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UCB:s after the BR Amendment ‘20

(Cooperative Banking in India can never be the same after the Banking
Regulation (Amendment) Bill of 2020.)

- B.S. Chandrasekhar

Since Banking Regulation Act was made applicable, in a
modified way, to Cooperatives in 1966 Cooperative Banks
in the country came under the direct control of RBI but
nevertheless the problem of dual regulation continued to
haunt. Regulatory norms did not appear to be tight on
Cooperative Banks and added to this several banks did not
have the requisite professionals on their board. Many may
remember the fate of Madhavapura Mercantile
Cooperative Bank, a Gujarat-based multi-state cooperative
Bank which was unable to pay back to its depositors. RBI
cancelled its license in 2012 under Section 22 of BR Act,
1949. Recently, RBI imposed penalties on many UCBs for
deficiencies in regulatory compliance; penalty on
Vyavasayik Sahakari Bank ltd. and Maharashtra Nagari
Sahakari Bank Itd. for non-compliace with the directions
on opening of on-site ATM and KYC; on Jowai Co-operative
Urban Bank Limited for contravention of the directions
issued by RBI on exposure norms, to quote a few. In Dec
2020, RBI appointed an Administrator to look into the
affairs of Karnataka Cooperative Bank whose 40,000
depositors were affected by the financial irregularities of
the Bank. While moving the Banking Regulation
(Amendment) Bill, 2020 in the Lok Sabha, no wonder the
finance minister said that the Government was compelled
to come out with an ordinance during the lock down
period as the condition of the Cooperative Banks was
‘grave’.

Cooperative Banks play a significant role in credit
delivery in unbanked segments and financial inclusion.
However, their role has rather spurned with the expansion
of commercial banks and adoption of modern technology.
Moreover, Urban Banks are facing severe competition

from NBFCs, payment banks and small finance banks apart
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from Commercial banks. Though there is a role in
agriculture for cooperative societies in the rural sector,
there is a severe need for change in the urban scenario,
particularly in view of ever increasing scams.

In particular, the following major problems appear to
be bothering the Urban Cooperative banking sector:

e Alarming financial irregularities

e General aversion to adherence to regulatory norms

e Lack or failure of internal control systems

e Unreported or under reported exposures

e Raising Non Performing Assets

Statistics reveal that the Gross NPAs of urban
cooperative banks in the country have rose to 10.8% in
2019-20. (For the previous year the figure was 7.3%). RBI,
in its report ‘Trends & Progress of Banking in India’, has
also reported that the number of such financial institutions
bracketed in “D Category” (the lowest) has also increased
during the last financial year. This speaks for the soundness
of cooperative banks. The post Covid-19 situation cannot
be expected to be better, though the actual level of NPAs
may be hidden thanks to the long moratoriums granted on
repayment of loan installments.

As a natural consequence the above developments the
confidence level of depositors in cooperative banks is
dwindling. DICGC has taken the right step by enhancing its
insurance cover for bank deposits to Rs.5 lacs as against
earlier Rs.1 lac per depositor. This move is expected to
enhance the deposits of Cooperative Banks. Another
important measure initiated by RBI is stoppage of dividend
payouts from Banks including Cooperative banks. This step
of course has been adopted all over the world in view of
Covid-19 situation. Bank of England has now permitted

banks in UK to start paying share holders dividends. RBI



however, is not likely to permit dividend pay offs as Banks

in India are still to show enough fire power to absorb losses

on account of bad loans. Even if it permits, most banks

including cooperatives, may decide not to pay any dividend

for the year 2019-20.

The Banking Regulation (Amendment) Bill, 2020 has
sought to bring cooperative banks under the supervision
of the Reserve Bank of India with primarily two objectives:
i. to improve their governance of cooperative banks and ii.
protect the interest of depositors. The second objective is
expected to be achieved by empowering RBI to prepare a
plan to restructure or amalgamation scheme for a
cooperative bank in trouble without placing the bank
under a moratorium.

Though this move is likely to be seen as undermining
the powers of the Registrar of Cooperative Societies, it has
been clarified that the amendments made do not affect
the existing powers of the State Registrars of Cooperative
Societies and that the objective is protection of depositors’
money which is primary for BR Act.

The Ordinance seeking amendments to the Banking
Regulation Act of 1949, regulating the functioning of banks
in the country, was promulgated on 26 June 20. The
amendment Bill was passed in the Lok Sabha on 16 Sep 20
and in the Rajya Sabha on 22 Sep 20. The key features of
the amendment are as follows:

i. Cooperative banks were exempted from some of the
provisions of BR Act, 1949. By the present amendment,
some of these provisions are made applicable to
Cooperative Banks also so that the regulation of
Cooperative Banks would be similar to that of
Commercial Banks.

ii. With this amendment, the Reserve Bank can prescribe
qualifications/conditions for employing the Chairmen
of Coop Banks; may remove a chairman not found ‘fit
and proper’ and appoint a suitable person for the post.
RBI may reconstitute the Board of Directors to ensure

adequate number of qualified members.

ii. RBI Act now allows Reserve Bank to work on
reconstruction or amalgamation of a bank without
imposing a moratorium.

iv. RBI will now have the power to supersede the Board of
directors of a cooperative bank in consultation with the
concerned state government.

v. There was no provision for Cooperative banks to raise
equity or unsecured debt capital from the public. Now,
they may do so with prior approval of RBI.

Cooperative Banks were providing banking facilities to
individuals and businesses of small means. and the
regulatory norms for them were not on par with
commercial banks. This factor also resulted in poor
banks. The

amendment Bill has extended RBI regulation of Cooperative

performance of Cooperative present
banks in various areas such as Management, Capital, Audit,
etc.
‘Incorporation, regulation and winding up of
Cooperatives’ come under ‘State list” of the 7th Schedule
of the constitution. As ‘Banking’ comes under the ‘Union
list’, whether the regulation of activity of banking requires
regulation of management, capital, audit and winding up
may be a pertinent question. Two Coop banks viz. Big
Kanchipuram Coop Town Bank Itd. & Velur Coop Urban
Bank Itd. had sought stay on operations of the provisions
of ordinance which empowers RBI to deal with
incorporation, regulation and winding up of coop banks
too. The Madras High Court bench said “...unless there is
an imminent tangible cause or evidence indicating actual
invasion of the rights of the petitioner banks in running the
affairs of the Society, it would not be appropriate to
consider the issue of interim relief at this stage.” It is
known that new legislations and amendments are always
subject to disputes which get settled over a period of time.
So, it is time for Cooperative Banks to tighten their
belts as the new regulation is sure to impact their style of
functioning. Cooperative Banks running on sound lines

with well established systems and practices may find it

-SRI
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easy to cope with the situation. But others will surely feel
the heat of the new regulation.
Urban Cooperative Banks have some clear advantages
compared to Commercial banks:
e UCBs are close to their customers. There is a
personal touch in their service.
e The rates of interest offered to the depositors are
higher.
e UCBsare more responsive to customers’ complaints/
grievances.
e Their credit assessment mechanism is friendly and
quick.
e The operations are simple compared to that of
Commercial banks.
e Use of regional language for communication helps
them in customer retention.
e UCBs are quickly adapting to technology, improving
customer service.
e Better rapport with and control on staff.
However, some inherent weaknesses need particular
attention:
e Limited resources
e Professionalism has to be imbibed in UCBs
¢ Training needs are generally not taken care of UCBs
e Credit appraisal and monitoring skills lacking
e NPAs may raise once the moratorium period is over
e Audit including concurrent audit has to be tightened
The new legislation allows access to share capital / long
term capital fund from public subject to several conditions
and Cooperative Banks have to struggle to become eligible.
Professionalism is not assured by just Professional
directors on board. It should be an integral part of the
management. Training has never been a priority in most
Banks including Commercial Banks. However, in 2020,
there was practically no training because of Covid-19
situation. Training establishments were almost closed or
used as quarantine centres for transit staff for a few
months in 2020!

Things will certainly change for
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Commercial Banks in the coming years. But Cooperative
Banks hardly have any training infrastructure. Cooperative
Federations should take the initiative and strengthen the
training system. Online training also needs to be
implemented quickly.

Priority Sector advances target for Cooperative Banks
has been fixed at 75% of total advances (as against 40%
hitherto) and this calls for specially equipping the staff.
Appraisal skills should be stepped up at various levels.
Priority Sector lending is more activity based than security
based where as many big advances of UCBs are security
based. Cooperatives are sure to find it tough to achieve
the high target.

Audit should be viewed more seriously and serious
irregularities pointed out during audits should be sorted
out quickly. It is known that serious irregularities pointed
out in audits several years back, left uncared, resulted in
collapse of Cooperative banks. As Cooperative banks
come under RBI inspection, the matter assumes further
importance now. It is also to be seen as to how RBI will be
able to handle the huge task of audit of the large no. of
Cooperative Banks.

The challenges indicated above are not totally
unknown. But perhaps the time to face them has come
now. All this and perhaps much more has to be done not
only for retention of depositors’ confidence in the survival
of Cooperative banks, but also for the sheer survival of
Cooperative banks.

Of course, Cooperative Banking in India can never be

the same after this Banking Regulation (Amendment).

Let’s us hope it will be better!
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