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CHAPTER 1 2

--HEIR ICAL DEVELOPMENT OF MAHATASHIRA STATE ¥ INANCIAL
COR PCRATION AND ITS FUNCT IONS AND OBJECT IVES *

2,1 INTRODUCT ION 3

> NS

This chapter deals with the origin of Maharashtra
State Financial Corporation and its existance i.,e, Transfor-
mation of Bombay State Financial Corporgtion into MeS.F.C.
in 1962,

The chapter has also dealt with the objactives of
MeSaF 80, functions and scope of business of the Maharashe
tra State Financial Corporation and services rendered by
the corporation. This chapter also highlighted on the his-
torical development of corporation and organisational set-
up along with working nrocedure of ths Me5.F.Ce The analy-
tical study Of Ml F.Ce £rom 198384 to 1987-38 483 consie
dered,

2,2 BOMBAY STATE FINANCIAL COR PCRAT ION s

Pefore M.5.F.Cs came into existance, Bombay State
Financial Corporation holding tle business gz a State Fina~
ncial cornoration. It was established on 3lst December 53,
prior to this only two State Financial Corporation in the
country, they are funjab State Financial Corporation and
Kerala State Financial Corporation which were astablished
in 1953,

Because of limieed scope of financial activities of
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the Industrial Pinance Corporation, the small and madium
scale inlustries were neglected, that this corporation
arovides mich preference to Public Limited Companies and
Ragistered Co-operative sccieties only. Owing to this fact
the Government of India passed the ‘State FPinancial Corpoe-
ration Bill? which came into force from lst Auqust, 19%2,

The Bombay State Financial Corporation was third
State Financial Cornoration in the country started for
mally on 21st Deccmber, 1953, At the beginning cornerate
ion was started in a Sma'l premices with shere canital of
R8s, 1 crores and Reserves of Rs, 1,000 only and sanctions
of Bs. 69 lakhs and ks, 30 lakhs of disbursemcnts, at the
time of handing over the business to Maharashtra (tate Fie
nance Corporation on l4th August, 1962, by the provisions
of the ‘'Bokbay Re~organisations act, 1960°,

243 MMBARASHIRA STATE FPINATCIAL COF ACRAT ION 3

History and Development :

A8 stated earlicr, the . .F.C. on l4th Avqust, 1962
took ever the husiness from Bombay State Financial Cornora-
tion, covering all the Twenty Six Districts of the “aharags-
htra “tate. Cor-oration extends its jurisdiction to Goa,
Daman and Diu, by an agreement dated on 18 July, 1964 betw-
een the Covernment of Maharashtra and the Administration of
Union Territy: ies of Coa, Daman and Diu, by setting its



branch at anjim in Aucust 1964,

Government of “agharashtra n-minated Shri "w
Kanji a8 a Chairman of Reccnstitution of the Corm
The Cornoration raised its Capnital from initial o

R8s, 2 crores upto Ras, 25 orores at the and of Mar«

Corporation sanctioned Ra, 736,14 Crores an
sed Rs, 489,11 crares in 1987-88 as compare to tof
foned Re. 206,39 lakhs and disbursements of Rs, 1
in 1962, shows the working progress of the corpor:
incention.

Mahargshtrg State Fingncisl Corporgtion s
Reqional gnd Branch Offices :

The Hoad Office of “.5a.F.Cs situated at Bom!
Corporation orened its branches at Aurangabad in .
Miraj and Panjim in 1964 respectively,

In 1970, corporation opened its Fegional OfF
Kolhawur, “une and Nagpur for the efficient worki
corporation., Panjim Branch Office coverted into !
Office in 1977 and at the same time Nasik Regiona
was started.

Following is the Chart indicates the Region
of the corporation and Districts covered by each |
Office in Maharashtra.
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From 1977 to the end of “arch 1989 the Cornoration
extend its Regicnal Offices upto nine and branch Cffices
and £ield offives upto 4. The corvoration has totally
1,071 employces gt the end of March 1983,

Upto the end of March 1988 the Corpax ation succedd=-
ed in maintaining the level of progress attained on the
fronts of sanctions and disbursements in the nrevious yaars,
helping the overall develooment of all saectors of economy
by implementing now schemes such as, "esearch and Develore
ment and financing on priority basis ¢o ex ot oriented &
import substitute lndustrise, in'icates the devel srmental
efforts of taharashtra State Financial Corvoration,

Also, cor»oration contridbuting for murchasing of sh-

ares of the industries promoting the new enterprengurs.
2.4 UObjectives of 1,5.F.C. ¢

The ‘s eFeC. 80¢ upd to assist industrial develowment
and attempt to diversify the structure of Sanking develone
ment to be ahle to cone with the recuirements of small and
mediom scale industries, in accordance with the wolicy of
the Government of '“aharashtra and Government of Coa and

Administration of Daman and Diu,.

The main objectives is to nromote more industries
in backward and developing areas of “aharaschtra, Goa and

Union Territ ry of Daman and Diu,
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“hen commercial banks fail ¢t~ nrovide financial asse

istance in desired amount in backward grcas ané to small &
medium scale industries, cornoration in that case, is the
major source before the industries. Becsuse, commercial

Banks, still short of the total recquirement of rrivate ine

dustrial sector,

2.5 FUNCTING OF Mo eF oCe 3

The State Financial Cornoration perform only the €£in-
ancial functimns o0f a development bank, They are not embe
owered to nromote srojects. SB's Act 48 also silent on the
srovision of develonment sarvices, The functions are Atffer
from one State Financial Corvoragtion t> another. The fina-
ncial functions are discussed below :

(a) It orovides loans and advancaes. These loans munt,
however, he renayable within a period of Twenty years.
The loans are nrovided for acomulsition of €fixed assew
ts. refcrence will be given to Emall Industrial cone
cexrns for qranting the loan. The unner limit €or fie
rancdal assistance 4s Rs. 10 lakh: thagh minimfum
limit not orescribed n the Act.

(b) State Financial corooration gre also empowered to une
derwrite public is:ues of capital made by the induste

rial ¢ .neernS.

(c) Corooration also authorised €o subscr ibe directly to
the preference shares, bonds, and de entures of indu=
ztrial concerns subject to their being diposed off in
the market within seven years.
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(d) srovision of Foreion Exchange loans under the ‘Jorld

Bank Schemo',

{e) Carporation also participate in the Ecuity Share Ca-
nital of the Small Scale Industries coming uo in
backward areas.

(£) Corporation have also taken advantage of the Credit
Guarantee uschame of the Government of India (imol =
mented by Reserve Bank of India) under which loans
are granted to Small Scale Industries. These loans are
guaranteed by the Reserve Banl,

(g) The corporation may act as an agent of the Central/
and State Government. The Industrigl Finance Corpo-
ration of India or any other financial institution
for grant of advances to or subscribing for debente

ure issues of industrial concerns,

The corporation cen not grant assistance to those ine-
duatrial units whose Dpaid up capital and free rescurces to-

gether exceeds Rs, 1 crores,

2.6 SCE OF BUS INESS 3

dith the changing level of economic develorment in
the State and the changing economic context; object of co=-
rporation will have to underge changes, therefore, their
scope of operations will be adapted to the altered econnmic,
social and cultural comditions,

The Corporation finances mainly for promoting entree
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pransurs to set-up new industries in backward areas, to

undertake rogrammé of exansion and modification. Core

poration finances to proprietory, partnership and wri-

vate limited companies, H.ULF, as well , besides public

limited compandies and co=operatives,

Corporation provide assistance to industrial e nce

erns engaged or existing in the following activities

1.
2.
3.
4.
Se

Ge

7.
B

e

10,
1l,

12,

13,

ning,

“anufacturing, pressrvation or processing of goods
Road Transpore,

Hotel Industry,

Ganeration or Pistribution of Electricity or any
otheg form of power,

roviding Technical Assistance for the nromotion of
Industrial Growth,

Developing an Industrial Estate,

Fishing or nroviding shore facilities for €ishing
or manmufacture thereof,

Assembling, Renairing or packing of any article with
the help of machinery or power are eligible for £i-
nancial assistance,

Doctors, Medical Practitioners,

Technicians,
Ex~g:rviceman, ST/SC

Educated Employees.
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Th: Corporation assisted by Medium and Short term
loan'’s to small scale industries., The cornoration defie
nes the meaning of small scale industrial unit as 'Any
industrial unit with total capital investment in fixed
assets unto Rs, 35 lakhs and Rs. 45 lakhs for Ancillaries’,

2.7 SEERAL IOHNAL POLICIES OF MeLl oF4Cw

State Financial Corporation Act, 1951 lays down
the general rules for the oparations of the cornoratinn,
the rospactive State Governments, have adonted in their
own ways for their cornorations but normally all State
Pinancial Cornooration have adonted common rules of ‘*Tegm
Financing ' 45 normally one year ¢~ ton years, In snam
cases it exceeds upto ten years also., The terms and cone
ditions for financial assistance gre some time differs
from one @orporation to another. Security is the most
important factor which SFC consider while lendinc, It
econsists of a charge on the fixed assets of the a»»licant,

The torm loans are extonded for investment in fie
xed assets only.

Operational nolicies of Maharashtra State Finance-
ial Cornoration are stated below s

{a) Corporation Crants Loans to =«
- Limited companies upto I's. 60 lakhs,
- Registered Co=operative societies upto Ng, 30
lskhs,
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- Proxietory and partnership firms unto Rs, 30

lakhs,
- intmam Assistance Rs, 10,000/-,

(b) Nature of Industries to bs Assisted :

Mol oF oCo §iven emphasis t. industries based on
chemicals, agriculture and Machine making. Assistance is
wovided to Small and “mdium Scale Units organiced as
oropristory or partnership concerns as well as rovide &
Public Limited Companies and "egistered Co-operative s5o-

cieties.
{c) Form of Assistance :

Corporation 45 empowered to grant loans and undere
write issues, Howevar, as the '‘Underhand nolicy' the core
soration concentrates on lending business and does very
small amcunt of underwriting, because, securities of Small

Concerns have little market invrlving large risks,
(a) ieriod of Assistance :

‘The Corporatisn 15 authorised ¢o lend s ncriod of
twenty years ut, in oractice it 1is to lend uptc Twelve
years, with initial grace p riods, Corvoration underwrie
tes the share and debenture subject to their disposal in

the market within seven years.
(e) Margin and Security :

Corparation nrovides aszistance which 18 secured
by way of mortgage of Fixed assets. 40%X contribute on
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on of the nromoter is required for financilal ass istance,

in case of Small Scale Unit it {5 reduced upto 25%. Re=
laation and concessiong are available for industries in
Backward Areas, Different SFC's charge interest at diff-

erant ratses.

2.8  SEVVICES RENDERED BY MaisF.Ce

The Corporation nrovides following services i

l. The corporation grants tarm loans upto Rs, 67 lakhs
to limited companies and Registered co-operative societies
and Rg8, 30 lakhs to partnership and proprietory firms,

2. The Corporation also finances to arojects with lare
ge Canital cutlay (total project cost unto Rs. 3 crores)

in participation with SICOM{ All India Financial Inctitute
fions/Commercial Banks etc. However, in such cases, assis~-

tance from the Corporation 4s limited to Rs., 60 lakhs.

3, Assistance is vrovided as a Seed Capital Ascdstane
ce to new generation entrepreneursz, who "085€88 necessary
skill or practical experience, but lack of recuisite of
funds tc meet the gan in the LR (Debt Ecuity Ratio) or
aromoter 's contribution. The seed capnital assistance is
given to bridge the gap subject to a maximum limit of

Rs. 4 lakhs or 2% of the cost of the »roject, vhichever
is lower, at 1% interest cer anmume. If the recuirerent
of seced canital exceeds s, 4 lakhs the same is covered by
IDBI seed canital scheme. Assistance may be in the form

of soft loan or emity. In the case of ’rivate Linmited



22

comoanies, 1t may be by wayof eculity/soft loan or redee-~

mable cumilative nreforence shares.

2.9 RGANISAT I'NAL SET«UP ARD MANAGEMENT OF 34 o5 eCet

*organisation 18 an essential function management.
It eonsists of deiigation of authorities, divisi-on of
work among the seople and co=ordination and control of the

activities tc achievement of commnn goals and objectives®.

The various schemes formulated by an enterprise
can be best implemented only if by optimum utilisation
of available resources and neatly arrange the frame work

of oocsitions at various levels of managerent,

"4hile deciding organisation structure, organiser
should take into account the humanistic view and also
mechanistic view”. Organisation should be so structured
that the individuals derive maximum satisfaction while
striving for accomolishment of activities and objectives

of the entrenrise,

The el «F«Ce with deocentralised organisation has
got Thirty branches including Nine Regional Offices all
over the Jahoarashtra., Goa, Daman and Diu except Gadchie

roli and Osmanabad District headquarters.

Chart g 2.1
The abova chart indicate the organisation chain of

the cormoration as 4ts, Head Cuarter at Bombay and the
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authoring and res onsibility level of each individual.

Managing Director i

The Managing Director exercises gll the nowers &
diecharges all the functions which may bec excercised/dic-
charged by the Corporation. Ha locks after the husiness
activities and administrati-n of the corporatisr alongwith
adninistrative staff,

Genersl Manager ¢

There are totally six General “anagers carries out
the work of accounts, legal matters, tochaical, avrraisal,
o woxd ination,. The head of each denartment heald totally
resonsible for the function's carried out by his depart-

rent.

De-uty Cencral "anagers and dewty managers assist
t thir res ective Zeneral ‘anagers nf the departmnts.
There are nine reqgisnal managers, one for each regi-n.
assistant Regional Managers help their resnective regio-
nal managers. Assistant Regional Managers and Branch manae
gors at a@ach branch office, Egch Branch carries nut his
work under the control of branch manager and Jr, Officers

Assistants alongwith typist and »eons,

&Emmﬁs of the ”GQSQF‘Q‘Q- 3

WO S T A s VA . S0 W B 4.

The Managoment of the Corporation vests in the hands

of 3oard of Directors. Loard of Directors with the 385i6-
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tance of exscutive committee and a ‘anaging Director carre-

ies cut general sunerintendance, direction and managerial
works. The Directors are empowsred to formulate miicies,
dizcharge all the functions and exercise tho nowers vested
in it, In the managr and way which is most suitable but
within the boundries of the ‘ttate Financial Coraration
Act, 1951°,

7he Chairman, nominated by the Government of Mahae
rashtra with the ¢rnsultation with Peserve Bank of India.

Tha classification of the Doard of Lirectors are

given in the following chart.

Structure of Doard of Directors :

D N W T S Sl 4O i W

There are twelve directors including one chairman.

1, Chairman - Nominated by the Covernment of “aharashtra.

2. ‘me Director nominated by Govornment of Gna,Daman and
Diu. |

3. Two Directors nominated by Government of "aharashtra.

4. ne Director nominated by Reserve Bank of India,

5. Two Directnrs nominated by Industrisl Develorment

Bank of India.
Ge one Director elected to represent Scheduled Banks,
7. one Director elected to represent Insurance ocomdane
les (including LI} Investment Trusts and other
Financial Institutions,

a, One Directsrr elected to sroorasant co-ntrrative Danks,.
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1 I One Director elected to represent share holders

referred in clause (d) of Subesecti-n (3) of secte
ion 4 of the State Flnancial corporation act.

10, One Managing Director appointed by Covernment of
Maharashtra.

2,10 CAPICAL SIRUCTURE OF ML el oCe 2

We now here nroviding details regarding ~he capital
Seruycture of the “.3.7.C.

At the biginning of the year (1987-88) the naideus
Share Canital of the Corporation was Res. 1,000 lakhs,
including of Special Class of Share Capital of Rs,120 lakhs,

buring the y-ar, the Cor.uoration has reccived cont-
ributions towards proposed issue of Share Cavital agyre-
gating to Fs. 6,11,50 which 18 exnlained as under :

(a) Goveranrent of Maharashtra ns. 190,70 lakhs
(b) Industrial Develo-ment Bank

of India RB. 416,50 lakhs
() Government of Goa, Daman &

Diuv R8s, 25,00 lakhs

-

Total s, 611,50 lekhs

The Convertible loans accepted by by Corporation
on 31lst March 1983 which stands at I's., 1,519.,30 lakhs,

The holdings of wvarious share holders as classi-
fied under according tn subesgectiin (3) of sectin 4§ of
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the SFC's act, 1951, as on 3lst *arch 1988 are given below
in chart No, 2.2

E‘hﬁrg NOL.2 g_?_ 8 CAPILAL STRUCTURE OFﬁfﬂgﬂgF o

SHARE NOOF AMOUNT OF ERCENTAGE

& -\ Sl O h N
AT EULARS 1 OLDE.  SHARES  HOLDING W% UOLDING

a) 1) cCovernment
of Maharashtra 1 4,02,187 4,02,18,700 40,22

1) Government

of Goa, Daman
& Diu 1 80,438 80,43,800 8,05

b) rescrve Rank of

India . - - -
ba)Develooment
Bank 1l 4,588,134 4,58,13,50C0 45,81

c¢) Scheduled Banks
Insurance comp-~
anies, Investment
Truste, Cco-opera=
tive Danks and
other financial
institutions 69 56,545 56,54,500 5465

d) Iarties other
than -
{a), (b), (ba:
& (¢} above 123 2,696 2,569,500 0.27

- -

Total 19% 10,000,000 10,00,00,000 100,00

G o OO DI DD GO SIS D i o N B O ke e DD S Y0P W AR S S A R " Py
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2,11 12 YEAES O JSATH OF MAHARASHITA 37405 FPINAICIAL CF N,

Since inception Me' oF.C. increases his working ca-a=-
city and area thr ughout Maharashtra, For the murnose of
compar ison between two periods researcher has took the per-
fiod from 1979 ¢to 1988 and 1983 to 1985, for the murnose of
study, researcher studied the reriod after 1983 onwards upe
to 1984,

It will be seen from the Chart No,233, that, the
amount of average ganctions is increased since 1579 unto
1988 @ Rs, 44,205, In 1979, sanctions are Ps, 21,898 and
it was increased upto s, 73,613 in 19838, It shows a
staady growth of sanctions.

The average amount disbursed from 1979 untc 1988
was 8. 28,819, 7“he rate of amount disbursed was als> show
slow and stesdv as compare to rate of sanctione., The amde

unt sanctioned is not wholly disbursed.

The average rate of sanctions during each yesr sine
ce 1979 upto 1983 45 Rg. 5,498 and average rate of dishure
sement during each year is r's. 3,720 which are rmch slowcr,
But the average rate of collection of ~rincinle amount and
interaest was Foe. 3,347 which 18 much better and growing
rate,

Share Canital of the cornoration is not increased
after 1981 which is s, 1,000,00 lakhs
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The averaie rate of outstandings is Ra, 4,463 which
43 little higher than the rate of recoveries,

e oFol e creatos the employment in aharashtra to
1067 employers unptn 1988 since inception,

There is8 a decrease in the number of offices worke
ing in Maharashtra. In 1979, there are 31 offices renre-
senting ‘. .7.Ce in 1985 and it has been increased upto 33
but 3 offices are closed down in 1986 due to warious rea=-

sons which are not exvlained by the Cornoration.

Nesearch r concludes that, the husiness of 4:.F.Ce
flactuates in each vear after 1979 in resnect of sanctions

and dishursoments nf loans.

It has seen from tly* Chare, that, the Share canital
of the Cornoration is much higher than the other -tate
Pinancizl corsoration, which is at ~resent 48 Rs. 1000,90
l1=xhs and a3 istance 13 not better in aceordance with the

recuire~rnt of loans.

Por the marnose of comparison of .S WFCl., the worke
ing of other state financlal cornoratiosns are alsc given
in Chart Nve.2.2 from 1975-76 tntn 1935-9%, Comnparis-n is
also made with past perfrrmanccs of various SFC's with
the rate of 1975.76. <“he figures shown in brackets shows

the averaje rate of increase cmoare to last vear's value,
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