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FINANCIAL MANAGEMENT IN CO-OPERATIVES

> BBSO

- CA. Madhukar Hegde

Meaning of FM:

Planning, organising, directing and controlling
the financial activities such as procurement of
funds and utilisation of funds of organisation.

Elements of FM:
1. Financial Decisions:
® Collecting of funds from various sources
® Decision on type of sources
® Decision of period of financing
® Decision on cost of financing
® Decision on the repayment thereof
2. Investment Decisions:
® Investment in fixed assets (Capital budget)
® Investment in current assets (Working capital)
3. Dividend (returns) Decisions:
® Decision on profit distribution
® Dividend on share capital
Functions of FM:
1. Estimation of Funds requirement:
® Depending on the expected costs
® Profits
® Future business
® Policies of the co-operative
® Adequate estimation to increase earning ca-
pacity
2. Determination of Funds Composition:
® Short term
® Long term
® Low Cost
¢ High Cost
® Equity
® Debt
3. Choice on Sources of Funds:

® Share Capital

® Deposits

® Borrowings from Banks
4. Investment of Funds:

® Invest to earn more profit

® GSafety of investments

® Regular returns
5. Management of cash:

¢ Payment of interest

® Admin expenses like salary, rent, electricity
etc

® Current liabilities like creditors, deposits etc
6. Financial Controls:

® Plan, procure and utilise the funds

® Exercise control over finances

® Use techniques like ratio analysis, financial
forecasting, cost benefit analysis etc

Objectives of FM:

® Being a custodian of money to protect the
TRUST of the members

® To ensure regular and adequate supply of
funds to the co-operative

® To ensure adequate returns to the members

® To improve earning capacity of the co-opera-
tive

® To ensure optimum utilisation of funds

® To reduce cost to the organisation

® To provide economic stability

® To minimise the risk

® To ensure safety on investments and adequate
returns
® To plan a sound capital structure- fair compo-
sition of equity and debt

® To assist organisation in making critical finan-
cial decisions

—
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Sources of Funds of Co-operatives:
® Share capital- Regular and Associate
® Deposits- Demand and Time deposits
® Borrowings- Short term, Long term borrow-
ings
® Contribution from members
® Interest on Loans and advances
® Interest on investments
® Loan repayment from borrowers
® Sale of assets

® Other receipts like processing fee, commis-
sion, Admission fee etc

® Income from other sources like E-stamps, In-
surance Commission etc

Application of funds:
® Loans and Advances
® Investments
® Procurement of Fixed Assets
® Advances for utility services
® Interest on deposits
® Interest on borrowings
® Administrative expenses
¢ Repayment of deposits
® Repayment of share capital
® Dividend to share holders
® Taxes and other statutory dues

Problems normally noticed in FM of co-opera-
tives:

® Unable to determine appropriate sources of
funds

® Inadequate records of financial transactions
® Inadequate management of cash

® Huge idle funds kept in cash/bank savings/
current accounts

® Delay in taking decisions
® Wrong investment of funds

® Failure in fixation of interest rates- both for

WP oo 2024 S —
wo°-2024
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deposits and Loans

Bad loans

No proper recovery of loans

Blocking of working capital by investing in
unproductive assets

Unable to determine right composition of
funds

Challenges in assets liability management

Short term deposits utilised for long term
lending

Inadequate finance/excess finance/untimely
financing

Risks in FM of co-operatives:

Political risk
Reputation risk
Credit risk

Cash Management:

Optimum utilisation of cash to ensure maxi-
mum liquidity and maximum profitability

Proper collection, disbursement and invest-
ment of cash

Proper utilisation of cash ensures solvency of
the co-operatives

Generate enough cash to meet the expense
and other payments and also to expand the
business

Hold right amount of cash to meet immediate
and long term needs

By generating enough cash, co-operatives can

meet its everyday business needs and can
avoid borrowings

Internal controls of cash: a) Cash in Hand:

Cash to be handled by the authorised person
only

Cash to be kept in safe lockers under joint cus-
tody of cashier and one of the officers

Everyday collections should be deposited in
the bank

All payments should have corresponding
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vouchers

All vouchers to be approved by the author-
ised person

Cash book/cash scrolls to be maintained
along with the denomination of cash

For all transactions maker and checker con-
cept should be adopted

Surprise cash verification by the person not
connected to cash at regular intervals
Surprise verification of cash by the manage-
ment

Adequate insurance cover to be obtained for
cash

If there are any ATMs, cash to be verified on
regular basis

ATM cash to be reconciled with the book bal-
ancelnternal controls of cash: a) Cash at Bank:
There should always be joint signatories au-
thorised by the board

All the bank accounts should be in the name
of the co-operative

There should be proper handling of blank
cheques- cheques should be held under prop-
er custody and no blank cheques to be signed
Bank accounts should be reconciled on regu-
lar basis

Proper control to be ensured while making
digital payments like RTGS, NEFT, IMPS etc.
RTGS, NEFT etc to be handled by two persons
with proper passwords

No password trading to be allowed.

While making digital payments ensure that
the proper messages are sent to the persons
not connected with the transactions

Investment Management:

______________________________________________________________________emmwayyey |
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Ensure the safety of the investments
Investments are to be properly authorised
Investments are to be risk free

Ensure that investments yield maximum re-

BDBS0O

turns

Don’t invest all funds in one single bank/insti-
tution

Plan your investments in such a way that it
minimises your risk

At no point of time your investment in one
bank not to exceed 20% of your total invest-
ments

Returns on investments to be properly fol-
lowed up

Be attentive on the media and news to access
the risk of your investment

Investments are to be as per section 18 of the
KSS Act, 1997

Investments are to be as per the guidelines is-
sued by Federal Co-operative in this regard

Loans Receivable Management:

It is the process of ensuring that the borrowers
pay their dues on time

It helps the co-operative to prevent them-
selves from running out of working capital at
any point of time

It also prevents overdue payments or non-pay-
ment of pending amount of the borrowers
Loan receivables form major part of the co-op-
erative’s asset, it leads to the generation of
cash in-flow in the books of the co-operative
The accurate record keeping of loans receiva-

ble are required to avoid default in the pay-
ment due

It builds the co-operative’s financial and li-
quidity position

Proper documentation to be obtained before
releasing the loans

Security to be mortgaged

Proper credit appraisal of the member bor-
rowers

Robust credit policy to be prepared by the
board and approved by the general body
Payments to be followed up regularly

~e§0
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Internal Controls of Loans Receivables: ® Loan to directors not to exceed 10% of the
2 ® There should be periodic aging of receivables working capital
@ ® Schedules to be reconciled with general ledger ® 20% of the deposits and whole of statutory re-
kY at regular intervals serve to be invested outside the business
® Overdues to be followed up regularly ® CRR and SLR to be maintained as per Section
® Statement of accounts should be sent to de- 18 and 24 of B R Act, 1949
faulters regularly ® CRAR to be maintained at minimum 9%
® Acknowledgement of debts to be obtained as ® CD ratio not to exceed 70%
and when required Important Ratios in FM:
® Proper legal action to be taken against the de- ® (Cost of fund
faulters ® Average yield on Loans and advances
® Ensure that the mortgaged properties are ade- °

v 4 Average return on Investments
quately insure

Acts/Rules/Guidelines of Regulators in FM:

® Share capital from a member not to exceed 5%
of the total share capital- Section-17A of KSS

® Average return on earning assets
® Net Interest Margin(Spread)

® Return on Asset

Act, 1997 ¢ Working capital
® No institutional deposits allowed- Section 17 ¢ CD Ratio

of KSS Act, 1997 ® Non interest income to Interest income
® No deposits from nominal/non-members- ¢ Per employee business

Section 22 of KSS Act, 1997 ® Operating profit to working capital
® Investments are to be as per Section 18 of KSS * Earnings per Share

Act, 1997 N

Conclusion:

o o I ) .

No political contributions allowed- Section 19 * Any activity carried on successfully, resulting

of KSS Act, 1997 . e . ,,

in profit is “Business

® Deposits and borrowings not to exceed 50 o

. ) Aim is to maximise the profit
times of Share Capital, Statutory reserve and

Building Fund- Rule-3(4)(c) of KSS Rules, 2004

® Loan to a member not to exceed 5% of the
working capital ¢ Keep the “TRUST”

® Minimise cost

® Reduce the risk
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