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- Dr. C.P.Dayananda Murthy & C.N.Parashivamurthy

The Indian constitution provides for three lists,
for the purpose of enactment of laws for governing
the states, namely, (1) the central list, (2) state list
and (3) the concurrent list. The subject of co-opera-
tion is in the state list and legislation can be enacted

only by the states.

The British government after exhaustive study
on functioning of the co-operatives in England and
European countries, enacted a co-operative Act in
then three provinces, namely (1) Calcutta province,
(2) Bombay province and (3) Madras province in
1904. Even though the co-operatives existed in
these provinces but not on the registered form - le-
gal frame work was given only in 1904. The 1904
act provided only for registration of agricultural
credit societies, mostly sponsored by the state offi-
cial with less praticpation of the general public. The
initial registration of credit co-operative societies
was in calcutta province and subsequently the reg-
istration in Bombay province with the initiative
taken by the then Registrar of bombay province at
Kanaginahal in the present Gadag dist. The pro-
moters had put certain conditions for participation
in registration of the society and on fulfilling the

same, the first society was registrerd in 1905 in

Bombay province in the above village.

The basic principles of co-operative is that
people with limited resources and with common
intent, mobalise there limited resources, to organ-
ize themselves for their economic well being. The
co-operative had 6 co-operative principles framed
by international cooperative alliance and 7th prin-

ciple was added in 1984 as follows -
1. Voluntary and open membership
2. Democratic member control
3. Member’s Economics participation
4. Autonomy and independence
5. Education, training and information
6. Cooperation among cooperatives
7. Concern for community

The government of India recently created the
ministery of co-operation with a very senior co-op-
erator heading the department of co-operation.
This department has started its activity with seri-
ousness in formulating new intiative and one such
act was to constitute a team for framing co-opera-
tive policy and further in the name of digitaliza-
tion, all credit co-operative in the country were giv-
en assistance, for maintaince of financial statement
in digital form. Further a model byelaw was framed
for credit co-operative in the country naming them
as multi purpose credit co-operatives, and allow-
ing them to take all types of activities, even though
the govt. of India has no constitutional right to reg-
ulate the functioning of the co-operatives. So far no
state has started any agitation to object to the govt.

of India, taking over the activities relating to co-op-
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eratives, as the said subject comes under the state
list and the central govt. can not interfere in fram-
ing of policies.

An attempt was made in 1991, when the plan-
ning commission appointing a committee under
the chairmanship of Chowdhary Bramha Prakash,
to frame a model co-operative law, which will be
adopted by all the states and to bring uniformity of
co-operative in the country. Only 9 states adopted
the liberal law based on the model co-operative
law, suggested by the govt. of India. The model law
was framed with functional, financial and adminis-
trative freedom to the co-operative institutions.
Andrapradesh was the first state to have a liberal
co-operative law based on the model act, circulated
by the govt. of India. The state of Karnataka while
considering the model Act, constituted a commit-
tee to frame state co-operative policy under the
chairmanship of Sri.C.N.Parashivamurthy the then
Senior Additional Registrar and Sri.A.S.Srikanth,
IAS and Sri.N.R.Rangaiah another Additional Reg-
istrar as members. The policy framed were placed
before the planning department headed by
Dr.D.M.Nanjundappa. On wetting the report, the
prosoal was placed before the state cabinet and on
approval, the same was gezetted on 30.06.1999. The
policy adopted was that the state of Karnataka will
have two co-operative acts, where in the existing
Karnataka Co-operative Societies act 1959 will be
amended with financial, functional and adminis-
trative freedom, and a new act named “The Karna-
taka Souharda Sahakari Act” was proposed. The
role of Registrar as friend philosaphar and guide in
addition to regulating the law, was shifted to a
democratically elected body named as “Federal

Co-operative”, which was given statutary power
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except registration, arbitration and liquidation
(cancellation). It futher provided a new revolution-
ary concept that no govt. assistance shall be taken
for or obtained and further every co-operative reg-
istered under the act, automatically gets the mem-

bership in federal co-operative.

Before analyzing the new enactment, it is neces-
sary to look in to the exsisting KCS Act 1959. After
the reorganization of states in 1956, the Karnataka
State consolidated the acts in the state of Madras,
Hyderbad, Maharastra and Coorg. Major amend-
ments were made to the actin 1976 and 1984, where
in the law was to take control on the working of the
co-operatives. The Government controlled in every
administrative and functional activities by interfer-
ence and regulation on day today administration,
in the form of appointments, nomination to the
committees under section in 28A and 53A could
nominated 3 directors and the 1/3 of the strength
of the board respectively. It further provided under
section 54 to nominate majority directors. The di-
rector and office bearer could not continues beyond
2 terms. The TA, DA of committee members were

also regulated.

At this point of time (when the model act was
circulated by the govt. of India), the team called the
“Co-operative Initiative Group” headed by Vergh-
ese Kurien and Mohan Dharia and L C Jain as
members, which was an unrigestered body, held
meetings at all state head quarters to educate the
co-operaters on the new liberal law. The Govt. of
Karnataka had a exclusive meeting with this initia-
tive group and explained the proposal of having a
parallel liberal law called Karnataka Souhardha
Co-operative Act with functional, financial and ad-

ministrative, freedom and creating a democratical-
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ly elected body to replace the Registrar in exercis-
ing powers for regulating the functioning of
co-operative under the act. This group was further
appraised that their will be no assistance from gov-
ernment and further automatic membership in fed-
eral cooperative. The committee was also appraised
KCS Act 1959 will also be liberalised where in the
Registrar will be regulating the functioning of that
act. The government was changed within 2 years
and the KCS Act 1959 was amended to bring back
all the amendements on financial, functional and

administration were regulated once again.

The Government of Karnataka made an attempt
to amend the Karnataka Souharda Co-operative
Act, in taking away certain power in the co-opera-
tive election, appointing auditors etc. This liberal
co-operative law was opposed by senior officer of
the department on the ground that the freedom
given on functional, financial and administration
will result in mismanagement. This opinion was
not accepted on the ground that the department
wants to interfere on day today affairs of these

co-operative with selfish interest.

The President of India gave consent to the Kar-
nataka Souharda Co-operative Act with certain
obervations were made and the said obervasion
were rectified, except that the Registrar to be on the
board of the federal co-operative. The government
of Karnataka did not immediately notify in the offi-
cial gazette. A pressure group was formed under
the leadership of Justice Rama jois and several
meeting were held with the state govt. and legisla-
tors resulting in giving effect to Karnataka Souhar-
da Cooperative Act 1997 coming in to force with
effect from 1.01.2001 (even though passed in 1998)

SSB>ZF5oD

The Karnataka Initiative :

The KSS Act provides as the object as follows -

“the recognition, encouragement and voluntary
formation of co-operatives based as self help, mu-
tual aid, wholly owned, managed and controlled
by members as accountable, competitive, self reli-
ant and economic enterprises guided by coopera-

tives principles there in”

Removing all kinds of restrictions that have
came to clog the free functioning of the cooperative
and controls and with and interference by the gov-

ernment except Registration and Cancellation.

The reasons for introduction of the Act is to en-
sure that the co-operatives will have self regulatory
powers, so that there is no administrative interfer-
ence by the department, in addition to financial
and functional freedom. Registration was made
simple, time was fixed for Registration and cannot
receive any financial assistance from state directly
and indirectly. Automatic membership in the fed-
eral co-operative and the only restriction was that
the housing co-operative shall not be registered un-
der this act (which was suggested by the President
of India). Automatic membership is a questionable
provision, but all the co-operatives registered un-
der the act, should participate in every activity of
the federal co-operative and members co-opera-
tives. which will further provides for protecting the
interest of share holders and depositors. The Sou-
hardha Act provides in the act itself that every
member cooperative shall create out of its net prof-
its 20% as risk fund every year in addition to 25%
towards Resevers fund and 2% to Education fund.
Conculsion :

The Karnatak Souharda Cooperative Act 1991 is

DRe*-2025
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a liberal law and goes beyond the model co-opera-
tive law suggested by the Government of India.
For the purpose of clarity the objects are repeated

once again as below :

“The recognition, encourangement and volun-
tary formation of cooperatives based as self help,
mutual aid, wholly owned, managed and con-
trolled by members as accountable, competitive,
self religned and economic enterprises guided by

cooperative priniciples there in”

The Govt. of India brought in an amendment to
the constitution of India in its 97th amendment,
with the following objects in 2011. Under Article
43B.

“The state shall endeavour to promote volun-
tary formation, autonomous functioning, demo-
cratic control and professional management of co-
operative societies” and further inserted under

Article 243 21 the following

“Subject to the provisions of this part, the legis-
lature of a state may by law, make provisions with
respect to the incorporation, regulation and
windingup of cooperative societies based on the
principle of voluntary formation, democratice
member control, member economic participation

and autonomous functioning.

This insertion was made to the constitution in
2011 whereas the state of Karnataka had made the
objects of the liberal law more transperant and lib-
eral than that of the central govt. The Karnataka
Act has formulated the liberal law with exhaustive
explanation to the financial, functional and aminis-
trations freedom to the Souharda Cooperative Act,
than what is provided in the 97the constitutional
amendment. No other state in the country has en-

D&e-2025

acted a body replacing Registrar for self regulating
the cooperative and to make them accountable un-
der chapter XI in the form of offences and penalties,

resulting in self regulation.

The Karnataka Souharda Co-operative Act is
model for the country and further a democratically
elected federal co-operative created under the Act,
replacing the Registrar. The role of Registrar as reg-
ulator, and a friend, philosopher and guide is taken
over by the federal co-operative. The financial,
functional and administration freedom given un-
der the act should result in self regulation. The Act
further provides in the form of checks and balances
a chapter XI for offences and penalties under sec.68
of the act. This should work as deterrent for com-
mission and ommission and office bearers to be ac-
tive and failure results in penalties, in the form of
jail term and monitory penalties. This cooperative
law is a model as it self regulates and on failure to
perform the duties and functions resulting punish-
ment to the offenders.

Reference :

1. Karnataka Co-operative Society Act 1959

2. Karnataka Souharda Sahakar Act 1997

3. 97th Contitutional Amendment

4.1991 Model Law Circulated by Govt. of India

5. Articles published in Swabhimana Sahakari

¢ By Dr. C.P.Dayananda Murthy, LLM, MBA,
Ph.d., is working as Associate Professor in Law,
Damodar Sanjivaiah National Law University,
Vishaka Pattan, A. P

® C.N.Parashivamurthy is a retired Additional
Registar of Co-operative Society, Government of

Karnataka.
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Recent RBI circulars and its impact on the

Financial Statements of UCBs and important
prudential norms applicable to UCBs:

The Reserve Bank of India (RBI) has issued two

important circulars during the current financial
year, that are going to impact the financial state-
ments of each and every UCBs in the country as on
31.03.2025. The circulars issued are mandatory in
nature and let us understand briefly the implica-
tions of the same on the Balance Sheet of UCBs
with regard to its position as on 31st March 2025.
1.Treatment of Dividend Equalisation Fund (DEF):

The RBI, through its circular vide DOR.REC.
No.30/09.18.201/2024-25 dated July 30, 2024
has issued guidelines on treatment of Dividend
Equalisation Fund (DEF) by UCBs. Some of the
UCBs have created DEF through appropriation of
profits, with an intent to utilise these balances to
pay dividend in future years, when profits are not
sufficient or where the bank has incurred a net loss.
However, guidelines on “Declaration of Dividends
by UCBs” dated July 05, 2012 ibid prohibit divi-
dend payments from previously accumulated prof-

its or reserves and mandate that dividend can only

- CA. Madhukar G Hegde

be paid by the banks from net profit of the current
year after making all statutory and other provi-
sions and after adjustment for accumulated losses
in full. It is also observed that UCBs have been con-
sidering the balances in DEF as part of Tier-1I capi-
tal.

In order to provide a better treatment of these
balances for regulatory capital purposes, as a one-
time measure, RBI has permitted the UCBs to trans-
fer the balances in the DEF to statutory reserve/
free reserves. The credit balances in statutory re-

serve/free reserves, shall qualify as Tier-1 capital.

Suitable disclosures shall be made of such trans-
fers in the “Notes on Accounts’ to the Balance Sheet
in terms of Reserve Bank of India (Financial State-
ments - Presentation and Disclosures) Directions,

2021 dated August 30, 2021.

This circular is applicable to all Primary (Urban)
Co-operative Banks. The instructions shall come
into force with immediate effect.

The following entries shall be passed as on 31st March,

2025:
Dividend Equalisation Fund | Dr

XXXX
XXXX

2. Treatment of Bad and Doubtful Debt Reserve
(BDDR):

The RBI, through its circular vide DOR.CAP.
REC.No0.27/09.18.201/2024-25 dated August 2,
2024 issued guidelines on treatment of BDDR by

Statutory Reserve Cr

D&e-2025
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UCBs to align with the Accounting Standard (AS) 5
issued by the Institute of Chartered Accountants of
India (ICAI).

Under the provisions of the respective State
Co-operative Societies Acts, or otherwise, on pru-
dential consideration, several co-operative banks
have created BDDR. While in some cases, BDDR is
created by recognising an expense in the Profit and
Loss (P&L) Account, in other cases it is created

through appropriations from net profits.

AS 5 mandates that, all expenses which are rec-
ognised in a period should be included in the de-
termination of net profit or loss for the period. Con-
sequently, not recognising the required provisions
for Non-Performing Assets (NPAs) as an expense
while arriving at the net profit in the Profit & Loss
Account, is not in consonance with Accounting
Standards. Further, the treatment of BDDR for reg-
ulatory capital and reckoning of net NPAs varies
across banks and in many cases has been observed
to be at variance with regulatory norms.

In order to bring uniformity in the treatment of BDDR
for prudential purposes, the following instructions

have been given:

® With effect from the FY 2024-25, all provisions
as per Income Recognition, Asset Classification
and Provisioning (IRACP) norms, whether ac-
counted for under the head “BDDR” or any oth-
er head of account, shall be charged as an ex-
pense to the Profit & Loss account in the
accounting period in which they are recognised.
The eligibility of such provisions for regulatory
capital purposes shall continue to be as defined

in the extant guidelines on capital adequacy.

D&e-2025

After charging all applicable provisions as per
IRACP norms and other extant regulations to
the Profit & Loss Account, banks may make any
appropriations of net profits below the line to

BDDR, if required as per the applicable statutes.

As a one-time measure, with a view to facilitate
rectification and smoother transition to an AS 5
compliant approach, the following regulatory

treatment is prescribed:

UCBs having enough provision for NPA and
not required to maintain BDDR as per the State
Act for eg; Banks registered under Karnataka
Souharda Sahakari Act, 1997, can transfer the
entire balances in BDDR to Statutory Reserve as
on 31.03.2025.

UCBs having not enough provision for NPA
and also are required to maintain BDDR as per

the State Act, can adopt the following steps:

Step-1: UCBs are required to bifurcate the BDDR
held as on 31.03.2024 into 2 parts, first part, cre-
ated through appropriation of profit (for identi-
fication BDDR(a)) and second part, created
through debiting Profit and Loss account (for
identification BDDR(b)). *

Step-2: As at March 31, 2025, to the extent of BD-
DR(a), an appropriation shall be made directly
(i.e. ‘below the line”) from the Profit & Loss Ac-
count or General Reserves to provisions for
NPA (i.e. liability). Such provisions shall be per-
mitted to be netted off from Gross NPAs to ar-
rive at Net NPAs.

Step-3: BDDR(b) shall be transferred to Provi-
sions for NPA.

Step-4: To the extent the balances in BDDR are
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not required as per applicable statute, the same
can also be transferred to Statutory Reserve/

Balance in Profit & Loss Account below the line.

® After passing the above entries, the balances in
the BDDR can be reckoned as Tier 1 capital.
However, balance in the BDDR shall not be re-
duced from Gross NPAs to arrive at Net NPAs.

® Banks should comply with the provisions of the
respective State Co-operative Societies Acts/
Multi-State Co-operative Societies Act, 2002 as
applicable.

® This circular is applicable to all Primary (Urban)
Co-operative Banks, State Cooperative Banks
and Central Co-operative Banks. The instruc-

tions are applicable with immediate effect.

® For easy understanding, let us look into follow-

ing two situations:

[lustration: A co-operative bank holds
Rs.50,00,000/- as BDDR as on 31.03.2024,
Rs.30,00,000/- out of appropriation of profits
and Rs.20,00,000/ - out of charge to Profit & Loss
Account. It also holds Rs.3,00,00,000/- under
Provision for NPA as On 31.03.2024. During the
F Y 2024-25 it makes a profit of Rs.1,00,00,000/-
and makes provision to the extent of 8.5% to-
wards NPA as per the Income Tax Act that
works out to Rs.8,50,000/-. Total NPA provision
held as on 31.03.2025 is Rs.3,08,50,000/ -.

Situation-1: As per the IRACP norms the provi-
sion required to be maintained as on 31.03.2025 is
Rs.2,95,00,000/- and BDDR is not required as per

the statute. The following entries can be passed:

Dr Cr

BDDR

50,00,000

Statutory Reserve/P&L

(below line item)

50,00,000

OR

BDDR

50,00,000

Provision for NPA*

20,00,000

Statutory Reserve/P&L

(below line item)

30,00,000

OR

P&L  (below line item)/ Statutory
Reserve

30,00,000

Provision for NPA

30,00,000

BDDR

30,00,000

Statutory Reserve/P&L
(below line item)

30,00,000

27
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BDDR* 20,00,000
1{3 Provision for NPA  * 20,00,000
% > Situation-2: As per the IRACP norms the provision required to be maintained as on 31.03.2025 is
Rs.3,36,50,000/ - and BDDR required as per the statute is Rs.22,00,000/-. The following entries can be
passed:
Dr Cr
P&L  (below line item)/ 8,00,000
Statutory Reserve
Provision for NPA 8,00,000
BDDR 8,00,000
Statutory Reserve/P&L 8,00,000
(below line item)
BDDR* 20,00,000
Provision for NPA* 20,00,000

* Few of the UCBs would have clubbed BDDR with Provision for NPA and in such cases the entries
relating to transfer from BDDR to Provision for NPA not required to be passed.

The balance held in BDDR after the above entries is Rs.22,00,000/- and the same can be reckoned as Tier 1
Capital. However, this balance can not be reduced from gross NPA to arrive at net NPA.

Important Prudential Norms applicable to UCBs:

S1.No Particulars Prudential Norms
Categorization All unit UCBs and salary earners” UCBs (irrespective
of deposit size) and all other UCBs having deposits of
Tier-1 upto Rs.100 cr

UCBs having deposits more than Rs.100 cr and upto

1 Tier-2 Rs.1000 cr
Tier-3 UCBs having deposits more than Rs.1000 cr and upto
Rs.10000 cr
Tier-4 UCBs having deposits more than Rs.10000 cr

—
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Credit Products Maximum limit of Rs.10 lacs with LTV of 50%
Lending against shares, bonds and
debentures

Sl

Aggregate exposure of a UCB to | Limited to 25% of total loans and advances
residential mortgages (housing
loans to individuals), other than
those eligible to be classified as
priority sector

Aggregate exposure of a UCB to | 5% of total loans and advances
real estate sector, excluding housing
loans to individuals

Housing Loans to individuals (loan | 360 lakh for Tier-1 UCBs
amount per dwelling unit, subject
to extant single borrower exposure | X1.40 crore for Tier-2 UCBs
limits)

32 crore for Tier-3 UCBs

%3 crore for Tier-4 UCBs

Non-Fund Based Facilities like | ® The maturity period for guarantees should be kept
guarantees short and should not exceed ten years

* Total volume of outstanding guarantee obligations
should not exceed 10% of the total owned resources
of the bank comprising paid up capital, reserves and
deposits

* Proportion of unsecured guarantees outstanding
at any may be limited to 25% of the owned funds of
the bank or 25% of the total amount of guarantees,
whichever is less

* Primarily focus on providing financial guarantees
and avoid issuing performance guarantees

* Exercise caution when co-accepting bills
* Avoid undue concentration of unsecured guarantee

commitments to particular groups of customers and/
or trades

Prudential Exposure Limits 15% of Tier-I capital (Single borrower) 25% of Tier-I
(Single or Group borrower/ parties) | capital (Group borrower)

Aggregate exposure of a UCB to | 25% of total loans and advances
residential mortgages (housing
4 loans to individuals), other than
those eligible to be classified as
priority sector

Aggregate exposure of a UCB to | 5% of total loans and advances
5 real estate sector, excluding housing
loans to individuals

- aeyyessyyey |
D&e-2025
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Tenure of Housing Loans Housing loans may be repayable within a maximum
6 period of 20 years, including moratorium or repayment
holiday
Housing Finance - Loans to | 10 lakh in metropolitan centres (those centres with
7 individual borrower for repairs/ | population of 10 lakh and above); and, 36 lakh in other
additions/ alterations centres
8 Deposit with other banks (Gross) 20% of its total deposits as on 31+ March of PY
Deposit with other banks (Single | 5% of its total depositsas on 31 March of PY
9 | bank)
Unsecured loans and advances - | 10% of its total assets (For UCBs having CRAR > 9%,
bank level Gross NPAs < 7%; Extra limit upto 15% of total assets
for loans sanctioned for productive purposes (upto
10 %10,000); For UCBs with a large PSL portfolio (not
less than 90%), CRAR = 9%, Gross NPAs < 7; Limit
upto 35% of total assets for priority sector loans upto
240,000)
Unsecured loans and advances - | Limits ranging from 25,000 to 5 lakh, depending on
11 Individual borrower the size of Demand and Time Liabilities (DTL) and
compliance with CRAR
12 Lending against shares/debentures | 20% of the Tier-I capital as on March 31st of previous
(Aggregate limit) financial year
Lending against shares/ debentures | 5 lakh if the security is in physical form
%10 lakh if the security is in demat form
13 (A margin of 50% should be maintained on all such
advances. Advances against units of mutual funds
can be extended only to individuals as in the case of
advances against the security of shares, debentures
and bonds)
Small Value Loans (limit for 50% of | 325 lakh or 0.4% of Tier I capital, whichever is higher,
aggregate loans and advances) subject to a ceiling of I3 crore per borrower.
(Limit will be 40% by March 31, | Subject to prudential exposure limits (Boards of UCBs,
14| 2025 and 50% by March 31,2026) | however, shall periodically review the portfolio
behaviour and quality under different loan-size
categories and where necessary, may consider fixing
lower ceilings.)
Gold Loan - Bullet Repayment 2 lakh (4 lakh for PSL compliant UCBs) Subject to
following conditions:
(i) UCBs should maintain a LTV ratio of 75% on the
outstanding amount of loan including the interest on
15 an ongoing basis, failing which the loan will be treated
as Non-Performing Asset (NPA).
(ii) The period of the loan shall not exceed 12 months
from the date of sanction

D&e-2025
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Loans to nominal members (for
short / temporary period and for
purchase of consumer durables)

0.50 lakh for UCBs with deposits upto “50 crore
1 lakh for other UCBs

17

Overall PSL targets

60% of Adjusted Net Bank Credit (ANBC) or Credit
Equivalent Amount of Off-balance Sheet Exposure
(CEOBSE) from F Y 2024-25 (as per the circular dated
24.03.2025)

18

PSL sub-target for weaker section

Higher of 12% of ANBC or CEOBSE by March 31, 2026

19

PSL sub-target for micro enterprises

Higher of 7.5% of ANBC or CEOBSE

20

Income Recognition, Asset
Classification and Provisioning
Norms

Special Mention Accounts (SMA)
Sub-categories

Loans other than revolving facilities
SMA-0

SMA-1

SMA-2

NPA

Basis for classification - Principal or interest payment
or any other amount wholly or partly overdue between

Up to 30 days

More than 30 days and up to 60 days
More than 60 days and up to 90 days
>90 days

21

NPA- Farm Loan:

* In the case of Farm Credit extended to agricultural
activities, loan granted for short duration crops will
be treated as NPAs, if the instalment of principal or
interest thereon remains overdue for two crop seasons.

* A loan granted for long duration crops will be
treated as NPA, if the instalment of principal or
interest thereon remains overdue for one crop season

22

NPA- For revolving facilities:

* The outstanding balance in the CC/OD account
remains continuously in excess of the sanctioned
limit/ drawing power for 90 days, or

* The outstanding balance in the CC/OD account is
less than the sanctioned limit/drawing power but
there are no credits continuously for 90 days, or the
outstanding balance in the CC/OD account is less
than the sanctioned limit/drawing power but credits
are not enough to cover the interest debited during the
previous 90 days period inclusive of the day for which
the day-end process is being run

Period Provision

31
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Assest Classification: An asset which has remained NPA | 10% of total
for a period less than or equal to 12 | outstanding
Sub Standard Assets months
Doubtful I (D1) An asset which has remained NPA | 20% of total
for more than 12 months upto 24 | outstanding
months
Doubtful II (D2) An asset which has remained NPA | 30% of total
” for more than 24 months upto 36 | outstanding
months
Loss Asset The entire assets should be written off after obtaining
necessary approval from the competent authority and
as per the provisions of the Co-operative Societies Act
/ Rules.
If the assets are permitted to remain in the books for
any reason, 100 per cent of the outstanding should be
provided for.
Standard Asset Provisioning Rates:
Form Credit 0.25%
Individual housing loans 0.40%
Small and Micro Enterprises 0.25%
Commercial Real Estate (CRE) 1.00%
CRE- Residential Housing (RH) 0.75%
24
Housing loans at teaser rates 0.40%
All others 0.40%
The erstwhile Tier I UCBs, which are currently
maintaining standard asset provision of 0.25% on
‘all other loans and advances not included above’ are
permitted to achieve the provisioning requirement
of 0.40% on such advances in a staggered manner by
March 31, 2025
Inter-UCB Deposits The total inter-UCB deposits accepted by a UCB shall
25 not exceed 10% of its total deposits as on 31st March
of the previous financial year subject to specified
conditions.
Capital Adequacy and Provisioning
Tier-1 UCBs Tier-1 Capital -4.5%
26 CRAR -9%
Tier-2 to 4 UCBs Tier-1 Capital -4.5%
CRAR -12%

—
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Financially ~Sound and Well
Managed Bank (FSWM)

The Reserve Bank of India (RBI) has established
revised criteria for Urban Co-operative Banks

(UCBs) to be classified as Financially Sound and
Well Managed (FSWM). These criteria, effective from
December 1, 2022, include:

1. Capital Adequacy Ratio (CRAR) at least 1
percentage point above the minimum CRAR
applicable to the UCB as on the reference
date

2. Net NPAs not exceeding 3%

3. Net profit for at least three out of the
preceding four years, with no net loss in the
immediate preceding year

4. No default in maintaining Cash Reserve
Ratio (CRR) and Statutory Liquidity Ratio
(SLR) during the preceding financial year

5. Sound internal control system with at least
two professional directors on the Board

6. Fully implemented Core Banking Solution
(CBS)

7. No monetary penalty imposed for violation
of RBI directives/guidelines during the last
two financial years

Self-Assessment Process

UCBs are permitted to classify themselves as FSWM
based on these criteria. The process involves:

1. Self-assessment based on the assessed
financials and findings of RBI inspection
report or audited financial statements
(whichever is latest)

2. The bank’s Board must examine compliance
with FSWM criteria and pass necessary
resolutions

3. The Board resolution must be communicated
to the concerned Regional Office of
Department of Supervision, RBI immediately,
and not later than 15 calendar days from
passing the resolution

4. Annual review of compliance with FSWM
criteria at Board level immediately after
the audit of financial statements and RBI
inspection report

5. The entire process remains subject to
supervisory review by RBI

28

Cash Reserve Ratio (CRR)

4% of the NDTL

29

Statutory Liquidity Ratio (SLR)

18% of the NDTL

30

Non-SLR Investments

Not to exceed 10% of the bank’s total deposits as on
31t March of the previous year

- aeyyessyyey |
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31 Unlisted Non-SLR securities Not to exceed 10% of the total Non-SLR securities as

r on 31% March of the previous year
@ 3 Investment Fluctuation Reserve | Minimum 5% of the investments held in HFT and
O (IFR) AFS categories

* Rates offered by REs must remain uniform across all
its branches and for all the customers.

* REs cannot discriminate between one deposit from
another deposit of similar amount, which is accepted
on same date at any of its offices.

* Interest rates cannot be subject to negotiation
between depositors and the REs.
Interest rate framework and pricing

33 of deposits for cooperative banks * REs shall have to disclose the schedule of interest
rates on deposits in advance;
e Interest rates on deposits shall be reasonable,
consistent, transparent, and available for supervisory
review
* Interest rates offered by REs on NRE/ NRO deposits
cannot be higher than those offered on comparable
domestic rupee term deposits
Present Limit on Bulk deposits
34 Scheduled UCBs and Tier 3 & 4 Rupees One crore and above
UCBs
Other co-op banks Fifteen lakh and above

Source: The Reserve bank of India (RBI) website.
Note: This article is based on the understanding of the writer and the readers may contact
RBI for any factual and legal issues.
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