half the Board of Direetors, and in addition the District or Sub-divi-
sional Officer is ordinarily a Director, The area covered by a Central Bank is never greater
than a civil sub-division, and on May 31st only 8 out of 21 districts had Central Banks.

Tn one or two banks a Manager is employed, and in some others there are paid Assistant
Secretaries, One of the chief duties of these officers is inspection of the affiliated societies.
A sufficient staff of Inspecting clerks usually 1 to every 50 Societies, is maintained. The
expenses of management borne by the 12 Central Banks is Rs. 10,429 or 1'3 per cent of
their total working capital.

12. Assels and Lialilitses.—The combined balance sheets of the 12 Central Banks stood
as follows :—

Assets. Liabilities.
Rs. Rs.

Cash 86,337 {| Loans and deposits frora non-members wee | 3,98,686
Investments er 17,500 || Loans and deposits from societies .. e 39,636
Loans due by societies v | 7,31,523 || Loans and deposits from members ... e | 2,34,407
Interest due by societies 9,880 || Share capital . vee e | 1,14,983
Value of stock 3,375 || Interest and dividend due to societies e 19,092
Other items o ver 4,311 | Cost of management due v - 692
Other items wee oo e 2646

Reserve Fund e e see 14,863

Total | 825,008

Profit  w. | + 28,423
Total e | 8,583,426 Tetal W

13. Composition of Capital.==The total amount borrowed by the Banks is Rs. 6,72,729, The
Sh_m‘e capital plus the reserve funds, but excluding building funds, ete., constitutes 19 per cent of
this amount. Deposits are raised locally and Central Banks on entering into relations with the
Provincial Bank as a rule are required not to accept deposits from outside their own districts.

The reserve funds of primary Societies are not ordinarily deposited in the Central Banks. The

46
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usual rates offered on deposits are 7 or 7} per cent. All deposits are arranged to mature on
May 31st, and are taken as renewed unless notice of withdrawal is received before March 31st.

14. Employment of Capital.—Loans are granted to Societies but never to individuals,
The amount outstanding with them was Rs. 7,331,523, and the rate charged invariably 124 per
cent. Of the total amount due from Societies Rs. 33,703 or 4°5 per cent arc shown as overdue.
Loans are granted on bonds in which the instalments of repayment are fixed. The average
period seems to be from 3 to 4 years; and is varied according to the purpose of the loan.

15. Reserve Fund.=—Apart from the profit for the year 1918-14, the total reserve fund
is shown as Rs. 14,863. A large part of it is invested in the shares of the Provincial Bank,
and the intention is that it should be held separately from the working capital. Central
Banks do not grant cash eredits to rural Societies and have made no definite arrangements for
the provision of a fluid resource.

16. Superfinous Funds.—When funds are received which cannot be immediately utilised,
they are generally devoted to reducing the drawals on cash credits with the Provincial Bank.

17. Division of Profits.—The universal rate of dividend is 9% per cent. There is no
dividend equalisation fund or contingency fund; but in some Banks building funds have been
started, aggregating Rs. 7,169.

18. Adudst and Supervision.~All Audit is carried out by the Registrar and his staff,
and Central Banks are constantly inspected by the Registrar and the Deputy Registrar. The
Central Banks employ a paid staff for supervision but they have nothing to do with the
audit of their affiliated Societies.

V.—UNITED PROVINCES.

A.—PROVINCIAL BANK.

There is not at present any Provincial Bank in the United Provinces, and there is some
local diversity of opinion regarding the advisability of starting such a Bank.

B.—CENTRAL BANKS.

1, The System in Force.—There are 53 Central Banks; those in district headquarters are
spoken of as « district ” banks and the rest as “central” banks. Twenty of these banks occupy
a position of mutual independence ; but twelve banks, mostly at district headquarters, have other
central banks, 23 in number, affiliated to them and dependent on them for support. Of t}x?
9,745 primary credit societies in the Province, 2,497 are affiliated to one or other of the 55
central banks. 'The district banks ordinarily deal each with one district, and the others with
smaller areas, or tehsils. .

There is no bank between the district or central bank and the primary societies, except in
the cases above mentioned where a “central ”” bank is subordinate to a “ district ” bank., The
credit of the societies is assessed by the paid staff of the central bank and by honorary workers
and except in entirely new areas the same agency sees to the supervision of existing, and the
starting of new societies. Central banks are not formed until a suitable number of primary
societies are in existence, which can be afliliated to them. They receive loans from district
banks up to from 4 to 10 times the nominal value of their shareholding in such banks.

3. Constitution and Management.==In 41 out of the 55 banks, ‘E)oth indivi_duals and .soe.ie-
tios are admitted as shareholders. Asa rule the District Officer is the President of a district:

bank.
In 14 banks societies alone are sharcholders.

Tadividual shaves are in most cases fully paid up, there being a reserve liability in some of
the older banks on such shares. Societies’ shares in most banks carry a reserve liability. There

is no system of guarantors in force.

1n the banks where societies alone are shareholders, the management is entirely in their
hand. In banks where individuals also are shareholders, of the directors a proportion fixed by
the byelaws, usually a quarter, are representatives of the socic:tiet-s. The remainder ave elected
by the individual shareholders. The directors are generally professional men such as lawyers,
{andholders and retired or active Government servants and they have under them an office and
field staff costing Re. 1,06,271 per annum which is som'ething less than Rs, 2,000 per annum
per bank and represents 18 per cent of the working capital. :



146

Some of the older central banks are converted town banks or urban societies. They took
over the loans issued to the latter by Government under the Resolution of 1904 and owed
Rs. 52,000 altogether in June 1914 under this head. No loans are ordinarily granted by
Government now. In view, however, of the difficulties occasioned by the war following a severe
drought and famine in some districts a special loan of Rs. 3 lakhs was sanctioned by Government
in October 1914 and of this Rs. 2,55,000 were utilized and Rs. 1,76,000 had already been repaid
on the 1st May 1915.

3. Assets and Liabilities.~The combined balance sheet of the central banks for 1913-14
was as follows : —

Assets. Liabilites.
Rs. Rs.
Cash in hand and at Bank o 3,63,842 || Loans and deposits from non-members ... .. | 33,71,065
Investnents (Government Paper, Post | 3,84,553 || Loans and deposits from Central Banks .., o | 7,50,000
Office Savings Banks, Joint Stock
Banks approved by Registrar and Loans and deposits from societies 22,88%
a small amount in other Co-opera-
tive Banks). Loans from Government ... vor 52,487
Loans due by members ... we | 3,836,778 || Deposits of members we | 6,63,431
Loans due by societies ... . | 47,96,808 || Share Capital ... e | 6,830,631
Interest due to Fanks ., wo | 1,98,311 |! Interest and dividend due by societies ., we | 1,21,596
Stock in hand 14,896 || Cost of management due .., 3,789
Other items e 80,118 || Other items 1,07,817
Reserve Fund .. e w | 3,111,477
Total . _(E)T35,130
Profits e +1,40,1—7_6-
Total {_6_1,_75,306 | Total ‘, 61,75,306

4. Composilion of working Capital.—The share capital represents 10'4 per cent of the
liabilities, As member-societies are paying the calls on their shares in half yearly instalments,
the share capital is gradually increasing even in older banks. A class of capital known as
debentuares at 54 to 7 per cent is found in some banks, but these debentures are redeemable after
5 years and baving no mortgage security they differ little from long term deposits.

Deposits are obtained mostly from residents in the area of operations of a bank but outside
deposits.are also accepted. Deposits received from all sources are often for the harvest (8 months)
or one year (ending with a harvest); including debentures 42 per cent are for over a year, and the
rates vary from 5 to 7 per cent.

Loans from joint stock banks are applied for when occasion requires, and are given in the
form of cash credits. For instance, credits of Rs. 1-55 lakhs have been sanctioned in this way by
one branch of the Allahabad Bank to four banks besides transactions with other branches of this
bank : Rs. 10,000 by the Oudh Commerecial Bank, and Rs. 40,000 by the Benares Bank. The
banks as rule can demand repayment at three to six months’ notice and repayment can be made
at any time ab the discretion of the central bank. The rates vary from 6 to 9 per cent and no
specified portion of these advances is earmarked for fluid resource.  The advances are made on
the pro-notes of societies oron fixed deposits: on the former a 25 per cent margin is required and
on the latter loans are made up to practically the full limit of the deposit. In making these
advances the joint stock banks deal direct with the societies and act on their examination of
balance sheets and not on any recommendations made by the Registrar, though his sauction is
necessary.

5. Employment of Capital.—Loans to individuals are now discouraged and practically all
loans are made to societies only. In granting loans to primary societies the central banks
depend on a system of normal credits revised annually. These credits are usually 50 to 75 per
cent of the normal credits fixed by primary societies for their own individual members. In
many districts these credits are in the case of occupancy tenants a multiple of 3 or 4 times the
rent paid to the landlords, in others the earning capacity, rental and current needs of the
members are taken into account. The principles guiding the fixing of normal credits are
approved by the Registrar but the actual details are fixed by the banks without his instruction
and the issue of the loans is checked by the departmental officials and the banks’ own staff.
The periods are fixed according to the purpose for which the loan is required and the loans are

- repayable in instalments. Pro-notes or bonds are the only security taken and the average rate of
interest charged is 12 per cent. Cash credits are not given by central banks to societies, unless
they are too remote to make a separate application for every loan without difficulty.
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Repayments are generally after harvest and usually punctual, except in the case of a very
few old-type societies. Where forced to recover by process, central banks have preferred to
realize through the law courts rather than by applying for liquidation.

6. Reserve Funds.—These represent 51 per cent of all liabilities and with the share capital
added 159 per cent of total liabilities or 18-9 per cent of borrowings including interest due, All
Banks have also contingency or Bad and Doubtful Debt Funds, More than half the net profits
go annually to Reserve Funds and they are rapidly growing.

There is no general rule for the maintenance of fluid resource and the cash credits with
joint stock banks* are exceptin times of stress seldom fully drawn upon. The reserve funds
of central banks are deposited with joint stock banks or held in Government Paper and m
other forms outside the movement, approved by the Registrar, and at times with the previous
approval of the Registrar are regarded as security for advances.

7. Superfluous Funds.—The slack seasons are June-September and November-February.
Deposits are not accepted if there is no opening for immediate investment, Overdrawals from
joint stock banks are reduced or paid off when realizations are made.

8. Division of Profits.—~Dividends on shares are limited by the Local Government to 10
per cent, or in some cases 12 per cent, and the actual dividend on preference shares is ordinarily
7 per cent, Many banks have good buildings and others are accumulating Building Funds,

9. Audit and Supervision,~—The andit and supervision of societies under central banks is
done partly by the Government staff and partly by the staff entertained by the central banks.

The audit of the central banks themselves is done generally by the Government staff, but
in some cases outside professional auditors have been employed, with the approval of the
Registrar,

- VI-PUNJAB.
A —PROVINCIAL BANK.
1. There is not at present any Provincial Bank in the Punjab,

B.—CENTRAL BANKS.

2. The system in force~—There are 38 Central Banks in the Province and the number
of affiliated societies (by which are understood societies in the same District as a Central Bank
which borrow money from the Central Bank or have shares in it) is returned at 1,903, of which
1,886 are agricultural eredit societies. The Central Banks proper serve, except in four cases,
the area covered by an administrative district, while the ¢ Unions ’ (see below) deal with areas
of varying size, arbitrarily selected.

There is no intermediate link between the Central Banks and the societies. The Central
Banks proper give out loans to societies on the recommendation of the Registrar and this
recommendation is in turn based on reports made hy Sub-Inspectors and Inspectors, who draw
up rough estimates of the value of the property of societies and work generally on personal
information. The power of recommending small loans direct to the Banks has been delegated
to Sub-Inspectors and Inspectors, In the case of the ¢ Unions’ the Union itself decides whether
to make a loan to a society, acting either on its own local knowledge or on the Registrar’s
advice. Supervision of societies is carried out to some extent by Directors of Central
Banks and by Members of the Union Committees, acting usually as Honorary Sub-Inspectors,
but the bulk of the supervision rests with the paid Inspecting Staff. New societies are started
spontaneously in imitation of existing societies, not through the agency of the Central Banks ;
and Central Banks are not formed until a sufficient clientele of village societies is already in
existence,

3. Constitution and Management.—~The Central Banks are of two classes, viz., (/) the
Central Banks proper in which individuals hold all or most of the shares, and (i7) the Central
Banking Unions in which all the shaves are held by societies. There are 18 banks of the
former elass and 20 of the latter. Out of the 18 Central Banks there are six in which societies
are ab the present time admitted as shareholders, 201 societies holding shares against 1,392
individuals. There is no special class of shares set apart in these banks for societies, but in
some Central Banks a number of ordinary shares are reserved for acquisition by societies and
in others it iz open to societies to purchase shares or not as they please in their individual

#(N.B.—The circumstances of the winter of 1914-15 were exceptional. It is because central banks in the United
Provinces do not in normal seasons utilise the cash crelits granted by joint stock banks that the latter are so reluctant
to grant them.)
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capacity. The number of societies borrowing from or holding shares in the first class of
Central Banks is 1,121 and in Unions 771,

All shares are ordinary and in Unions they are fully paid up from the beginning.

The Committee of Management in the Unions is composed entirely of societies’ representa~
tives, but on the Central Banks proper there is no special provision for the representation of
the societies. The real work in the Central Banks is done by the Managers, who are usually
local professional men of the middle class working without remuneration, The banks have no
inspecting staff under their own direction but contribute to the pay of the ordinary inspecting
staff. The total cost entailed by establishment and contingencies is Rs. 11,944 or '29 per
cent, of the working capital. No Government aid has been received by these societies until
the beginning of this year when a special loan of one lakh was distributed among 6 societies in
view of the stress caused by the war, Of this loan Rs. 2,000 had already been repaid by 1st
April,

4. Assets and Liabilities.—The combined balance sheet of both elasses of Central Banks
for 1913-14 was as follows :—

Assets, ) Liabilities.
i
Rs. ; Rs.

Cash in hand and at Bank 2,290,951 || Leans and deposits from non-members .., . | 18,24,672
Investments e 13,964 || YLeans and deposits from other societies 5,06,959
Loans due by societies . | 40,20,722 Deposits of members and member societies .- | 11,69,369
Interest due from debtors 65,824 || Share Capital ... e «“ 6,19,476
Stock in hand . 1,1456 Dividend and interest due to creditors .., 84,672
Other items e 268 || Cost of Management' due .., 2,007
Other items | 1,218
Reserve Pund /... . - 33,358
| Total | 42,41,731
| Frofit | 490,454
Total e | 43,32,185 | Total .| 43,32,185

9. Composition of Working Copital—The share capital represents 13°9 per cent on the
liabilities : the percentage in the Central Banks of the first class being 20'8 and in the
Unions 11'0.  There are no debentures,

The deposits are largely, but not entirely local, being mainly supplied by the middle
classes. The reserve funds of societies are not deposited in the banks except so far as they are
invested in Central Bank shares, The periods for which deposits are received vary consider-
ably but the ordinary rate of interest is 6 per cert. In the large Jullundur Central Bank
44 per cent is given for a six months deposit and an extra 4 per cent for each additional
six months up to a limit of 6 per cent ; and this is probably the most favourable rate at which
money can be obtained,

Loans are taken by several banks from the Bank of Bengal, the Alliance Bank of Simla
and the Allahabad Bank, the sums at present outstanding from the three banks in question
being Rs. 5,03,224. The advances from the Bank of Bengal and Allahabad Bank are in the
form of cash credits : those from the Alliance Bank in that of definite loans. The Bank
of Bengal requires as security a bond and a deed of guarantee from two or more approved
sureties, the Alliance Bank advances on the security of two or more names, and the
Allahabad Pank on the bonds of village societies. The rates charged by the banks are 6
per cent to 7 per cent and in the case of the cash credits no fixed period of notice is
prescribed.

6. Employment of Capital.—Tioans are not now granted to individuals by any of the
Central Banks but are advanced to societies only. The credit of societies is assessed in
the manner described in paragraph 2 above. No society can take a loan except with the
Registrar’s sanction, Consequently the Registrar or his staff under powers delegated
by him to them is responsible for all recommendations for loans and the Central Bank
rarely enquires into and more rarely negatives such recomrmendations, A Union may also
if it wishes, grant aloan on its own knowledge or enquiry. The loans are generally for three
years, with or more frequently without instalments for repayment. The loans are secured
by bonds only, mortgages being unknown, and the rate is always 8§ per cent.. Cash credits
are not given to societies.

47
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Loans are made for periods of one, two, or more usually three years. Some Central Banks
require repayment in six-monthly instalments. In the latter case postponements are granted
when necessary. When the period of a loan expires, Central Banks seldom require repayment
provided interest is paid punctually and the working of the borrowing society is satisfactory.

7. Reserve Funds-—The Reserve Fund is at the diseretion of the banks to invest
it as they please, and Rs. 13,964 isreturned as separately invested, and this amount has
subsequently been incieased to Rs. 16,000. Since the preparation of the balance sheet the
total reserve fund of all banks has risen to Rs. 55,779. The reserve fund, as entered in the
balance sheet, together with the share capital represents 18 per cent of the liabilities on
borrowings (including members’” deposits).

8. Superfluous money -—Repayments of loans are almost invariably made at the two
harvests, iz, in June or July and in December or January., Fresh loans also are usually
taken at the time of harvest, though money is also required “at different times throughout
the year. There is no pronounced slack season.

9. Drvision of Profits.—Dividends on shares average 10 per cent in Central Banks proper
and 8 per cent in Unions. They are subject in either case to a maximum limit of 12
per cent,

10. Audit and Supervision.—The Government maintains an auditing staff of 19 men
costing Rs. 8,468 per mensem and the societies maintain a staff for supervision consisting
of 29 men at a cost of Rs. 1,060 per mensem.

The Central Banks which had previously been audited by the Government staff were
audited last year by two outside auditors, one of whom was licensed under the Companies Aet,

VII.-BURMA.
A.=PROVINCIAL BANK.

1. The System in Force.—The Upper Burma Central Co-operative Bank which was registered
in October 1910 is not in the striet sense of the term a Provincial Bank but it fulfils many of
the functions of such a Bank. It supplies money to two Central Banks in the Pakkoku and
Minbu Districts, but outside those districts it deals with the Societies. Some 900 Societies are
affiliated to it and its operations extend to the whole Provinee,

The credit of the Societies is assessed by - the| Societies in groups known as Unions,
There are 90 such Unions to which all but 206 of the Societies in the Province are affiliated.
A Union as a rule consists of 5 to 35 Societies within a maximum radius of about 8 miles

% is managed by (i) a Committee consisting of the Chairman and one or more Vice-Chairmen,
(ii) by the Union General meeting at whick each society is represented by two delegates.
Tts objects are firstly mutual inspection and assessment of credit, and secondly mutual guar-
antee. The means by which the first object is secured are (a) by the employment of a Union
clerk, generally not a whole-time employee drawing Rs. 5 to Rs. 15 per month, whose duty
it is to keep the Union accounts and records, and to train and help the Secretaries of all
Societies in the Union, (4) by arranging that members of the Union Committee should inspect
and visit affiliated Societies, by giving warnings and by issuing any general regulations that
seem desirable, (¢) by contributing towards the maintenance of a Union Inspector, a whole-
time officer on about Rs. 50 per month, serving 5 to 10 Unions, whose business it is to inspect
Societies on the spot, to help in correcting faults, and to send inspection notes to ~the
Union Committee for their information (4; by considering indents for loans from aff-
liated societies at a Union General meeticg and sanctioning such loans asin each case
may appear to the meeting to be suitable. The Unions do not themselves handle any cash.
Funds for the maintenance of this staff are obtained by levying a Union rate which varies
from 4 to 12 annas per cent per annum on the working capital of constituent Societies.
Mutual guarantee is effected by the rule that all Societies constituting the Union shall be Hable
for any default by a Society in the repayment of a loan recommended by the Union to the
extent of the maximum amount of loans from non-members held by each of them in the course
of the preceding year. All applications for loans pass through the Unions to the Registrar who
can check their discretion and see that such Union gets its fair share of funds available in the
Central Bank. The Registrar informs the Provineial or Central Bank of the amounts sane-
tioned by him and directs it to make a remittance accordingly. .

The Provincial Bank exercises no audit or supervision, New Societies are started within
existing Unions under the auspices of the Unions, and in fresh areas under the control of the
Government staff.
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2. Constitution and Management.—The 900 Societies hold 1,361 shares and 437 individual
members hold 1,250 shares. The shares are of Rs. 100 each the former class being half paid and
the latter fully paid. All Societies can vote as shareholders at general meetings and all Union
Chairmen (some 90 in number) are ez-officio members of the Committee. The Directorate con-
sists of the individual shareholders and such of the Union Chairmen as may be at Mandalay. The
current work is done by a paid Manager, a European lawyer, on about Rs, 1,000 per mensem
with 5 clerks. There is no field staff and the management altogether costs about Rs. 20,158 per
annum or ‘8 per cent on the working capital. The Bank receives no subvention from Govern-
ment,

3. Adssets and Liabilities.~The Balance Sheet on 31st January 1915 was as follows ;e

¥

Assets. Liabilities.
Rs. Rs.

" Qash in hand 52 || Paid up share Capital, Individuals we | 1,25,000
Loans to societies < | 20,94,250 | Paid up shares Capital, Societies 68,150
Investments e v | 3,07,488 || Fixed deposits .., e .o | 20,73,619
Interest due 66,414 |} Savings Bank deposits .. | 1,61,812
Cash credit with Central Banks ., 79,901 || Interest on deposits 60,834
Cash credit with J oiu't Stock Banks 26,108 i Cost of management due ... ‘ee o 441
Stock in hand 942 || Other items . ee s 3,293
Other items e - 3,650 {| Reserve e " et 54,824

‘ .

Total i 25,47,973

! ——————

Profit w | +32,827
Potal ... | 25,80,800 —
! Total ‘ 25,950,800

4. Composition of Working Capital.—The paid-up share capital represents 8 per cent
of the liabilities to depositors and Joint Stoek Banks, There are no debentures nor are any
proposed.

The deposits are largely from Europeans and from religious and other funds: and they
include £ of the Societies’ reserve funds which have to be deposited annually in the Savings
Bank Fund at 5 per cent. The fixed deposits are from 1 to 7 years: 515 lakhs falling -
due in 1915, 5-33 in 1916, 3:06 in 1917, 290 in 1918, 286 in 1919 and ‘80 in 1920. 52
per cent, of these deposits are at 7 per cent 25 per cent at 6 per cent and 9 per cent at
5 per cent, the remainder being at intermediate rates.

There are arrangements with the National Bank of India and the Bank of Bengal for
loans on the security of Government paper when required. There is also a cash credit of
30,000 with the National Bank of India, secured by Government paper at 7 per cent.

5. Employment of Capital.—Loans are not made to individuals but to Societies only.
The Unions hold their chief meetings in March when the loans to be made for the next culfi-
vating season are decided and repayments are considered and in December and J anuary when
repayments due by the Societies are settled. Any Society classed as A by the Auditor (ab
present 54 in number) can obtain a cash credit and any Union of which the majority of affiliated
Societies have been classed as A or B (at present 4 or 5 in number) is entitled to receive a cash
oredit which it may distribute to its members at its discretion. When there is no Union the
Government staff makes the necessary enquiries and the Registrar indents on the Provincial
Bank for funds. No period is fixed for a loan but repayments are made according to the
repayments made under the byelaws by members to Societies and these are carefully checked by
the Unions which are liable.  The proportion of amounts hitherto repaid by Societies to the
Provincial Bank to the amount out on'loan on the first day of the year is about 45 per cent,
The loans are at 9 per cent and on promissory notes, it being tacitly understood that re-
coveries will be in accordance with member’s payments.

Repayments are chiefly in March and are punctual. There has been no difficulty as yet.
Bad Societies are liquidated by the Registrar but hitherto without loss to the outside publie.

6. Reserve Funds—The Reserve Funds represents 2'1 per cent of the liabilities and with
the share capital subseribed amount to 14 per cent. Some two to three-fifths of the net
profits go annually to Reserve Fund and are invested in Government paper.



151

In additionto the Rs. 54,000 Reserve Fund in Government paper, there are 24 lakhs addi-
tional reserve in Government paper and Rs. 26,000 in two Joint Stock Banks to the credit of
the Provineial Bank : givng a total fluid resource {on 81st J anuary 1915) of Rs. 3'33 lakhs as
against deposits falling due in the twelve months of 1915 of Rs. 515 lakhs,

7. Superfluons Funds.—The slack period is March to May and superfluous money is then
placed in Government paper or in temporary Joint Stock Bank deposits.

8. Divesion of Profits.—The dividend in limited by the byelaws to 30 per cent but in
practice it does mnot exceed 9 per cent which is the rate at which loans are made to Societies.
There are no Dividend Equalization or Contingent or Building Funds: but there is a Bad
Debt Fund of 7,500.

Y. Audit and Superrision.—The Bank is supervised and audited by the Registrar, and
by a firm of Chartered Accountants. These latter have also helped in the preparation of a
system of accounts. Weekly and monthly returns are submitted to the Registrar,

B.—CENTRAL BANKS.

I. Three Central Banks have been registered but only twoare as yet in working, »7z., those
at Pakkoku and Sagu Salin. These are managed on much the same Jines as the Upper Burma
Central Co-operative Bank at Mandalay but only deal with one district each. The number of
Societies affiliated to these two banks is 197.

The Banks deal with their affiliated Societies through Unions in the same manner as the
Provincial Bank. The Unions assess the credit of Societies subject to the Registrar’s contro),
and they also supervise existing Societies and start new ones. The Central Banks were started
after a considerable number of their affiliated Societies were in existence, and not in anticipation.

2. Constitution and Managemert.~The Pakkoku Bank has 127 member Societies with one
share each and 43 individual members with 179 shares, The Sagu Salin Bank has 70 mem-
ber Societies and 59 individual members. In Pakkoku, to take it as an example, there are
1,000 shares of Rs. 100 each of which 500 are reserved for Societies : these shares are fully paid-
up in the case of individuals and Rs 40 paid-up in the case of societies. There is one vote
for each share at general meetings and the directorate consists of seven individual shareholders
together with all the Chairmen of affiliated Unions. TIn the Sagu Salin Bank there is also a
Council of Supervision. In neither Bank is there a system of Guarantors and neither is in
receipt of any State subvention. They have no field staff, but only a Secretary and a small
clerical establishment.

8. Assets and Liabilities—The combined Balance Sheet of the two Banks for the 30th
June 1914 was as follows :—

1

Assets. ‘ Liabilities.
i
— i
Rs. 1: Rs.
Cash in hand and at Bank 1,01,284 i Loans and deposits from non-members ... 1,33,290
Investments 55 “ Loans from Provincial Bank . !‘ 1,78,920
Loans due by Societies ... 3,25,112 .\ Loans and deposits from other Societies ., 6,000
Interest due to Banks ... 4,240 Jf Deposits of members vee 89,637
:I Shave capital ... 53,490
fJ Interest and dividend due by Banks . 10,571
‘; Other ifems ver 105
|j, Reserve Fund .., s 2,651
x L
Total e | 424,664
{ Profit o | 48027
Total 4,30,691 3 Total ‘ 4,30,691

4. Composition of Working Capital—The paid-up share capital represents 21 per cent
of the liabilities to depositors and to the Provincial Bank and there are no Debentures

The fixed deposits in Pakkoku are partly local, but mainly from outside the district and
chiefly from Europeans : they include also 25 per cent of the reserve fund of affiliated Societies,
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The deposits are from 1 to 3 years and the rates are annually 5, 6 and 7 percent for 1, 2 and 3
. years respectively, but they ordinarily are kept about § to 1per cent above the Provincial Bank
rate. In the Sagu Salin Bank the sum shown as fixed deposits consists mainly of one deposit of
Rs. 14 lakhs made for 2 years, and includes also } of the reserve funds of Societies which are
deposited nominally for 1 year. Of the fixed deposits 68 per cent are for over 6 months, 14

per cent for over 1 year, 7 per cent for over 2 years and 4 per cent for over 3 years, and
the rates of interest are as at Pakkoku,

There are no loans from Joint Stock Banks but cash credits were given by the Provincial
Bank to the extent of Rs.2,10,000 (since reduced) on the security of pro-notes from the Central
Banks. The rate charged on the cash-credit is 9 per cent., the same as that obtained on loans -
to Societies ; this rate 1s fixed with a view to prevent the undue dependence of the Central
Banks on the Provincial Bank as they are nominally on an equal standing with it.

5. Employment of Capital.—No loans are given to individuals and loans to Societies are
given on the same system as that adopted by the Provincial Bank.

6. Reserve Funds.—The surplus assets are still very small and are used in the business of
the Banks,

For fluid resource the Banks are dependent on the Provincial Bank which covers with cash-
credits the deposits withdrawable and also help when funds are not sufficient for loans.

7. Superfluous Funds.—None are likely at present, but if obtained they will be used in
reduction of the overdraft from the Provincial Bank.

8. Divesion of profits.—The same maximum limit of 30 per cent prevails as in the Provin-
cial Bank, and the actual dividends of the last year were 11 and 6 per cent. There are no divid-
end equilization Contingent or Building Funds.

9. Audit and Supervision.—The Banks are supervised and audited by the Registrar and his
staff, and the Registrar receives fortnightly returns. In the Pakkoku Bank the Committee take
it in turns, two at a time, to inspect work monthly.

VIII—-CENTRAL PROVINCES AND BERAR.
A.—PROVINCIAL BANK.

1. The System in Force.~The Provincial Co-operative Bank of the Central Provinces
and Berar was registered in April 1912. This Bank 1s the final link in the chain connecting the
village co-operative credit societies with the ordinary money market. Itis not intended to
supply all the capital required by the movement but to supplement temporary deficiencies
of local capital. Central Banks are not at present shareholders in the Provincial Bank,
and they are free to deal with the Provincial Bank or not as it suits their convenience.
The Provincial Bank does not handle cash, all money being received and disbursed on
its behalf by the Jubbulpore Branch of the Allahabad Bank. Cash credits are not
granted to Central Banks, but every application for a loan is dealt with on its merits by the
Directors of the Bank who have, however, delegated certain definite powers to the Registrar.
The Directors have decided that the maximum amount of financial assistance to be granted to
any one Central Bank must not exceed five times the Central Bank’s paid up share capital plus
its separately invested reserve fund plus the separately invested reserve funds of the credit socie-
ties affiliated to the Central Bank. The office of the Registrar is at Jubbulpore,

2. Consiitutions and Management.—~All the shareholders are individuals, co-operative
Central Banks not yet being represented. The authorised capital of the Bankis Rs. 7,00,000
(paid up Rs. 2,92,350) and consists of 600 Founders’ shares of Rs. 500 each, carrying interest
at 5 per cent as a first charge on the profits ; and 4,000 Preference shares of Rs. 100 each. On
the Preference shares a first call of Rs. 5 has been made and paid up, the remaining Rs. 95
being an uncalled liability which may be called up in two instalments within a period of
not less than five months. The Preference shares rank for dividend up to 5 per cent on the paid-
up portion immediately after Founders’ shares. The holders of Preference shares receive 1
per cent on the uncalled Capital of guarantes for which they are liable. - The Bank receives no
financial assistance from Government and is in no way guaranteed by it.

The Board of Directors at present consists of eleven leading gentlemen of the Province
including the Local Agent of the Allahabad Bank. No Central Bank is so far represented on
the Board but several of the Directors are also on the Managing Committee of Central Banks.
The office of the Central Bank is in the same building as that of the Registrar and the
Directors have delegated certain powers of executive control to the Registrar. The staff, which
is a growing office staff, costs Rs. 2,500 and includes a Manager who is an Assoeiate of the
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Corporation of Registered Accountants (Glasgow). The Financial Commissioner, the Com-~
missioners of Nagpore and Jubbulpore Divisions, the Director of Agricultureand the Registrar
of Co-operative Societies, Central Provinces and Berar, are entitled to attend general
meetings of shareholders and meetings of the Board of Directors, but not to vote.

3. Liabilities and Assets.—The Balance Sheet of the Provincial Bank as issued on 30th
June 1914 is as follows :— .

Lisbilities. ! Assets.
Rs. J Rs.
Loans and deposits from mnone [ 4,99,791 || Value of investments . e 19,973
members. 1
Loans and deposit from other societies 36,142 |
Cash credit from Allahabad Bank ... | 3,52.585 \ Loans due by societies e | 12,22,449
Authorised to Rs. 10,00,000 e |
Share Capitale 1
Authorised - " Interest due to societies ... oe 10,578
600 Founders’ shares of Rs. !
Rs. 500 each . 3,00,000 -
4,000 Preference shares of !
Rs. 100 each o 400,000 | .. Value of stock inhand .., 1,220
Total e 7,00,000
Subseribed —
B54 TFounders’ shares of
Rs. 500 each e 2,77,000 :
3,130 Preference shares of
Rs. 100 each . 313,600 ves Other items ... . had ol
Total we  5,90,600
Paid up-—
B44 Founders’ shares of
Rs. 500 each e 2,977,000 s
8,135 Preference shares at
Rs. 5 each (st call) ... 15,673 .
Less unpaid 85 shares at
Rs. 5 each e 425 or
Total vee 15,250
1 Preference share (Fully
Paid) ... 100 | 292,350
Interest and dividend due
by scciety 28,961
Cost of management due 3,005
Other items 1,203
Reserve Fund, i.e., undistributed profits 19,973
under Section 33 of Act IT of 1912,
Profit e 21,121
Total o | 12,85181 Total | 1255131

4. Composstion of Working Capital.~The paid up share capital represents 23 percent of
the total liabilities, There are no debentures.

Deposits are received from all sources including some public institutions. Deposits are
received at 3 per cent for 6 months, 4 per cent for 9 months, 5 per cent for 12 months and
over, and at special rates for long periods.

In order to obtain a reserve of fluid cash, the Bank has obtained from the Allahabad Bank
a Cash Credit up to 10 lakhs at 6 per cent per annum on the security of the pro-notes of the
Central Banks duly endorsed by the Provincial Bank, The Cash Credit is understood to be
repayable within a reasonable period after notice. :

5. Employment of Capital.~The loans which are made by the Provincial Bank to Central
Banks are used by the latter in supplying the wants of the credit societies working under them.
Central Banks pay 7 percent per annum for the accommodation thus provided and furnish
agreements and pro-notes to the Provincial Bank., The Directors themselves fix the maximum
amount of money which may be lent to any Central Bank, and in arriving at their decisions
they are assisted by the reports of the Provineial Bank inspecting staff and the advice of the
Registrar.

Repayments are chiefly made after the harvest and have been very punctual.

6. Leserve Funds—The reserve fund according to the latest balance sheet represents 16
per cent of the liabilities and it is invested in Government paper.

The Bank maintains enough fluid resources to cover all the obligations of Ce_ntral Banks -
for at least 4 months in advance, these fluid resources are made up of the Cash Credit with the
Allahabad Bank, easily realizable investments such as Government paper and Municipal or
Port Trust debentures, and by cash in hand,
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7. Superfluous Punds.—The demand for money in the Central Provinces owing to agricul-
tural conditions is fairly well spread over the year and there is no marked period of inactivity.
‘When money is in excess of needs, it bas sometimes been lent to Co-operative Banks in other
Provinces.

8. Division of Profits.~In the first year all profits were carried to the Reserve Fund and
a dividend of 4 per cent was declared in the second year of working. There is no maximum
limit prescribed.

9. Audit and Supervision.—The Bank is supervised by its Directors, the Registrar and his
staff. Audit is conducted by a professional Auditor. '

B.—-CENTRAL BANKS.

L. The System in Force.—There are 28 Central Banks and 2,175 societies. With very
few exceptions all the societies in the Province hold shares in the Central Banks under which
they work. Each Central Bank deals with a specified area which is sometimes a District and
sometimes a Tahsil. The Deputy Commissioner, and in some cases the Sub-Divisional Officer
also, is entitled to sit and vote at meetings of the shareholders and Directors ; but these officers
are not Directors. The Banks deal directly with the societies affiliated to them. The assess-
ment of the credit of the societies is done by the Central Banks themselves. The Directors of
the Central Banks constitute, in fact, revising Boards of the credit requirements of societies, the
societies themselves fixing the credit of their individual members. The local knowledge possess-
ed by the Central Banks is obtained through their own staff and through honorary workers, and
dealings with societies are based upon consideration of income, rental, earning capacity, honest
conduct, ete. The supervision of societies is conducted by the Directors and their paid staff
No new society is started unless the proposals have been enquired into by a Director with know-
ledge of the locality from which the proposals come.

R. Constitution and Management.—On first sterting work as teaching and financing
institutions Central Banks are composed of a small number of individual members. Member-
ship is increased gradually by the inclusion of societies. All shares are ordinary and are fully
paid up. No financial assistance or guarantee is given by Government. In all Central Banks a
large majority of votes is now in the hands of the affiliated societies. Amongst an illiterate
population the work of account-keeping is done either by a small paid staff or by a sub com-
mittee of Directors. For field work it is usual to divide upthe area of operations into circles
each under one Director. :

3. Lialili'ies and Assets.—The combined Balance Sheet of the Central Banks for 1918-14
was as follows :— ‘

Asgets. Liabilities,
Rs. Rs.

Cash in hand and at Bank e 78442 || Loars and deposits from non-members .. o | 6,48,988

Investments . e 49,073 || Loans and deposits from Provincial Bank and other | 11,97,672
Loans due by members v - 8,799 societies

Loans due by other societies o | 24,62,829 || Deposits of members s e | 1,89,913

Interest due to banks.., . 89,472 || Share capital o o v we | 4,97,105

Stock in hand - 6,384 |i Interest and dividend due by banks - e 34,033

Other items 30,573 (| Cost of management due e - 732

" Other items vos " e 32,945

Reserve Fund ., v e 20;290

Total . | 26,21,678

Profits oo | 453,900

Total v | 2675578 || Total we | 26/75,578
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.. & Composilion of Working Capital.—The share capital represents 189 per cent of the
Labilities. There are no debentures.

Deposits come from all sources, including public institutions, but do not include any reserve
funds of societies. The bulk of the deposits are for one year at 6 per cent.

Central Banks may receive Joans from the Provincial Bank but have no direct
~dealings with Joiut Stock or Presidency Banks except in Akola where, as a matter of conveni-
ence, a small Cash Credit of Rs. 10,000 has been granted by the Bank of Bombay on the
guarantee of the Provincial Bank. Toans of the Provincial Bank are at 7 per cent and are
given on the security of the pro-notes of the societies.

5. Employment of Capital.—Loans are given to societies only and the credit of societies
is assessed by the Central Banks themselves without the intervention of the Registrar. The
periods accord with the needs of the societies and the loans are given at 9 per cent on the security
of the pro-notes of the societies. Cash Credits are not given to societies.

Recoveries are usually very punctual, disputes being referred to the Registrar for decision.

6. Reserve Funds.—All reserve funds are permanent and indivisible ; and while the indi-
vidual proprietary rights of Banks and Societies in their reserve funds are carefully preserved,
a system 1is in force which transfers all reserve funds as they accumulate to a conglomerate in-
vestment in Government paper. From this conglomerate fund the Governor of the Central
Provinces Union of Co-operative Banks has the power to grant temporary loans to the Provin-
cial Bank in case of need. As all funds, from whatever source obtained, finally reach the hands
of the societies, the proportion which the total reserve funds bear to liabilities should be based
upon a comparison between the liabilities of the societies and the accumulated reserve funds.
Upon this basis on the 30th of June 1914, the reserve funds represented 46 of the total liabili-
ties of the societies. The reserve funds of Central Banks alone, with their share capital,
represent 196 per cent of their liabilities.

7. Superfluons Funds.—Owing to the system under which these banks are connected with
the Provincial Bank they have no superfluous funds,

8. Division of Profits.—Dividends on shares are limited by the Local Government to 12
per cent.  Some of them have small Building and Contingent Funds.

9. Audit and Superrision.—The audit and supervision of Central Banks and societies, apart
from Government Audit, is arranged for by the Central Provinces Union of Co-operative Banks
which wasstarted in March 1913, and which works under a Governor (the Registrar being at
present Governor for life) assisted by an Advisory Council of four members. The Union
expenses are met by a levy of Re. 1 from each member of every society and the Union employs
a staff of 112 persons at a monthly cost of Rs. 2,868. Every society and Central Bank
is a member of the Union,

IX.—ASSAM.
CENTRAL BANKS,

1. System in Force—In Assam there are two Central Banks, with a membership com-
posed entirely of individuals, one of which lends only to sccieties and one of which lends to
individuals as well. There were also, in February 1915, 4 Central Banking Unions on the
Bengal Pabna model with individuals as preference shareholders and 42 affiliated societies as
ordinary shareholders, :

In order to assess the credit of borrowing societies these banks rely as a rule chiefly on the
recommendation of the Registrar which is based on (1) the report of the Assistant Registrar
or Inspector, who generally has direct acquaintance with the actual working of the society
concerned, (2) rough valuation of the assets of members prepared by societies applying for loans,
and verified by visiting officers, the maximum permissible being one-half of the fotal valuation,
and (3) in 2 districts the recommendations of guaranteeing Unions on the Burma model
which at present comprise 47 societies. Propagandist work is done by the official staft and
by Honorary Organizers.

2. Constitution and Management.—~The two Central Banks are composed exclusively
of individuals holding shares of Rs. 50 each, on which Rs. 25 are paid up. They have granted
loans to 93 societies but do not concede any representation on the Managing ~Committee to
them. In the Banking Unions, which are still on a very humble scale, the societies holding
shares are authorised to elect half the Managing Committee. Their area of operations is the
sub-division within which they are situated. The two guaranteeing Unions on the Burma
model are composed exalusively of societies but have not yet had time to develop a full sense
of their corporate functions and responsibilities.
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8. Assets and Liabilities —The combined balance sheet of the 6 Central Banks and 38
guaranteeing Unions which were in existence on March 31st, 1914, stood as follows :—

Assets. Liabilities,

Rs. Ra.
Cash in hand o 23,281 || Loans and deposits from non-members ,.. o | 1,18,698
Investments o 1,450 || Loans and deposits from other societies et 483
Loans due by members 24,886 || Loans from Government ... e 280
Loans due by societies veo | 1,23,328 || Loans and deposits from members . . 19,938
Interest due 8,060 || Share Cepital ... w | 25078
Other items . 52 || Interest and dividend due ... o 8,767
Cost of Ma.nagement sen we ses 115
Regerve Fund ., s aer 5,448
Total o | 175,807
Profit - e 6,100
Total . 1,81,907 Total e 1,81,907

4. Composition of Capital.—The share capital constitutes ith of the total liabilities.
The bulk of the deposits are fixed for 1 year and hear rates varying from 6 to 6} per cent.
The two largest Banks are in fact urban societies lending their surplus funds to primary
societies and this explains the very small extent to which they act as balancing centres for rural
societies. They have no connection with Joint Stock Banks and no cash credits have been
opened either by them or in their favour. One bank has taken power to issue debentures re-
deemable in 5 years up to four times the share ecapital plus reserve fund.

5. Employment of Capital.—One Central Bank, that at Shillong, lends the whole of its
working capital (Rs. 78,816) to primary societies, ' Another lends more than half its capital to
them. The remaining Central institutions are so small as to be at present negligible. Loans to
societies are usually granted for 5 years and the rate charged is 9 per cent. The security usually
taken is a bond or pro-note, Repayments are not on the whole punctual, and many of the
societies to whom loans were granted have now been included in the Presidency of Bengal.

6 Reserve Punds.—There isno definite rule as to their investment ; but some Banks with
the approval of the Registrar have invested them in the purchase of Government promissory
notes or in the debentures of the Shillong Bank,

7. Superfluous Funds~—No special arrangements have yet been made.

8. Division of Profits—Dividends vary from 7 to 174 per cent and have not yet been
limited by rule. No building funds or dividend equalization funds have been formed.

9. Inspection and Audit.—All audit it is done by the Registrar and his staff. The guaran-
teeing Union maintain 2 Supervisors The 4 Central Banks on the Pabna model are supplied
with inspecting clerks at present paid by Government but shortly to be maintained at
their own expense. No charge is made for audit.

X.—AJMER.
CENTRAL BANKS.

1. System sn Force—There are 5 Central Banks organised more or less on one model,

They belong to the ¢ mixed’ type which aims at including both individuals and societies
among the shareholders but in only 8 of them have societies yet taken shares. On June

" 30th, 1914, there were 495 individual members as against 280 societies. Loans are granted
direct to primary societies, the credit of which is assessed on the basis (1) of the ¢ haisiyat
register prepared for each member, (2; of the recommendation of the Government Inspector or
Registrar, and (3) the local knowledge of the Directors of the Central Bank. As a rule loans
are not given in excess of } of the estimated value of the real assets of all the members of &

society.  Supervision and propagandist work are carried out entirely by the Registrar and his
official staff,
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2. Conslitution and Management.—~All shares in Central Banks rank on one footing
as ordinary shares, Their value is Rs. 25 each, fully paid up. In all cases societies form
the minority of the shareholders and inonly 2 Central Banks does the number of society
shareholders exceed 1. Arrangements have been included in the byelaws whereby they are
secured a fractional representation on the Committee. Full-time paid managers are retained
as soon as the volume of business permits of it. The total cost of management is
Rs.2,940. No field staff is maintained. The areas of the 5 Central Banks have not yet
been precisely defined and cases occur where one Central Bank finances societies affiliated
t0 another. . :

3. dssets and Liabililies.~The combined balance of the Central Banks stood on June
30th, 1914, as follows :-—

Assets. ; Liabilities.

Rs. : Rs.

Cash in hand 63,690 || Loans and deposits from non-members ., | 1,51,386

Investments v 6,927 \ Loans and deposits from societies 29,658

Loans due by members 56,057 | Loans and deposits from Government .., 31,666

Loans due by societies ... v | 685,927 || Loans and deposits from members . | 408018

Interest due 21,901 ‘ Share capital .., e | 122,275

Stock in hand . 278 || Interest and dividend due ... 11,434
Other items car e ‘ Management due

i Other items

i Reserve 7,372

Tolal . | 7,61,754

o Profit - | +23,026

Total o | 784780 | Total . | 784780

4. Composition of Working Capital —The share capital constitutes about ith of the total
working capital.  Deposits are received chiefly from urban centres atrates of 5 per cent for
non-members and 6 per cent for members and affiliated societies. The primary societies are not
yet sufficiently financed to meet all their needs, and therefore the Central Banks excepting the
Ajmer Central Bank are not called upon to serve jup to any material extent as balancing
centres, No relations have been established with Joint Stock Banks, but the two* biggest
Central Banks have arranged with their treasurer to draw on him when they find it necessary.
The loan from Government shown in the balance sheet represents takavi distributed through
the Beawar Central Bank during the Jast famine.

5. Employment of Capital.—~Central Banks grant loans to their individual members
at 9 per cent usually either up to fthof the value of any shares or deposits that may have
been received from them or secured on a mortgage of real property. The bulk of their
capital is utilised in loans to societies at 10 per cent. These loans are granted with the
Registrar’s sanction for periods averaging 3 to 5 years. Owing to the famine in 1913-14
repayments bave in several cases fallen into arrears. Lastyear 48 societies repaid nothing,
6 societies repaid interest only, 140 repaid interest and part of the principal, and 29 societies
paid the full amount due.

6. Heserve Fund.—After carrying 205 percent of the profits to reserve and declaring a
dividend up to a maximum of 12 percent the remainder is carried to reserve, and a large
part of the reserve fund is usually invested in Government promissory notes.

7. Superfluous Funds==Loans are occasionally made by one Central Bank to
another. Cash balances in some cases are kept with the treasurer who allows interest at 2%
per cent, when they exceed Rs. 5,000 in Ajmer and at 8 per cent in Beawar, when they
exceed Rs. 1,500.

8. Division of Profits.—The usnal rate of dividend is 9 or 10 percent; and the
balance of profits, after paying a bonus to the staff and other charges, is either carried for-
ward or treated as an addition to the amount allocated to reserve.

. .9 Inspeciion and Audif.—~Both inspection and audit are done by the Registrar and
his inspectors or clerks. The staff is at present under reorganisation.

The Central Banks of Ajmer and Beawar have got their own auditors also.

* (NorE).—In thecase of the Ajmer Central Bank Ltd., at 5} per cent up to Rs. 15,000, In the case of the
Breawar Central Bank Limited at 6 per cent to the exteat of half the amount of their share Capital,
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APPENDIX II.
DESCRIPTIVE NOTES OF SOCIETIES.

These notes are intended to give readers a concrete presentment of the organi-
zation and working of a few actual societies. The societies chosen for
description are not necessarily typical either of their class or of India
generally.

I.—Crosthwaite Central Co-operative Bank, Limited,
Sihora, Central Provinces.

1, Date of Registration.~June 22nd, 1907,

2. Constitution and Management.~The membership is composed of 43 private indi-
viduals and 263 affiliated societies of the Raiffeisen type. The individual members have
been admitted firstly because they are sympathetic local men whose influence was needed
to start co-operation in this backward and poor tract, and secondly to provide the business
ability needed for the management of the Bank and not yet forthcoming among the
representatives of primary societies. Thereis a provision in the byelaws for the ultimate re-
demption by societies of all shares held by individuals, but this step is not yet thought expedi-
ent, The 263 affiliated primary societies include a membership of 5,207 persons largely
illiterate. 'These societies all lie within the Sihora Tahsil, the area to which the Bank confines
its operations, and it is estimabed that of the total population of 2,04,869 souls at least one
quarter will eventnally be included in co-operative societies. The tract which is subject
to famine is chiefly dependent on the wheat crop, its inhabitants are backward and primitive,
and poverty and indebtedness are almost universal. Every shareholder whether an individual
or a society has 1 vote only. The Board of Directors, which meets quarterly and controls the
general management of the Bank, is elected annually and consists of 9 persons. Any indi- -
vidual holding not less than 20 shares or any Chairman of a Village Society is qualified
for election. The Deputy Commissioner of the District and the Sub-Divisional Officer are
entitled to attend all meetings of the Board and to vote. Under the general supervision of
the Board is a Managing Committee of 5 persons appointed by the Directors from among
their own number, which meets once a month, or more frequently, for the disposal of current
business. As the number of societies inereases, it is proposed to appoint local sub-committees
to help the Managing Committee,

2, Souices of Capi fal.—~The funds of the Bank are derived from the following main
sourees ;—

Rs.
Share capital ves e vee . we 18,210
Deposits vor s voe e e 1,12,929
Loans from Provincial Bank e ves we 1,82,403
Reserve Fund e e e o v 7,603
Total e 3,21,145

Of the share capital Rs. 3,320 have been subseribed by societies, and the remainder by
individual members, All shares rank on the same footing and are of Rs. 10 each fully paid-
up. Deposits, which carry interest at 6 per cent, are not received for less than 1 year.
There are 57 deposit acconnts, including several opened by the Cowrt of Wards and public
bodies. The Provincial Bank grants the Crosthwaite Bank a fluctuating cash eredit, which
is revised from time to time but has never been less than 5 times the paid up share capital
of the Bank plus so much of the reserve funds of the Bank and its affiliated socicties as
is separately invested. The reserve fund is invested in Government promissory notes.
Besides its own reserve fund the Bank holds societies’ reserves to the extent of Rs. 24,436.

3. Bmployment of Capital~~The funds of the Bank are used exclusively in financing
unlimited co-operative societies situated in the Sihora Tahsil. Objects and repaying capa~
city are considered in fixing the instalments of repayment, Periods vary from 1 to 5 years,
and the average loan is about Rs. 60. The Central Bank lends to societies at 9 per cent
and they lend on to their members at 12 per cent. The maximum credit of each society
is fixed by the Bank annually on a consideration of the normal credits fixed by the societies
for their members. The security taken is the pro-note of the borrowing society.
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4. Profits and Reserve Fund—It 1s the practice of the Bank to carry more than the
statutory minimum of 25 per cent to reserve. The dividend has for some years past been
declared at 6 per cent. It may not exceed 12 per cent without the Registrar’s sanction,

which can only be- given when the lending rate of the Bank to the societies has been reduced
to 6 per cent.

5, Staff.—The staff is divided into two distinct departments, the first being used for
executive purposes, and the second for audit. The first section is paid for out of the gross
profits of the Bank itself and consists of—e :

Pay,
Rs.
1 Manager ... e o - v «« B3 per month.
1 Inspector ... s vos . 3B »
1 Accountant ,,. . e e e 35 "
1 Clerk vee . vet w200,
1 Daftri e oo e e 10 '
3 Chaprassis ... o oo voe .« 7 each per month.
1 Chowkidar ... . vor e vee we 7 per month,
Total «ss 183 per month.

The following staff is maintained by the societies which collect Re. 1 per head from their
members as an annnal contribution :—

Monthly
Pay.
Rs.
2 Union Auditors oo e zee 30 each,
2 Peons e ses wee 7% each.
1 Society Moharrir it vee 20
2 ., Moharrirs oo ode oo 18 each.
1 ,, Mohamir .. 16
2 Moharrirs ves see w15 each.
2 Apprentice Moharrirs ... ve o vo 15 each.
Total monthly expenditure e 207

The Bank’s staff are engaged in the supervision and instruction of affiliated societies
and in the management of the Bank’s current business. The Moharrirs are secretaries
employed by the sccieties to maintain their accounts by groups in the absence of literate
Jocal men competent or willing to do the work. The Auditors work under the Provincial
Union, and audit the accounts of Primary Societies. There is also stationed at Sihora a

Government Auditor who audits the Central Bank, and makes test audits among primary
gocieties. -

6. Special fealures.—The Bank has built itself a substantial oftice out of its accamulated
surpius funds. It has made arrangements with a Caleutta Company whereby it serves as
a depft for the sale on commission of improved agricultural implements. A number of
independent Unions for the production and distribution of pure seed among agriculturists
exist in the tahsil. The Central Bank serves as a link between them and the Agricultural
Department for the supply of selected seed.

II.—-Meghaval Co-operative Credit Society, Unlimited,
Bombay City.

1. Dute of Registration.—August 26th,}1913.

2. Constitution and Management—The Society is organised on the Raiffeisen model
with some variations. Membership is confined to sweepers, chiefly employed by the Munici-
pality, and resident in certain adjacent strects and yards in Bombay City. Members are
admitted by the Managing Committee after very detailed enquiries into their indebtedness,
earning capacity, property, habits, etc., and are united by ties of caste to each other. They
now number 77, of whom 7 are women. The Managing Committee which meets about
once a fortnight consists of 8 members, who have made substantial deposits, and includes
the Secretary of the Society. They are elected by the General Meeting, and work under a
“Board of Supervision,” composed of members of the Servants of India Society and other
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charitable persons who are not themselves members of the Meghaval Society. It forms
one of a group of similar societies formed among mill-hands and other artisans under the
auspices of the Debt Redemption Committee of Bombay, which employs and controls 2
Inspectors for supervising the work of the group. As the members of this group of societies
are ignorant and indebted and belong chiefly to™ the depressed classes, they need constant
supervision and training.

2. Sources of Capital.—The capital of the Society is derived from the following main
sources :—

Rs.

Members’ debenture money 751
Members’ deposits 693
Non-members’ deposits o we 15,205
Loans from Government . - . 500
Loans from other societies e 1,940
Total .« 19,089

Every member is bound to take up two debentures of Rs. 10 each, bearing interest at
6% per cent and redeemable after 10 years. He may either pay the amount in full, or, in
order to facilitate thrift, contribute a monthly instalment of 8 annas. Those who have any
savings of their own may deposit them for periods extending from 1 to 3 years at rates
varying from 6 to 9 per cent. The deposits obtained from non-members at ‘similar rates
bave been chiefly attracted by confidence in the close supervision exercised over the society
by Mr. G. K. Devdhar of the Servants of India Society and the Board of Supervisors generally.

4. Employment of Capital.—The primary object of the Society is to free its members
from their old debts to their caste fellows and to Marwaris, Banias and Pathans, which
generally bear interest at from 75 to 150 per cent. . The maximum amount advanced +o a
single member is Rs. 300 and no case is taken up unless the income of the member is such
asto give grounds for presuming that the whole debt will be paid off in three years by not.
more than 36 monthly instalments. Loans for the discharge of social and religious obligations
are given in cases of absolute necessity provided that the total amount advanced in a vear
does not exceed Rs. 100. As the members of the Society have little real property to offer as
security, the greatest importance is attached to suretics. Three are usually requived for every
lIoan and one of these must usually be a near relation and the earner of a regular salary.
Interest on loans is charged at the rate of 1S3 per cent.

5. Profits and Reserve Fund.~The whole net profits and all entrance fees are earried to
reserve. Before the net profit is declared 74 per cent of it is set aside for the encouragement
of education.

6. Staff —The Members of the Managing Committce, including the Chairman and
Secretary, work free of charge, but with the increase in elerical work it is proposed shortly to
give the Secretary some definite remuneration. In addition to the Supervising Committee
whose services are gratuitous, the work of the Society falls under the supervision of one of the
two paid Inspectors maintained by the Debt Redemption Committee of Bombay.

7. Special Features.—The Society forms one of a group which are under the special
care of the Debt Redemption Comumittee. A scheme is about to be introduced under which
every member will be required to subscribe to an Endowment Insurance Policy for Rs. 250
maturing in 20 years, and to pay the prémia to the Society by monthly instalments. The
Society would pay the premia to the Insurance Company by al_mual instalments and would use
the interest accumulated on the money pending with it to provide free medical aid to members.
The scheme is intended to encourage thrift and to provide members with policies which may be
accepted as security for loans. A small co-operative store, for, the retail of cereals and other
necessaries, has been started in connection with the Society for the use of members.

Lantern lectures are given free to the members on popular subjects, and special facilities
in the way of night schools have been arranged for them and their children by the Servants

of India Society.

III.—Tantabin Union of Co-operative Credit Societies,
Kanbalu Township, Shwebo District, Burma.

1. Date ofRegz'stm/ion.—MayV".Z'an, 1910.

2. Constitution and Management.—The Union is composed of 38 rural societies lying
within a radius of about 10 miles from Tantabin Railway Station. All carefully managed
societies within the area are eligible for membership. The ultimate control of the Union
rests with the General Mecting, consisting of 2 representatives of each affiliated society

60
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which met 5 times during 1913-14. Its business is to consider the inspection notes of
affiliated societies and issue any order that may be necessary, to discuss their general
condition, to regulate their credit, and to elect a Chairman and Vice-Chairmen. The
Chairman and Vice-Chairmen econstitute the Union  Committee, which deals with all
current business, supervises the work of the Inspectors, requires 2 of its own members to
inspect every society themselves, and generally sees that the affiliated societies are carrying
out the Union Regulations. The Union area is divided into local groups and in each a
small sub-committee of 3 or 4 members under a Vice-Chairman has been constituted to assist
the Committee in its work. The objects of the Union are to train and inspect its affiliated
societies, and to have the borrowings of each of them from non-members guaranteed by the
remaining societies with which responsibility for the assessment of credit lies. The extent of
the liability of each constituent society is limited to the maximum amount of loans from non-
members held by it during the immediately preceding year,

3. Sources of Capilal.—The Union itself is not a financing body, but levies a rate of
12 annas per cent on the working capital of affiliated societies to pay its staff and to meet
contingencies. The Union has worked so satisfactorily that it has been granted a cash
credit of Rs. 75,000 by the Upper Burma Central Co-operative Bank, and within this limit
all applications forloans by affiliated societies forwarded and approved by the Union are
sanctioned immediately by the Central Bank without reference to the Registrar. The Union
itself holds no funds apart from those realised by the Union rate and takes no deposits
from outsiders.

4, Employment of Capital.—The societies constituting the Union are all agricultural
credit societies either on the pure Raiffeisen model or on the model which requires members
to take shares of Rs. 100 each, payable in 10 yearly instalments. The total share capital
of the borrowing societies was on January 30th, 1914, Rs. 9,490. The maximum eredit of
each society is fixed by the General Meeting, but each particular application by a society for
a loan within this maximum is scrutinized and revised by the Union Committee, before being
transmitted to the Central Bank. Loans are utilized by the members of primary societies
for the purposes defined in their byelaws. They are repayable either at harvest or within
periods not exceeding 4 years according to rigid, rules embodied in the byelaws. Repay-
ments have In most cases been very punctual and in the few cases of delay the Union dealt
severely with the peccant societies. Recoveries, after deducting sums required for small urgent
loans, are remitted through the Union to the Central Bank. Societies obtain funds from the
Central Bank at 9 per cent and lend them to their members at 15 per cent,

5. Profits and Reserve Fund.—The Union itself makes no profits and holds no reserves.
The total reserve fund of the affiliated societies ‘amounted in 1914 to Rs. 13,198, Itisa
rule that they should deposit & of thelr profits with the Central Bank in a Savings Bank
account, the remainder being utilised in the business of the societies.

6. Stafl.~Inspections of affiliated societies are = carried out primarily by the Union
Committee men who receive a fee of Rs. 2 per society inspected. The Union contributes
also to the salary of an Inspector on a consolidated pay and travelling allowance of Rs. 50
per month, who inspects and trains the societies constituting 6 Unions in the neighbourhood.
A Secretary is also maintained to write the accounts and to carry out any orders that the
Committee may give him.

7. Special features.~~The General Meeting maintains a very close and active supervision
over the details of the management of all constituent societies. If it finds that the debts of the
members of any society have increased or that the number of cattle or the amount of land owned
by them is diminishing, it requires an explanation In cases where the members of a society
persistently fail to master the main prineiples of co-operation, it takes special measures to instruet
them or recalls the loan advanced to that society. It assists societies to arrange for the sale of
their rice in Mandalay. All defaults or applications for extensions are thoroughly diseussed in
the full meeting.

IV.——Luc%mow Baraf-Khana Co-operative Dairy Society
Unlimited, United Provinces.

1. Date of Regisiration.—The Husainganj Ghosi Co-operative Credit Society registered
on September l4th, 1911 was reconstituted and vegistered under the above name asa dairy
society on March 17th, 1914. The dairy actually started operations in December 1913.

3. Constetution and Management—~The number of members is 40. As a qualification
for membership applicants must be owners of milch cattle and carry on the business of
the sale of milk and dairy produce in Lucknow. The Managing Committee consists of 7
members, of whom four are elected by the members and three are nominated by the
District Co-operative Bank, Lucknow, which finances the dairy. Among these latter is the
Deputy Commissioner of Lucknow who is the ez-officio Chairman, Committee Meetings are
held not less frequently than once a month. Up to January 31st, 1915, 23 meetings had
taken place. A sub-committee of 3 members, presided over by Mr. M. Azhar Ali, Pleader,
has been appointed tocarry on the ordinary administrative control’of the dairy and had
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held 49 meetings up to January 3lst, 1915. Every member of the society is required
to take up at least one share and as many more, not exceeding 50, as the Committee
may decide after considering his general position. Shares are of Rs. 20 each, payable by
20 equal half-yearly instalments.

3. Sources of capital.—The following are the main items which constitute the working
capital ; —

Rs.
Paid up share ecapital v 1,494
Loan from Distriet Bank e 14,140
Loan from Lucknow Municipality . 6,000
21,634

As regards share capital, 441 shares have been subscribed and are being paid up by
half-yearly instalments. The loan from the district bank is being repaid by monthly
instalments as recoveries come in from members, The society was lent Rs. 6,000 by the
{;uclgnow Municipality at 5 per cent repayable in 3 years for the construction of suitable
nildings.

4. Employment of Capital—Cash loans are made to members at the rate of 15 per
cent, chiefly for the purchase of milch cattle and fodder. Small loans are repayable by
monthly instalments, and others according to their object and the condition of the borrower.
The borrower is required to furnish two sureties and to sign a pro-note. Loans are ordinarily
repaid punctually, but owing to the high price of food-stuffs prevailing last year some
have become overdue.

The members buy and look affer their own cattle. They also buy their own fodder
“which is inspected by the Manager., In its corporate capacity the society has leased some
pasture land in Lucknow itself for the use of the cattle kept in the dairy premises, and
also last hot weather leased some pasture land in the Bahraich district- to which dry cattle
were sent. The Agricultural Department in conjunction with the Municipality propose
shortly to start a sullage farm in the neighbourhood, and have promised to sell fodder to
the dairy at reasonable rates as soon as it becomes available, '

The society in its corporate capacity has also secared a convenient site for the dairy
near the civil station and cantonments, and has invested about Rs. 8,000 of its working
capital in erecting (1) a dairy fitted with modern dairy appliances, together with an
ofice room (2) two sheds for the housing of the cattle, which number 214 and include
cows, buffaloes, and calves, and (3) two rows of dwelling houses in which 32 of the
members reside including both Mussulmans and Hindus. The cost of each house is debited
as aloan to the member occupying it, and when the loan is recovered, the house will
become the Member’s private property. Itis proposed as funds become available to build
(1) additional sheds for cattle, (2) quarters for the Manager, and (3) a compound wall.

5. Profits and Reserve Fund-—All animals are milked under the supervision of the
Manager. The milk is received direct in the dairy room at the rate of 11 seers per
rupee. From there it is sold direct to lhe public at 8 scers per rupee as whole-
milk, or at 12 annas a pound as butter or cream, or at 14 annas a pound as ghi. There
are about 100 regular customers, both European and Indian. The rate «f sale appro-
ximates to the market rate as there is little demand for milk at a higher rate. The
total receipts on account of sales between December 1918 and January 1915 amounted
to Rs. 14,468. The milk is distributed by hand by some of the members who are remunerated
at the rate of 6 annas per house per month.

The society is one of unlimited liability. No dividends are to be paid on the shares
of members for 10 years and after that period a dividend limited to 10 per cent will be
admissible on fully paid-up shares. At present all profits are carried to reserve fund, which
on June 30th, 1914, amounted to Rs. 885. The profits for the following 7 months were
Rs. 848. The reserve fund is used as part of the working capital of the society.

6. Staff.—(1) A manager on Rs. 35 who has visited some military dairies and been
trained in co-operative work, He lives in the compound and supervises the whole institution,
(2) A whole-time Accountant on Rs. 10 per month, (3) a butter maker on Rs, 9 per
montb, (4) 2 salesmen on Rs. 6 per month, (5) 1 bhisti on Rs. 3 per month, (6) 1 sweeper
on Rs. 2-8-0 per month, (7) 1 chowkidar on Rs. 6 per month, and (8) about half a dozen
members distributing milk at the rate mentioned above. The total cost of the staff is
about Rs. 110 per month.
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6. Special features~The dairy, being at the head quarters of the Province of Oudh
is fortunate in the amount of supervision which it receives. It is regularly inspected by
the Honorary Manager of the District Bank, the Municipal Health Officer, the ~Sanitary
Commissioner with Government, the Superintendent of the Civil Veterinary Department,
and the Officers and Staff of the Agricultural Department as well as by the Registrar. The
Agricultural Department have put down a small silo in the compound to demonstrate
the system of ensilage, and have presented a bull buffalo to the dairy. The Municipal Board
has also given a bull to the institution. These two bulls serve only dairy cattle, and a record
of their service is regularly maintained,

V.—The Shankar, Patti Thakar, Agricultural Co-operative
Credit Society, Unlimited, Punjab.

1. Date of Registration.—January 4th, 1912, The Society originated in the partition for
an older society existing in the village since 1906 ; and confines its area to a part (or ‘patti’)
of the Jat Sikh village of Shankar in the District of Jullundur.

2. Constitution and Management.—The Society consists of 199 members, undertaking joint
and unlimited liability, of whom 62 are shareholders, and 137 » arelic of the older society, have
paid only an entrance fee of annas 8 per head. The Managing Committee, which meets about
twice a week is elected annually, and consists of the President, Secretary, Treasurer and 8
members. The value of the shares are payable by two instalments per year (one at each harvest)
spread over 10 years. At the end of 10 years three quarters of the accumulated profits are
assignable as bonus to the shareholders, and the shares may be withdrawn., There is no Super-
vising Committee or Sub-Committee; but the work of recovery is distributed by the Com-
mittee members amongst themselves,

3. Sources of Capital.—The bulk of the society’s working capital is derived from the
following sources :—

Shares ... ... 6,230
Members” deposits ., .. 23,096
Non-members’ deposits o 11,195
Accumulated profits (including reserve) . 1,074

Total ... 41,595

Deposits are usually fixed for 1 year. The rate paid on them for this period is 6 per cent
both to members and non-members. ~ Deposits are received from emigrants in Australia and
America and as much as Rs. 7,000 has been received from one village money-lender.

4. Employment of Capital.—Of the working ecapital Rs. 24,221 bave been lent out to
members at 9§ per cent. The chief objects of loans are purchase of cattle, fodder, and seed ;
house-hold and trade expenses ; payment of old debts and redemption of mortgaged land ; and
costs of emigration (to Australia, Africa and America). The maximur period of a lean is 3 years,
Usually the bond of the borrower is regarded as sufficient security, but in cases where the bor-
rower 1s not a landowner, one or more sureties are taken. Inonly oneinstance has land been
mortgaged to a society. Superfluous funds amounting to Rs. 16,100 have been deposited with
the neighbouring Chuheki Union at 7 per cent fixed for one year. As the society holds more
money than it can use in loans to its members, it does not usually press for the repayment of
the prineipal of loans so long as it receives interest. Repayments during 1913-14 amounted
to Rs. 13,000.

5. Profits and Reserve Fund.—There is no separately invested reserve fund; but the whole
of the profits are invested in the society’s own business. At the end of 10 years one-quarter of
this amount will be allotted to reserve and the remainder distributed in the form of bonus shares
to shareholders.

6. Staff.—All the officers of the society are unpaid. The President has been appointed by
the Registrar to be an Honorary Sub-Inspector and supervises neighbouring societies within a
small area,

7. Special Features.—The shareholders are very much alive to the value of their interest in
the accumulated profits and are unwilling to diminish it by admitting new shareholders,
Through the agency of the society old debts amounting to Rs. 10,123 have been paid off and
mortgages to the amount of Rs. 3,583 have been redeemed. No members now resort to
money-lenders and it is reported that the rate charged by money-lenders to non-members has
been substantially reduced by the presence of this society. ~During the banking erisis of
1913-14 deposits to the amount of Rs. 19,277 were withdrawn but Rs. 19,599 were received
as fresh deposits. Since the outbreak of the present war members’ deposits have risen from
Rs. 20,160 to Rs. 23,090 but non-members’ deposits have fallen from Rs. 15,311 to Rs, 11,195.
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VI.—Triplicane Urban Co-operative Society, Limited,
‘ Madras City.

Date of Registration.~September 20th, 1905.

2. Constitution and Management.~~Membership is limited to residents in Madras and in
the suburbs of Adyar, Saidapet and Sembian. The members number 2,713. The work of the
society falls into two main divisions. Firstly it earries on ordinary credit business and secondly,

. it maintains a store with 14 branches for the purchase wholesale and distribution retail of
about 230 articles in common use amongst its members. The management is vested in a
Board of Directors elected annually comprising a President, a Legal Adviser and five ordinary
members. They are assisted in their work by certain committees ; (1) an Advisory Board with
power to attend Directors’ meetings and to make suggestions but not to vote. Each branch
elects one representative on this Board ; (2) an Electoral Board which consists of the Advisory
Board with the addition of a second representative from each branch. They have power to
elect the Directors and to fill ad iaferim vacancies but may not elect one of their own body ; (3)
Local Punchayats, consisting of 5 persons, elected by the members of each of the 14 branches
and vested with general power to manage the branch under the control of the Board of Direec-
tors Their chief functions are to investigate complaints and bring needs to notice, to report
on applications for loans and to supervise the work of the branch store. In addition to these
the Directors themselves have power to appoint sub.committees, of which there are 8 in exist-
ence : (1) the testing committee whose business it is to test and pass all articles stocked for -
sale, (2) the Educational Committee, who are expected to take measures to spread a know-
ledge of co-operation among members and others, and (8) the accounts committee, which
supervises the accounts and sees that the account forms in use are modified or enlarged in
consonance with the growing business of the society. ’

8. Sources of capital.—The main sources of capital are—

Rs.
Share Capital e o v 387,308
Deyposit by members e oo 40,429
Miscellanecus items ‘e oo vos 37,760
Reserve Fund . os e 23,821

Every member in addition to subscribing and paying up at least one share of Rs. 5is
required to pay an entrance fee of annas 4. Deposits are classified as fixed, recurring, carrent
and chit funds. Fixed and recarring deposits earry interest at 64 per cent and current deposits
at 83 percent. The society has never had need to accept deposits from non-members. A
ghll]t fund is a peculiarity of Madras and its working is described by the Registrar as
ollows i

“ A definite number of members unite to subseribe periodically a certain sum each.
The following is a concrete example.—There are 16 persons (all being members of one chit
society) who contribute for 16 months Rs. 25 per head per month. Each month Rs. 400 are
thug subscribed, and the question is how to dispuse of this amount each time. There are
three pessible methods of doing so :—

(1) The “head and tail ” or lottery system in which lots are cast every month
amongst members who havenct already drawn a lot and the amount is paid in full to the
person whose name is drawn. This is open to the objection that the member who draws a
lot earlier reaps an undue advantage over his less lucky brother who draws a lot in one of the
later months.

(2) The “ discount ” or  discount lottery *’ system :—This system aims at equalising
benefits, so that the winner of a lot gets the amount less a deduction for interest at a fixed rate.
These deductions are divided at the end among the several members. But in this method the
pool may go to a person who may not want it just then and who would have to find another
investment for the money.

(3) The *“auction chit” system.—Here no lots are cast, but the amount subsecribed is
auctioned to the bidder of the highest disecunt. The successful bidder receives the amount
less the discount bid ~ Here too there is a disadvantage because when competition is keen, very
high discounts are bid "so that the benevolent principle ¢f co-operation and mutual help
underlying these institutions is replaced by extortionate bargain driving. This defect is
remedied by a provision in the byelaws to the effect that the discount shall not exceed 9 per cent
and shall not be less than 4 per cent. '[hus in the chit fund cited as an example at the fourth
monthly meeting after which 12 mcnths will yet have to run the discount should lie between
4 and 9 per cent on Rs. 400, that is, Letween Rs. 16 and Rs 36, so that the one who bids the
highest discount, will bave not less than Rs, 364. This jrovision secures the mazimum
advantage to be derived from the chit fund system without at the same time allowing any
seope for the several possible defects of method noticed above. Members of a society are no
doubt allowed under the rules to chose either the diseount lottery or the auction chit system
but the later alone bas in actual practice been adopted.”

51
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‘The society obtains its profit by dedueting 1 anna per rupee of the discount obtained and
distribating the remainder 1o the members partaking in the fund.

4. Employment of Capitel—Rs. 80,310 are on loan to members as ordinary cash advances
usnally repayable in one year. Mortgages of real property, Government Promi;sory Notes and
insarance policies are accepted as securities in addition to personal sureties The rates charged
are 6} per cent or 743 per cent according to the nature of the security offered. The remainder of
the working capital is utilized in the business of the society’s shops. During the year 1918-14
$he sales amounted to Rs. 6,40,117. A1l sales are for cash

5. Profits and Resesve Fund.—The entire pri fits of the credit branch sre taken to reserve.
Of the prefits of the distributive branch, one-forth is carried to reserve. A dividend at 32 per cent
per annum is tben paid on shares. Of the remainder two-third are distvibuted as a bonus to pur-
chasers, working out last year at a rate of 3 pies in the rupee. The remaining cne-third is
credited to a common gced fund which is utilized for the upkeep of reading rooms attached to
the socicty’s office and its branches. 'I'he whole of the reserve fund is invested as a fixed
deposit at 6 per vent with the Madras Central Urban Bank.

6. Staff—The Staff consists of the following :—

A Secretary on Rs. 85 -- 73 —110—10~120.

One Auditor, Rs.55.

Office Manager, Rs. 50.

8 Clerks, Rs. 20-=2—30,

40 Clerks, Rs. 10—1-=20,

Chokras and salesmen, Rs. 25—1—10.

The auditor is a man trained in book-keeping and the theory of banking aud commerce.

He 1s assisted and supervised by two honorary auditors elested by the general body of mem-
bers. :

7. Special features.—The Madras Bulletin of Co-operation which was first published at
the cost of Government by the Registrar in 1909 as an official organ of Co-operative Intelli-
gence wag transferred to the society in 1913, It is now edited by the Educational Committee.
Official circulars and notifications are published in if, reports of Conferences and other Co-
operative activities are recorded, and miscellancous contributions are received from Co-opera-
tors throughout the Presidency.

VII.—Nandawgyun Co-operative Cattle Insurance
Society, Limited, Upper Burma.

1. Date of Registration.—December 28th, 1911,

2. Constitution and Management.—Membership of the society is confined to residents
in Nandawgyun village, who own plough eattle and are also members of the village co-operative
credit society. The members number 27 owning 46 insured cattle. No animal is accepted for
insurance other than bullocks and male and female buffaloes between the ages of 4 and 12.
The society is managed by a Committee of 5 members, which met twice during 1913-14
and which is elected by the general meeting. The Committee men retire by rotation, two
every two years. There is alsoa Committee of 3 experts elected by the general meeting to
examine all cattle presented for insurance and to check and fix finally their valuation. Valu-
ations arerevised every six months.

3. Sources of Capital.—The society is not financially connected in any way with the
local eredit society, except in so far as it deposits its superfluous funds in it. Tts capital is
derived from the premia of members which are levied at the rateof 5 per cent on the value of
the animal insured and are payable by two six-monthly instalments. The premia received
during 1913-14 amounted to Rs. 64-13-0 and an indemnity of Rs. 21-10-9 was paid out, The
accumulated funds of the society now amount to Rs. 63-3-0.

4.  Employment of Capital.—In the event of the death of an insured animal, an indemnity
of 2-3rds of the value of the animal insured, less the value of the hide and carcase, becomes
payable, except in cases where a third person is legally liable for the death or where it is
caused by a contagious disease in dealing with which the owner has failed to comply with the
veterinary rules. The value of plough cattle is usually from Rs. 40 to Rs. 50. Up to date
four animals have died and the indemnities been duly paid. In the event of the funds
received as premia during the year proving insufficient to meet all claims, half of the reserve
fund may be drawn upon in any one year with the Registrar’s sanction to meet the deficiency.
If the funds are still insufficient, the indemnities for all animals that have died during the year
must be proportionately reduced.

5. 1 rofits and Reserpe.—~The funds are classified as (2) the general fund, consisting of
all premia paid during the year and (4) the reserve fund, consisting of all fines, entrance
fees, donations, excess of receipts over expenditure in previous years and interest accruing on the
invested reserve.

6. Staff.—The Chairmen and Secretary are honorary. The society is supervised by the
Tnspector of the Nandawgyun Union as well as by the Government staff,

7. S8pecial features.~Nil,
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APPENDIX III.
CATALOGUE OF OPINIONS AND RECOMMENDATIONS.

No. NON-CREDIT SOCIETIES. Paras,

1. Non-credit societies are important and deserve encouragement, provided they
spring up spontaneously and there is a sufficient competent supervising
and guiding staff available 8

2. It is desirable to reorganise village industries co-operatively but a systematic
enquiry into their present circumstances should precede any action ... 10

8. Urban non-credit societies designed to carry on ordinary trading should be
registered with caution and only when they clearly fall within the

terms of the explanation contained in the preamble of the Act 10
4. Advantages to be expected from creation of non-credit societies for sale and

production e e e e 11
5. Ad ption of Cattle Insurance recommended : the Burma system most likely

to be preferred 12
6. Undesirability of waiting for actuarial data or for general application of

prophylactic measures in cattle diseases 12
7. No primary or central credit societies should be permitted to undertake any

liability on behalf of cattle insurance societies re 12
8. A central cattle reinsurance society is necessary, and Government backing

to such an institution is unobjectionable ... 12
9. Hail Insurance zocieties advocated .., voe 12

10. Agricultural non-credit societies should ordinarily be annexes to credit societies
and when a society undertakes the supply of seed or implements, it
should ordinarily act purely as an agent and should not iteelf become
owner of the goods 13

11. There is no objection to sound mon-credit soeieties being financed by Central
Banks ... o &, 13

12, The Agricultural Department should assist societies for distributing improved
seed and implements provided experimenting is avoided. Control of
such societies to rest for some time with Registrar and not with
Director of Agriculture 13

13. Dealings with non-members should, as far as practicable, he avoided 14

CREDIT SOCIETIES.

A, ~—NON-AGRICULTURAL.

14. The policy of spreading co-operation primarily among agriculturists may be
relaxed and it may now be recognised that the needs of the industrial
and non-agricultural population eall in their own degree for equal
attention ves voe e 15

15, Liability in non-agricultural societies should only be limited when the
clientele are well to do and close mutual kaowledge is not easily obtain-
8!)13 “es rvee e es ave one 16

16. Urbun societies useful as a training ground for spreading banking prineiples
but should be practically self-supporting ... 16

17. Employés’ societies are diffioult to manage and require the support of the
head of the office and facilities for recovery by deductions from pay
sheets. The insurance of members in the Post Office Insurance Fund

is desirable ' 18
18, Societies among the poorer urban classes need special encouragemsnt., Goy-

ernment help in the maintenance of an efficient clerical staff is justi-

fiable ... ese vou 19

B.~—~AGRICULTURAL.

19, Well considered schemes for establishment of mortgage associations for landed
gentry likely to be of great value vor v w20
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No.

20. Uniformity of nomenclature is desirable. Institutions dealing with indivi-
duals should be known as “primary societies ” or “societies. ” All
federal institutions constituted of these “ primary societies,” if they
do banking business, should be known as “ Central Banks,’” and if
they provide supervision or guarantee only, should be termed “Unions.”
A bank dealing with Central Banks or Societies throughout a whole
provinee should be called a © Provineial Bank

ses e

I.—Primary SocIeries.
(2) Constitution and Management.

21. The Registrar is resp-nsible for seeing that societies are organised on sound
lines .

ves sen

22, The area of a society should be restricted so that members may be mutually

acquainted and exercise mutual control. The general rule should be
one sceiety to one village .

28. Membership should start small, increase gradually and not exceed 2 maximum
varying between 50 and 100 . .

24. Exclusiveness deprecated but no attempt should be made to force poor mem-
bers on a society

25. A deliberate mixture of oceupations within a primary society not recommend-
ed, but societies affiliated to a Central Bank may well represent various
occu pations e

e

26, The Registrar before registration requires information about the character
-of the applicants and their knowledge of co-operation, their debts and
property, the amount of working eapital available locally and the means
of supervising the society ..

27. Careful teaching of co-operative prineiples before and after registration is
essential. It is advisable to lay down the main points on which
emphasis 1s to be placed by teachers

e ten

28. The Honorary Organiser who forms a society should where possible supervise
and train it

29, The teaching of co-operation in primary sehools is not advocated

80, The Secretary should be a local man and confined to purely eclerical work.
Village accountants usually unsuitable for the post, but schoolmasters
are unobjectionable, Group secretaries are deprecated

It is incumbent on Registrar and his staff to see that the Committee is not

beyond the eantrol of the General Meeting, and does not leave its
funetions to one or two of its members

31

e LY

32. The appointment of supervisory committee is not at present recommended ...

38, Where individual ereditors refuse to disclose claims, societies should be
empowered to ascertain the debts of a member by serving a notice
onsuch a ereditor requiring bimn to state his claim subject to discharge
of debt on failure to comply and prosecution for wilful falsehood.
The system should be tried first in Burma and might be made appli-
cable to all agriculturists whether members of societies or not

v

34, The payment of the old debts of members is advisable; but should usually
be undertaken by degrees and not necessarily on admission .

85. Societies should require members to inform the Committee whenever they
take loans from outside

36. The multiplication of societies should radiate by imitation from existing cen-
tres of co-operation, except when a start is being made in new districts.
A policy of caution and concentration should be followed. Compari-
sons between rate of progress in the various provinces deprecated

37, The movement should not be encouraged in provineces or parts of provinces
where supervision is not likely to be adequate

Composition of Capital,
38

The object of every society being to accumulate a permanent capital of its
own, the best method of attaining it is to arrange for a wide margin
between the borrowing and lending rates. As an alternative though
a pis aller every member may be compelled to subscribe to shares,
payatle by instalments or in a lump sum ...

Paras,

21

24,

25

6

27

28

29

30

31
32

33

84
35

36

87

38

39

39

43
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89. In cases where shares are repayable to their holders after a stated period,
there are certain difliculties which should be seen to as opportunity
offers ...

40. A maximum limit should be fized on dividends ...

41. It is permissible to obtain share capital by deductions from loans granted
to members .

42. Agricultural credit societies whether with or without shares should ordinarily
-be based on unlimited liability ...

43. Primary societies should aim at getting as much Joeal deposits as they can,
but should n:t try to attract them from areas served by other societies.
Deposits should be strictly local and surplus amounts sent to a Central
Bank .

44. To encourage deposits by members it is justifiable to offor slightly highe
rates on them than on those of non-members ..

45. As a means of inculeating thrift small instalment shares preferable to
compulsory deposits ...

46. Current accounts and deposits at call should he probibited. The term of
deposits should not ordinarily be less than one year. To secure longer
terms higher rates of interest should be offered

47. Short term deposits for not less than one mounth may be permitted to meet a
demand for short loans repayable at harvest ..,

48. Short-term deposits if made in the form of savings deposits, stimulate thrift
and ought to be encouraged ..,

49. Competition between co-opel‘atiye and  post  oftice savings banks discussed
and reasons given why this should be welcomed e

50. A lLimit should be fixed to the borrowing power of. a society by the General
Meeting once a year in the manner described in paragraphs 141-2
and this should be subject to Registrar’s control S

sea

51. Deposits which the society is unable to use in loans to members should be
transferred to Central Banks which should offer specially favourable
rates for such money. Societies should not be prohibited from accept-
ing deposits within their maximum borrowing power although in
cxcess of the limit fixed for thelocal borrowings of individual members,
They must be responsible to the depositors and cannot transfer their
Bability to Central Banks which however in event of thejr inability
to accept such deposits should notify primaries. All deposits above
their maximum borrawing power should be refused by societies

52, Care should be taken to repay deposits punctually and to instil confidence
in depositors by allowing them to see accounts and attend meetings. A
general condition allowing compulsory renewal in time of stress not
advoented vee

53. Repayments of long term deposits before maturity should be made only
_ rarely and when a substantial reduction of interest is accepted

54. Loans from one society to another should always be made through the
medium of a Central Bank or Union

55, Rapidly increasing reserve funds not a danger ..,

Employment of Capital.

56. Loans to meet seasonal agricultural demands should be distributed at one
time Special urgent demands may be dealt with by a quorum of the
Committee or the Chairinan himself subject to close restrictions

57. For ths custody of cash balance special arrangements may be made at
Government Treasnries or Police Stations, or the rules of the Post
Office Savings Bank may be relaxed in certain points

58. The maximum borrowing power of a society, ¢.e, the limit up to
which the society will pledge its credit should be fixed by she General
Meeting .-

59. The maximum normal eredit for each member should also be fixed at the
General Mecting, Loans in excess of this limit should not be granted
by the Committee without reference to the General Meeting

52
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60. As a security for loans the pro-note is recommended in preference to the
bond provided that the exact terms of loans to members are clearly
recorded in the byelaws or minutes

61. Every member should be furnished with a pass book (a summary of th
main points of co-operation being perhaps printed within the eover)
or there should be a public statement showing each member’s loan ...

J)62. In societies with shares every member should be forced to take a share ...

63. If loans are given for non-productive purposes, precautions should be taken
to see that the expenditure is inevitable and not excessive

64. Loans to enable agriculturists to hold over grain for a fair market should be
for a period not exceeding three months

65. For financing expensive improvements in land, loans under the Land Improve-
ment Loans Aet will have to be relied on rather than ordinary co-
operative fands

66. Strict enquiry should be made at inspection that leans have been properly
used and cases of misvse should affect adversely the credit allowed to a
society by its financing agency ... ~

67. The period of loans should be fixed at the time when they are sanctioned.
Lioans for non-produetive purposes shouid be fcr periods not exceeding
2 years. For productive loans the main factor should be the object of
the lean «nd standards based on this should be preseribed; but the
amount of the loan and the circumstances and repaying power of the
debtor may also be taken into aceount

68. At the beginning a society should strive primarily to meet the current needs
of its members and should nof lock up a large proportion of its capital
in long-term loans . .

69. Repayments should always be made out ¢f the proceeds of the use of loans
and by annual equal instalments shere the pericd of the loan exceeds
1 year ...

70. All loans should be backed by sureties, who should as a rule be members.
Fewer sureties may be required for small loans than for larger ones.

Responsibility of sureties should be mgorously ard promptly enforced

71. Tangible property may be hypothecated to a society as collateral security,
but should be taken in addition to and not instead of personal sureties

72. Bocieties should not accept their own shares as security for loaus ,

73. Mortgages of land should be taken sparingly, either as a collateral secu-
rity or to prevent alienation of the land elsewhere. Mortgages
should as a rule be without possession

74. There would bte no ohjection if societies with the econcurrence of landlords
were permitted to bold mortgages on land in areas where they would
ordinarily be unable to obtain them owing to the state of the tenancy
law

5. Fixity of tenure necessary to existence of co-operative investments

76. The lien of a society under section 19 of the Act should be converted into a
charge ; otherwise there is no bar to outside attachment unless a decree
has been passed in favour of a society

77. Any action which would faciiitate cheap and easy mortzage in areas where
morbga_e is permissible is advocated

78. Interest rates charged on loans should be included in the byelaws and made
unalterable without the Registrar’s sanction. As long as they are
below those of the outside markets, they should not be pitched so low
as to retard the growth of a reserve fund

79. Wlen societies are firmnly established cash credits should be sanctioned to
individual members

“se XY

80. Punctuality in repayment vital. The system of accounts should show clearly
what loans have been extended and which have become overdue.
Extensions for good reasons justifiatle. System for showing overdues
outlined . . s

81. Grain payments to be cenfined within narrowest limits e. ver

82. The levy of penal inferest on overdue amounts unobjectionable—but not
effective and tends to supplant personal pressure on suretics which
should be first step taken

cee are
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83. Fictitious adjustments of loans (¢.e., recovered and re-advanced at once) should
be brought to nutice during an inspection, and should be checked by
insistence on a proper relation between money recovered from members
snd money remitted to a Central Bank

84, Rules should be framed by Local Governments to enable disputes between
societies and their members to be referred to arbitration ...

85. The decision of the Registrar or awards of arbitrators should be executed
in the same manner as a decree of a Civil Court, and not by any special
process. A resumé of the provisions of the law dealing with the
recovery of agricultural debts might be supplied to all counrts and
societies ; and courts instructed in the absence of special reasons not
to use their discretionary power to reduce a society’s ordinary lend-
i‘ng rate “es ver ‘oo “oe vae

86. Recoveries should be made by a society and its staff, and not by the help
of any outside supervising agency or the staff of the Registrer or
Collector

87. The meanings to be applied to term “reserve fund >’ and * fluid resource *’
exp]ained ) e Y (YY) see

88, Primary societies should be allowed to use their Reserve Funds in their own
business, provided their ability to repay deposits on due date is seaured

89. To ensure the reserve fund growing as quickly as possible the margin of
interest should be kept as high as possible until a society becomes
independent of outside assistance oo

90. No restrictions need be placed on the charitable objests to which a portion
of the profits is devoted, other than those contained in section 34 of
the Act

91. Societies shonld not be used to promote samitation, education. and village
improvement except when the society represents the whole village and
undertakes such work spontaneously

92. A Registrar should dissolve a society as soon as he is satisfied that there is
no hope of eventual solveney or progress ...

93. When the Co-cperative Societics Act is next revised, provision should be
made for the summary recovery of members’ debts by a liguidator on
the cancellation of a society’s registration

Audzt and Supervision,

94, Constant audit and supervision is essential to success and should be provided
for vea

95. The term auditor and its derivatives should be confined to the staff
chiefly engaged in audit, and the term supervisor and its deri-
vatives to the staff chiefly engaged in supervision. The terms ©ins-
peetion’ and ‘erquiry’ should be confined to the processes mentioned
in sections 35 and 36 of the Act e

96, Two centrolling offcers should be empleyed in each province and there should
be a Registrar cr Joint-Registrar for every 1,000 or fraction of 1,G00
societies registered.  They shiuld be well versed in co-operative
literature relating to all countries, and should, if possible, have gained
some yersonal experience of the subject in Europe. Necessary assist-
ance should be given, but Assistant Collectors seconded for training not
to be looked on as assistants .., oo

97. The clerical staff of the Registrar and his Assistants should be adequate ..,

98. The audit should go beyond the bare requirements of the Act and include
an enquiry into all the gircumstances which determine the general
pOSiti()n Of a SQCiety .o .o XY Y] ves

99. The audit staff should be responsible to the Registrar and mainly controlled
by him. Its primary object should be to assure Government that the
societies, startcd through its agency, are developing ¢n sound lines

100. A staff should te maintained by Government for undertaking super-audit
i.e., a separate and complete audit made at periods of 2 years or more.
A Government Auditor shculd audit about 100 societies per year, and
should not be given educational or propagandist work to do. Recess
and variety of work, however, are essential to prevent staleness
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101, A staff should be maintained by the societies themselves for making the
original audit. It should be such as the Registrar can rely on and be
controlled by him in consultation with the contributing societies. A
single cadre should be formed for a whole province and maintained by
alevy on the societies, or by an enhancement of the interest charged
to societies -

102, Educational qualifications are not at present considered necessary for
auditing and supervising staff .. -

108. A regular form of audit report should be prescribed ; but details should not
be too minute. A copy in vernacular should be supplied to every
society, and the original should be seen both by the financing agency of
the Society and the Registrar .

104. Government would be justified in contributing to the cost of the audit of
societics with unlimited liability among low castes. In ordinary urban
societies and in intricate cases Registrar should make special arrange-
ments ... . .

105, The societies themselves should provide the staff required for their own
supervision. It should be controlied by them and nnt by the Regist-
rar

106. A revision of the forms and system of Annual Returns is recommended ...

II.-—CexTrAL BaANKs.

107. The decentralization of supervisional work secured by Unions employing
their own paid Secretary very valuable. 'The system of guaranteeing
Uuions employed in Burma as a link between Primary societies and
Central Banks is full of promise and should be tried elsewhere. Such
Unions should supply mutual supervision, assessment of credit, an
agency for the recovery of loans and some for of joint guarantee for
loans taken thrcugh them

108. It is advisable that primary societies should seek loans and cash credits
not from joint stock banks but from Central Banks which chould be
under co-operative control

Constiiution and Management.

109. Central Banks of which the shareholders are individnals should not be
registered if they propose to grant loans to any other persons or
institutions except to co-operative societies, or to undertake any out-
side banking business. The byelaws should include provisions limiting
dividends, and the directors should maintain an independent staff
for assessing the credit of borrowing societies. It is the Registrar’s
duty to see that the contract between the Central Baunk and societies
is not unfavourable to the latter. 1In any case this type of Central
Bank chould gradually disappear

e see

110, Central Banks of which membership is confined to societies, though
desirable in themselves, are seldom competently managed, and do naot
leave room for the help of the middle classes, and should therefore be
postponed to a later stage ca e

111, Central Banks of which the membership includes both individuals and
societies, will usually be best fitted to Indian conditions, but provision
should be made for gradually reducing the number of non-working
mdividual shareholders . oo

112, The area served by a Central Bank should be defined and as far as possible
should coincide with some administrative division, such as a distriet or
tehsil, but should ordinarily be prepared within a reasonable time fo
deal with 200 or 250 societies .., e e

113. Provincial Banks may possibly open local branches in place of independent
Central Baoks in areas where guaranteeing Unions are well developed,
but as a rule a system of Central Banks will be found more
efficient or

114, The management of co-operative finance being simpler than that of joint
stock Lanks, a Central Bank may be competently manazed by lawyers
and professional men, though trained bankers should be secured on the
Boa.d when available vee

Paras.

94

. 95

96

97

98
99

101

102

105

106

107

110

109

110



172

No.

115. The Manager and staff of a Central Bank, if paid, should be adequately
paid. The Registrar should be satisfied that the supervising staff
maintained by it is adequate and efficient. Such a staff may properly
assist voluntary applicants in forming new societies

116. Central Banks which admit societies as shareholders should grant no loan
to any credit society which has not subseribed to ashare ... e

117, Non-credit societies should only receive loans if they subscribe fo an ade-
quate number of shares and offer sufficient security. Central Banks
should not finance insurance societies

118. There is no objection to Central Banks working as book banks, provided
that they are exempt from undue responsibility for losses incurred in
transit of funds ... ‘e ‘e

Composition of capital.

119. There is no objection to the discontinuation on the part of Central Banks
of the practice of levying affiliation fees

120. All shares in a Central Bank should preferably be on one footing. But if
1t is absolutely pecessary in order to attract local capital, the shares
assigned to individuals may carry preference as regards dividend, but
not cumulative dividend

121, It is simpler if the shares held by societies and individuals are of uniform
value

122, Societies should ordinarily be required to take shares in their Central Bank
in propartion to the amount of their borrowings from it ..,

123. Every shareholder in a Central Bank should have cne vote only. If thereis
a difficulty in raising capital, Local Governments may properly author-
ise individuals to hold sharesin excess of the statutory maximum of
Rs. 1,000 but otherwise the limit fised by the Act should be adhered to

124. All sbares held by individuals should be fuily paid up. Reserve liability is
permissible in the case of shares held by societies

125, Reserve liability should be restricted to the face value of the shares and not
to some multiple of it

126, The rate of dividend should be limited by rnle, When most of the shares
are held by societies, the maximum should be the same as the average
lending rate. When the shareholders are chiefly individuals, it should
not exceed the average rate paid on deposits by more than 2 or 3 per
cent. Bonuses should be prohibited e

127. Deposits by primary societies in Central Banks should consist of (1) excess
deposits received by them and passed on, and (2) small deposits for
short periods. Reserve funds should not be deposited in them

128, The opening of current aceounts is deprecated, but in places where banking
facilities do not exist may be permitted. A low rate of interest not
exceeding 2 per cent should be paid on such accounts and the whole
amount so held should be covered by cash or Government paper irres-
pective of fluid resources kept to cover other liabilities

129, Savings accounts may be opened on behalf of members and non-members
provided that 75 per cent of the amount so held is covered by cash or
liquid investment, that the maximum zccepted on one account is small,
that notice of withdrawal is required and that they are not allowed to
become carrent accounts

180. Central Banks should make every effort to obtain deposits sufficient to meet
all their needs and may draw them from any area subject to such res-
trietions as may be found locally advisable ..

181. The average period of deposits should not be less than the average period
in which loans are repayable. In arranging to repay deposits banks
sheuld not count on renewals or fresh deposits but rely on stipulated
repayments of loans, and should spread receipts and payments as far
as possible over the whale year ..,

LY

132, To meet all charges entailed by our recommendations Central Banks require
a 3 per cent margin and primary societies the same
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138, Special care should be taken to repay deposits punctually, The intentions
of depositors with regard to renewals should be ascertained in advance

134. Central Banks should be allowed to regard the undrawn portion of any cash
credit granted to them by a Presidency Bank as a fluid ageet

185, Cash credits with Joint Steck Banks of recognised stability also coustitute
legitimate fluid resource. The Registrar should introduce Central
Banks to Joint Stock Banks and furnish the latter with any informa-
tion they vequire. Joint Stock Banks should be expected to examine
the position for themselves and not to rely on Government support
for repayment

136. Loans by Central Banks may with the Registrar’s sanction be made to
other Central Banks. Loans between Central Banks should cease as
soon as a Provincial Bank 1s started

187. Banks should raise capital by means of long term deposits rather than
debentures, unless in very special cases they are in a position to secure
debentures on immoveable property .

nes

138. Share capital plus reserves should be at least 123 per cent of total liabilities
:,/Employment of capital.

139. Central Banks should not grant loans to individuals, nor should they under-
take any outside banking work ...

140. A Ceuntral Bank should assess the credit of an affiliated society after re-examin-
ing and testing either by its own staff or through a union the society’s
own estimate of its borrowing power and the data on which the society
has fixed the normal credit of its members and considering the society’s
needs and its own existing funds

141. The data required by a Central Bank should include a valuation of (1) the
moveable and immoveable property of the members of a borrowing
society and (2) the earning and saving capacity of the same members.
These data should be used to check conclusions based on the character
of the society and on its past record

142. Where a union exists the valuation mentioned above should be made by it;
where not, by the Central Bank, Responsibility for the making of the
valuation should be undivided. The Registrar should bave power to
require the reduction of the eredit of any society

143. Loans should be sanctioned as far as possible all together at one or two
main seagons in the year oo

ser “re

144, Central Banks should accept the opinions of Unions with regard to the
purpose and amounts of loans, but in case of insufficiency of funds to
meet all claims may refer back to the Union

145. Subject to the condition that the terms of loans must depend on the terms
for which deposits are held and that repayments due within a given
period should exceed the deposits falling due within the same pericd,
Central Banks way grant loans either recoverable in fixed instalments
or on pro-notes nominally payable on demand, the society’s repay-
ments corresponding with ihe repayments made by members )

146, Cash credits should be freely opened in favour of thoroughly well-managed
societles

147, The security taken from a borrowing society should ordinarily be a pro-
note. Shares held by societies in Central Banks should not be accept-
ed as security for a loan though depusits may be

148. Rates charged on loans should be below hazar rates but should be high
enough to allow of a wide margin. Rates may vary on a definite
system with reference to the character of the borrowing society and
the length of the loan

149. Money recovered from members should be at once available for repayment
by a society to a Central Bank. The Central Bank should supervise
recoveries but need not prepare lists of overdue loans

.se A2 2]

150, Central Banks should not ordinarily institute preceedings against defaulting
societies In civil courts, but sheuld exercise pressure through their staff

and finally apply to the Registrar to take action under section 36 of
the Act A ous

ses 0t e tee
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151, After providing fully for fluid resources, a Central Bank may legitimately
use balance (if any) of reserve fund in its own business

152, To meet contraction of eredit Central Banks must keep fluid resources ...

153. These should be sufficient to meet half deposits due during the ensuing year,
supposing no fresh deposits or renewals were made and no repayments
received . e .

154. Fluid resources only to be utilized when other sources fail ...

155. The fluid resources of a Bank must snffice to meet its own requirements and
those of societies which Lave entered into arrangements with it ee

156. Standard of fluid resources to be readjusted quarterly or
157. Superfluous funds to be passed on to Provincial Banks

158. In calculating net profits for purposes of distribution, Central Banks should
always deduct interest accrued and overdue. Interest earned but not
due should be shown separately in the profit and loss aceount

159. The provision of contingent or bad debt fund is desirable in the case of
banks which only place the legal maximuni to reserve

160. Building funds are permissible, provided that they are postponed to the
provision of an adequate fluid resource. Where such buildings serve
algo as agricultural depts Government may properly contribute to
their cost o

Audit and Supervision.

161. The audit of the accounts of Central Banks may be entrusted toexpert out-
side agencies or made by the Registrar’s staff. Such banks should
bear the expense of their own audit

162. Cential Banks should publish and distribute balance sheets and annual
1eforts. They should contain mere details than at present

163. In addition to their annual returns, Central Banks should submit quarterly
statements showing especially their liabilities to outside creditors and
their progress in the formation of fluid resonrce

I[I.—ProviNciaL B/ANKS.

164. It 1s necessary that a Provincial Bank should be started in each of the rﬁajor
provinces

185, Tbe Provincial Banks should not be started on an extravagant or unneces-
sary large scale .., .

166. Share eapital plus surplus assets fund should not be less than one-tenth of
total funds borrowed from outside

167. Sccieties and Central Banks should be represented in the management of a
Provincial Bank and should bLe placed in such a position that they are
able within a reasonable time to secure a majority of votes in
the general meeting. At commencement individual shareholders
may have a preponderating influence

168. It is not, however, necessary that societies and Certral Banks should have a
dominating voice en the Directorate of the Provineial Bank

169, Shares should ordinarily be of one class. Reserve liability not advisable
cn individual shares but unobjectionable on sacieties’ shares

170. All Central Banks shculd be affiliated to Provincial Banks but where there
is no Central Baok a Provincial Bank may lend direct to primaries .

171. Deposits fixed for longest possible terms should be secured

172, Deyosits at call should be covered to 75 per cent of their amount by fluid
resources ... ..

173. No prohibition should be placed on savings deposit accounts ...

174. Provincial Banks should not place too much reliance on’cash credits, and
should strive to zccumulate good reserves and strong holdings of
lignid securities in order to be more independent oo
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The Provinzial Bank should maintain a fluid resource sufficient to
cover all possible demands against itself for a period of one-third of the
ensuing year together with all the possible liabilities to be met by any
afliliated Central Banks for which it has undertaken to provide cover
within the same period. For this service to Central Banks it shounld
charge a commisgion or higher rate of interest. It will be found con-
venient to concentrate whole fluid resource at apex of system

Provincial Banks should be prohibited from undertaking outside banking
business, except in so far as it is necessary to deposit spare funds for
short periods in outside institutions .

A Provincial Bank way legitimately be reluctant tolend its superfluous funds
to another Provincial Bank unless the borrowing bank has sufficiently
proved its credit worthiness, and the lending bank is able itself to
esamine and verify the financial pesition of the borrower ...

A separate audit of the accounts by a Chartered or Incorporated Accountant
anthorised by the Registrar is desirable. The whole expense of it should
be borne by the Bank. Further duties of supervision and enquiry
appertain to Registrar and cost is debitable to Government

Provincial Banks should submit the same returns as Central Banks ; and
should be supplied by the Registrar with copies of all returns received
from affiliated Central Banks. They should publish and distribute to
shareholders and depositors annual balance sheets and reports

Pusric Aio.
Concessions,

When Sub-Registrars of deeds ate paid by fees, Grovernment should
make good to them loss caused by fhe exemption of co-operative socie-
ties from Registration fees

. Exemption from stamp duty on cheques of individual members having

current accounts unnecessary

. Provided undue official influence is guarded against, co-operation ought not

to be deprived of moral and floancial support which Government
servants give it .

Deposits by Government officers in Provineial Banks should be absolutely
unrestricted and in Central Banks also with the exception that in the
distriet in whieh officers of the Tudian Civil Service are serving they
should be reported and withdrawn whena opportunity offers

Membership of non-agricultural societies intended for Government servants
onlys hould be free to all Government servants

As regards other officers it is a matter for local decision bit with the
exception suggested in paragraphs 186 and 190, officers of the Indian
Ciyil Serviece, Provincial Civil Serviece and subordinate Civil Service
should be prohibited from accepting without special sanction any post
in the Managing Committee or Executive Staff of any co-operative
society or bank

Devolution of powers of Registrar on District officers not recommended ...

District or Sub-divisional officers may be Chairmen with or without a place
in executive committee of Central Banks but should not be given such
a post ez-officio. They should, however, have a formal right to attend
meetings of shareholders or Direstors and Local Governments may
decide how best to arrange for this

Registrar, Development Commisstoner, Advisory Officer.
The post of Registrar should be made permanent...

The Registrar should be a whole-time officer and his post should be include
as a Collector’s post in the cadre of the province and should carry a
remunerative local allowance of Rs, 250. He should be eligible for
executive promotion and be allowed to visit or fix his head-quarters at
a hill station so as to keep in touch with Local Government in the
non-teuring season ... - ves

He should draw $ravelling allowance at rates not less than the highest rate
accorded to Collector working as head of a Department and should be
allowed to visit other provinces to study other systems .., cen
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191. Joint Registrar’s posts should carry emoluments equal to those enjoyed by
a Settlement Officer. An Assistant Collector of three to six years’ ser-

vice or a Deputy Collector possessed of qualifications neces

Joint Registrar should always be in training and the period of this

training should be one year . .

for a

192, Assistant Collectors while under training for survey, ete., should be taken to
visit a few typical societies with competent instructors and the Collector
should take his assistants with him when inspecting co-operative
societies on tour. Registrar should invite officers of the distriot to

193.

194.

197.

198.

199.

200.

202.

203

accompany him on inspection ...

District and divisional conferences under Collectors and Commissioners valu-
able. Larger conferences should not be so frequent that they become
routine. Officers of Agricultural and connected departments should

attend all classes of conferences

Registrar of Co-operatior, Director of Agriculture, Direotor of Industries
and Director of Fisheries (when that post is concerned with develop-

ment of the industry) should all be co-ordinated under a single superior

authority e

time officer and be called the Development Commissioner

. That superior authority should, as soon as circumstances allow, be a whole-

‘00

. Liceal Governments should issue a rule empowering Registrars to rescind

any resolution or act of any officer, Committes or Society which deals

with controversial opinions of a political or religious character.

Posi-

tive objects of societies might be defined by rule on lines obtaining in

Raiffeisen societies ...
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An expert co-operative adviser with the Goverument of India recommended 202-203

Pullic deposits, agricullural advances, ete.

Though securities are not trust funds, this legal limitation would not, it is
presumed, prevent use of Court of Wards funds for assisting societies

corstituted for the benefit of the Wards' estate or its tenantry

From a co-operative point of view all deposits whether from Courts of
Wards or Local Bodies are welcome if permitted. Where risk falls
partly on Government as in case of security pledged by one of its
officers, it is justifiable to allow the officer to give it in shape of an

investment in co-operative institutions ved ‘e

Grants by private individuals or local bodies appropriate in case of new

deve-

lopnents like dairies and cattle breeding—so long as pauperization is

avoided

. Act XII of 1884 should be amended so as to allow of agricultural loans to

be made to societies direct. Central Banks may also be utilized in dis-

tributing such loans to societies o

Similar arguments apply to Land Improvement loans which can suitably
be given to societies when an Improvement bhas to be made by joint
exertions of several peisants. Societies should in that case reduce their

rate of interest

Financial aid by Government,

. Considerations goveruing financing of members of societies during famines.

Necessity of working to the ordinary cyele of good and bad years

204. Power to utilize initial Government advances may be safely left to
Local Governments ard Registrars. Such advances need not be
confined to credit societies: but if given to insurance sooieties should

o
<
(13

be given as suggested in paragraph 12

makes no cefinite promise of monetary report issound in so far

e

5. Government's attitude thet it disclaims all financial responsibility and

as 1t

alms at establishing a self-contained and self-supporting co-operative
movement by the rejectior of a system of money doles and undue

special conce-sions

fluid resources to the extent necessary for stability and safety

. Douabtful if the present Indian Co-operative Banking system can provide
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207, Co-operative banking governed by same bas'c laws of finance as ordinary
banking. = Co-operative banking suffers from disability that pro-notes
of its societies cannot be freely discounted and commercial banks canno
be expected to take up this business to any appreciable degree. Nor
without guarantee from Government will Provincial Banks be abla to

raise capital sufficiently cheaply in all casesto solve the difficulty of
maintaining adequate fluid resources oee

208. It is on facilities for rediscount that the problem of providing adequate
fluid resources depends and in India there is no agency to do tais

209, Failing commercial and Presidency Banks, the onl

y alternative agenay
seems to be a State co-operative apex bank .

(113 lew

PaRas,
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APPENDIX IV,

BIBLIOGRAFHY OF OFFICIAL AND QUASI-OFFICIAL PUBLICATIONS
ON CO-OPERATION IN INDIA.

Appvr Mayrp KHAN—

How to start a Punjab Village Bank ... wos (Covil and Military Gazette
Press, Lakore.)
AGRICULTURAL AND Co-OPERATIVE (FAZETTE. —
Published monthly, Nagpur oo (Desha Sevak Press, Polume
X1, coinprises issues for
1915.)
Bapve, R. Bi=
Co-operative work on the Nira Canal vas - v, (Bombay Co-operative Records
Sertes, Scottish  Mission
Press, Pvona, 1914.)

Contents.—Account of Development of irrigation in Nira Valley. Foundation of
the Co-operative Societies, . Details of the system of organization and
management. Criticism. Method of sale of jaggery. Supply of
artificial manure.

Crayron, H.—
Rural Development in Burma (Rangoon.)

Contents.—Discussion of the Rural Life Problem in Burma. The application of
Co-operation to Agriculture. The Darish Example. Local savings.
Agricultural Co-operative Credit Societies. Co-operative Insurance of
Live Stock, Sale of agricultural produce, Purchase. Bibliography.

CoLuins, B. A.—

Hints on the Starting and Management of Central Co-
operative Banks—Provisional Issue ... v« (Bthar and Orissa Government
Press, 1914.)

CoLnins, B. A.—
Hints on starting Co-operative Societies with unlimited
liability in rural areas voo (Bikar and Orissa Government
Press, 1913.)
Co-0OPERATION IN INDIA.—

Resolution by the Government of Indiain leaflet form .. (Superinfendent, Government
Printing, Caleutta, 1914.)

Crostawarre, H. R.—

Primer of Co-operative Credit for the Central Provinces and
Berar : ver (Nagpur, 1910,)

Contents.—Case for co-operative credit; What is Co-operative credit? Ave the
provinces sufficiently advanced for co-operation ? The Rural Society ;
the Central Bank ; the Urban Society, _Appendices, including specimen
bye-laws of rural societies and Central Banks ; Specimen Forms ; Rules
and Notifications under the Act. Bibliography.

DE, KipaN CHANDRA,—

Co-operative Credit Societies Manual for Eastern Bengal
and Assam ... ee ves (Board’s Manual No. II
Caleuttay 1910.)

Contents,—Introduction. Act and Rules. Model bye-laws of limited and unlimited
Co-operative Credit Societies. Government Servants Conduct Rules.
Model account forms. Notes on Organization, Financing, Management,
Inspection and Audit of Co-operative Societies.

‘DurerNex, H.—

People’s Banks for Northern India oo (Caleutta, Thacker Spink &
Cv., 1300.)

Contents.—The problem of usury and the solution by Co-cperation. Historical
sketch of the co-operative movement in Germany. The principles
of co-operation. &es of credit. Advantages of Organization. The
Town Bank (constitution and Methods of Business). The Village
Bank. Granaries and Grain Banks. The Bank at Mentone. Speci-
men rules for Town and Village Banks.

Excrisg, A. E.—
Handbook of Co-operation for Burma . (Maymyo, 1914.)

Contents.—Iutroduction. Aet and Rules. Government Notifications and Orders.
Model bye-laws of Raiffeisen and Luzzatti Societies, Unions, Upper
Burma Central Bank, Luzzatti Urban, Paddy Sale, Cattle Insurance,
Cattle Reinsurance. Leaflets on Salary Karners Societies, Cattle
Insurance, Deposits, Central Banks, Ten Main Principles. Procedure,
Selected Model Forms.
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Ewsank, R. B.—

Manual for Co-operative Societies in the Bombay Presidency.., (Bombay Government Central
‘ Press, 1914.)

Contents.—Introductory; Aet and Rules; General Management of Co-operative
Societies ; How to advaunce loans to members; Accounts forms ; List of
privileges ; Organization and Model bye-laws of Limited and Unlimited
Societies, Unions, Central Financing Institutions, Seed Societies,
Granaries, Weavers' Societies, Distributive Stores Societies, Manure
Supplying Societies. Inspection and Audit, Liquidation, Government
Servants and the Co-operative Movement. Bibliography.

FrEMANTLE, S, H.—
Co-operative Societies in the United Provinces we (Bth  Edition, Government
Press, Allakabad, 1914.)
Hairer, Gusrav—

Provineial Manual for the Co-operative Credit Societies in
Coorg s oo (Coorg District Press, Septem-
ber 1908.)

Contents.—The object of a Co-operative Credit Society ; Limited and Unlimited
Liability., Management of a Society and its Rules of Business.

Hope-Sivpson, J.—

Co-operative Credit Societies’” Manual for the United
Provinces cos oo (Provistonal issue-out of print.)

Kranives, G. F.—
Rural Economy in the Bombay Deccan ... (Longmans Green & Co., 1912.)
Contents,—~Land Tenures in the Deccan, Labour conditions in the Deccan. Exist-
ing state of rural credit, and its organization. Live Stock. Agri-
caltural dead stock. The Business side of farming; markets,

prices, and profits.  State aid to agriculture; General principles.
Work of the agricultural department in the Bombay Presidency.

Mapras Burrerin or Co-OPERATION,—

Issued monthly ; Volume VI comprises issues September

1914 to August 1915 oo (Published Uy  Triplicane
Urban Cosoperative Soctety,
Madras.)

Nicuorsox, Sig F. A.~—

Report regarding the possibility of introdueing land and
agricultural banks into the Madras Presidency. Two
Volumes 1895 and 1897 ... oo (Government Press, Madras.)

Contents—Volume I.  Part I Europe. Credit and Problem of Rural Indebtedness.
Real Credit (Land Banks). Analysis and description of Land Banks.
Credit Agricole. Popular Banks in all European countries Savings
Banks. Agricultural Associations. Part 11, Madras. Existing problem
of indebtedness and system of credit. Loan Societies {Nidhis). Law.
Draft Bill. Registration. Recommendations asfo constitution and
working of Village Banks,

Volume 1T.=~Selection from laws, srticles, and bye-laws relating to European
Land Banks, Agricultural credit prcblems, Popular Banks, Agri-
cultural Associations, and Savings Banks, and the Madras Nidhis.

Proceedings of the Conferences of Registrars of Co-
operative Societies in India held at—

(Government of India Press.)

Simla oo . 1906
Caleutta ... ves wee 1907
Simla s . 1908
Calcutta ... " w1909
Allahabad.., - e 1911
Simla vee e 1912

Simla ver e 1013
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Renwick, W.—
Report on the Co-operative Movement in the Central
Provinces and Berar ... (Government Press, Nagpur
1914.)
Reports (Annual), on the working of the Co-opera-
tive Department in—
Bombay Presidency 1904-056 Up-to-date— (Printed at Government Central Press,

Bombay.)
Madras s 1905-06 Up-to-date— (Prented at Government Press, Madras.)
Bengal » 1904-05 Up-to-date= (Published by the Bengal Secretarial

Book Depdt, Caleutta.)
Central Provinees... 1905-06 Up-to-date=(Printed at Government Press, Nagpur.)

Burma veo 1905-06 Up-to-datem( Printed at Government Press, Rangoon.)

United Provinees... 1904-05 Up—to—da‘te———(PMZzzisfg at Government Press, Allaka-
ad.

Bihar and Orissa,.. 1911-12 Up-to-date—(Printed at Government Press, Patna.)

Punjab . 1904-05 Up-to-date— (Printed at Government Press, Lakore.)

Assam . 1905-06 Up-to-date— (Printed at Assam Secretariat Printing
Office, Shillong.)

Coorg o 1905-06 Up-to-date—(Printed at Coorg District Press at
Mercara.) .

Ajmer . 1908-07 Up-to-date— (Printed at Job Printing Press, Ajmer.)

Mysore ... 1905-06 Up—to-dabe—-(]’m'ntled a)zt Government Press, Ban-
galore.

Baroda .., «.. Annually,

Reports of Provincial Co-operative Conferences ... (Prénted at same presses as tie
Annual Reports.)

st 2nd  8rd  dth btk 6tk 7tk

Bombay ... 1908 1910 1911 1912 1913 1914
Madras ..o 1912 1914 ...
Bengal . 1908 1909 1910 1911 1913 1914
Central Provinces 1912 1913 1914

Burma ... 1911 1913

Jany, Decr. Jany. Deer,
United Provinces 1909 1910 1911 1912 1912 1914 1914

Bihar and Orissa 1913 ., s es
Punjab .. 1910 911 ... .
Mysore we 1911 1912 1913 1914 ... see ves
Baroda ... Anpually.

Coorg v 1914,

Agsam w1911

Report of the Committee on the establishment of
Co-operative Credit Societies in India, 1901 .., (Goveinment of India Press.)

Statements Showing Progress of the Co-operative
Movement in India during the years 1910-11

to 1913-14 e o oo (Published by the Government
of Indsa Press, Simla.)

WILBERFORCE, S.=—

Report on the working of the Co-operative Credib Societies
in Ajmer-Merwara woo (Rajputana  dgency  Press,
1914.)
5b
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