Updates for the CAIIB elective paper on “Rural Banking”
Reference: RBI circular RPCD. CO. Plan. BC 13/04.09.01/ 2012-13 July 20, 2012
Priority Sector Lending – Targets and Classification

Reserve Bank of India in August 2011 had set up a Committee to re-examine the existing classification and suggest revised guidelines with regard to Priority Sector lending classification and related issues (Chairman: M V Nair). The recommendations of the committee were placed in the public domain inviting public comments. The suggestions were also examined vis-a-vis the comments received from various stake holders. Based on the above and with a view to simplify the norms the following guidelines are laid down. 

I. Categories under priority sector 
(i) Agriculture 

(ii) Micro and Small Enterprises 

(iii) Education 

(iv) Housing 

(v) Export Credit 

(vi) Others 

The eligible activities under the above categories are specified in paragraph III 

II. Targets /Sub-targets for Priority sector 
(i) The targets and sub-targets set under priority sector lending for domestic and foreign banks operating in India are furnished below: 

	Categories 
	Domestic commercial banks / Foreign banks with 20 and above branches 
	Foreign banks with less than 20 branches 

	Total Priority Sector 
	40 percent of Adjusted Net Bank Credit [ANBC defined in sub paragraph (iii) below] or credit equivalent amount of Off-Balance Sheet Exposure, whichever is higher. 
	32 percent of ANBC or credit equivalent amount of Off-Balance Sheet Exposure, whichever is higher. 

	Total agriculture 
	18 percent of ANBC or credit equivalent amount of Off-Balance Sheet Exposure, whichever is higher. 
	No specific target. Forms part of total priority sector target. 

	
	Of this, indirect lending in excess of 4.5% of ANBC or credit equivalent amount of Off-Balance Sheet Exposure, whichever is higher, will not be reckoned for computing achievement under 18 percent target. However, all agricultural loans under the categories 'direct' and 'indirect' will be reckoned in computing achievement under the overall priority sector target of 40 percent of ANBC or credit equivalent amount of Off-Balance Sheet Exposure, whichever is higher. 
	


	Micro & Small Enterprises (MSE) 
	(i) Advances to micro and small enterprises sector will be reckoned in computing achievement under the overall priority sector target of 40 percent of ANBC or credit equivalent amount of Off-Balance Sheet Exposure, whichever is higher. 

(ii) 40 percent of total advances to micro and small enterprises sector should go to Micro (manufacturing) enterprises having investment in plant and machinery up to 5 lakh and micro (service) enterprises having investment in equipment up to 2 lakh; 

(ii) 20 percent of total advances to micro and small enterprises sector should go to Micro (manufacturing) enterprises with investment in plant and machinery above 5 lakh and up to 25 lakh, and micro (service) enterprises with investment in equipment above 2 lakh and up to 10 lakh 
	No specific target. Forms part of total priority sector target. 

	Export Credit 
	Export credit is not a separate category. Export credit to eligible activities under agriculture and MSE will be reckoned for priority sector lending under respective categories. 
	No specific target. Forms part of total priority sector target. 

	Advances to Weaker Sections 
	10 percent of ANBC or credit equivalent amount of Off-Balance Sheet Exposure, whichever is higher. 
	No specific target in the total priority sector target. 


(ii) For foreign banks with 20 and above branches, priority sector targets and sub-targets have to be achieved within a maximum period of five years starting from April 1, 2013 and ending on March 31, 2018. Foreign banks with 20 and above branches will submit an action plan latest by December 31, 2012 for achieving the targets over a specific time frame to be approved by RBI. Any subsequent reference to these banks in the circular will be in accordance to the approved plans. 

(iii) The current year’s targets for priority sectors and sub-targets will be computed based on Adjusted Net Bank Credit (ANBC) or credit equivalent of Off-Balance Sheet Exposures of proceeding March 31st. The outstanding priority sector loans as on March 31st of the current year will be reckoned for achievement of priority sector targets and sub-targets. For the purpose of priority sector lending, ANBC denotes the outstanding Bank Credit in India [(As prescribed in item No.VI of Form ‘A’ (Special Return as on March 31st) under Section 42 (2) of the RBI Act, 1934] minus bills rediscounted with RBI and other approved Financial Institutions plus permitted non SLR investments in Held to Maturity (HTM) category plus investments in other categories, which are eligible to be treated as part of priority sector lending (eg. investments in securitised assets). Deposits placed by banks with NABARD/SIDBI/NHB, as the case may be, in lieu of non-achievement of priority sector lending targets/sub-targets, though shown under Schedule 8 – 'Investments' in the Balance Sheet at item I (vi) – 'Others', will not be reckoned for ANBC computation. For the purpose of calculation of credit equivalent of off-balance sheet exposures, banks may be guided by the master circular on exposure norms issued by our Department of Banking Operations and Development. 

Computation of Adjusted Net Bank Credit 

	Bank Credit in India (As prescribed in item No.VI of Form ‘A’ (Special Return as on March 31st) under Section 42 (2) of the RBI Act, 1934. 
	I 

	Bills Rediscounted with RBI and other approved Financial Institutions 
	II 

	Net Bank Credit (NBC)* 
	III(I-II) 

	Investments in Non-SLR categories under HTM category + other investments eligible to be treated as priority sector. 
	IV 

	ANBC 
	III+IV 


* For the purpose of priority sector only. Banks should not deduct / net any amount like provisions, accrued interest, etc. from NBC. 

It has been observed that some banks are subtracting prudential write off at Corporate/Head Office level while reporting Bank Credit as above. In such cases it must be ensured that bank credit to priority sector and all other sub-sectors so written off should also be subtracted category wise from priority sector and sub-target achievement. 
(iv) The targets for Micro Enterprises within the Micro and Small Enterprises segment (MSE) will be computed with reference to the outstanding credit to MSE as on proceeding March 31st.

The details in regard to the description of various categories under priority sector (direct, indirect agriculture, MSEs, education, housing, export credit, weaker sections), investments by banks in securitized assets etc can be seen from the RBI circular RPCD. CO. Plan. BC 13/04.09.01/ 2012-13 July 20, 2012. The link to the said RBI circular is given below:

http://rbidocs.rbi.org.in/rdocs/Notification/PDFs/19072012RG.pdf
