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Banking Regulation Act, 1949: Application of the Act 
to Cooperative Banks -- Important Provisions

Banking Regulation Act came into being in 1949. Prior to that, certain provisions of the Companies' Act, 1913 were applicable to Banking Companies. The need for the Act was felt with many banks in poor financial health due to poor management of loan/investment portfolio and non- maintenance of adequate liquidity. This was also further complicated by mushroom growth of banks and closure and failure of some banks

The objectives of the Banking Regulation Act broadly are:

· to safeguard the interests of depositors;

· to develop banking institutions on sound lines; and

· to attune the monetary and credit system to the larger interests and priorities of the nation.

In 1966, the Act was made applicable to cooperative banks by incorporating Section 56 therein. The important provisions of Banking Regulation Act, 1949 (as applicable to cooperative banks) are given below: 

Section-3


· the Act shall not apply to (a) a primary agricultural credit society and (b) a cooperative land development bank.

Section- 5 Interpretations

Section 5(b) 
· banking means the accepting for the purpose of lending or investments of deposits of money from the public, repayable on demand or otherwise and withdrawable by cheque, draft or otherwise; 

· banking Company means a Company which does business of banking; 

· mere function of giving loans does not make a banking company; 

· Power of receiving money or deposits from customers and honouring their cheques is essential characteristic of banking.

Section - 6 - Forms of business which banking companies may engage in. 

A bank is prohibited from doing any business other than those mentioned in Section 6. The businesses a bank may carry on are summarised into three categories:

· main business of banking i.e., borrowing, taking or lending money, dealing in Bills of Exchange, Bills of lending and Debentures, issuing letters of credit, buying/selling foreign exchange etc.,

· allied business: Acting as agent/trustee/administrator, carrying on guarantee business, providing safe custody; 

· dealing in property is restricted to (i) property coming in satisfaction of claims or as security and (ii) property necessary for its own sake.

The Government of India has specified hire purchase, equipment leasing and insurance as new forms of business for cooperative banks to be engaged in. Reserve bank as empowered by the act, issues guidelines periodically for the conduct of these types of business.

Section 6(1) gives an elaborate list of forms of business in addition to normal business of banking that a banking company may engage in.
Section 6(2): - No banking company shall engage in any form of Business other than those referred to in SS 6(1).

Section 11 - Requirement as to minimum paid-up capital and reserves

No cooperative bank shall commence or carry on the business of banking in India unless the aggregate value of its paid-up capital and reserves is not less than one lakh rupees. Value means "Real or Exchangeable Value" as approved by RBI/NABARD during the inspection of the bank. The real or exchangeable value of the bank could be calculated as Realizable Assets less Outside Liabilities or Owned Funds less Erosion

Section-18 - Cash reserve

· every cooperative bank, not being a scheduled SCB, shall maintain

 by way of cash reserve with itself, or

 by way of balance in current account with RBI or SCB of the state concerned, or by way of net balance in current account a sum equivalent to at least 3 % of its demand and time liabilities (DTL) as on last Friday of the second preceding fortnight; 

 Shall submit to the RBI before 15th day of every month a return showing the amounts held on alternate Fridays during a month with particulars of its DTL on such Fridays. 

Scheduled cooperative banks will have to maintain CRR as per RBI Act. The scheduled cooperative banks, governed by section 42 (1) of Reserve Bank of India  Act1934 under which they have to maintain a minimum CRR 3% with Reserve Bank of India, which can be increased to 20% of Net Demand and Time Liabilities(NDTL).

Liabilities in India shall not include:-
· paid-up capital,  reserves, or any credit balance in the PL account;

· any advances taken from a State Govt., RBI, IDBI, EXIM Bank, NHB, SIDBI, NCDC, NABARD

· in case of an SCB or a CCB, deposits representing reserve funds by any cooperative society within its area of operation;in case of a CCB, any advance taken from the concerned SCB.

· in case of any cooperative bank which has granted an advance against any balance maintained with it, such balance to the extent of the amount outstanding in respect of such advance

· in case of any cooperative bank, the amount of any advance or other credit arrangement drawn and availed  of against any approved  securities

Section 19- Restriction on holding shares in other cooperative societies

No cooperative bank shall hold shares in other cooperative societies except to such extent and subject to such conditions as RBl may specify.

Not applicable for:


· shares acquired through funds provided by the State Govt. on that behalf;

· DCCBs to hold shares of affiliated SCB.

Section 20 - Restriction on loans and advances

No cooperative bank shall:

· make loans and advances on the security of its own shares;

· grant unsecured loans or advances to any of its directors;

· any firm or private company in which the director has interest.

This above clause shall not apply to grant of unsecured loans or advances made by a cooperative bank

· against bills for supplies or services made or rendered or bill of exchange arising out of bona fide commercial or trade transactions;

· trust receipts furnished to the cooperative bank;

If on examination of any return submitted by the bank, it appears that any loans or advances are being granted to the detriment of the interest of the depositors of the cooperative bank, RBI by order in writing, prohibit the cooperative bank from granting such further loans, or impose such other restrictions as it thinks fit.

Section 22 - Licensing of banking company

No cooperative society shall carry on banking business in India unless

· it is a primary credit society;

· it is a cooperative bank and holds a license issued by RBI;

This Section shall not apply to a cooperative bank which is carrying on banking business at the commencement of the Banking Laws for a period of one year from such commencement.

· cooperative banks functioning prior to the commencement of the Act were required to apply for license to RBI within a stipulated period of three months;

The cooperative banks shall not be deemed to be prohibited from carrying on banking business until they are notified by the Reserve Bank that license cannot be granted. 

RBI can cancel a license granted to a cooperative bank if; 

· the bank closes banking business;

· The bank does not comply with any conditions imposed by RBI while issuing license.

Section 23 (4A)

· any cooperative bank seeking permission of RBI for branch opening is required to forward applications to RBI through NABARD; 

· NABARD shall give its comments on the merit of the cases and send to RBI.

· an advance copy of the application shall be sent by the Cooperative bank directly to the RBI.

Section 24- Maintenance of statutory liquid assets

· a scheduled bank, in addition to average daily balances required to maintain u/s 42 of RBI Act; 

· every cooperative bank, in addition to the cash reserve it is  required to maintain u/s 18 of the BR Act, shall maintain in India

· in cash;

· in gold valued at a price not exceeding current market price; or

· in unencumbered approved securities, (method of valuation as specified by RBI from time to time) an amount which shall not, at close of business on any day, be less than 25 % or such other percentage, not exceeding 40 % of the total of its Demand and Time liabilities in India, as on the last Friday of the second preceding fortnight..

For the purpose of this section, cash maintained in India shall include:-

· any balance maintained by a scheduled State cooperative Bank with the RBI in excess of the balance required to be maintained by it under Section 42 of the RBI Act;

· any cash or balances maintained by a cooperative bank, other than a scheduled state cooperative bank, with itself or with the state cooperative bank of the state concerned or in the current account with the RBI or by way of net balances maintained in current Account in excess of the aggregate of the cash or balances required to be maintained u/s 18 of the Act;

· Any net balances in current account.

For the purpose of this sub-section -

· approved securities, or a portion thereof, representing investment of monies of Agricultural Credit Stabilisation Fund of a cooperative bank shall not be deemed as unencumbered approved securities; 

· in case of a cooperative bank which has taken an advance against any balance maintained with the state cooperative bank of the state concerned or with the central cooperative bank of the district concerned, such balances to the extent to which it has drawn against or availed  of shall not be deemed to be cash maintained in India; 

Section 24(3) - Ensuring compliance

· for ensuring compliance with the provisions, a banking company shall furnish to RBI, not later than 20 days after the close of the month, a monthly return, showing particulars of its Liquid Assets maintained and its Demand and Time liabilities at close of business of each alternate Friday during the month; 

· Cooperative banks to submit a copy of this return to NABARD also.

Section 24-A 
RBI has power to exempt any cooperative bank from the whole of or any part of the provisions of Section 18 or Section 24 of the Act.

Sections 27 to 31 - Submission of returns

Copy of monthly returns and annual accounts required to be submitted by the Cooperative banks also to NABARD as per the periodicity prescribed in the relevant sections of the Act.

Section 35 - Inspection

NABARD has been empowered to inspect the cooperative banks other than primary cooperative banks, without prejudice to the powers of RBI, to conduct such inspection.

Section 35 A

Powers of RBI to give directions; RBI is empowered to issue directions to cooperative banks in general or to any cooperative bank in particular on any aspect of working  of such banks.

Section 45:
Under this section, the Reserve Bank can recommend to the Central Government, to order a moratorium in respect of a cooperative Bank. The power to issue such a moratorium however rests with the Central Government.

Section 46:
In this section, various penalties that may be imposed on cooperative banks, for non-compliance with the various provisions of the B.R. Act, have been specified.  

Section 53- Power to exempt; The Central Govt. may, on the recommendation of RBI, exempt any banking company or any class of banking companies from any or all provisions of this Act. 

Key points

· primary agricultural societies are excluded from the scope of the banking regulation act 1949; 

· the minimum capital requirement is only Rs. 1 lakh for banks; 

· a cooperative bank can not engage in any trading activity (except of government and approved securities); 

· Cooperative banks have to maintain a cash reserve ratio of 3% of NDTL in cash and current accounts with RBI and other notified banks. Scheduled cooperative banks have to maintain CRR under the RBI act in an account with RBI. Overall the cash reserve ratio requirements are lower than that for commercial banks; 

· cooperative banks need to maintain statutory liquidity ratio of 25% of NDTL in the form of gold, balances with state cooperative banks and in unencumbered approved securities; 

· cooperative banks cannot hold more than 5% of private capital of any other cooperative society; 

· RBI can determine the banking policy for the advances to be made by cooperative banks; 

· cooperative banks should have applied for a license from RBI to carry on banking business; 

· cooperative banks and societies have to submit various returns to RBI regarding CRR/SLR, assets and liabilities, unsecured loans to directors, advances to priority and weaker sector, shareholding in cooperative societies, non-performing assets and audited balance sheet, profit and loss account of statutory audit report as per the periodicity prescribed for different statements.

Reforms in the BR Act 1949
Consequent upon the implementation of the recommendations of the Committee on Revival of the Cooperatives, certain amendments to the BR Act would be required and these would include the following aspects:

· all cooperative banks would be on par with the commercial banks as far as regulatory norms are concerned; 

· RBI will prescribe fit and proper criteria for election to Boards of cooperative banks.  Such criteria would however not be at variance with the nature of membership of primary cooperatives which constitute the membership of the DCCBs and SCBs; 

· However, as financial institutions, these Boards would need minimum support at the Board level. Hence, the RBI will prescribe criteria for professionals to be on the Boards of cooperative banks. In case members with such professional qualifications or experience do not get elected in the normal electoral process, then the board will be required to co-opt such professionals to the board and they would have full voting rights; 

· The CEOs of the cooperative banks would be appointed by the respective banks themselves and not by the State government. However, as these are banking institutions, RBI will prescribe the minimum qualifications of the CEO to be appointed and the name proposed by the cooperative bank for the position of CEO would have to be approved by RBI; 

· Cooperatives other than cooperative banks as approved by the RBI shall not accept non-voting member deposits. Such cooperatives would also not use words like “bank”, “banking”, “banker” or any other derivative of the word “bank” in their registered name.

DEPOSIT MOBILISATION

INTRODUCTION:

‘Banking’ as per the definition given in Section  5(b) of Banking Regulation Act, 1949 means “the accepting for the purpose of lending or investments of deposits of money from the public, repayable on demand or otherwise and withdrawable by cheque, draft or otherwise”. 
Thus, one of the main functions of banking business is mobilisation of deposit which constitutes an important source of working fund for the bank. In order to serve efficiently and effectively, the District Central Cooperative Banks (hereinafter CCB) have to increase their financial resources by way of deposit mobilisation. It is, therefore, stressed that the CCBs must tap deposits from urban and rural areas so that they may be able to provide funds in large amounts to primary societies for farm and non-farm development. 

Types of deposits accepted by CCBs

The following are the types of deposits that CCBs accept: 

   i.
Current 

  ii.
Savings 

 iii. 
Term Deposit (Fixed, Cumulative, Recurring, Call deposits, Notice money, Cash certificates, etc.)

For each type of deposit, the CCBs have framed appropriate rules with the approval of their Board and, wherever necessary, got the same approved by the Registrar of Cooperative Societies.  The copies of the rules are also supplied to customers and important rules are also printed on the pass books of the relative deposits.  

Essential features of Current Deposit

The current deposit mostly meets the daily liquidity requirements of business community and CCBs have enough scope to mobilise current deposits through their branches from the business community in rural, semi urban and urban areas. The most important feature of current deposit is that the depositor is required to maintain minimum balance while he is permitted to make any number of withdrawals and deposits in the account without any restriction. This account is very suitable for the business community as they can deposit their daily proceeds of business in the account and meet their cash requirement as and when needed.  No interest is paid by the bank for balances in these deposit accounts because of its frequency in operation. Higher the share of this deposit in total deposits, the better it is for the banks. Current accounts are part of CASA deposits.
Features of SB deposits

The savings bank account is a hassle free account. It offers banking services to a customer with a small minimum balance, unlimited number of withdrawals and deposits in the account.  Banks make provision of interest on savings bank balances on a daily basis and actually credit interest to individual saving accounts on a half years basis. Since savings account is a running account it can be closed any time by the customer. Banks credit appropriate interest to the savings account at the time of closure of the account.
Hence, it forms a stable low cost resource base to the CCBs. Higher the proportion of this deposit in total deposits, the better. However, transaction cost involved in servicing savings deposit is slightly higher.  

Features of Term Deposits

The basic features of term deposit are that the amount is repayable at the end of the fixed term. While in fixed deposits, the amount is deposited in full at a time by the customer, the customer deposits the money in fixed installments at periodical intervals case of in recurring deposits. The rate of interest payable on term deposits is linked to periodicity of the deposit; normally higher the term, higher the rate of interest. Some fixed deposits offer quarterly compounding of interest, thus, offering better returns to the depositor. In case the depositor has any liquidity need, he could either foreclose the deposit at a lower rate (applicable rate of interest less penal provision) or could raise a loan against deposit @1- 2% ( as per the policy of the bank) above the rate of interest on the term deposit concerned.. 

Types of Depositors

Like different types of deposits accepted by CCBs, there are also different types of depositors as indicated below:  

a) Individuals 

b) Joint Account holders 

c) Minors 

d) Hindu Undivided Family (HUF) 

e) Sole proprietary concern 

f) Partnership concerns 

g) Limited companies 

h) Clubs / Associations 

i) Cooperative institutions 

j) Municipalities, Educational institutions, Local bodies and quasi Government institutions, Government Agencies, such as, DRDA, FFDA, etc.

k) Trusts.  

Procedure for opening of deposit accounts 

A deposit account is opened in the bank in the name of the depositor on specific application. Therefore, the bank should prescribe different types of account opening forms for different classes of depositors and different types of deposits.  The account opening form should be filled in with all relevant particulars and signed by the respective depositors. Along with the application the depositor has to submit documentary evidence of his address, his specimen signature on the specimen signature card and introducer.

The account opening form should be scrutinised by the Manager/Accountant to ascertain whether the essential details, such as, name, address of depositor, occupation, instructions regarding operations on the account are properly filled in and whether the depositor has signed the form.  

Introduction for new deposit accounts  
Exercising of control over new accounts is mandatory from the view point of their being used as means or 'money laundering'.  The expression 'money laundering' covers every method used, to cover the illegal origin of money gained from criminal activity so that it seems to have originated from legitimate source.  Banks are typical targets for such 'money laundering' practices.  

The bank is required to take steps to satisfy itself about the identity of depositors and also to ensure that full and correct address of the depositor is recorded in its books.  Introduction should be treated as a substantive step having real significance and not merely a formality.  Telephone number of account holder, wherever available, should be noted in the ledger and other reference books to facilitate urgent contact. This would be of special significance in metropolitan and urban centres. Therefore, the cooperative bank should invariably insist upon prospective depositors to furnish proper introduction.  

Introduction is necessary (i) to get protection under Sec. 131 of Negotiable Instrument Act (applicable for SB and CD accounts), (ii) to stop opening of deposit accounts in fictitious/ benami names which helps in tax evasion (applicable for all deposits), (iii) prevent fraud, (iv) to ensure that the account holder is a fit person to whom a cheque book can be issued. 

Who can introduce

Introduction can be obtained from

a) An existing account holder

b) Any respectable member of public well known to branch.

c) Any permanent member of bank’s staff. 

d) Valid Postal Identification Card (only for SB and term deposits). 

e) Valid Passport.

f) In case of military personnel, accounts can be opened on the strength of an introduction letter signed by the Commanding Officer of his unit and after the verification of his identity card.

The bank can, at its sole discretion, accept or reject an introduction. Incidentally, introduction by a newly opened account-holder should be avoided. 

Introducer’s Personal Presence

Normally, the introducer should come to branch. In case the introducer does not come to branch, a letter of thanks should be sent to him by registered post with acknowledgment due. Caution should be exercised in operation till the receipt of acknowledgment.

Liability of an Introducer

The purpose of introduction is to identify the depositor properly. An introducer can not be held responsible for any loss or damage caused to bank except when he has a clear criminal intent.

Forged Introduction

In case the introduction is forged, the account is treated as not introduced at all.

Photographs for opening New Accounts

As per RBI guidelines, all banks are required to obtain photographs of all depositors In case all types of deposits viz., SB, current, Term, recurring etc. while opening deposit accounts with effect from 1.1.1994. 

All types of constituents (individuals, firms, companies, trust, etc.) are covered under this guideline. In case of companies/ firms/ trusts the photographs of all persons authorised to operate account should be obtained. In case of guardian operated minor’s account the photograph of the guardian should be obtained.

In case the account is operated by a purdanashin lady, the bank should obtain her photograph. Care should be taken to ensure that the photographs obtained are recent ones.

No photograph is necessary in case of accounts opened in the name of (i) Banks, (ii) Local Authorities, and (iii) Government Departments. (Note: Photographs should be obtained in case of Quasi Government Authorities).

Submission of Permanent Account Number (PAN)

The Central Board of Direct Taxes issued directives under Section 295 of Income Tax Act and inserted Rule 114B & 114C in the Income Tax Rule, 1962, making it mandatory for assesses to quote their PAN in specified transaction, which includes the following types of transactions related to Banking industry.

· Opening of Time Deposits exceeding Rs.50,000 in a bank by tendering cash (for deposit accepted through account payee cheque/ DD/ transfer from account, PAN is not compulsory).

· Opening of an account with a banking company.

All assesses who are allotted PAN must compulsorily quote the number in documents relating to the above mentioned transactions.

Where a minor enters into any of these transactions, he has to quote PAN of his father/mother /guardian. In case a person not having PAN enters into any of these transactions, he has to give a declaration in form 60 or form 61, as the case may be.

Form 60 is required to be submitted by a person entering into any of these transactions, if he does not have a PAN (Rule 114B of Income Tax Rule, 1962)

Form 61 is required to be submitted by a person who does not have income chargeable to tax.(Rule 114C of Income Tax Rule, 1962)

Responsibility of the Bank

While opening a term deposit of more than Rs.50,000 (through cash) or opening a new SB/ Current account, the manager/officer of a Banking company must ensure the following:

1. If the depositor has PAN, he must quote the same in application form.

2. If the depositor has no PAN, he must submit declaration in form 60.

3. If the depositor has no income chargeable to tax or entire income is exempted from tax, he must submit declaration in form 61.

Statement

The Manager/ Officer of the branch must forward a statement once in a half year as on September 30 and March 31 every year to Director of Income Tax (Investigation) giving the details about the term deposit opened, the name of the depositor and his PAN. The bank is required to enclose copies of form 60, form 61 and passport obtained during the half year. It is to be sent within one month from the close of the relevant half year. Though this statement is required to be sent for opening of term deposits, it need not be sent for opening of SB/ Current deposits. There is also no need to send form 60 or form 61 in such cases.

Penalty for non-compliance

Sec.272-A of Income Tax Act, 1961, provides for penalty which can be levied on a bank for non-compliance of these provisions. For each default/failure the penalty can be minimum Rs.500 and maximum Rs.10,000.

Conclusion

The following precautions should be taken by the banks in opening/operating new deposit accounts to prevent frauds/malpractices.  

i. The introducer should have had dealings with the bank for at least six months and maintained sufficient balance in the account.  

ii. Customers of the branch should be educated on the implication of introducing a new account without having sufficient knowledge of the parties involved. 

iii. New accounts should be opened only with the photographs of the new customers.  If the introduction is not proper, account should be opened only after thorough verification of antecedents of such parties.

iv. Staff members should be advised to introduce only those depositors whom they know personally for a long time. 

v. New accounts should be opened by Branch Manager or the officer next below him and not by other officials.  The parties should be present in the branch for opening new accounts. The instructions issued by RBI in terms of  “Know Your Customer Norms” should be strictly adhered to.

vi. Documents connected with opening of all new accounts should be branded with a caution note/remark 'Care-New Account' and such instruction should remain for at least six months.  

vii. Cheque leaves of new accounts (issued during the first six months) should bear the remark 'New Account'.  

viii. Loose cheque leaves should be issued to account holder only when he comes personally with requisition letter/pass book.  If the cheque book is to be issued against a requisition letter, instead of the normal printed requisition slip, the drawer should be asked to come personally to the branch, or such cheque book may be sent by registered post to the account holder. 

ix. Withdrawals in the new account against large amounts of credits should be scrutinised thoroughly.  Utmost caution must be exercised whenever cheques/drafts of large amounts are deposited to new accounts and withdrawal is sought within a short time against these credits.  Whenever instruments of large value are received for collection through clearing, as far as possible they should be scrutinised through ultra violet lamp for chemical alterations, if any.

x. The proceeds of cheques/DDs sent for collection should not be credited directly to a new Fixed Deposit account.  Instead SB/Current account may be opened with proper introduction and the proceeds may be credited to these accounts initially and transferred to the FD account thereafter.  

xi. As a paying bank, the branches should check with the collecting bank about the genuineness of high valued instruments.  

xii. The bank should exercise vigil on the transactions in the deposit accounts and any transaction/set of transactions found to be suspicious in nature should be reported to appropriate authority.

Kisan Credit Card (KCC) scheme

Provision of timely and adequate credit has been one of the major challenges for banks in India in dispensation of agricultural and rural credit . Constant innovation is required in order to achieve the aim. Agricultural credit cards is not a new concept in the field of agricultural banking in India. The scheme had already been introduced in a number of public sector banks in a few states much earlier. These schemes were niche-marketed and were exclusively preserved for the privileged class of farmers and the small and marginal farmers did not have much access to them. Similarly cash credit facilities were being extended by several public sector banks and cooperative banks to farmers with the view to improving their access to credit. Again this scheme was used only selectively. The KCC scheme was started by the Government of India (GoI) in consultation with the RBI (Reserve Bank of India) and NABARD (National Bank for Agricultural and Rural Development) in 1998-99 to combine the features of both these schemes and overcome their shortcomings.

Objective
The scheme aims at providing adequate and timely credit for the comprehensive credit requirements of farmers for taking up agriculture and allied activities under single window, with flexible and simplified procedure, adopting the whole farm approach, including the short-term credit needs and a reasonable component for consumption needs, through Kisan Credit Card including repayment of farmer's dues to non-institutional lenders. 
Area of operation
The KCC can be issued through all rural and semi urban branches.
Eligibility

· short term crop loans to farmers, those who are owner cultivators/share-croppers/bargadars; 

· KCC can also be issued for meeting the short term production needs/working capital needs in respect of the allied activities like poultry, dairy, pisciculture, floriculture, horticulture etc; 

· KCC scheme also covers term credits for agriculture and allied activities; 

· KCC is issued to individual borrower only on merit and not to corporate body society, association, club, group etc; 

· illiterate and blind persons intending to avail of this facility may be allowed after taking proper safeguard against misuse and tampering.

Purpose
It is intended that both term as well as short term/working capital credit facilities will be provided through single Kisan Credit Card. The passbook provided to KCC holders are to be divided into three separate portions for maintaining the records of :-
a)short term credit/crop loans, b) working capital credit for activities allied to agriculture and c) term credit (repayable beyond 12 months)
However, it is to be ensured that transaction records of different loan facilities are kept distinct. 
Quantum of limit

The scheme will cover term credit as also working capital for agriculture and allied activities and non farm activities and also short term credit limit for crop cultivation purposes depending on the client's requirement. The short term credit limit would be fixed on the basis of operational holdings, cropping pattern and scale of finance. The banks may fix the quantum of credit for term and working capital limit for agricultural and allied activities etc., based on the unit cost of the asset/s proposed to be acquired by the farmer, the allied activities already being undertaken on the farm, the bank's judgment on his repayment capacity vis-a-vis total loan burden devolving on the farmer, including his existing loan obligations. 

The Scale of Finance (SoF) fixed in the technical committee and the Cropping Pattern being followed by all the farmers & members of the PACS are taken into account for arriving at the normal credit limit of the PACS. Then the credit limits of all the PACS are consolidated to arrive at the branch level. The total credit limit of all the PACS consolidated at branch level is recommended to HO for sanction.

The scale of finance is updated annually by taking into account the change in cropping pattern of the farmers and the rise in input costs including wage rate. The scale of finance is based on the cost of cultivation and package of practices of crops grown in the operational area. The scale of finance is fixed by the district level technical committees (DLTCs) under the Chairmanship/convenership of respective DCCBs.

The initial investment in fixed assets and/or working capital requirement/recurring expenditure of the borrower may be taken as the basis for fixing the limit. The working capital/ recurring expenditure limit may be in the form of a revolving cash credit. Banks may, at their discretion, build in a component of consumption credit, keeping in view the family labour, while fixing the overall ceiling amount that could be drawn under the Kisan Credit Card. The total limit would have a relationship with the projected net earning and the repayment capacity of the borrower. 

Facilities through' same card

It is intended that both term as well as short term/working capital credit facilities could be provided thru' a single Kisan Credit Card. The eligible farmers may be provided with a kisan card and a passbook or a card-cum-pass book. The passbook provided to KCC holders may be divided into three separate portions for maintaining the records of:- 

· term credit for farm activities/ allied to agricultural activities, 

· working capital credit/term credit for non farm activities, 

· short term credit/crop loans. 

Banks, however, may ensure that transaction records of different loan facilities are kept distinct. Further, withdrawals through slips/cheques may be accompanied by card and pass book. 

Flexibility in use of credit

The borrowers would be eligible to avail of any or all credit facilities given under KCC, as per their requirement. Term credit limit provided under the card may be allowed to be utilised by the card holder for acquiring one or more assets at his convenience as also need. Similarly, card holder may also be given flexibility to utilise the term credit limit in one or more installments as per asset acquirement plan/phasing of the scheme. Banks may monitor proper end use of credit. 

Security/Margin/Rate of interest

Security, Margin, Rate of Interest and Prudential Norms will be applicable as per RBI/NABARD stipulations. Further, banks may ensure:- 

· impairment of any loan facility is automatically detected; 

· automatic stoppage of withdrawal under different loan facilities even if any one of the loan facility is impaired; and 

· proper system is in place to avoid misuse/mix-up of any one/different facilities to take advantage in terms of security, margin, rate of interest and applicable prudential norms. 

It should be in conformity with the guidelines issued by RBI/NABARD/BANK from time to time in respect of agricultural advances. As per extant guideline there is no margin or additional security required up to a loan limit of Rs.50, 000/-.
Primary
i)Hypothecation of asset - crop/farm machinery/dairy animal, etc. as applicable.
Additional
Collateral Security wherever applicable, as per RBI/Bank's guidelines
· mortgage of land by way of declaration in Form-I;
· equitable mortgage / Registered mortgage as applicable.
Kisan Credit Card (KCC) Scheme - Application of prudential norms

In regard to application of prudential norms to KCC accounts (c.f. para 11 of the Model KCC Scheme), the Reserve Bank of India have vide their letterRPCD.CO.RF.BC.No.3/07.37.02/2003-04 dated 12 July 2004 modified the prudential norms in respect of advances granted for direct agricultural purposes, as under :

· a loan granted for short duration crops will be treated as Non-Performing Asset (NPA), if installment of the principal or interest thereon remains unpaid for two crop seasons beyond the due date;

· a loan granted for long duration crops will be treated as Non-Performing Asset (NPA), if installment of the principal or interest thereon remains unpaid for one crop season beyond the due date.

The above norms will accordingly be applicable in respect of KCC accounts. It is further advised that modifications, if any, made by RBI with regard to prudential norms from time to time will be applicable to KCC loans in future also.

Repayment period

Short term credit/crop loans as well as working capital for agriculture and allied activities would be provided as revolving cash credit limit, repayable in 12 months. The medium term loan component will be repayable normally within a maximum period of 5 years, depending on the type of activity/investment, as per existing guidelines. The repayment period for the long term loan will be fixed based on the purpose of the loan and repaying capacity of the borrower. 

Renewal of limit

In respect of working capital credit limit for agriculture and allied activities, banks, on satisfactory operations on the limit, may enhance the limit, where necessary, at the time of renewal, keeping in view the increase in costs and additional activities, if any, undertaken by the borrower. Similarly, banks may also sanction additional term credit limit to the borrower, at the time of annual review/renewal of credit limits under the card, depending on the need. 

Validity period of KCC

Coinciding with the introduction of term loan facility under KCC, the validity of the card will be commensurate with the purpose of the loan. 

Documents

· D.P. note for the sanctioned limit;

· loan agreement;

· letter of continuity;

· hypothecation of crop / assets to be created out of bank loan;

· if the sanctioned limit is more than Rs.50,000/- mortgage of land/or third party guarantee acceptable to the Bank. 

Repayment

The short term credit/crop loan as well as working capital for agriculture and allied activities would continue to be provided as revolving cash credit repayable within 12 months. However, the term loan component will be repayable within a maximum period of 5 to 7 years depending upon the type of activity / investment and its income generating capacity ,as per existing guidelines. 
Crop insurance under NAIS

All crop loans under KCC are to be covered under National Agricultural Insurance Scheme (NAIS) in respect of the notified crops. It is implemented with the approval/consent of state government concerned, which is monitored and followed up by SLBC of that state. 
The following crops are covered under NAIS :-

· food crops (cereals, millets, pulses);

· oil seeds;

· sugar cane, cotton and potato (annual commercial/annual horticulture crops;

· other crops as identified by the SLBC;

All farmers, both borrower & non borrower farmers, growing the above notified crops in the notified areas are eligible for insurance coverage.

In each district there is a nodal branch of each bank for receiving the premium for insurance coverage and remitting the premium to the Agricultural Insurance Corporation of India. Subsidy on premium is allowed in respect of small and marginal farmers.

Personal Accident Insurance Scheme (PAIS)

The coverage under PAIS is also compulsory for all KCC holders. The banks are free to approach either any GIPSA member general insurance company or any private sector general insurance company, to take advantage of the competitive offers. However, the banks may, while negotiating with the insurers, keep in mind the guiding principles of PAIS, especially the premium sharing formula, coverage etc. The premium payable under the scheme is to be shared by the issuing Branch and the KCC holder in the ratio of 2:1.
The premium payable for a one-year policy is Rs.15/- while the same for a three year policy will be Rs.45/- only. The insurance coverage will be from the date of receipt of premium by the Insurance Co.
Maximum age of the farmer is 70 years on the date of commence of policy. 
Coverage : Accident death ... Rs.50,000/-
Permanent total disability ... Rs.50,000/-
Loss of two limbs or two eyes ... Rs.50,000/-
Loss of one limb or one eye ... Rs.25,000/-

Loan Policy for  Cooperative Banks- Need for Business Diversification new for Business Opportunities

Importance of Business Diversification

With liberalization of the economy, profit consciousness has come to all types of Financial Institutions.   In case of Cooperative Banks, despite their large lending volumes, diversification of the lending portfolio has not yet taken a firm shape and all the tiers within the Cooperative System are catering to the age old sectors / activity. Further, these institutions have so far not paid much attention to the developments that are taking place in the agriculture and rural development sectors which need substantial investments. 

In order to tap the business potential available in these sectors and also increase the Net Interest margins / spread, the cooperative banks have to diversify their credit portfolio and spread their risk. In view of this, banks may look into the portfolios outlined below for increasing their diversification. 

Existing Business of Cooperative Banks

Generally Cooperative banks’ loan portfolio consists of more than 80% lending to crop loans and remaining to small, petty business and CC lending.  Some of the banks have the following loan products in their portfolio.

· Crops loans to PACS through Kisan Credit Card (KCC) System

· Advances against fixed deposits  
· Consortium financing along with State Cooperative Bank for loans & advances to cooperative sugar mills

· Cash Credit to PACS for dealing in agricultural inputs, PDS items, consumer goods etc.

· Cash Credit to Cooperative Sugar Mills for working capital requirements

· Cash Credit to Cooperative Marketing Societies for working capital requirements

· Advance against pledge of sugar to Cooperative Sugar Mills

· Cash Credit to Cooperative Processing Societies for working capital requirements

· Cash Credit to Cooperative Consumer Stores for working capital requirements

· Cash Credit to Primary Weaver Cooperative Societies for working capital requirements
· Cash Credit to Industrial Cooperative Societies for their working capital requirements
· Medium Term Loans to Salary Earners’ Societies
· Medium Term (Conversion) Loans to PACS
· Medium Term Investment Credit to individual farmers for taking agriculture and allied activities.
It may be seen from the above that the cooperative banks are mostly financing units within the cooperative fold. With the implementation of Prof. Vaidynathan Committee recommendations and Agricultural Debt Waiver & Debt Relief Scheme and the cleansing of the balance sheet of the PACS, most of the PACS would be eligible to borrow a higher quantum of credit from DCCBs. Tthe cooperative banks would also have substantial funds which could be profitably deployed.

Diversification through Retail Banking

One of the important covenants of the Prof. Vaidynathan Committee recommendations was to effect suitable amendments in the Cooperative Societies Act in each State, and with such amendments, freedom has been given to Cooperative Banks regarding loan policies including loan decision to its members keeping in view the interests of the society and its members. Further, they need not take the approval of the RCS for all loan advanced under short term, medium term and long term duration for which RBI / NABARD formulated the loan scheme. Hence, the banks have to design new products to suit the customers in the area of operation. 
Thus, the time has come for cooperative banks to take up retail banking. If banks have already commenced such line(s) of credit(s), they should review their loan policies and safeguards being followed and upscale their activities. Retail banking refers to provision of banking services to individual customers, small account holders such as savings products, personal loans etc. to suit the individual requirements. Unlike wholesale banking, the focus of retail banking is to provide a wide range of personal banking services, including offering savings and checking accounts, bill paying services, mortgages and personal loans. Although retail banking is, for the most part, mass-market driven, many retail banking products may also extend to small and medium sized businesses. CCBs, besides financing for agriculture and allied activities, could also finance individuals, proprietory / partnership firms directly against fixed deposits, life insurance policies, pledge of gold / silver ornaments, etc. for purchase of consumer durables and for other purposes. It may also provide cash credit facility to businessmen / traders against collateral, pledge or hypothecation, temporary overdraft facility to individuals,  loans for purchasing auto rickshaw, taxi, other motor vehicles, etc., and non commercial vehicles like cars and two wheelers. The restrictions imposed by the RBI in regard to financing of certain sectors as well as exposure norms prescribed by RBI should also be adhered to. The salient features of the different types of retail loan products and also the precaution to be taken while financing are furnished below:
Advances against Government / other trustee securities  
The following precautions may be taken while granting advances against Government securities. The security should be in the name of the borrower. In the case of Government Promissory Notes, all the endorsements should be checked carefully to ascertain that they are prima-facie in order. The endorsements can be got verified / certified by referring to the Public Debt Office. In case of doubt, the relevant promissory note can be got renewed in the borrower's name and thereafter, got endorsed in the bank's name.  
After the process of transferring the security in the bank's name is completed, the market value of the security should be ascertained with reference to quotations published by any recognised stock exchanges. Advances granted should not ordinarily exceed 90 percent of the market value so worked out. The advances should be sanctioned by a competent authority. After the sanction of advances and execution of other documents, the bank should enter the details of such securities in the securities ledger and particulars of documents in the documents register. ‘Due date diary’ should be maintained to watch that the interest due on securities is collected up-to-date and credited to loan / overdraft account.
In the case of other Government securities, such as National Savings Certificates, etc., the bank should comply with the guidelines laid down under the respective rules, etc., especially the rule that a lien should be got recorded in favour of the bank against the securities in the books of Post Office which issued these certificates.  
Other trustee securities will be debentures and / or shares of various corporations which have been declared as trustee securities. In the case of debentures, they may be got registered in the bank's name by executing a transfer deed in favour of the bank. The further safeguards to be observed by the CCBs while making advances against Government and other trustee securities are indicated below:  
a. Government and other trustee securities should be accepted from the bank's constituents or from persons who are satisfactorily introduced to the bank. The securities pledged to the bank should be duly transferred / endorsed in the bank's name. 
b. In cases, where the securities stand in the names of third parties i.e. other than in the name of the borrowers, a letter of guarantee should be obtained from the borrowers regarding his/their good title to the securities and or letter of renunciation by the registered holders of the securities. As regards securities in the names of minors, a declaration from the guardian that the advance is intended for the minor's benefit should be obtained and kept on record.  
c. The market value of the securities should be periodically verified with a view to ensuring that the margin retained is adequate.  
d. Interest on the securities should be collected promptly and credited to the parties' loan account.  
Advances against shares, debentures and bonds 
The following precautions may be taken while granting advances against shares: 
a. The shares should be quoted on a stock exchange.  Unquoted shares should not be accepted as security for advances.  For this purpose, the bank should prepare an approved list which should be kept up-to-date.  
b. The bank should maintain market price and ‘drawing power’ registers to ascertain periodically whether the stipulated margin is maintained in the account.  
c. It should obtain adequate number of blank signed transfer deeds from the borrower having regard to the marketability of the shares.  
d. The bank's lien on the shares should be notified to the concerned companies.  
e. A mandate should be obtained from the borrower authorising the bank to collect the dividend on the shares as and when it is declared.    
f. Shares standing in third party names should be accepted only after obtaining letters of renunciation from them.  
g. Ordinarily, partly paid shares of private limited companies, temporary receipts issued by the company and broker's delivery orders should not be accepted as security.  
h. Large block of shares of any particular company should be avoided.  
i. Maximum advance to an individual borrower against the security of existing shares/ debentures should not exceed Rs.5.00 lakh. The minimum margin on loans to individuals against shares/debentures/bonds should be 50%.  
Advances against life insurance policies  
The following precautions/safeguards are to be observed while making advances against the security of life insurance policies: 
a. Advances against life insurance policies should generally be granted by way of demand loans and the life insurance policies offered as security must be, at least, three years old. The banks should normally prefer endowment policies to whole life policies.  
b. The bank should verify from the Life Insurance Corporation of India (LIC) that no prior assignment existed at the time of granting advances and an absolute assignment in the bank's favour has been made by all the parties benefiting under the policies and the assignment has been duly registered with it. As a minor cannot borrow on pledge so as to bind himself on the security pledged, no policy in which nominee or assignee is a minor should be accepted as security.  
c. The bank should ascertain the surrender value of the policies including cash bonus, if any, and keep a margin of 5% to 10% on the surrender value while making advance against the life policies.  
d. If the policies offered as security are in the name of person other than the borrower, the bank should ensure that the borrower had an insurable interest in the life of the assured.  
e. The age of the policy holder should have been admitted either on the policy or by a separate letter by the LIC and the bank should ensure that the policy is in force as on the date of granting the advance. The last premium receipt from the LIC should be obtained. These instructions apply in general terms to life insurance policies of the Posts and Telegraph Department also. 

f. The assignment may be made by an endorsement on the reverse of the policy. The assignment in favour of the bank should be got registered with the Corporation. In case, the assignment is on a separate sheet, it will have to be adequately stamped. Loans should be granted only after the assignment is acknowledged and registered by the Corporation.  
g. The bank should obtain periodically the latest premium receipts to verify that the policies are kept alive. The bank can also obtain standing instructions from the borrowers for payment of premium by debit to their accounts. 
h. All life insurance policies held as security for advances must be recorded in the Securities Register and retained in the strong room.  
i. Due dates of premium should be carefully diarised to ensure that they are regularly paid.  
j. If the policies mature before the debt is cleared, the policies and other requisite documents should be forwarded to the LIC and the money be received.  Any surplus left over after adjusting the loan account should be paid to the borrower.
k. When a loan is repaid, the policies should be returned to the borrower after re-assigning them in his favour and after making necessary entries in the Securities Register. The borrower should acknowledge receipt of the policies, etc., in the Securities Register. The Corporation should be advised of the re-assignment in favour of the borrower.  

Advances against gold / silver ornaments  
The following precautions may be taken while granting advances under this category:  
a. Ownership: 
It should be ascertained whether the ornaments brought for pledge belong to the borrower. The bank should insist on proper introduction of the borrower before granting loans against gold ornaments.  It may obtain a declaration from the borrower to the effect that the goods offered for pledge belong to him / her.  
b. The articles proposed to be pledged should be got appraised by a competent person appointed by the bank for the purpose.  The appraiser should fill in the details such as gross weight, net weight, (after making due allowance for stones, threads or strings, wax, etc.) rate at which they have been valued and the estimated value. In the case of gold bars, etc. the markings of the recognised bullion dealers should be examined.  
c. Since the appraiser plays an important role in the process of issuing loans against gold / silver ornaments, the bank should take adequate care to guard against the false certificates likely to be given by the appraiser as to the content and quality of gold / silver in the ornaments. With a view to avoiding the occurrence of such malpractices, the bank should appoint an appraiser of good reputation / character and take adequate security from him to safeguard against the prospect of risks.  
d. The gold ornaments should be placed in a cloth bag and tied securely with a string. A tag may be attached to the bag indicating the loan account number and date of advance. Similar tag may also be kept inside the bag so that in case the outside tag is lost or misplaced, there may not be any difficulty in identifying the ornaments at a later date.  
e. When the entire loan is repaid by the borrower, the bank should insist on the return of the token issued by it and take out the ornaments from the safe after making the necessary entries in the documents register. The borrower should be asked to sign in the gold loan ledger in token of having received back the ornaments. The documents executed by the borrower should also be taken out and a remark 'Account Closed' should be made on each of them under authentication.  
f. When there is a partial repayment of the advance, the bank should not normally allow partial delivery of the ornaments pledged to it. In case, such a delivery is essential, the bank should ensure that the value of the remaining articles will be sufficient to cover the outstanding balance in the account.  

g. Ornaments should be delivered to the borrower himself on repayment of the bank's dues against his acknowledgement in the ‘gold loan ledger’. In case, the borrower is unable to take delivery of the ornaments personally, but has authorised a third party to take delivery on his / her behalf, the bank should obtain a specific letter of authority from the borrower whose signature should be carefully verified. The person presenting such letter should be properly identified and the ornaments may be delivered on obtaining his / her signature in the gold loan ledger, etc. After the ornaments are delivered, a letter may be issued to the borrower advising him of the delivery of ornaments to his / her agent and asking him / her to send an acknowledgement for the articles on receipt.  
h. The following formalities have to be observed while settling the gold loan   account of the deceased borrowers.  
i. Death certificate should be called for and recorded in the books 

In the case of claims from nominees, the ornaments can be delivered to the nominees against proper acknowledgement.   
ii. Where the amount exceeds Rs.25,000/- and there is no nomination the legal heirs should produce proper legal representation from a competent Court.  In case, the borrower has left a WILL, probated copy of the WILL has to be produced.  If no WILL has been left behind by the deceased or the WILL cannot be executed for some reason or the other, letters of administration issued by a competent Court have to be produced.  
Advances for purchase of two wheelers, motor vehicles etc.
Since the value of motor vehicles depreciates considerably, advances for motor vehicles should be confined as far as possible to new vehicles only. Old vehicles over 5 years in use should not ordinarily be accepted as security. The bank should obtain the original invoices in the case of new vehicles or an expert's valuation report in the case of old vehicles. The registration certificate should be called for verification periodically to ascertain whether there is any change in the ownership. The bank's charge may be got registered with the concerned Regional Transport authorities. A deed hypothecating the vehicle to the bank should be got executed by the borrower.  It should be ensured that various taxes have been paid up-to-date by the borrower. A comprehensive insurance cover for the vehicle should be obtained. The bank should ensure the registration certificate of the vehicle includes an endorsement to the effect that the charge of the bank has been recorded with the Regional Transport Authority. The bank should obtain the duplicate ignition keys of the vehicle financed and hold the same till the loan is cleared.  
Advances against Indira Vikas Patras (IVPs) & Kisan Vikas Patras (KVPs) 
Cooperative Banks may, at their discretion, sanction advances against the security of IVPs & KVPs subject to the following terms and conditions:  
a. There should be no premature encashment of IVPs / KVPs.  
b. Lien cannot be registered on the certificate and hence, the bank should take adequate precautions in this regard.  
c. Utmost care for the safe custody of the certificate will have to be taken since the IVPs are in the nature of bearer bonds and are freely transferable.  
Advances against immovable properties  
The bank should adopt the following safeguards for protecting its dues: 
a. The prospective borrower should be asked to submit along with the application, the documents of title relating to the property proposed for mortgage and the latest municipal or land tax receipts. The documents, tax receipts and non-encumbrance certificates covering a period of the previous 12 years preceding the date of application should be submitted to the bank's legal advisor for opinion. The opinion should, inter alia, state in unambiguous terms as to whether the borrower has a clear, marketable title to the property and has a right to mortgage the property.  
b. The properties offered as security should then be valued preferably by an expert such as a qualified engineer. Where a valuation by an expert is not feasible, the properties may be evaluated by one or more directors or officer of the bank with reference to the prevailing prices in the locality. While evaluating the properties, the directors/officers should indicate the basis on which the value of the property has been arrived at. The following factors may be considered in the valuation report:  
(a) Locality, (b) Description of the property - whether a shop, residential building or open land, (c) House or property number, (d) Leasehold or freehold. If it is a leasehold property, the terms of lease may be indicated, (e) If there is any construction on the land, the type of construction, when constructed, cost of construction, the present condition, etc. (f) Annual income derived out of the property, if any and capitalised value of the property, (g) Present estimated value taking into account a few recent sales in the locality, (h) Demand for property in the locality, (i) The price the property is likely to fetch in the event of a forced sale. 
c. After the advance is sanctioned, required documents may be obtained from the borrowers. Title deeds should be retained with the bank. The mortgage deed may be got registered with appropriate authorities.  Where the advance is granted by way of equitable mortgage, the bank's charge may be notified to the concerned authorities, wherever necessary. The bank should also maintain a register called 'Equitable Mortgage Register' wherein the date, day and time of handing over the documents of title to the properties with an intention to secure the advance should be recorded under the signature of the bank's responsible official. The day and time of handing over the document to the bank should be after the advance is availed of by the borrower.  
d. Before allowing drawal from the account, the bank should obtain a second non-encumbrance certificate covering the period upto execution of the mortgage deed. As a measure of abundant caution, a third encumbrance certificate may be obtained about six months after execution of mortgage in favour of the bank in order to verify whether any mortgage executed to a third party during the intervening period was registered subsequent to execution of mortgage in favour of the bank.  
e. The bank should arrange for insurance of the mortgaged property.  
f. Periodically, municipal or other tax receipts should be called for to ensure that the borrower had paid taxes due on the property up-to-date. Wherever an advance is to be made against leasehold property, the bank should keep on its records, a copy of the lease deed and examine whether the terms of the lease are being complied with. A receipt for the, lease rent paid from time to time should also be kept on the bank's record.
Advances against pledge / hypothecation of goods & agricultural produce

Important aspects of advances against goods and agricultural produce are given below: 
a. The bank should grant advances as far as possible, against pledge of goods. In case, hypothecation facility is to be given to individuals, it should be allowed to parties of reputation and standing.  
b. The bank should prescribe a list of commodities which can be accepted as security for the bank's advances. For each type of commodity or goods, the bank should prescribe the margin to be maintained and indicate wherever necessary, safeguards for storage of goods to be observed to avoid claims against the bank for the loss that may arise to the goods on grounds of negligence, etc.  
c. The bank should maintain a Market Price Register and Drawing Power Register. The market value of the goods should be ascertained periodically and drawing power worked out after applying the stipulated margin. The drawals from the cash credit account should always be regulated by the drawing power so worked out.  
Hypothecation of goods  
(a)
The bank should assess the financial soundness of the borrower by scrutiny of the balance sheet, profit and loss account, etc. Since the security is held in the custody of the borrower, the bank should prescribe submission of periodical stock statements by the borrower. The drawing power should be calculated from time to time and entered in the drawing power register or cash credit ledger for regulation of drawals from the account with reference to such drawing power. 
(b)
The stocks should be periodically inspected by the bank's officials. Further, the name board of the bank indicating its charge on the goods should be prominently displayed.
Pledge of merchandise  
(a)
The goods to be accepted for pledge should be capable of being stored and easily marketable. It would not be in the interest of the bank to accept as security perishable commodities or commodities which would deteriorate in value due to storage. The maximum period of storage with the bank should be prescribed, commodity-wise, having regard to these factors. In the case of agricultural produce, crops of current season only should be accepted as security for the bank's advances.  
(b)
At the time of pledge, the borrower should be asked to give a letter to the bank requesting it to take delivery. In this letter, the description of goods, quantity and value thereof should be clearly indicated. It should be ensured that the goods as per the description and quantity are actually handed over to the bank. The goods may be taken in the bank's custody by its godown keeper or any other responsible official of the bank after verifying all relevant details. After the process of storing the goods in the godown is completed, the godown keeper should certify in the take delivery letter that he had taken delivery of the goods as specified. This letter together with the godown keeper's certificate, when received, should be entered in the bank's godown register or stock register. The value of the goods as indicated by the borrower should be verified independently with reference to current market prices or invoices. The drawing power should be calculated and it should be mentioned in the 'Drawing Power Register' and in the 'Cash Credit Ledger'. 
Advances against plant and machinery  
As far as possible, it would be preferable to accept new machinery as security. In this case, the invoices available with the borrower may be sufficient for evaluation purposes. The bank should not finance against plant and machinery acquired on hire-purchase basis. In the case of old machinery, it should be got valued by a technical expert and also a report be obtained that the machinery is in good condition. It should not finance against obsolete machinery. The bank should ensure that the loan given is recovered during the economic life of the machinery. The bank should verify as to whether the machinery offered as security is fixed to the land or removable. In case, it is fixed, it should obtain a mortgage deed. However, if the machinery is not embedded in the ground, a charge on the machinery in the nature of hypothecation should be obtained. 
Advances against supply bills 
The facility is extended to approved Government Contractors who supply goods and / or services to various Government Departments. The precautions to be taken in respect of these advances are indicated below:  
a. Since the facility is a clean advance, it should be extended to parties of sound means.
b. Apart from the usual documents, the bank should obtain an irrevocable power of attorney from the borrower in favour of the bank for collecting the dues under the various bills on his behalf. Such power of attorney should be got registered with the concerned Department.  
c. An undertaking from the borrower should be obtained to repay the amount to the bank, in case the amount of bill is paid directly to him / her by any Government Department.  
Each bill when presented to the bank should be accompanied with the inspection notes or an acknowledgement from the concerned Department for having received the goods. The bank should scrutinise the bill to see whether it is drawn on proper authority and that the amount of the bill is as per the contract. The bill should be endorsed in favour of the bank. There should be provision for payment of the bill to the bank only and not to the borrower. 
Advances against warehouse receipts

The warehouse receipts are not negotiable instruments and as such, endorsement and delivery thereof do not confer a better title on the transferee than what the transferor has. In view of this, the bank should exercise caution while granting advances against warehouse receipts. It should be granted to persons of good standing and repute. The bank should take the following safeguards:  
a. The warehouse receipts should be drawn by the Central or State Warehousing Corporations.  
b. The bank should maintain on its record a specimen signature of the warehouseman. It should be attested by a responsible official from the concerned Corporation. In case, a warehouseman is transferred, the new incumbent's signature may be kept on record duly attested by the outgoing warehouseman.  
c. Normally, the goods are insured by the Corporation directly.  It should, therefore, be ascertained from the receipt whether the goods have been insured or not and that payment of rent for the godown has been made.  
d. It should be examined whether the value of the goods as indicated in the receipts is in accordance with the prevailing market rates.  
e. The warehouse receipt should be got endorsed in the bank's name.  Its lien on   the goods should be got registered by the warehouseman.  
f. Whenever a delivery is to be effected, the bank should discharge the warehouse receipt and hand it over to the borrower.  In case of partial delivery of goods, the bank should issue a delivery order together with the warehouse receipt. In this case, the warehouse receipt should be carried by the bank's employee and not by the borrower. The warehouseman will indicate the balance of goods stored in the warehouse. It should be ensured that the value of goods is sufficient to cover the balance in the account.  
Bills purchased and discounted 
When a demand bill is purchased by the bank for a valuable consideration, the bank is stated to have purchased the bill while in the case of a time bill purchased for its present worth, the bank is stated to have discounted the bill. In both the cases, the bank becomes the holder of the bill in due course, i.e. it becomes the owner of the bill with all rights and obligations cast on it under the Negotiable Instruments Act, 1881. The following types of bills are often presented to the bank for purchase / discount: 
a. Cheques 
b. Bank drafts  
c. Hundies 
d. Documentary bills covering lorry receipts, railway receipts, post parcels, etc.  The bills are classified under two broad categories viz. (i) clean and (ii) documentary.  
Clean bills  
Under this category, cheques, clean hundies, etc., are included. It should be ensured that the bills arise out of genuine trade transactions and are not in the nature of accommodation bills. Normally cheques drawn on self should not be purchased. The drawer should not be allowed to retire the bills. The facility of purchasing bills should be extended only to those parties for whom regular limits have been sanctioned by the bank. 
Documentary bills  
These types of bills are generally accompanied by documents of title to goods such as lorry receipt, railway receipt, etc., and the invoice. These documents are normally required to be handed over to the drawee against payment of the bill amount. Sometimes, in special cases, the customer may instruct that the bills may be handed over to first class parties against their acceptance of bills. When the documents are handed over against such acceptance, they should be classified as clean bills.  Documentary bills may be either demand or time bills. 
Cash Credit / Overdraft to retail business / traders / SSI units

Cash credit / overdraft limits are sanctioned by banks to meet working capital requirements of units. The cash credit system enables the customer to make frequent drawals from as well as repayments into the account to suit continuous nature of financial transactions, thus facilitating the most economical use of the accommodation. A variation of the cash credit system is the overdraft account. The overdraft indicates that the facility is only provided to a party who has a deposit account with the bank. An overdraft account starts with a credit balance in the account and is later allowed to run into debit or permitted to be overdrawn. 

Types of cash credit / OD 

i) Secured 

Pledge 

Hypothecation

ii) Unsecured or clean

i) Secured Advances

(a) Pledge of stock

The stocks are held with the bank in its effective custody. Drawals from a pledge cash credit account are allowed by the bank when goods are actually transferred to its custody. The pledged goods are released as and when repayments are made into the account.

(b) Advances against hypothecation of stocks

Under the hypothecation advance, the bank does not get the possession of the goods; instead, an equitable charge is created on the goods by virtue of an agreement executed by the borrower in favour of the banks which inter alia empowers the bank to take possession and realize its dues in the event of default.

The bank has to regularly obtain a statement of the value of stocks hypothecated to the bank, besides at the time of permitting drawals.

ii) Unsecured or clean cash-credit Limits

Such a limit is provided not on the ground that party has no tangible security to offer but that the nature of business dealings requires the advance to be unsecured for a limited period of time.

Loans to individuals - for purchase of consumer durables, education purposes etc.

With the increase in rural income, growth in the middle class and with the fast changing technology, there is a lot of scope for loans for purchase of consumer durables. Further, the people joining professional courses are on the increase indicating the potential available for issue of education loans. Cooperative banks can tap this potential for diversification of their loan portfolio.
Diversification through Innovative Approaches

Credit linkage to SHGs  
SHG is a neighbourhood affinity informal group of 10-20 poor persons. In exceptional cases, it can be a minimum of 5.  Its cohesiveness is on account of homogeneity, i.e. all having commonality of problems/issues in earning livelihood. Either with spontaneity or facilitated by an external agency, they have volunteered to build common fund through regular weekly/fortnightly/monthly thrifts. Amount of regular thrift is uniform for all and determined as per the capability of the member belonging to the lowest rung of the group. SHG uses common fund to meet the emergent credit needs of the members ranging from pure consumption to income generation purposes, whom to give, for what purpose, how much, at what rate of interest and for what period are as per the decisions of the Group. The SHG-Bank linkages can be (i) bank directly financing SHGs without intervention/facilitation of any NGO, (ii) bank directly financing SHGs with NGOs acting as facilitator, or (ii) financing indirectly to SHGs through on-lending to NGOs. The banks should observe the following guidelines while financing SHGs:

a. Loans to SHGs may be given after assessing its maturity.
b. Quantum of loans to start from matching the group fund to 4 times of the fund. 

c. The SHGs are free to decide the purposes.
d. Repayment period allowed by bank to SHG may range between 3 and 10 years.
e. Repayment periods by members to SHG may be shorter.
f. Interest rates on loans to SHGs may be decided by the bank.
g. Banks are to give loans without any physical collateral.
During visits to SHGs, the branch managers may examine the following aspects:
a. Primary purpose for which the Group has been formed.

b. Size of the group, aspects of composition, social and economic background of the members, etc.

c. The style of functioning of the group, periodicity and amount of savings, periodicity of meetings, nature of discussions and system of utilisation of savings.
d. Lending norms like rate of interest, recovery, size of loan, etc.

How Cooperatives can benefit from SHGs / Microfinance?

Self Help Groups can act as extended arms of the bank for reaching the clients.  It is a very cost effective way of covering the excluded populations and enroll them as business clients. Further, some of the banks are using SHGs in their recovery efforts, deposit mobilization and also in technology transfer related areas. Some of the CCBs in the country had totally changed their business plan and had turned around with the SHG lending.

Swarnajayanti Gram Swarozgar Yojana (SGSY) 
The Government of India launched 'Swarnjayanti Gram SwarozgarYojana' (SGSY) programme with effect from 01 April 1999 by restructuring various poverty alleviation programmes. The objective of SGSY is to bring every assisted family above the poverty line in three years by providing them income generating assets through a mix of bank credit and Govt. subsidy. SGSY is a subsidy linked credit programme. Under SGSY, the beneficiaries known as SWAROZGARIS, can either be individuals or groups. SGSY lays special emphasis on the group approach, under which the rural poor are to be organised into SHGs. In both the cases, the list of Below Poverty Line (BPL) households identified through BPL census duly approved by the Gram Sabha will form the basis for assistance to the Swarozgaris under SGSY. 
Financing Tenant Farmers and Oral Lessees - Joint Liability Group   Approach          

General Features of JLG
a. It is an informal group comprising 4 to 10 members. 

b. The JLG is primarily a credit group and savings by the JLG members is voluntary. 

c. Each member will be jointly and severally liable for repayment of loans taken by all individuals in the group. 

d. The groups shall be organised by the like-minded farmers and not imposed by the Bank or others. 

e. Groups shall comprise members of same economic status and preferably running similar farm related activities. 

f. The farmers joining the group should be cultivating lands in the same village or in a contiguous area and knows each other well and has interest and mutual trust to continue as group members. 

g. They should be engaged in agriculture and farm related activities for a period of not less than one year in the area of operation of the Branch. 

h. Only one member from a family should be included in the group. 

Members may be encouraged to meet at a common place on a monthly basis to discuss about common problems, the improved package of practices and other matters related to farming & voluntarily contribute a small saving, which may be deposited in the group account to develop a corpus fund.

Objectives
a. To augment flow of credit to tenant farmers cultivating land either as oral lessees or sharecroppers and small farmers, who do not have proper title to their land holding, through formation and financing Joint Liability Groups (JLGs). 

b. To extend collateral free loans to target clients through JLG mechanism. 

c. To build mutual trust and confidence between banks and tenant farmers and among group members. 

Financing Model

a. Group would be eligible for accessing individual loans from the bank. 

b. All members should jointly execute Joint Liability Agreement making each member jointly and severally liable for repayment of loans taken by the individuals. 

c. There has to be mutual agreement and consensus among all members about the amount of individual liability. For this purpose, group has to submit a resolution along with details of individual loans required by each member, as per Micro-Credit Plan (MCP) signed by all the members. 

d. Branch has to assess the credit requirement based on the extent of land cultivated, crops grown, scale of finance, and credit absorption capacity of the individuals in the group.  

Purposes for which credit can be extended under the scheme

a. To meet the crop production requirements as per Micro-Credit Plan (MCP) of the group. 

b. Other need based credit to meet the expenses, contingent to cultivation of crop. 

c. Maximum ceiling: Rs. 2.50 lakh per group with a ceiling of Rs. 25000/- per member including a limit of Rs. 2500/- for meeting the expenses contingent to crop production. 
d. Rate of interest: As applicable for short term crop production loans. 7.0% per annum till the interest subvention scheme of GOI is in force and as per normal rate applicable to such type of advances afterwards.  

e. Repayment period: Repayment shall be fixed based on the crops grown and possible time of harvest with some leverage for marketing and realization of proceeds. 

Individual approach:  

Objectives

To extend collateral free loans to tenant farmers / oral lessees / share croppers individually, under the following circumstances:  

i. Farmers cultivating lands under registered tenancy rights. 

ii. Farmers cultivating lands without registered tenancy rights, but their names appear as cultivators in the land records. 

iii. Farmers cultivating lands as oral lessees and land owner is ready to join the transaction as co-borrower. 

iv. Farmers cultivating lands as oral lessees, but land owner is not ready to join the transaction as co-borrower.  

Financing Model

a. In respect of the first three categories, tenant farmers will be financed by obtaining registered tenancy deeds, or records of rights as a proof of cultivation, or joining of land-owner to the transaction, as the case may be.  

b. In the case of fourth category, where there is neither documentary proof of cultivation nor the land owner willing to join the loan transaction as co-borrower, branches shall adopt the following approach to extend need based credit. 

i. A letter from Revenue Officials / Village Pradhan / Village Panchayat or any Govt. Officials, confirming cultivation of lands by the applicant as tenant farmer, shall be obtained and kept as record. 

ii. In case the tenant farmer is not in a position to produce the letter as above, he may explore the possibility of giving a creditworthy third party guarantee, who is a land holder as guarantor. 

iii. In case the tenant farmer is not in a position to comply with the above, the Branch Manager shall make local enquiries so as to establish that the applicant tenant farmer is a true cultivator of the land. 

Purposes for which credit can be extended under the scheme

a. To meet the crop production requirements as per scale of finance and other need based credit to meet the expenses, contingent to cultivation of crop. 

b. To meet the investment credit requirements in any allied activity like dairy / sheep rearing etc. or a non-farm activity in which the applicant has the requisite skill. This shall be a separate loan in addition to the crop loan / KCC to be extended to the tenant farmer, encouraging him to take up an alternate income generating activity.  

Quantum of Loan

a. Quantum of loan: Quantum of loan shall be decided based on the crops to be cultivated and scale of finance for such crops and a small component for meeting the contingencies related to cultivation of crops. Some additional loan component towards alternate income generating activity, as per need.  

b. Maximum ceiling: Rs. 25000/- per member including a limit of Rs. 2500/- towards consumption expenses.  

Rate of interest

a. For short term crop production loans: @ 7.0% per annum till the interest subvention scheme of GOI is in force and as per normal rate applicable to such type of advances afterwards. 

b. For income generating activities under allied activities / non-farm sector: As per extant guidelines.  

Financing of JLGs of Micro Entrepreneurs / Artisans in NFS

On the lines of JLGs of Small / Medium Farmers / Tenant / Oral Lesses and Share Croppers, this scheme of financing of JLGs pursuing NFS activities has been formulated. The objectives of the scheme is to augment credit flow to micro entrepreneurs, artisans, individuals engaged in rural non-farm activities; to serve as collateral substitute for loans; to build mutual trust and confidence between the bank and the customers; to minimize the risks in the loan portfolio for the banks through group approach and to provide sustainable livelihood opportunities to vulnerable section through JLG mechanism. The general features of JLG, criteria for membership, financing models, execution of loan agreement etc., are same as that of JLG of farmers. The quantum of loans would be assessed based on the credit requirement based on the product / enterprise / activity to be undertaken and the credit absorption capacity of the individual.

Financing of Handloom Weaver Groups

The scheme was evolved for implementation based on the experience gained in implementation of the pilot project on Joint Liability Group approach.  The objectives of the scheme are: to augment flow of credit to handloom weavers outside the cooperative fold by organizing them into handloom weavers’ groups on the lines of joint liability groups; to extend hassle free loans to target clients through group mechanism; to build mutual trust and confidence between banks and handloom weavers. A Handloom Weavers’ Group (HWG) is an informal group of weavers comprising preferably of 5 to 10 individuals coming together for the purposes of availing bank loan either singly or through the group mechanism against mutual guarantee. The general features of HWG, criteria for membership, financing models, execution of loan agreement etc., are same as that of JLG of farmers. The credit package for HWGs is flexible one which includes all credit needs such as production, investment and consumption needs of members. The quantum of loan would be assessed based on the credit requirement based on the product / enterprise / activity to be undertaken and the credit absorption capacity of the individual.subject to a maximum of Rs.50,000/- per individual , Rs. 2 lakh for group of 5 members and Rs. 5 lakh for groups of 10. The limit may be enhanced subsequently based on the groups’ performance in credit management..

Diversification in Farm Sector
Diversification in agriculture can be broadly defined as producing increased number of agricultural commodities. Diversification becomes necessary for developing countries since growing of basic staples such as cereals alone cannot support the economic development notwithstanding the need to ensure food security to the people. In essence, diversification to commercial crops/commodities becomes an essential strategy that can increase income levels in agriculture, reduce risks of crop failures and earn foreign exchange. Further, diversification can be designed to help poverty alleviation, employment generation and environmental conservation. 

Agriculture 

In the field of agriculture, diversification can be thought of in encouraging farmers to take up cultivation of hybrid varieties of crops rather than the traditional ones.  For example, Hybrid paddy which needs approximately Rs. 8000 per acre as cost of cultivation would yield around 10 tonnes which is almost four times the normal yield of the paddy crop.  Farmer therefore, will be able to make good money out of this activity and at the same time bank may be able to deploy more loan to the same activity.  Similarly, banks may also explore the feasibility of financing other types of hybrid varieties of crops like  cotton, oilseeds, tomato etc.  
Horticulture

In case of Horticulture, Cooperative banks’ stake in its development is very low and many of the CCBs had never given a thought to finance horticulture in a big way despite the encouragement being given by GOI under the National Horticulture Mission (NHM). Under the NHM, GOI envisages to double the production of fruits and vegetables to 300 million tons from the existing 140 million tons by the year 2012.  If the mission objective has to be achieved, investments need to be made in a big way in the horticulture development and the role of Cooperative Banks so far in promoting these activities is abysmal. There are many horticulture areas where banks can lend and at the same time increase the prosperity of the farmers like lending to fruit orchards such as mango, banana, grapes, citrus fruits, strawberry, etc  By promoting such activities, the banks are not only increasing the credit portfolio but are also helping to generate substantial quantities of horticulture produce which may in turn give scope for promotion of processed industries and also other ancillary activities like cold storage, transportation, etc in the area. Under NHM, subsidies are available to take up activities and the banks should be able to promote these activities so that farmers and the area will get substantial investments which may lead to overall prosperity.  

Of late, there is a surge in demand for vegetables and the cultivation of vegetables is being taken up mostly by borrowing money from moneylenders. Going by the quantum of vegetables being cultivated in the country i.e. 90 million tons every year, the estimated credit requirement for producing  such a volume would be stupendous since banks and specifically Cooperative banks are not great players in extending credit. Vegetable cultivation may have to be looked into as business potential awaiting and also as a great profit churner by Co-operatives which otherwise is being financed by moneylenders at very high cost. It is, therefore, necessary for the cooperative banks to look into this portfolio with clear insight so as to make a profitable diversification.

 In case of floriculture, the country produces substantial quantities of flowers for domestic consumption, extraction of essential oils and also manufacture of pesticides (Pyrethrums) Hence, the Cooperative banks may look into this portfolio for diversification.

Animal Husbandry

Though India is ranked number one in milk production in the world, the scope for the activity is still very high because of the growing population. Dairy activity is being promoted by Cooperatives for quite some time, but their lending is mostly confined to one or two animal units only. Of late, dairying has become very profitable and is emerging as a standalone activity without linking it to any agricultural activity. In many places, farmers with 5 to 10 acres of land are taking up dairy as a main activity and are cultivating grass and legumes for the dairy activity exclusively without going for cultivation of other crops. Return on the investment from the dairy activity is substantial and promoting Mini dairy units of 10 to 20 animals is most profitable for a Cooperative bank to diversify into.

Poultry

Poultry is another major activity which absorbs substantial amount of credit from the banking system. Giving loans to big units is well known but the recent initiative of the Veterinary Department of UP proved that backyard rearing of poultry birds (100 to 200 birds) by small and marginal farmers and people belonging to SC / ST categories can give substantial returns to those people.  In view of the quick as well as definite returns the poor and marginal segments of the population are getting from this activity, Cooperative Banks may consider to diversify into this activity in a big way by giving small loans for backyard poultry to a large number of customers. 

Diversification towards secondary sector 
Of late, diversification into secondary and tertiary sectors has been taking place in the rural economy. Rural non-farm sector, including, agro-processing is being promoted as this sector holds promise for absorption of surplus labour from agriculture and for improving living standards of the rural poor. Over a period of time, there has been an expansion, accompanied by diversification, in the consumption basket. Consumption of agro-processed commodities has assumed importance among different income groups. Coinciding with such changes in consumption pattern, there has been an accelerated growth in the output of several agro-based industries in recent times. 

Diversification through New Clientele

Financial Inclusion

By financial inclusion, we mean the provision of affordable financial services, viz., access to payments and remittance facilities, savings, loans and insurance services by the formal financial system to those who tend to be excluded. The formal financial system has to recognise the huge business potential coming from the unmet demand for financial services from those who normally tend to be excluded. The focus on financial inclusion comes from the recognition that financial inclusion has several externalities, which can be exploited to the mutual advantage of those excluded, the banking system and society at large. Banks need to understand the markets and develop products suited to the clientele. Financial inclusion has to be viewed as a business strategy for growth and banks need to position themselves accordingly.

Basic "no frills" bank accounts

In many banks, the minimum balance requirement and charges levied, although accompanied by a number of free facilities, deter a sizeable section of population from opening / maintaining bank accounts. At the first stage, there is a need for lowering the entry barriers to the banking system and simplifying procedures. Thanks to developments in micro finance, one of the myths held earlier by the banking system that the poor cannot save, has been demolished. Experience has shown that the poor can and do save, may be by way of thrift, and all they need is an appropriate product and access to the banking system. Holding a savings product to a substantial extent reduces financial exclusion. 

Keeping in view the need for the banking system to take urgent steps to bring about financial inclusion in the country, the Reserve Bank of India exhorted banks to make available a basic banking ‘no frills’ account either with nil or very low balances as well as charges that would make such accounts accessible to vast sections of the population. The nature and number of transactions in such accounts would be restricted and would be made known to customers in advance in a transparent manner. 

A basic 'no frill' account is just the beginning of a relationship and can pave the way to the customer availing of a variety of savings products and loan products for consumption, housing etc. The account can be used for sanctioning small overdraft facilities and making small value remittances at low cost. The same banking account can also be used by State Governments to provide social security services like health and calamity insurance under various schemes for the disadvantaged. Having such social security cover makes the financing of such persons less risky from the bank’s point of view and they can be financed for various purposes. Further, holders of the no-frills accounts who would be beneficiaries of the Employment Guarantee Scheme of the Government of India can also be customers of banks over a longer time horizon. 

Financial Inclusion by Extension of Banking Services - Use of Business Facilitators and Correspondents

With the objective of ensuring a greater financial inclusion and increasing the outreach of the banking sector, the RBI has decided to enable banks to use the services of NGOs/SHGs, micro-finance institutions (MFLS) and other civil society organisations (CSOs) as intermediaries in providing financial and banking services through the use of business facilitator and correspondent models as indicated below.

a.
Business Facilitator Model: Eligible Entities and Scope of Activities

Under the ‘Business Facilitator’ model, banks may use intermediaries, such as NGOs / Farmers’ Club, cooperatives, community-based organisations, IT enabled rural outlets of corporate entities, post offices, insurance agents, well functioning Panchayats, village knowledge centres, agri clinics / agri business centers, Krishi Vigyan Kendras and KVIC/KVIB units, depending on the comfort level of the bank, for providing facilitation service. Such services may include identification of  borrowers and fitment of activities, collection and preliminary processing of loan applications including verification of primary  information/data, creating awareness about savings and other products and education and advice on managing  money and debt counseling, processing and submission of applications to banks, promotion and nurturing self-help groups/joint liability groups, post-sanction monitoring, monitoring and hand holding of self help groups/joint liability groups/credit groups / others, follow up for recovery etc. As these services are not intended to involve the conduct of banking business by business facilitators, no approval is required from RBI for using the above intermediaries for facilitation of the services indicated above.

b.
Business Correspondent Model: Eligible Entities and Scope of Activities

i. Under the ‘Business Correspondent’ model, NGOs / MFIs set up under the Societies / Trust Acts, societies registered under the Mutually Aided Cooperative Societies Acts or the Cooperative Societies Acts of States, registered NBFCs not accepting public deposits and post offices may act as business correspondents. 

ii. Banks may give wide publicity in the locality about the intermediary engaged by them as business correspondent and take measures to avoid being misrepresented.

iii. In addition to activities listed under the business facilitator model, the scope of activities to be undertaken by the business correspondents will include disbursal of small value credit; recovery of principal/collection of interest; collection of small value deposits, sale of micro-insurance/mutual fund products/pension products / other third party products, receipt and delivery of small value remittances / other payment instruments. 

iv. The activities undertaken by the business correspondents would be within the normal course of the bank’s banking business, but conducted, through the entities indicated above at places other than the bank premises.

v. Banks may pay a reasonable commission/fee to the business facilitators / Correspondents, the rate and quantum of which may be reviewed periodically. 
NABARD's Farmers' Club Programme
 Farmers’ Clubs are grassroots level informal forums. Such Clubs are organised by rural branches of banks with the support and financial assistance of NABARD for the mutual benefit of the banks concerned and rural people. The broad functions of the Farmers’ Clubs would be to:

· coordinate with banks to ensure credit flow among its members and forge better bank borrower relationship, 

· organise minimum one meeting per month and depending upon the need, there would be 2-3 meetings per month. 

· interface with subject matter specialists in the various fields of agriculture and allied activities etc., extension personnel of Agriculture Universities, Development Departments and other related agencies for technical know- how upgradation. 

· liaison with Corporate input suppliers to purchase bulk inputs on behalf of members, 

· organise/ facilitate joint activities like value addition, processing, collective farm produce marketing, etc.; for the benefit of members, 

· Undertaking socio-economic developmental activities like community works, education, health, environment and natural resource management etc. 

Farmers’ Club Programme, was launched by NABARD to propagate the five principles of “Development through Credit”.
The five principles are:

· Credit must be used in accordance with the most suitable methods of science and technology. 

· The terms and conditions of credit must be fully respected. 

· Work must be done with skill so as to increase production and productivity. 

· A part of the additional income created by credit must be saved. 

· Loan installments must be repaid in time and regularly so as to recycle credit. 

Uses of Farmers' Club to Bank Branch
The formation of Farmers’ Club leads to better Banker-Borrower relationship. The Farmers’ Clubs help the banks in mobilisation of deposits, Increase in the credit flow and diversification of lending, generation of new business avenues, increase in the recoveries and decline in NPAs, reduction in the transaction cost etc.

Who can organise Farmers' Clubs?          

Any bank operating in rural area, including Cooperative Banks can sponsor and organise Farmers’ Clubs. They can hire services of NGOs/ KVKs /Agriculture Universities, if required, for promotion of the clubs. 

Set Up
Farmers’ Club is an informal forum in the villages.  It can be promoted in a village/ cluster of villages, generally in the Operational Area of a Bank. While Farmers’ Club should have minimum of 10 members, no upper limit in the membership is envisaged. Every Club would have two office bearers - One 'Chief Coordinator' and the other 'Associate Coordinator'. The office bearers would be elected by Club Members on a democratic basis for a term of two years. The office bearers should be residents of the area of the operation of the club. No NGO representative can be office bearer of the club. The main functions of the office bearers would be convening meetings, arranging meetings with experts, maintenance of Books of Accounts, Coordination with Bank, Line Departments of the State Governments, maintaining proper liaison with Bank

Membership
All villagers except willful defaulters can become members of the club. The club must  endeavour to raise their own resources by way of contribution from members, undertaking certain business services such as bulk procurement of inputs and collective marketing of agricultural produce, etc.

Micro credit

When as much as 36 % of rural indebted households were still being served by informal sources and when the formal credit institutions were found to have failed in effectively meeting the financial service requirements of the very poor, micro credit innovations took their roots in the country. One of the pioneer institutions bringing in micro credit innovations in the country in has been NABARD in the early seventies. Their microfinance initiatives, especially in the form of SHG-Bank linkage programme  have been generally on the following parameters:

· offer cost effective approaches to formal institutions for expanding outreach to poor; 

· develop collateral substitutes; 

· focus on rural poor, especially women; 

· open up other micro credit delivery mechanisms as alternative channel to formal banks and depending upon the prospects and potential, synergise the tested alternative channel with  the formal system; 

· facilitate empowerment of the poor, and 

· effectively pursue the macro-economic objectives of growth. 

The focus under the microfinance initiatives is largely on those rural poor who have had no access to the formal banking system. The target-group would broadly comprise small and marginal farmers, landless agricultural and non-agricultural labourers, artisans and craftsmen and other poor engaged in small businesses like vending, hawking etc.

Definition 

Micro finance is defined as “the provision of thrift, credit and other financial services and products of very small amounts to the poor for enabling them to raise their income levels and improve their living standards”. Thus micro finance includes a range of financial services such as savings, credit, insurance etc., and the target group is poor and low income households. Reserve bank of India has defined that loans upto Rs.50, 000 will form micro credit.

Two major models of micro finance

At present, there are two models of micro finance delivery in India: the self help group (SHG) Bank Linkage Programme model (SBLP) and the Micro Finance Institution model. Recently NABARD has also advised banks to form Joint liability groups to provide credit to farmers especially those without clear land titles.

The SHG bank linkage model

Self-Help Group is a homogeneous affinity based group of 15-20 poor who come together to save small amounts regularly, avail credit and undertake such activities as are beneficial to the members. These groups based on good performance are linked to nearby banks for their financial needs. The SBLP model has emerged as the dominant model in terms of number of borrowers and loans outstanding. In terms of coverage, this model is considered to be the largest micro finance programme in the world. As of 31 March 2009, outstanding SHG accounts were 4.14 million covering an estimated membership of 54 million. The loans outstanding against SHGs, as of 31st of March 2009, were Rs. 2, 419 crores as compared to Rs. 1, 700 crores in the previous year. 

Micro finance institutions model

Micro finance institutions include different legal forms such as non banking finance companies, section 25 companies, cooperatives especially mutually aided cooperatives, societies/ trusts etc., MFIs provide usually credit to the poor and low income households. They follow different lending methodologies such as joint liability groups, SHGs, individuals etc.

The MFIs reported a total client base of 22.6 million as at the end of March 2009. After adjusting for overlaps the net client base of the Micro finance sector is estimated at 70 million. More than 50% of low-income households of about 130 million are covered by one or the other form of Micro finance. 

SHG bank linkage programme

An SHG is a small group of 10 to 20 persons from a homogeneous stratum. It is formed and groomed by an NGO or a bank branch or a government agency called a Self Help Promoting Institution (SHPI). The members are encouraged to collect regular thrift on a weekly or fortnightly basis and use the pooled thrift to give interest bearing small loans to needy members. The SHPI trains the members to maintain simple accounts of the collected thrift and loans given to members. The regular meetings also provide the platform to discuss and resolve many social and common issues, thus fortifying their togetherness. A savings bank account is opened with a bank branch and regular thrift collection and loaning to members build up the financial discipline among the members to encourage the bank to provide larger loans to the group.

In brief, a Self Help Promoting Institution [generally NGO and at times bank branch, or government agency] facilitates evolution of an informal group of the rural poor with membership of 10 to 20, initially to encourage thrift, learning participative fund management, meeting consumption credit needs of the members in the beginning, learning to interact with a bank branch with a savings deposit account followed by borrowing of small loans from the bank and managing such credit. The partners in the process include SHG, SHPI and a bank branch.

The basic principles on which the SHGs function are:

· the members of the groups should be residents of the same area and must have an affinity. Homogeneity of relationship could be in terms of caste/occupation/gender or economic status (which is critical); 

· the members mobilize savings first, credit thereafter; 

· SHGs should hold regular meetings; 

· SHGs should maintain record of financial and other transactions; 

· they should have norms/rules regarding membership, meetings, financial operations etc.; 

· group leaders should be elected by members and rotated periodically; 

· transparency in operations of the group and participatory decision making; 

· rates of interest on loans should be decided by the group; 

· group liability and peer pressure to act as substitutes for traditional collateral.

Role of Self Help promoting Institution

The groups are formed and nurtured by Self Help promoting Institution (SHPI). Non Governmental organizations (NGOs) are the major SHPIs; several cooperative banks and Regional Rural Banks (RRBs) are also acting as SHPIs. SHPIs are trained in formation and nurturing of the groups. The specific role that SHPIs have played in the SHG related work is: 

Ÿ identification of poor families and awareness building; 

Ÿ forming of groups; 

Ÿ guiding groups in developing procedures and systems in savings and credit operations; 

Ÿ helping the groups in maintenance of books and accounts; 

Ÿ training the members in group functioning and management; 

Ÿ liaison with the banks for linkage of groups.

Some key aspects in SHG acquisition by cooperatives

The Registrar of cooperative societies in different states have put in place an enabling legislation or, issued an official circular to promote the SHG – cooperative bank linkage. On acquiring SHG as clients, two key decisions are to be taken by DCCBs; a) whether the group will be the client of PACS or the branch of DCCB? b) What type of membership can be offered to the SHG?

Both forms of linkage – SHG with PACS and SHG with DCCB branch - are prevalent in the country. Since the network of PACS is more as compared to number of branches per DCCB, linking a SHG with PACS will be time saving for SHG. However, the savings of SHGs with PACS do not get the benefit of deposit insurance. The type of membership to be offered to SHGs differs from state to state. In West Bengal SHG members by virtue of their SHG membership can be admitted as full members. In several other states the members of SHGs are given nominal membership. In a very few banks, the groups have been given a membership as an entity. 
What are the advantages and limitations of financing SHGs for cooperatives?

An economically poor individual gains strength as part of a group. Besides, financing through SHGs reduces transaction costs for both lenders and borrowers. While lenders have to handle only a single SHG account instead of a large number of small-sized individual accounts, borrowers as part of a SHG cut down expenses on travel (to & from the branch and other places) for completing paper work and on the loss of workdays in canvassing for loans. The main advantages of the programme for the bankers are timely repayment of loans to banks. New client groups – women – have been introduced to cooperatives; it may be expected that even nominal membership (either individually or through nominal membership of their SHGs) of a large number of women can make the cooperatives more representative of their communities and more responsive to their needs. The loans are used for different purposes by the women including for non-farm activities which diversifies the portfolio risk.

However, for cooperative banks this is a different type of business and hence the staff needs intensive training. If the Cooperative is also acting as SHPI, then it is time and cost intensive. Overall, the advantages far outweigh difficulties if any.

Training a key requirement
An important step in the Linkage Programme is the training of the field level officials of PACS, DCCBs and sensitization of the senior officials of the banks. Considering the need and magnitude of training requirements of bank officers/staff both at field level and controlling office level, the banks need to initiate suitable steps to internalize the SHGs linkage project and organize exclusive short duration programmes for the field level functionaries. Training along with exposure visits to well functioning SHGs and banks is very critical in building confidence of cooperative bank staff in lending to SHGs.

Financing the self help groups

The first step in the banking relationship is the opening of savings account by the group. The SHGs which are usually unregistered are eligible to open savings bank accounts with banks in the group name. Once the group has completed 3 to 6 months of savings and credit operations they are eligible for credit from the banks. While sanctioning credit to SHG two aspects are important – assessment of the quality of the group and appraisal of the loan proposal. 

Assessment of the self help groups

At the time of considering a loan application for sanction, the banker normally evaluates the capacity and character of the prospective borrower, the project, its profitability, including the costs and benefits accruing out of the project. SHG's as customers have to be appraised before extending credit facilities. However, the assessment of creditworthiness of a SHG is very different from that of an individual. They have to be assessed more in terms of certain non-tangible assets like cohesion, vibrancy, goal oriented action, participation of members, collective leadership and feeling of empowerment among members rather than their ability to provide collateral. The assessment parameters are given in Annexure 1.

Loan appraisal and sanction

Once the group assessment is carried out and the banker is satisfied with the quality of the group, the loan is sanctioned to the group. Loans given to the groups are based on the banks' assessment of the credit worthiness of the group and their track record in credit management. The sample loan documents have been prescribed by NABARD and the banks are free to modify them.

Ÿ self-help groups are sanctioned credit in proportion to their savings up to 4 times of the savings. In good working groups where there are vibrant economic activities in the end to end projects, the limit can be raised to 1:10 to fully support the economic activity; 

Ÿ the defaults by a few members of SHGs and/or their family members to the financing bank should not ordinarily come in the way of financing SHGs per se by banks provided the SHG is not in default to it. However, the bank loan may not be utilized by the SHG for financing a defaulter member to the bank; 

Ÿ the banks sanction either cash credit arrangement or term loan to self-help groups. The banks are free to set their interest rates for such lending to SHGs. On-lending terms to the individual members will be determined by the SHG
, including the decision to finance a member, purpose of loan, loan amount, repayment period and interest rate. The appraisal of the borrower and activity, utilisation by members and recovery from members is the responsibility of the SHG; 

Ÿ the loans from banks to SHGs will be collateral free; 

Ÿ the banks should report their lending to SHGs and/or to NGOs for on-lending to SHGs/members of SHGs under 'Advances to SHGs' irrespective of the purposes for which the members of SHGs have been disbursed loans. Lending to SHGs should be included by the banks as part of their lending to the weaker sections.

Monitoring of the loans to SHGs

Bankers follow different mechanisms for post disbursement follow up on loans: 

Visit to groups 

Some bankers visit the groups periodically to check the books of accounts and interact with members and leaders. This is usually possible when the number of groups credit linked by a branch is small, say less than 50. 

Desk monitoring

Most of the bankers carry out desk monitoring of the loan account of the SHG and thus monitor the groups by their repayment performance of bank loans. Some bankers interact with the leaders/members of the self help groups when they visit the bank for cash transactions and discuss with them about the working of the group. 

SHGs formed under SGSY 

There are a few Government sponsored programmes, particularly the SGSY, that are also using the self help group approach for addressing poverty alleviation. The main objective of the SGSY is to organize the identified families into groups and assist them in coming out of poverty by providing them income generating assets through a mix of bank loan and government subsidy. It covers all aspects of self-employment of the rural poor, viz., organisation of the poor into groups and their capacity building, training, selection of key activities, planning of activity clusters, infrastructure buildup, technology and marketing support. The SGSY has an inbuilt subsidy element and very often members are induced to come together not for self help, but for subsidy.

Micro Finance Institutions (MFIs)

Micro Finance Institution (MFIs) are those institutions which provide thrift, credit and other financial services and products of very small amounts mainly to the poor in rural, semi urban or urban areas for enabling them take up activities that would raise their income levels and improve living standards. Micro Finance Institutions (MFIs) represent a mix of both the formal and informal sectors, offering flexible and tailor-made products and simpler procedures. However, the interest rates charged are higher than those of formal sector but much lower than those imposed by the moneylenders.

Clients and products offering 

Women are the most targeted clients for most MFIs. MFIs usually specialize and their products are designed to cater to rural regions, urban regions, agriculture, specialized requirements (Ultra poor, AIDS, community struck by disaster/natural calamities). The products are designed to cater to micro credit needs for Short term/long term loans for production, consumption and investment. They also offer products for savings/thrifts/deposits. Insurance(Life/non Life/credit/health/weather), pension and remittances, etc.

Delivery models of MFIs

MFIs provide financial services for individual lending and group lending covering SHGs/JLGs/ Other Solidarity Groups like Grameen/ASA/Hybrid groups, Federation/Village Banking, Rotating Savings and Credit Associations (ROSCAs), using existing procurement and distribution networks.

Challenges before MFIs

MFIs are facing many challenges in the present competitive financial markets. These are:

Ÿ more popular in the southern part of India and their concentration in this area;

Ÿ majority of MFIs & NGOs lack professional expertise in financial intermediation;

Ÿ except top few, most MFIs are subsidy dependent;

Ÿ transaction cost is high and therefore high rate of interest is charged to clients as compared to formal banks; 

Ÿ weak MIS and internal control system; 

Ÿ Sustainability remains a big challenge.

While the SBLP model remains the most widely used model of micro finance in India, the MFI model has also gained momentum in the recent past. As detailed above, the MFI model in India is characterised by a diversity of institutional and legal forms. MFIs in India exist in a variety of forms like trusts registered under the Indian Trust Act, 1882/Public Trust Act, 1920; societies registered under the Societies Registration Act, 1860; Cooperatives registered under the Mutually Aided Cooperative Societies Acts, and nonbanking financial companies (NBFC)-MFIs, which are registered under Section 25 of the Companies Act, 1956 or NBFCs registered with the Reserve Bank. 

Reserve Bank of India and NABARD has advised banks for lending to MFIs as under: 

Ÿ the banks may formulate their own model(s) or choose any conduit/ intermediary for extending micro credit. They may choose suitable branches/pockets/areas where micro credit programmes can be implemented; 

Ÿ the criteria for selection of MFIs are not prescribed. Banks can select MFIs having proper credentials, track record, system of maintaining accounts and records with regular audits in place and manpower for closer supervision and follow-up; 

Ÿ the banks are also free to fix the loan terms and conditions including interest rate.

Cooperatives and micro finance 

Cooperative banks had been the late entrants to Microfinance through SHGs. The performance of cooperative banks has to a large extent been influenced by the state government policies and initiatives. Overall cooperative banks had a share of 16% of the SHGs that saved but accounted for a share of only 14 % of the volume of savings. Cooperative banks have a share of 13 % of the borrowing groups but only 9% of loans outstanding. Average outstanding loan per group has also been lowest in case of cooperative banks @ Rs. 29,700. There appears to be a very conservative approach in financing SHGs by cooperatives. However, cooperative banks from West Bengal, Orissa, Karnataka and Maharashtra list among the top five banks in credit linkages by number of groups and loan volumes. As of 31 March 2010, as per NABARD report on status of micro finance, only one cooperative bank namely, Kumbkonam Coop. Bank in the state of Tamil Nadu has lent to 3 MFIs, whose aggregate outstanding loan stood at Rs 0.73 lakh of which as much as Rs 0.66 lakh ( 90.41%) constitute NPA. 

NABARD’s Role in accelerating Rural Credit/Finance in India through Cooperatives

Introduction :

In the late 70s (in November, 1979, to be precise), the Reserve Bank of India, realizing that it was not in a position to devote undivided focus on the complex and the onerous task of meeting the extensive credit requirements for achieving an integrated rural development in the country, set-up a Committee to Review Arrangements for Institutional Credit for Agriculture and Rural Development (CRAFICARD) under the Chairmanship of Mr. B. Sivaraman. The Committee after reviewing the then prevailing arrangements for institutional credit in the context of  rural development in the country, came to the conclusion that a new and separate apex organization at the national level was necessary for ensuring directed focus and thrust towards integrated rural development in the country. It was  in this context that the National Bank for Agricultural and Rural  Development (NABARD) was established as an apex development bank in 1981 under an Act of Parliament “ for providing and regulating credit and other facilities for the promotion and development of agriculture , small scale industries , cottage and village industries, handicrafts and other rural crafts and other economic activities in rural areas with a view to promoting integrated rural development and security prospects of rural areas.”

Thus NABARD was set-up with a specific mandate for facilitating credit flow in rural areas  by providing credit support to the rural credit institutions towards accelerating the pace of development in agriculture and allied activities, that of industries both small scale, cottage and village industries and also towards sustaining the rural handicrafts and other crafts. In order to fulfill this mandate NABARD has to:

· Provide refinance or credit support to rural credit institutions like regional rural banks, cooperative credit structure and the rural credit operations of the commercial banks.

· Bring about institutional development measures to ensure that these rural credit institutions function on healthy & sound banking principles.

· Monitoring of the activities of the client banks by undertaking periodical inspections of the regional rural banks, the cooperative banks serving in the rural areas both under short and long-term rural credit structures.

Over the years since its formation, NABARD as the apex rural credit institution has taken over the responsibility to deal with all matters concerning policy, planning and operations in the field of rural credit covering agriculture and other aspects of rural development. It also undertakes preparation of district level potential credit plans taking into consideration the infrastructural availability in each district and the gaps if any. Today these credit plans of NABARD form the basis of annual credit plans of all rural financial institutions.

1 Credit Functions of NABARD

Credit support from NABARD in the form refinance to the Rural Credit institutions is essentially of three types- a) Short term and b) Medium & c) Long Term Credit.

a) Short Term Credit 

· Short Term Credit for Seasonal Agricultural Operations (ST-SAO) is provided to the Central Cooperative Banks operating in the rural areas through the Primary Agricultural Cooperative Societies (PACs) and the Regional Rural Banks (RRBs) subject of course to certain eligibility norms based on level of loan recoveries at the ground level i.e., at the borrowers level and the position of NPAs (non performing assets) of each credit institution. This type of credit is meant to enhance ground level credit flow in agriculture in the rural areas through financing of Seasonal Agricultural Operations of these rural credit institutions. Credit to the Cooperative credit institutions is routed through the apex level rural cooperative institutions in each state viz., The State Cooperative Banks operating in each state.   

      Short Term Credit ( Others): Under this line of Credit, NABARD provides short term refinance to State Cooperative Banks on behalf of the Central Cooperative Banks for marketing of  crops/ pisciculture and marketing activities of industrial cooperative societies, rural artisans etc. 

Short term Credit to Weavers Cooperatives: In order to meet the credit requirements of the ailing handloom sector, NABARD provides working capital credit limits to the State Cooperative Banks (SCBs) on behalf of the District Central Cooperative banks for financing production/marketing activities of Primary Weavers Cooperative Societies (PWCS), Procurement and marketing activities and trading in yarn by the apex weavers cooperative societies. 

In order to further revive the handloom sector, NABARD had suggested to organize the weavers, who are outside the cooperative fold or who are members of nonviable Weavers societies, into Handloom Weavers Groups. These groups are financed like that of the Joint Liability Groups and are credit linked to Cooperative Banks and RRBs, who provide finance for the production/investment and consumption needs of the weaver members. 
Medium term credit

NABARD provides medium term credit to State Cooperative Banks and Regional Rural Banks for financing farmers to acquire productive assets for certain approved agricultural investment purposes. But such type of credit is based on project approach to agricultural lending, which is discussed in the subsequent paragraphs.

In the event of natural calamities, when farmers suffer from substantial crop damage (as declared by the State Government), leading to erosion of repayment capacity in respect of their short term agricultural loans, NABARD extends the facility of converting these loans to medium term loans to Cooperative Banks and RRBs. The repayment period of such Short term loans (1 year duration) is extended to 3 to 7 years. 

b) Long term credit 

· Investment Credit: With a view to increasing capital formation in agriculture through asset creation, NABARD provides medium and long-term refinance to Commercial Banks, Regional Rural Banks, State Co-operative Banks and also State Agriculture and Rural Development Banks. This type of credit facilitates technological up gradation which ultimately leads to increased production, productivity and incremental income to farmers and entrepreneurs.   Such credit support/refinance is provided to the financial institutions against specific projects under agriculture and allied activities covering various purposes like minor irrigation, farm mechanization, animal husbandry, non-farm sector including rural housing, financing to self-help groups etc. Out of the various purposes as listed above credit support for farm mechanization occupied the major share under farm sector activities followed by minor irrigation. Non-farm sector including rural housing covered 30% of NABARD’s credit support during the year 2007-08.                                                               

During the year 2009-10 NABARD has disbursed an aggregate of Rs. 12009.08 crore, agency-wise break-up of which was as under:        

	Sr.
	Agency
	Rs  in crore

	1
	SCARDBs
	2221.30

	2
	SCBs
	1251.95

	3
	Commercial Banks
	6057.19

	4
	RRBs
	2457.46

	5
	Others
	21.18

	
	Total
	12009.08


There has however, been wide variation in NABARD’s refinance disbursements to credit institutions under investment credit across regions in the country due to varying credit absorption capacity of the regions as indicated in the following Table:

	Sr.
	Regions
	Rs  in crore

	1.
	Central 
	1478.60

	2
	Eastern
	891.07

	3
	Northern
	2419.87

	4
	North-Eastern
	139.85

	5
	Southern
	5967.90

	6
	Western
	1111.79

	
	Total
	12009.08


Central : Madhya Pradesh,Chattisgarh,Uttar Pradesh,Uttarakhand.

Eastern:  Bihar,Jharkhand,Orissa,West Bengal and A&N Islands.

NER: Assam,Arunachal Pradesh,Manipur,Mehalaya,Mizoram,Nagaland,Sikkim and Tripura.

Southern: Andhra Pradesh, Karnataka, Kerala, TamilNadu, Pondicherry, and Lakshadweep Islands.

Western : Gujarat,Goa,Maharashtra,DN Haveli,and Daman & Diu.

      Total outstanding under medium and long-term investment credit as on 31 March 2010 stood   at Rs. 35741crore.

· Long-term loan to State Government – RIDF 

The Union Budget for 1995-96 had announced creation of a fund titled Rural Infrastructure Development Fund (RIDF) in NABARD with a corpus of Rs.2000 crore. The purpose of the fund was to extend long-term loans to State Government to enable them to complete the existing rural infrastructural projects which could not be implemented by the State Governments due to paucity of funds. Such infrastructure projects related to incomplete works in irrigation, rural roads, flood protection measures, construction of market yard/storage godowns, fisheries etc.

The corpus was contributed by the Scheduled Commercial Banks operating in the country out of their shortfall in meeting their priority sector / agricultural lending target. The fund has since been continued with increasing annual allocations being announced in every year’s Union Budget. The corpus for RIDF tranche XV was to the extent of Rs 14000 crore including a rural roads component of Rs.4000 crore. As on 31 March 2010, cumulative sanctions under RIDF since inception aggregated to Rs. 1,03,718 crore. Of the amount sanctioned, major share was for roads and bridges projects (43.6%) followed by irrigation   projects (32.1%). The following table depicts broad sector-wise sanctions and disbursements under RIDF since inception of the fund in 1995-96: 

	Sr.
	Sector
	Amount (Rs in Crore)
	
	%of disbursement to Phased sanction 

	
	
	Sanctioned
	% 
	Phased
	Disbursed
	

	1.
	Irrigation
	33341.83
	32.1
	28629.07
	21986.53
	76.80

	2.
	Rural Road & Bridges
	45281.95
	43.6
	37256.94
	31419.22
	84.33

	3.
	Social Sector
	13610.76
	13.1
	10317.35
	7979.30
	77.34

	4.
	Power
	1980.19
	1.9
	1,669.56
	1301.28
	77.94

	5.
	Others
	9503.27
	9.3
	7724.46
	5753.41
	74.48

	
	Total
	103718
	100.0
	85,597.38
	68,439.74
	79.96


During the year 2009-10 a total number of 39, 015 projects with a loan component of Rs.15629.82 crore was sanctioned. Thus cumulative number of projects sanctioned under RIDF totalled 402806 projects with an aggregate sanction of Rs.103718 crore. Cumulative disbursements under various sectors amounted to Rs.68439.74 crore constituting 79.96% of the phased sanctions up to 31.03.2010. 

It is anticipated that NABARD’s assistance to the State Governments through the RIDF would created additional irrigation potential in the country to the extent of about 156.33 lakh hectares .It has also helped in expanding the rural road network to nearly 3.04 lakh kilometer and rural bridges to the extent of 5.81 lakh meters. Further the projects sanctioned under RIDF when completed are likely to generate additional employment to the tune of 81.16 lakh recurring jobs and 24644 lakh non-recurring (man days) from irrigation projects and 48232 lakh non-recurring man days under non-irrigation projects. 

· Long term Loans to State Government for contributing to Share Capital base of the Cooperatives

Long term financial assistance is provided by NABARD to enable the State Governments to contribute to the Share capital of the cooperative credit institutions like PACs, Central Cooperative Banks, and State Cooperative Banks. This facilitates in strengthening the owned funds position of these cooperative credit institutions which, in turn enhances their capacity to leverage larger resources. 
NABARD’s role in spread of microfinance in the country

SHG Bank Linkage Programme

One of the significant and innovative credit delivery mechanisms evolved by NABARD for enabling the unbanked rural poor clientele have access to the formal financial services was the SHG Bank Linkage Programme. The programme was introduced as a pilot project in 1992-93 for credit linking 500 Self Help Groups (SHGs) with banks. To day, this has emerged as the largest microfinance programme in the world in terms of coverage of the rural poor and sustainability.  
While, the social intermediation for forming and nurturing SHGs is handled by large number of Non Governmental Organisations (NGOs) and several community based organizations like farmers’ clubs, local bodies, field level workers of government agencies, bank staff and social service oriented individuals, the programme has involved almost the entire banking system. Commercial Banks have played a major role in credit linking SHGs followed by RRBs and Cooperative Banks. NABARD provides grant assistance to agencies including DCCBs/RRBs, involved in promotion and nurturing of SHGs and refinance to banks against their loans to SHGs. Besides, NABARD also provides capacity building support for sensitizing/ training of the personnel of all the partner agencies, including banks.

SUPERVISION

Apart from the role of a Development Bank, NABARD undertakes supervisory functions in respect of Cooperative Banks and RRBs under the Banking Regulation Act. The objective of NABARD’s supervision is to assess the financial and operational soundness and managerial efficiency of these banks and their compliance with banking regulations. NABARD undertakes on-site inspection of RRBs, SCBs and DCCBs which is statutory in nature. Off-site surveillance of the cooperative banks and RRBs was introduced in 1998-99 as support to on-site inspection.

NABARD has also become a coordinating body between all rural financial institutions and maintains liaison with the Government of India, State Governments, Reserve Bank of India and other institutions concerned with policy formulations for rural development. It is considered as an effective body in overseeing and monitoring of the implementation of various programs of Government of India and State Governments concerning rural development. Since the year 1995, NABARD has been designated by the Government  of India as the single institution for operationalising the Rural Infrastructure Development Fund  with which it provides financial assistance to the state governments for undertaking /completing their rural infrastructural projects like rural roads and bridges, flood control measures, minor and medium irrigation projects, setting-up rural market yards etc.

Thus, given the wide mandate of NABARD as spelt out in NABARD ACT, 1981, it is the only independent regulatory agency set-up to supervise and monitor agriculture credit provided by all rural credit institutions like Cooperative Banks, Regional Rural Banks and the rural set-up of the Commercial Banks. 

	        Salient Features of NABARD’s SAO Policy 2011-12

I      General Features:

· The operative period of ST(SAO) limit for the year 2011-12 would be 01 April 2011 to 31 March 2012. ST(SAO) refinance would be provided to the SCB in respect of crop loans disbursed only during the operative period.

· During 2011-12, the quantum of ST(SAO) refinance would be linked to Net NPA level of the SCB. Accordingly, all the SCBs which are otherwise eligible, would receive refinance irrespective of level of utilisation of ST (SAO) credit limit during 2010-11.

· With a view to enhancing disbursements in the North Eastern Region, Jammu & Kashmir, Sikkim, Himachal Pradesh, Uttarakhand and Andaman & Nicobar Islands, SCBs in these regions would be eligible for ST(SAO) refinance to the extent of maximum 70% of Realistic Lending Programme (RLP) with relaxation in Net NPAs norms

· SCBs in the Eastern region viz,. Bihar, Chattisgarh, Orissa and West Bengal would be eligible for additional refinance of 5% over and above the normal quantum of refinance.(iv) Non scheduled SCBs would be eligible for ST(SAO) refinance against Govt. Guarantee or Pledge of approved securities and/ or  pledge of Fixed Deposit Receipts (FDRs) of Scheduled Commercial banks.

· A consolidated limit under ST(SAO) will be sanctioned to SCB under Section 21(1) (i) read with Section 21(4) of the NABARD Act 1981 against DPN executed by SCB and declaration in writing at the time of each drawal that the drawal preferred and the refinance already availed are against the loans provided by SCB to eligible DCCBs for financing SAO and are covered by adequate non-overdue loans outstanding at DCCB level against PACS. TPNs executed by DCCBs in favour of SCB will continue to be endorsed in favour of NABARD and SCB will keep the endorsed TPNs with them as agent of NABARD.

· Sanction of consolidated limit to SCB in respect of eligible DCCBs, segregation of limit into Other Crops (OC), Oilseeds Production Programme (OPP), National PulsesDevelopment Programmme (NPDP) and Development of Tribal Population (DTP) sub-limits, sanction of limits to Section 11(1) non-compliant SCBs/ Non-Scheduled SCBs against State Govt. Guarantee etc. 

 II     Compliance with Section 11(1) of BR Act of 1949 (AACS)/ License status

 (i) All SCBs/ DCCBs complying with the provisions of Section 11(1) of B.R.Act 1949 (AACS) or exempted from complying with the said provision by Govt. of India, will be eligible.

(ii) SCBs/ DCCBs not complying with Section 11(1) of the Act ibid., will be eligible for sanction of credit limit provided their exemption applications, duly approved and recommended by NABARD, are not pending with RBI/ Govt. of India for more than a year.

(iii) SCB/ DCCBs whose license applications have been rejected by RBI would not be eligible for sanction of credit limit under ST(SAO).B.2 States which have executed MoU under VC-I package by Govt. of India. Special relaxation would be granted to Sec. 11(1) non compliant SCBs/ DCCBs in States which have executed the MoU as per Vaidyanathan Committee’s recommendations.

 Accordingly, these banks will be eligible for refinance, as under:

(a) Provided concerned SCB/DCCBs have submitted fresh applications together with  the suitable action  plans seeking exemptions from the provisions of  Section  11(1) of the BR Act, 1949 (AACS), which is acceptable to NABARD HO (DOS).

(b) Even if their exemption application, duly approved and recommended by NABARD are pending for more than a year with RBI/ Govt. of India.

(c)   In case of ineligible DCCBs, the PACS affiliated to such DCCBs may be financed by the SCB or nearby DCCB, subject to their bye-laws.  Financing by SCB/DCCB to such PACS would be eligible for NABARD refinance.

(d) In case of banks not complying with provisions of Section 11 (1) of the Act, ibid. after the sanction of credit limit, further drawals may be allowed only against Government guarantee or pledge of Govt./Approved Securities.

(e) Drawals would be permitted to banks only upto  the period of exemption granted by GoI. Drawals beyond the exemption period, but  during the remaining part of the operative period of the credit limit, may be permitted only after the bank’s application seeking exemption from the provisions of the Act, ibid. duly recommended by State Government (where ever applicable), is received by NABARD.

(f)    Sanction of credit limit to SCB whose deposits have been eroded as per the latest statutory inspection by NABARD would be against State Government guarantee or pledge of approved securities in lieu of Govt. Guarantee under Sec. 21(3)(a) of NABARD Act. / Sec. 21(2)(i) of NABARD Act., respectively.  

III. Quantum of Credit Limit  

	Net NPAs of SCB

Eligible Limit ( As per percentage of Realistic Lending Programme)

Normal quantum of Refinance

SCBs in Eastern Region viz,. Bihar, Orissa, West Bengal and Chattisgarh States

Net NPAs of SCB

SCBs in the North Eastern Region, J & K, Sikkim, HP, Andaman & Nicobar Islands

Above 10%

40%

45%

Above 15%

65%

Upto 10%

45%

50%

  Up to 15%

70%



	

	Refinance in the form of a consolidated limit to SCBs on behalf of all eligible DCCBs to provide crop loans to Tenant Farmers/Oral Lessees by organizing them into groups on the lines of SHG.


IV Audit:   Audit of SCB/ DCCBs  for the year 2009-10 should have been completed and the relative audit reports along with financial statements should have been received by NABARD Regional Office. Wherever statutory audit for 2010-11 is completed and audit report available, the same may be submitted together with financial statements

 V. Limits to Non-Scheduled SCBs

Credit limits to non-scheduled SCBs would be sanctioned against Government guarantee under Sec. 21(3)(a) of NABARD Act 1981 or pledge of Govt./Approved securities under Sec. 21(2)(i) of Act ibid, and/or pledge of FDRs of Scheduled Commercial Banks under Section 33 of Act ibid.  The guidelines for sanction of ST(SAO) credit limits against FDRs to these SCBs would be issued, separately.

VI. Rate of Interest

The rate of interest on refinance would be 4% per annum during the year 2011-12, subject to revision in future, if any, by Govt. of  India. This would be applicable to refinance drawn from 01 April  2011 onwards against the crop loans disbursed from 01 April 2011 onwards. The ST(SAO) refinance outstanding relating to the year 2010-11 would be frozen as on 31 March 2011 which will carry the rate of interest as applicable for the year 2010-11. A new account will be opened by NABARD for allowing drawals to SCB during 2011-12 which will carry rate of interest @ 4% per annum or as revised from time to time. Refinance repayments by SCB would be generally accepted against outstanding amount in ST(SAO) account for the year 2010-11 till it becomes nil. The concessional refinance will be available only to those State Cooperative Banks which together with their own involvement, agree to ensure the provision of crop loans upto Rs.3.00 lakh  per borrower at 7% p.a. or less by the ST Cooperative structure in the State. 

PRUDENTIAL NORMS – APPLICABLE TO COOPERATIVE BANKS

Introduction 

In line with the international practices and as per the recommendations made by the Committee on Financial System (Chairman Shri M. Narasimham), the Reserve Bank of India has introduced, in a phased manner, prudential norms for income recognition, asset classification and provisioning for the advances portfolio of the banks so as to move towards greater consistency and transparency in the published accounts. The policy of income recognition should be objective and based on record of recovery rather than on any subjective considerations. Likewise, the classification of assets of banks has to be done on the basis of objective criteria which would ensure a uniform and consistent application of norms. Also, the provisioning should be made on the basis of classification of assets based on the period for which the asset has remained non-performing/overdue as also availability of security and its realisable value.

Why Prudential Norms?

 Balance sheet should reflect a bank's actual financial position.

 A proper system for recognition of income, classification of assets and provisioning for bad debts on prudential basis is necessary.

 Committee on Financial system (Narasimham Committee) has recommended that the income recognition should be objective rather than subjective and based on actual recovery.

 Uniform application of the rules.

What are the Prudential Norms?
The Prudential Norms comprise of:-

a. Income Recognition Norms

b. Assets Classification Norms

c. Provisioning Norms

d. Capital Adequacy Norms

Agencies and Applicability of the Norms

 Only the first three Norms are applicable to RRBs and Cooperative Banks.

 The Prudential Norms are made applicable to PACS w.e.f. 01 April 2010.

Definition of Non-performing Asset (NPA) 

An asset becomes non-performing when it ceases to generate income for the bank. A non-performing asset (NPA) is defined generally as a credit facility where

 Interest and / or installment of principal remain overdue for more than 90 days in respect of a term-loan. 

 The account remains `out of order' for more than 90 days, in respect of overdraft/ cash credit (OD/ CC). 

 the bill remains overdue for more than 90 days in the case of bill purchased and discounted. 

 interest and / or instalment of principal remains overdue for two harvest seasons, but for a period not exceeding two half years in the case of an advance granted for agricultural purposes. 

 any amount to be received remains overdue for more than 90 days in respect of other accounts. 

Treatment of agricultural advances 
 A loan granted for short duration crops will be treated as NPA if the instalment of the principal or interest thereon remains unpaid for two crop seasons beyond the due date.

 A loan granted for long duration crops will be treated as NPA, if the instalment of principal or interest thereon remains unpaid for one crop season beyond the due date.

 This norm is applicable to all direct agricultural advances listed in the Annexure. 

 For the purpose of these guidelines, “long duration” crops would be crops with crop season longer than one year, and crops which are not “long duration” crops, would be treated as “short duration” crops. 

 In respect of agricultural advances other than those specified in the Annexure, identification of NPA would be done on the same basis as non-agricultural advances which at present are the 90 days delinquency norm. 

 Crop loans for each season, viz., Rabi and Kharif has to be treated as separate account.

 The crop season for each crop, which means the period up to harvesting of the crops raised, would be as determined by the State Level Bankers’ Committee in each State.

 Depending upon the duration of crops raised by an agriculturist, the above NPA norms would also be made applicable to agricultural term loans availed of by him as indicated in the Annex. 

Treatment of advances for allied agricultural activities & non farm sector

Credit facilities granted for other allied agricultural activities as well as for non-farm sector activities should be treated as NPA if amounts of installments of principal and/ or interest remain outstanding for a period of one quarter from the due date. 

Project / Housing Loans, etc. 
 In case of projects (industry, plantation, etc.) where moratorium is given for payment,[ loan becomes due only after moratorium or gestation period is over] such a loan becomes overdue if installment is not paid on due date. 

 Similarly, in the case of housing loans or similar advances granted to staff members where interest is payable after recovery of principal, such loans should be classified as NPA when there is a default in repayment of principal on due date of payment and overdue criteria will be the basis for classification of assets.

Consortium advances 

In respect of consortium advances each bank is required to classify the borrowers’ accounts according to its own recovery, i.e., on the record of recovery of the individual member banks. The banks participating in the consortium should, therefore, arrange to get their share of recovery transferred from the lead bank of the consortium. 

Treatment of different facilities to borrower as overdue (NPA) 

 Short-term agricultural advances are granted by SCBs to CCBs / PACS and CCBs to PACS for the purpose of on-lending. In respect of such advances as well as advances for other purposes, if any, granted under on-lending system, only that particular facility which became irregular should be treated as NPA and not all the other facilities granted to them. 

 Crop loans for each season, viz., Rabi and Kharif have to be treated as separate account and accordingly IRAC norms have to be applied. 

 In respect of all other direct loans and advances granted to a borrower, all such loans will become NPA even if one loan A/c becomes NPA.

Out of order status

 In respect of cash credit / over draft facility an account should be treated as `out of order', if the outstanding balance remains continuously in excess of the sanctioned limit / drawing power. 

 In cases where the outstanding balance in the principal operating account is less than the sanctioned limit/ drawing power, but there are no credits continuously for six months as on the date of Balance Sheet or credits are not enough to cover the interest debited during the same period, these accounts should be treated as 'out of order'. 

Overdue

Any amount due to the bank under any credit facility is `overdue', if it is not paid on due date fixed by the bank. 

Performance of the account as on the date of Balance Sheet 
 The performance of the account as on the date of Balance Sheet only has to be taken into account for the purpose of NPA. Subsequent developments should not be considered for determining NPAs. 

 If interest and/ or installment of principal has remained unpaid for any two quarters out of the four quarters ending 31 March of the year concerned, the credit facility should be treated as NPA although the default may not be continuously for two quarters during the year. 

Income Recognition Policy 
 The policy of income recognition should be based on record of recovery and therefore unrealised income should not be taken to Profit and Loss Account by SCBs/ CCBs.

 However, in the case of certain States where the State Cooperative Act/ Rules/ Audit Manual provide for taking such unrealised interest to the income head in the P & L A/c, it is necessary for those SCBs/ CCBs to make full provisioning for equivalent amount by charging to P & L A/c. 

 In other words, the SCBs/ CCBs which are charging interest on all overdue loans and if such interest remains unrealised the same may be taken to income account provided matching provision is fully made for the same by charging to P & L A/c.

 Fee, commission and other income may be treated as income only when the account is classified as `standard'. 

 Besides, a matching provision should be created to the extent such items were treated as income in the previous year but not realised in the subsequent year. 

 Fees and commission earned by banks as a result of renegotiation or rescheduling of outstanding debts should be recognised on an accrual basis over the period of time covered by the renegotiated or rescheduled extension of credit. 

 Even in case of credit facilities backed by Government guarantee, overdue interest can be taken to P & L account only if matching provision is made. 

 The bills purchased/ discounted should be treated as overdue, if the same remain unpaid. Interest may be charged to such bills and the same may be taken to P & L A/c provided matching provision is made. 

 Accrued interest on investments may be taken to P & L Account till maturity. However, the same has to be provided for fully, if interest is not realised on due date/ date of maturity. 

Reversal of Income 

 If any advance, including bills purchased and discounted, becomes NPA as at the close of any year, interest accrued and credited to income account in the corresponding previous year, should be reversed or provided for, if the same is not realised. This will apply to Government guaranteed loan accounts also. 

 In respect of fees, commission and similar incomes that have accrued and credited to income account in the corresponding previous year, should be reversed or provided for with respect to past periods, if uncollected. 

Appropriation of recovery in NPAs 
 Interest realised on NPAs may be taken to income account provided the credits in the accounts towards interest are not out of fresh / additional credit facilities sanctioned to the borrowers concerned. 

 In the absence of a clear agreement between the bank and the borrower for the purpose of appropriation of recoveries in NPAs (i.e., towards principal or interest due), banks should adopt the accounting principle and exercise the right of appropriation of recoveries in a uniform and consistent manner.

Norms for asset classification 
Classification of agricultural and non-agricultural loans is required to be done into four categories, on the basis of age of overdues, as under: 

Standard Assets 
Standard asset is one which does not disclose any problem and which does not carry more than normal risk attached to business. Thus, in general, all the current loans, agricultural and non-agricultural loans which have not become NPA may be treated as standard asset. 

Sub-Standard Assets 
A Non-performing asset may be classified as sub-standard on the basis of the following criteria. 

 An asset which has remained overdue for a period not exceeding 3 years in respect of both agricultural and non-agricultural loans should be treated as substandard. 

 In case of all types of term loans, where instalments are overdue for a period not exceeding 3 years, the entire outstanding in term loan should be treated as sub-standard. 

 An asset, where the terms and conditions of the loans regarding payment of interest and repayment of principal have been renegotiated or rescheduled, after commencement of production, should be classified as sub-standard and should remain so in such category for atleast one year of satisfactory performance under the renegotiated or rescheduled terms. 

 In other words, the classification of an asset should not be upgraded merely as a result of rescheduling unless there is satisfactory compliance of the above condition. 

Doubtful Asset 
A Non-Performing Asset may be classified as doubtful on the basis of following criteria: 

 As asset which has remained overdue for a period exceeding 3 years in respect of both agricultural and non-agricultural loans should be treated as doubtful. 

 In case of all types of term loans, where installments are overdue for more than 3 years, the entire outstanding in term loan should be treated as doubtful. 

 As in the case of sub-standard assets, rescheduling does not entitle a bank to upgrade the quality of advance automatically.

Loss Asset 

Loss assets are those where loss is identified by the bank / auditor / RBI / NABARD inspectors but the amount has not been written off wholly or partly. In other words, an asset which is considered unrealisable and / or of such little value that its continuance as a doubtful asset is not worthwhile, should be treated as a loss asset. Such loss assets will include overdue loans in cases 

 where decrees or execution petitions have been time barred or documents are lost or no other legal proof is available to claim the debt, 

 where the members and their sureties are declared insolvent or have died leaving no tangible assets, 

 where the members have left the area of operation of the society (refers to the borrower in whose name the respective Loan Account with SCB/ CCB) leaving no property and their sureties have also no means to pay the dues 

 where the loan is fictitious or when gross misutilisation is noticed, and 

 amounts which cannot be recovered in case of liquidated societies. 

Guidelines for classification of assets 
 Broadly speaking, classification of assets into above categories should be done taking into account the degree of well-defined credit weakness and the extent of dependence on collateral security for realisation of dues. 

 Banks should establish appropriate internal systems to eliminate the tendency to delay or postpone the identification of NPAs, especially in respect of high value accounts. 

Accounts regularised near about the balance sheet date 
 The asset classification of borrowers’ accounts where a solitary or a few credits are recorded before the balance sheet date should be handled with care and without scope for subjectivity. 

 Where the account indicates inherent weakness on the basis of the data available, the account should be deemed as a NPA. 

 In other genuine cases, the banks must furnish satisfactory evidence to the Statutory Auditors/ Inspecting Officers about the manner of regularisation of the account to eliminate doubts on their performing status. 

 Thus, if these accounts of the borrowers have been regularised by repayment of all overdue amounts, such accounts need not be treated as NPA and straight away they may be upgraded to standard category. 

 The status of an NPA account in doubtful category cannot be changed on account of part payment of dues. 

It is difficult to envisage a situation when only one facility to a borrower becomes a problem credit and not others. Therefore, all the facilities granted by a bank to a borrower will have to be treated as NPA and not the particular facility or part thereof which has become irregular. [This norm will not be applicable in the case of on lending through PACS]. 

Accounts where there is erosion in the value of security 
 A NPA need not go through the various stages of classification in cases of serious credit impairment and such assets should be straight away classified as doubtful or loss asset as appropriate. 

 Erosion in the value of security can be reckoned as significant when the realisable value of the security is less than 50 per cent of the value assessed by the bank or accepted by RBI/NABARD at the time of last inspection, as the case may be.

 Such NPAs may be straight away classified under doubtful category and provisioning should be made as applicable to doubtful assets. 

 If the realisable value of the security, as assessed by the bank/ approved valuers/ RBI/ NABARD is less than 10 per cent of the outstanding in the borrowers’ accounts, the existence of security should be ignored and the asset should be straight away classified as loss asset. It may be either written off or fully provided for by the bank. 

Advances against Term Deposits, NSC's, KVP/ IVP, etc. 
Advances against term deposits, NSCs, IVPs, KVPs and life policies need not be treated as NPAs. Advances against gold ornaments, government securities and all other securities are not covered by this exemption. 

Loans with moratorium for payment of interest 
 In the case of bank finance given for industrial projects or for agricultural plantations, etc., where moratorium is available for payment of interest, payment of interest becomes `due' only after the moratorium or gestation period is over. Therefore, such amounts of interest do not become overdue or NPA, with reference to the date of debit of interest. They become overdue after due date for repayment of installment of principal or after the due date for payment of interest, if uncollected. 

 In the case of housing loan or similar advances granted to staff members where interest is payable after recovery of principal, interest need not be considered as overdue from the first quarter onwards. Such loans/ advances should be classified as NPA only when there is a default in repayment of installment of principal or payment of interest on the respective due dates. 

Conversion or Rescheduling of loans 
 In cases of conversion or re-scheduling, the term loan as well as fresh short-term loan may be treated as current dues and need not be classified as NPA. 

 The asset classification of these loans would thereafter be governed by the revised terms and conditions and would be treated as NPA if interest and / or installment of principal remains unpaid, after it has become overdue, for two harvest seasons but for a period not exceeding two half years. 

 However, term loans which have been rephased / rescheduled after they have become NPA, should continue to be classified in the same category. (Rescheduling/ Rephasement will not change the NPA status) 

Government guaranteed advances / investments

 With effect from the year ending March 31, 2007, State Government guaranteed advance and investment in State Government guaranteed securities would attract asset classification and provisioning norms, if interest and / or instalment of principal or any other amount due to the bank remains overdue for more than 90 days.

Availability of security/ net worth of borrower/ guarantor 
The availability of security or net worth of borrower/ guarantor should not be taken into account for the purpose of classifying an advance as NPA or otherwise, as income recognition and classification of assets is based on recovery.

Treatment of Amount involved in frauds 
Amount involved in frauds should be classified as Sub Standard, Doubtful and Loss assets depending upon the prospects of recovery within a reasonable time frame, say 2 years, in each case on the basis of availability of insurance cover, court decree, security deposit/ fidelity guarantee (in the case of employees). 

Deficit in Cadre fund 
The amount outstanding in the Cadre fund has to be considered as loss asset and should be provided for fully, if no firm commitment from the State Government is forthcoming supported by suitable provision in the State budget. 

Asset Classification to be done at Branch Level 
Asset Classification has to be done at branch level as the lending is done by the branches of the bank and relevant records are maintained at their level. However, provisioning is to be done at bank level (HO) as preparation of financial statements for the entire bank is done at HO level. 

Provisioning Norms on the basis of Asset Classification 
Need for provisioning 
Provisioning is necessary considering the erosion in the value of security charged to the banks over a period of time. Therefore, after the assets of CCBs/ SCBs are classified into various categories (viz., standard, sub-standard, doubtful and loss assets) necessary provision has to be made for the same. The details of provisioning requirements in respect of various categories of assets are mentioned below: 

Standard Asset 
 Banks are required to make provision on Standard assets agricultural and SME sectors at a minimum of 0.25% of the total outstanding in this category. 

 For all other Standard Assets, they have to make a general provision at a minimum of 0.40 per cent. 

 The provision made on Standard assets may not be reckoned as erosion in the value of assets and will form part of owned funds of the bank. 

 The advances granted against term deposits, National Savings Certificate (NSC) eligible for surrender, Kisan Vikas Patra (KVP), Indira Vikas Patra (IVP), Life policies, Staff loans would attract provision of 0.25% prescribed for Standard assets. 

 The provision towards standard assets need not be netted from gross advances and should be shown separately as "Contingent provision against Standard Assets" under "Other liabilities and provisions - others". 

Sub-standard Asset 
A general provision of 10% of total outstandings in this category may be made.

Doubtful Assets 
· 100% is to be made to the extent to which the advance is not covered by realisable value of securities to which the bank has a valid recourse and the realisable value is estimated on a realistic basis. 

· Over and above this, provision is to be made depending upon the period for which an asset has remained overdue, 20% to 100% of the secured portion on the following basis: 

	Criteria
	% Provision

	Overdue above 3 years, and upto 4 years
	20

	Overdue over 4 years, but not exceeding 6 years
	30

	Overdue exceeding 6 years.
	100


Loss Asset 
 The entire loss asset should be written off. 

 If the assets are permitted to be retained in the books for any reasons, 100% of the outstandings thereof should be fully provided for.

With effect from 31 March 2004, SCBs and CCBs should move over to charging of interest on monthly rests by 01 April 2004 except for agricultural loans and loans for activities allied to agriculture. However, banks should continue to classify an account as NPA only if interest charged during any quarter is not serviced fully within 90 days from the end of the quarter.

Agricultural Loans as secured 
All agricultural loans may be treated as fully secured as the same are disbursed against charge on land as provided in the respective State Cooperative Societies/ Acts/ Rules. 

Treatment to P.F. and Gratuity amount 
Liabilities towards PF and gratuity should be estimated on actuarial basis and fully provided for. 

Loans exempted from provisioning 
Advances against term deposits, NSCs eligible for surrender, IVPs, KVPs and life policies are exempted from provisioning. Therefore, the above accounts may not be classified as NPA. As they are treated as standard assets, a provision of 0.25% of the total loans outstanding prescribed for standard assets should be made. 

Loans against gold/ Govt. Securities 
Advances against gold ornaments, government securities and all other kinds of securities are not exempted from provisioning requirements. 

Depreciation in investments - accounting procedure 
 The investment portfolio of a bank would normally consist of both approved securities (predominantly Government Securities) and `Other securities' (shares, debentures and bonds of Cooperative and other institutions). 

 Investments in approved securities should be bifurcated into `permanent' and `current' investments. 

 Permanent investments are those which banks intend to hold till maturity and current investments are those which banks intend to deal in i.e., buy and sell on a day-to-day basis. There is, however, no minimum percentage stipulated for bifurcation of investments into 'permanent' and 'current' category. 

 As regards current investments and other securities, they should be valued at lower of cost price or market value.

 Investments in shares of cooperative institutions may be valued at carrying cost price. 

Provision for other assets/ outstanding liabilities 
Loss in respect of cash balances/ deposits with other banks, amounts in branch adjustment accounts, frauds and embezzlements, and depreciation on building, furniture and vehicles, etc. may be assessed and fully provided for as per the existing practice. 

Back-end subsidy scheme 

 Banks are permitted to take the loan outstanding under the Back-end Subsidy-Scheme net of subsidy amount and make provision only on the balance amount. 

 This relaxation is for the purpose of making provisions only and not for other purposes, such as for computation of gross loans and advances, asset classification, etc. 

SCBs/DCCBs are required to voluntarily set apart provisions much above the minimum prudential levels after seeking their Board’s approval.

Inter Branch Adjustment Accounts- Provisioning for Net Debit Balances

 The SCBs/DCCBs have to segregate the debit and credit entries in the inter branch account and arrive at the net position. In case of a net debit balance, it will attract 100 per cent provisioning in respect of those entries that remain outstanding for more than six months

 In case the accounts is maintained in different categories e.g. DD purchase / discounted, expenses incurred on behalf of the branches, etc., it may be noted that net debit position in one category must not be utilised for setting off net credit in another category.

	Cooperative Revival and Reforms

	 


	Rural cooperative credit institutions have played a large role in providing institutional credit to the agricultural and rural sectors in the past. Typically, these credit institutions have been part of two distinct structures, commonly known as the short term cooperative credit structure (ST CCS) and the long term cooperative credit structure (LT CCS) in each state. The ST CCS, comprising primary agricultural credit societies (PACS) at the village level, district central cooperative banks (DCCBs) at the intermediate level, and the state cooperative bank (SCB) at the apex level, primarily provides short term crop loans and other working capital loans to farmers and rural artisans, although over the last few years, it has also been providing longer duration loans for investments in the rural sector. The LT CCS, comprising state cooperative agriculture and rural development bank (SCARDB) at the state level and primary (P) CARDBs or branches of SCARDB at the decentralised district or block level, has been providing typically medium and long tem loans for making investments in agriculture, rural industries, and lately housing.

Over the past 10 years, however, not only has the share of the CCS in agricultural credit fallen from 62% in 1992-93 to 34% in 2002-03, its financial health has also seen a downturn. Accumulated losses in the ST CCS have been estimated at almost Rs. 10,000 crore, and those in the LT CCS at about Rs. 4,000 crore.

Various committees had been set up in the past to enquire into the problems faced by the CCS institutions, and to make recommendations for their revival. No concrete action was however taken on these recommendations due to various reasons.

The Government of India (GoI) appointed a Task Force under the Chairmanship of Prof. A Vaidyanathan in 2004 to analyse the problems faced by the CCS institutions and to suggest an action plan for their revival. The draft report of the Task Force on ST CCS was put in the public domain for comments in January 2005, and after considering the responses on the draft report, the finalized Report of Task Force on Revival of Rural Cooperative Credit Institutions (in the ST CCS) was submitted to the GoI in February 2005. The draft report of the Task Force on LT CCS was put in the public domain for comments in January 2006, and after considering the responses on the draft report, the finalized Report of the Task Force on Revival of Rural Cooperative Credit Institutions (in the LT CCS) was submitted to the GoI in August 2006.

During 2005, the GoI had extensive discussions with the state governments on the recommendations of the Task Force on ST CCS, and a consensus was achieved on the Revival Package that could be implemented across the country. This Revival Package for STCCS was communicated to the State Governments in January 2006.

A series of meetings were held by GoI during October 2007 to February 2008 to discuss the recommendations of the Task Force on Revival of the Long Term Cooperative Credit Structure (LTCCS). It has been announced in the Union Budget 2008-09 that the Central and State Govts. have agreed upon a Package to implement the Prof. Vaidyanathan Committee report on reviving the Long Term Cooperative Credit Structure (LTCCS).

The Revival Package for STCCS focuses on introducing legal and institutional reforms, which will enable the cooperatives to function as autonomous member centric and member governed institutions. These reforms will enable wider access to financial resources and investment opportunities, remove geographical restrictions in operations as well as mandated affiliations to federal structures, and provide administrative autonomy to cooperatives at all levels. Suitable amendments in the BR Act and certain provisions in the NABARD Act are also contemplated.

In addition to providing resources for covering the accumulated losses in the ST CCS as on 31 March 2004 , the Package also provides for taking cooperatives to a minimum level of CRAR of 7%, and meet the costs of computerization of the accounting and monitoring system and specific human resource development initiatives at all the levels of the ST CCS. The sharing of the accumulated losses between GoI, State Government and the CCS is based on the concept of origin of losses rather than any arbitrary proportions.

NABARD has been designated the Implementing Agency for implementing the Revival Package in all the states. The Department for Cooperative Revival and Reforms (DCRR) has been constituted in NABARD for this purpose. NABARD is providing dedicated manpower at the national, state and district levels for implementing the Package.

A National Implementing and Monitoring Committee (NIMC) not only monitors the implementation of the Package regularly, but also takes necessary decisions on policy and operational matters.

The programme implementation is guided and monitored within each state by the State Level Implementing and Monitoring Committee (SLIC) and by the DCCB Level Implementing and Monitoring Committee (DLIC). The concerned Regional Office of NABARD supports the SLIC while each DLIC is supported by a dedicatedDCCB level support team (DLST) comprising officers from NABARD, DCCB and Cooperation department.

A State Level Task Force is being set up in each State to periodically review issues of supervisory and regulatory concerns in respect of CCBs and SCB.

The process of implementing the Revival Package in any state begins with the signing of the Memorandum of Understanding (MoU) among the GoI, the participating state government and NABARD. The common draft of the MoU was finalised by the NIMC, and decisions taken in the NIMC on policy or operational issues could either be incorporated in the MoU while executing it or could be incorporated suitably while making amendments to the various Acts, Rules, byelaws etc. without making any change in the MoU. State specific issues which are not common to other states and are not against the spirit of the MoU and the Revival Package may be incorporated in the MoU.

A special audit of all PACS, DCCBs and SCB in every participating state would be undertaken to arrive at a true and fair assessment of the amount of accumulated losses as on 31 March 2004 as also a fair and acceptable proportion of such losses on the basis of the origin of such losses, i.e., losses due to credit business, Public Distribution (PDS) business, or other trading business etc. Special audit formats, manual and FAQs on special audit of PACS & FAQs on special audit of CCBs have been designed by NABARD to facilitate this exercise. These special audits would be conducted either by the personnel from the cooperative audit department of the state or by selected outsourced auditors after being suitably trained on the guidelines for the conduct of special audits. In either case, the exercise will be test checked by a set of independent Chartered Accountants who are members on DLIC. Every participating state would also promulgate an Ordinance as per para 9 of the MoU to amend the State Cooperative Societies Act to give effect to the institutional and legal reforms envisaged in the Revival Package or would enact the necessary legislation.

Certain provisions are also being made within the NABARD Act to enable availability of NABARD refinance to a cooperative in any tier either directly or through any regulated FI.

The RBI has prescribed fit and proper criteria for election to the Boards of the rural cooperative banks along with criterion for professionalisation of the boards of these banks and CEOs of these banks.

As PACS across the country were using different accounting systems which did not present a true and fair picture of their financial status, a Common Accounting System (CAS) has been designed which will ensure transparency and application of prudent accounting methods and is also emendable to both manual and computerized environments. The system would generate necessary outputs for internal control and management decisions as well as meeting the supervisory and regulatory requirements and needs of other associated agencies. To the extent possible, this will be computerized even at PACS levels.

Training modules for training of the elected directors and staff of PACS have been designed by a dedicated working group set up by NABARD. The group is now designing programmes for the higher tiers of the CCS.


	 


	Status of implementation

	 


	•

The implementation has begun in 25 states, viz., Andhra Pradesh, Arunachal Pradesh, Assam,  Bihar, Chattisgarh, Gujarat, Haryana, Jammu & Kashmir, Jharkhand , Karnataka, Madhya Pradesh, Maharashtra, Manipur, Meghalaya,Mizoram, Nagaland, Orissa, Punjab, Rajasthan, Sikkim, Tamil Nadu, Tripura, Uttarakhand, Uttar Pradesh and West Bengal which have executed the MoUs with GoI and NABARD.


	 Release of Recapitalisation Assistance to PACS 


An amount of Rs 8081.53 crore has been released by NABARD as GoI share for recapitalisation of 50,126 PACS in fifteen States, while the State Governments have released Rs769.56 crore as their respective shares. Details of amounts released are as under:      

         
                                                                                                              (crore)  

Sl
State
No. of PACS
GoI share
St. Govt. share
CCS share*
Total Recap. Asst.
1

Andhra

2580

1589.67

215.98

166.91

1972.56

2

Bihar#

6633

265.06

24.12

74.06

363.24

3

Chhattisgarh

933

162.68

25.97

64.88

253.53

4

Gujarat

2302

325.79

27.21

20.10

373.10

5

Haryana

547

470.50

22.13

34.13

526.76

6

Karnataka

1834

139.74

39.53

23.00

202.27

7

Madhya Pr.

3134

985.09

69.92

106.12

1161.13

8

Maharashtra

15219

1406.88

35.57

275.71

1718.16

9

Orissa

2528

593.70

67.44

48.98

710.12

10

Rajasthan

2763

240.81

10.15

37.07

288.03

11

Sikkim

135

1.64

0.18

0.07

1.89

12

Tamil Nadu

3355

1080.12

147.58

157.05

1384.75

13

Tripura

261

69.17

7.71

2.11

78.99

14

Uttar Pradesh

4965

615.71

60.48

437.93

1114.12

15

West Bengal

2937

134.97

15.59

11.67

162.23

 
Total
50126
8081.53
769.56
1459.79
10310.88
    # PACS Reorganised after conduct of spl. Audit     *PACS given two years time to bring in their share

	
	 Due to stiff competition for other payers in the rural credit, cooperative banks are facing serious challenges at this juncture.  The enhanced role of the banking sector in Indian economy and the increasing levels of competition have placed numerous demands on 
co-operatives.  Globalization has also resulted in improved risk management practices.  In such circumstances, the cooperatives shall have to shoulder greater responsibilities and step up their network of services to ensure sustainable growth in agriculture production

The cooperative banks have to face the latest challenge in the form of technology adoption.  Ironically to mention, many cooperative banks do not even have computers in many of their branches.  Presently, the role of cooperatives, no longer remains confined to their traditional activities, but expanded to new economic ventures as in the case of other enterprises in the public or the private sector. It is high time for the cooperative banks to understand the changing environment in banking and rise with suitable strategies to meet the future confidently.  The revival package offered by the GOI is to rejuvenate the rural cooperative credit structure.  The cooperatives which are the beneficiaries of the financial package, should therefore, utilize it effectively, change according to the present days’ requirement and offer according to the customers expectations so as to withstand the competition.
With the implementation of the recommendations of Vaidyanathan Committee, it is expected that the rejuvenated cooperative credit structure will play a vital role in the banking sector of the country


	
	 



	
	 

	
	 
	 
	 

	
	 
	 
	


Cooperative Banking-List of Errata

	Sr No
	Para No
	Page No
	Text as printed
	Text (Corrected)

	1
	2.3.9- Long Term Structure
	17- last Line
	In order to overcome the said difficulty, the land developments came into existence as an alternate system to overcome the said crisis.
	In order to overcome the said difficulty, the land developments came into existence.

	2
	2.3.11- Main Committees and Working Groups formed for UCBs
	18-first line
	Reserve Bank of India and central Government has constantly………… of these banks
	The Reserve Bank of India and the  Government of India have constantly………… of these banks

	3
	2.3.11- Main Committees and Working Groups formed for UCBs
	18- penultimate line
	It must be noted that not all the suggestions or recommendations are adopted by the concerned
	It must be noted that the suggestions  or recommendations  of such Committees have been only partially  adopted by the UCBs concerned

	4
	(F)- Jagdish Capoor Committee
	20-First line
	Catalystic
	Catalytic

	5
	(F)- Jagdish Capoor Committee
	20-para (vi)
	The dual control from State Government and RBI/ NABARD to go………
	The dual control of the State Government and RBI/ NABARD to go………

	6
	3.3-Types of members
	25-(e)
	Both the associate member as well as the nominal member is not entitled……..society.
	The associate member and the nominal member are not entitled……..society.

	7
	3.3-Types of members
	25-(e)-2nd line
	…….elect as a director………
	…….elect a director………

	8
	23.4.1-CRR for Scheduled Cooperative Banks
	189-1st para- 5th line  
	This was done to property secure………… RBI.
	This was done to properly secure………… RBI.

	9
	23.7- SLR for Scheduled & Non Scheduled  Cooperative Banks
	191-Sum Up-3rd line
	(SLR & CRR) Reserves are expected…………………….. for RBI to control the economy.
	(SLR & CRR) Ratios are expected…………………….. for RBI to control the economy.

	10
	23.7- SLR for Scheduled & Non Scheduled  Cooperative Banks
	191-Sum Up-7th  line
	Banks are required to keep daily liquidity and register ………… Banking Regulation( Cooperative Societies ) Rules, 1966
	Delete ‘and’

	11
	24.2-Debt market
	198-last line of the last para of 24.2
	So, at one hand one is gets assured returns, but on the other hand, he gets less return.
	So, at one hand, one gets assured returns, but on the other, he gets less return.

	12
	24.2.1-Debt Instruments
	198- Government Securities- 8th line
	…….. interest payable semi-annually and principle as per schedule.
	…….. interest payable semi-annually and principal as per schedule.

	13
	24.2.1-Debt Instruments
	198- Government Securities- 2nd para, 1st  line
	The Govt securities market also referred as the Gilt Edged Securities …………
	The Govt securities market also referred to as the Gilt Edged Securities …………



	14
	24.2.1-Debt Instruments
	199- Corporate Bonds-2nd line
	……. 15 years although some corporate have also issued……..
	……. 15 years although some corporates have also issued……..

	15
	24.2.1-Debt Instruments
	199- Corporate Bonds-4th  line
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	If such cares are not taken …………
	If such care is not taken …………
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	It was required in view of the conditions in which the Cooperative Banks operate and the mostly weaker and small individuals the deposits of these banks come.
	It was required in view of the fact that the deposits of the Cooperative Banks are received mostly from the weaker sections of the society and small individuals. 
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	Non scheduled Cooperative bank should keep deposit with only strong scheduled Cooperative bank which has complied with prescribed level of CRAR, provided that the net NPA of such bank is less than 7%, and has not defaulted in maintenance of CRR/SLR for last two years. Further, the bank should be complying with RBI directives on income recognition, asset classification and provisioning, exposure ceilings and loans and advances to directors. 
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	29.3.1- General Overview- 1st line
	Funds, besides to share capital, are ………..public.
	Funds, besides the share capital, are ………..public.
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	29.3.1- General Overview- 4th  line
	Acquiring money from depositors needs that the bank pays interest to them.
	The bank is required to pay interest to its depositors who have placed their money with the bank.
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	Non scheduled Cooperative bank should keep deposit with only strong scheduled Cooperative bank that has compelled with prescribed level of CRAR, net NPA of such bank is less than 7%, bank has not defaulted in maintenance of CRR/SLR for last two years and bank is complying with RBI directives on income recognition, asset classification and provisioning, exposure ceilings and loans and advances to directors. 
	Non scheduled Cooperative bank should keep deposit with only strong scheduled Cooperative bank which has complied with prescribed level of CRAR, provided that the net NPA of such bank is less than 7%, and has not defaulted in maintenance of CRR/SLR for last two years. Further, the bank should be complying with RBI directives on income recognition, asset classification and provisioning, exposure ceilings and loans and advances to directors. 
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	30.3 Development of Information Technology in Banking
	238- 30.3- 3rd para 1st line
	The first place of computerization was taking all ……….. in India.
	The first phase of computerization was taking all ……….. in India.


RBI/2010-11/275
UBD.BPD.(PCB). Cir. No. 22 /09.18.201/2010-11

November 15, 2010

The Chief Executive Officers of
All Urban Co-operative Banks

Dear Sir/Madam,

Share Linking to Borrowing Norm in Urban Co-operative Banks 
The Reserve Bank in its Second Quarter Review of Monetary Policy 2010-11 had proposed exempting well capitalised Urban Co-operative Banks (UCBs) from the share linking to borrowing norm. The relevant paragraph of the Review is reproduced below.

“Exemption from Share Linking to Borrowing Norm”
It is mandatory for borrowers of UCBs to subscribe to the shares of the bank to the extent of 2.5 - 5.0 per cent of their borrowings. In order to provide flexibility to UCBs, which are already well capitalised to extend loans without adding to capital, it is proposed :

• to exempt UCBs which maintain a minimum CRAR of 12 per cent on a continuous basis from the mandatory share linking norms. “

Accordingly, it has been decided to exempt UCBs, which maintain capital to risk-weighted assets ratio (CRAR) of 12 per cent or above on a continuous basis, from the extant mandatory share linking norms. This exemption would be effective from the date of this circular.
















� The groups initially charge 24 percent per year on declining balance. With expansion of activities and increase in loan size the rate can be brought down to 15 to 18 percent


� Nabard Act 1981, www.nabard.org
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