V

DEVELOPMENTS IN
CO-OPERATIVE BANKING

The balance sheet growth of urban co-operative banks (UCBs) moderated in 2019-20 on the back of
lower deposit accretion on the linbilities side, and muted growth in loans and advances on the assets side.
While UCBEs posted net losses due to hewghtened provisioning requivement, their asset quality deteriorated.
Within the short-tevm rural co-opevatives avena, the performance of state co-operative banks improved
in terms of GNPA ratio and profitability, whereas performance of district central co-operative banks

continued to deteriorate.

1. Introduction

V.1
alternative approach to financial inclusion in

Co-operative institutions provide an
India through their geographic and demographic
outreach to the urban and rural populace. During
2019-20, the co-operative sector, however, faced
certain financial challenges. Episodes of frauds
during the year affected the asset quality and
profitability of urban co-operative banks (UCBs).
During 2020-21 so far, uncertainties related
to COVID-19 have affected the operations of
this sector, as they did for the other financial
this
period also witnessed steering of reforms in the

institutions. Despite these weaknesses,
form of setting up of an umbrella organisation
that will ease funding constraints to these banks,
and amendment to the Banking Regulation
Act which addressed the vexing issue of dual

regulatory control.

V.2 Against this backdrop,
analyses the performance of urban and rural

this chapter

co-operative banks during the period under
review. Section 2 reviews the structure and
regulation of the co-operative sector. Section 3

sheds light on the balance sheet developments,
financial performance, and asset quality of
UCBs. Section 4 examines the short-term and
long-term rural co-operative banks from the
point of view of their financials and viability®.
Section 5 concludes with an overall assessment
of the sector and some policy perspectives.

2. Structure and Regulation of the Co-
operative Sector

V.3 At end-March 2020, the sector
consisted of 1,539 UCBs and 97,006 rural co-
operative banks?. Rural co-operatives make
up 65 per cent of the total asset size of all

co-operatives taken together (Chart V.1).

V.4
sector, its asset size was only around 10 per cent
compared to that of SCBs at end March-2020.
Although the focus of rural co-operative lending

Despite the crucial role played by the

is on agriculture, its share in total agricultural
lending has diminished considerably over the
years, from as high as 64 per cent in 1992-93 to
11.3 per cent in 2019-20 (Table V.1).

! Although primary agricultural credit societies (PACS) and long-term co-operatives are outside the regulatory purview of the Reserve
Bank, data and a brief description of their activities are covered in this chapter for providing a complete outline of the sector.
2 Data on rural co-operatives are available with a lag of one year, i.e., they relate to 2018-19.
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Urban Co-operatives
(1,539)

All Co-operatives
(98,545)

Rural Co-operatives
(97.006)

Notes: 1. Figures in per cent and bubble size is scaled to asset size.

state.

Chart V.1: The Structure of Co-operatives by Asset Size

2. StCBs: State Co-operative Banks; DCCBs: District Central Co-operative Banks; PACS: Primary Agricultural Credit Societies; SCARDBs: State
Co-operative Agriculture and Rural Development Banks; PCARDBs: Primary Co-operative Agriculture and Rural Development Banks

3. Figures in parentheses indicate the number of institutions at end-March 2020 for UCBs and at end-March 2019 for rural co-operatives. Out
of 54 scheduled UCBs- 36 are multi-state and 18 are single-state. Out of 1,485 non-scheduled UCBs-25 are multi-state and 1,460 are single

Scheduled UCBs
(54)

Non-Scheduled UCBs

(1,485) PACS

(95.995)

PCARDBs
(602)

V.5
has been of concern over the last few years. Since
April 1, 2015, 52 UCBs have been placed under
All Inclusive Directions by the Reserve Bank.®
Out of the total claims settled by the Deposit
Insurance and Credit Guarantee Corporation

The financial soundness of this sector

(DICGC) since inception, around 94.3 per cent
of claims pertained to co-operative banks that
were liquidated, amalgamated, or restructured.

Table V.1: Share in Credit Flow to Agriculture

(Per cent)

Share in Credit Flow to Agriculture

Co-operative RRBs Commercial

Banks Banks

1 2 3 4
2014-15 16.4 12.1 71.5
2015-16 16.7 13.0 70.2
2016-17 13.4 11.6 75.0
2017-18 12.9 12.1 74.9
2018-19 12.1 11.9 76.0
2019-20(P) 11.3 11.9 76.8

Note: (P) Data are provisional
Source: Data submitted by Banks on ENSURE portal of NABARD.

3 As on December 11, 2020.
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V.6
undertaken several steps to strengthen the

Over the years, the Reserve Bank has

sector, including entering into Memoranda
of Understanding with State and Central
Governments to facilitate coordination of
regulatory policies, formation of Task Force for
Urban Co-operative Banks, a comprehensive set
of capacity building initiatives, and measures to
bringin efficiency through adoption of technology.
The Graded Supervisory Action introduced in
2003 was replaced by a Supervisory Action
Framework in 2012 based on various trigger
points, which was further amended in 2014 and
2020. These initiatives notwithstanding, several
structural issues confront the sector such as dual
regulation by the Reserve Bank and the Central/
State governments, inability to combine the
principles of co-operation with professionalism,
lack of avenues to raise additional capital, the
need of technological upgradation and more

recently, incidences of frauds. The enactment of
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the Banking Regulation (Amendment) Act, 2020
is expected to address some of these problems
(Box V.1).

3. Urban Co-operative Banks

V.7 The Reserve Bank liberalised the licensing
policy for UCBs in 1993, resulting in proliferation
in their number in the country. Nearly one-third

Box V.1: Dual Control of Co-operative Banks and BR Amendment Act

Under the Indian Constitution, co-operation is a state
subject covered under the seventh schedule. During
the mid-1960s, as demands for extension of the deposit
insurance scheme to co-operative banks became more vocal
and pressing, banking laws were made applicable to these
banks so that the Reserve Bank may be able to exercise
some control over them. This led to the dual control of
the sector in which the Registrar of Co-operative Societies
(RCS) or the Central Registrar of Co-operative Societies
(CRCS)* were empowered to look after their incorporation,
registration, management, recovery, audit, supersession
of Board of Directors and liquidation. The Reserve Bank
was vested with regulatory oversight on banking activities
of UCBs, State Co-operative Banks (StCBs) and District
Central Co-operative Banks (DCCBs). The Reserve Bank
was also entrusted with the supervision of UCBs.

The Reserve Bank’s regulatory and supervisory powers
were, however, limited in many ways, which affected
its ability to take prompt corrective actions in case of
irregularities. The amendment to the BR Act, 1949 seeks
to protect the interests of depositors and strengthen
co-operative banks by improving governance and oversight
by the Reserve Bank, while enabling better access to
capital. The amendment, which was notified on September
29, 2020 came into force for UCBs with retrospective effect
i.e. from June 29, 2020. The provisions amended by the
Act include Section 3, Section 45 and Section 56 of the
principal Act.

The amendment to Section 56 is the crux of this change;
it narrows the regulatory arbitrage between commercial
banks and co-operative banks by aligning many provisions
applicable to them, albeit with some modifications. These
provisions include, inter alia, norms for qualification of
board members, appointment and removal of Chairman/
Managing Director (MD)/ Chief Executive Officer (CEO) /
additional directors, and supersession of the Board.
Through the amendment, restrictions are also placed on

4 For multi-state co-operative banks
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loans or advances to directors, on whole-time directors
having substantial interest or employment in other firms,
prohibition on common directorship across banks, and
approval of appointment or removal of statutory auditors.
The time limit granted to UCBs for submission of their
audited balance sheet and profit and loss statement to the
Reserve Bank has been shortened from six months to three
months, thus aligning it with commercial banks. In a major
step towards granting more autonomy to these banks to
raise capital, urban co-operative banks are allowed to issue
debentures or bonds with maturity of not less than ten
years, equity shares, preference shares, or special shares
on face value or at a premium, with certain conditions.

The amendment of Section 45 of the Act enables the
Reserve Bank to reconstruct or amalgamate a bank, with
or without implementing a moratorium, with the approval
of the Central Government. The word “reconstruction”
has been given wider connotation to include mergers,
acquisitions and takeovers or demergers. The amendment
also provides the Reserve Bank extensive powers to
supersede the management of the urban co-operative
bank in consultation with the state government concerned.
These measures are intended to protect the interest of the
depositors while ensuring proper management and without
causing any disruption to the financial system.

The amended Section 3 makes the provisions of the Act
inapplicable to Primary Agricultural Credit Societies
(PACS) or co-operative societies whose primary object and
principal business is long-term finance for agricultural
development, if such societies do not use the word “bank”
or “banker” or “banking” and do not act as drawees of
cheques. This provision seeks ease of operational services
to farmers and allied role players.

These amendments are likely to improve the management
and financial performance of co-operative banks and
enable the Reserve Bank to regulate them more effectively.



of the newly licensed UCBs, however, became
financially unsound within a short period. The
Reserve Bank’s Vision Document 2005 reversed
the liberal licensing policy while envisaging
a multi-layered regulatory and supervisory
strategy aimed at shoring up their viability. This
included merger or amalgamation of weak but
viable UCBs with stronger ones and closure of
the unviable ones. Since 2003, 385 UCBs have
had their licences cancelled or withdrawn, or
have been merged with stronger ones (Chart V.2).

V.8 Despite the fall in the number of UCBs,
their combined asset size continuously increased,
underscoring the improvement in their financial
position and effectiveness of the consolidation
drive (Chart V.3).

V.9 Beginning in 2004-05, UCBs have
undergone 136 mergers till March 2020, with
Maharashtra accounting for more than half of
them (Chart V.4).
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Chart V.3: Consolidation and Asset Size
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V.10 UCBs are classified into Tier-I and Tier-II
categories for regulatory purposes®. By definition,
Tier II UCBs have a larger depositor base and
wider geographical presence than their Tier I

Chart V.2: Number of UCBs

20001 ¢
&3
19001 IS’
o
s
I«
1800+ I 2
% | I
[ (=)
§1700- IN[\
Z | G
- =o
1600+ m_ 22 2
Tm et w S
15004 l
1400 +#4+—F—F—F—7—7""7"—"T"—""—T—T——T——T—T—T—T 7
0 ONODNDO N NMHELONWDDO O
9 RYPYPYPeFTF I F GG a TG
§Eegsdgo-dadhorddy
=S99 3930090090090 0O0 0=
N ANANNINIIIIAANANAAN A
B UCBs in March 2004 ¥ Fall in Number of UCBs

B UCBs in March 2020
Source: Off-site surveillance returns, RBI.

Chart V.4: UCB Mergers
(Cumulative as at end-March 2020)

Punjab
Telangana
Uttarakhand
Uttar Pradesh
Chhattisgarh
Rajasthan
Karnataka
Andhra Pradesh
Gujarat

Maharashtra 73

80

Number

Source: RBI.

5 (a) Tier I UCBs are defined as: i) Banks with deposits below ¥100 crore operating in a single district, ii) Banks with deposits below
%100 crore operating in more than one district provided the branches are in contiguous districts and deposits and advances of
branches in one district separately constitute at least 95 per cent of the total deposits and advances respectively of the bank, and
iii) Banks with deposits below ¥100 crore, whose branches were originally in a single district but subsequently, became multi-

district due to reorganisation of the district.
(b) All other UCBs are defined as Tier-II UCBs.
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Table V.2: Tier-wise Distribution of Urban Co-operative Banks
(End-March 2020)

(Amount in X crore)

Tier Type Number of Banks Deposits Advances Total Assets
Number % to Total Amount % to Total Amount % to Total Amount % to Total

1 2 3 4 5 6 7 8 9
Tier I UCBs 892 58.0 38,487 7.7 22,349 7.3 49,194 7.9
Tier II UCBs 647 42.0 4,62,722 92.3 2,83,103 92.7 5,74,711 92.1
All UCBs 1,539 100.0 5,01,208 100.0 3,05,453 100.0 6,23,905 100.0
Note: Data are provisional.

Source: Off-site surveillance returns, RBI.
counterparts. Due to the active consolidation V.12  The distribution of UCBs in terms of asset

drive, there has been a continuous increase in the
share of Tier II UCBs in terms of both numbers
and asset size (Table V.2).

3.1 Balance Sheet

V.11 The combined balance sheet of UCBs
expanded consistently in the decade following
the consolidation drive. This was propelled by
robust players with strong and profitable financial
performance. In recent years, however, as UCBs
faced competition from other niche players like
small finance banks and non-banking financial
companies (NBFCs), and also had to reaffirm
their credibility to depositors, their balance sheet
growth has moderated (Chart V.5).

size used to be bi-modal before 2016-17, with
the two peaks in ¥25 crore to I50 crore and ¥100
crore to 250 crore asset brackets. Subsequently,
however, the asset concentration has increased,
and distribution has become unimodal, with
UCBs with assets worth ¥100 crore to 3250 crore
forming the modal class. In 2019-20, the peak
plateaued compared to the previous year. The
distribution has, however, continued to move
rightwards as an increasing number of UCBs fall
in higher asset brackets, and the share of UCBs
with assets less than ¥50 crores has consistently
decreased from 41.9 per cent in 2014-15 to 31.4
per cent in 2019-20 (Chart V.6).

Chart V.5: Asset Growth
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Chart V.6: Distribution of UCBs by Asset size
(End-March)
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V.13 Growth in deposits, that constitute 90
per cent of the total resource base® of UCBs,
decelerated in 2019-20 after a revival in the
previous year. The average growth rate of deposits
declined from 13.1 per cent in the first decade of
the consolidation drive to 8 per cent during 2014-
15 to 2019-20, in line with the growth in balance
sheet size. Since 2017-18, the deposit deceleration
in UCBs was starker than in SCBs, pointing to
the difficulties faced by UCBs in raising resources
(Chart V.7). The deposit deceleration was led
by Scheduled UCBs (SUCBs)’. Supervisory
data available with the Reserve Bank suggest
continuation of deceleration well into 2020-21.

V.14  After growing at an average rate of 7.8
per cent from 2015-16 till the previous year,
loans and advances of UCBs almost stagnated
in 2019-20, reflecting anaemic credit demand.
The marginal credit expansion was mainly
driven by non-scheduled UCBs (NSUCBs), while
credit from SUCBs contracted. Although deposit
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Chart V.7: Deposits Growth: UCBs versus SCBs
30.01

25.0+

20.0+

15.0

10.04

Y-0-Y growth (per cent)

5.0+

0.0 — T T T T T T T T T T T T

2005-06
2006-07
2007-08
2011-12
2012-13
2013-14
2014-15
2015-16
2016-

2017-18
2018-19
2019-20

0]
Q
o}
7

Source: Off-site surveillance returns, RBI.

growth slumped, low credit demand contained
borrowings from market and SCBs (Table V.3).

Table V.3: Balance Sheet of Urban Co-operative Banks
(At end-March)

(Amount in ¥ Crore)

Items Scheduled UCBs Non-Scheduled UCBs All UCBs Rate of Growth (%) All UCBs
2019 2020 2019 2020 2019 2020 2018-19 2019-20
1 2 3 4 5 6 7 8 9
Liabilities
1) Capital 4,346 4,438 9,234 9,698 13,580 14,136 4.7 4.1
(1.5) (1.5) (2.9) (2.9) (2.3) (2.3)
2) Reserves and Surplus 18,261 15,235 19,019 18,624 37,280 33,859 5.6 -9.2
(6.4 (5. (6. (5.6) (6. (5.4)
3) Deposits 2,25,688 2,30,058 2,568,602 2,71,151 4,84,290 5,01,208 6.1 3.5
(79.2) (79.2) (82.3) (81.4) (80.9) (80.3)
4) Borrowings 6,526 6,861 42 433 6,952 7,294 39.2 4.9
(2.3) (2.4) (0. (0.1) (1. (1.2)
5) Other Liabilities and Provisions 30,016 33,995 26,949 33,412 56,965 67,408 6.5 18.3
(10.5) (11.7) (8.6) (10.0) (9.5) (10.8)
Assets
1) Cash in Hand 1,342 1,797 4,046 4,015 5,388 5,812 -1.4 7.9
(0.5 (0.6 (1.3) (1.2) (0.9) (0.9)
2) Balances with RBI 11,064 9,826 2,689 2,801 13,753 12,627 10.0 -8.2
(3.9) (3.4) (0. (0.8) (2. (2.0)
3) Balances with Banks 17,132 18,545 43,846 47,668 60,979 66,212 -3.2 8.6
(6.0 (6.4) (14.0) (14.3) (10.2) (10.6)
4) Money at Call and Short Notice 4,421 6,260 1,584 2,129 6,005 8,389 34.6 39.7
(1.6 (2.2) (0. (0.6) (g (1.3)
5) Investments 72,238 75,400 84,555 86,541 1,566,793 1,61,941 4.6 3.3
(25.4 (26.0) (26.9 (26.0) (26.2) (26.0)
6) Loans and Advances 1,46,560 1,41,218 1,56,446 1,64,234 3,03,005 3,05,453 8.0 0.8
(51.5) (48.6) (49.8) (49.3) (50.6) (49.0)
7) Other Assets 32,080 37,540 21,064 25,931 53,144 63,472 11.7 19.4
(11.3) (12.9) (6.7) (7.8) (8.9) (10.2)
Total Liabilities/Assets 2,84,838 2,90,586 3,14,230 3,33,319 5,99,067 6,23,905 6.4 4.2
(100.0) (100.0) (100.0) (100.0) (100.0) (100.0)

Notes: 1. Data for March 2020 are provisional.

2. Figures in brackets are proportion to total liabilities / assets (in per cent).

3. Components may not add up to the total due to rounding off.
Source: Off-site surveillance returns, RBI.

¢ Resource base comprises capital, reserves, deposits and borrowings.

7 All banks which are included in the Second Schedule to the Reserve Bank of India Act, 1934 are Scheduled Banks. These banks
comprise Scheduled Commercial Banks and Scheduled Co-operative Banks.
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Table V.4: Distribution of UCBs by size of Deposits and Advances
(At end-March 2020)

(Amount in ¥ Crore)

Deposits Number of UCBs Amount of Deposits Advances Number of UCBs Amount of Advances
Number % Share Amount % Share Number % Share Amount % Share
1 2 3 4 5 6 7 8 9 10
0.00 =D < 10 109 7.1 629 0.1 0.00 < Ad < 10 235 15.3 1,284 0.4
10=D < 25 206 13.4 3,478 0.7 10 < Ad < 25 324 21.1 BB12) 1.8
25 <D < 50 282 18.3 10,196 2.0 25 < Ad < 50 276 17.9 9,903 3.2
50 = D < 100 279 18.1 19,777 3.9 50 < Ad < 100 257 16.7 18,707 6.1
100 < D < 250 326 21.2 51,572 10.3 100 < Ad < 250 230 14.9 36,655 12.0
250 < D < 500 149 9.7 51,383 10.3 250 < Ad < 500 104 6.8 36,078 11.8
500 < D < 1000 100 6.5 67,729 13.5 500 < Ad < 1000 63 4.1 41,910 13.7
1000 < D 88 5.7 2,96,444 59.1 1000 = Ad 50 3.2 1,55,404 50.9
Total 1,539 100.0 5,01,208 100.0 Total 1,539 100.0 3,05,453 100.0

Notes: 1. Data are provisional.

2. ‘D’ and ‘Ad’ indicate amount of deposits and advances respectively.

3. Components may not add up to the whole due to rounding off.
Source: Off-site surveillance returns, RBI.

V.15 Consolidation has also catalysed a
shift in the distribution of UCBs in terms of
deposits. The modal class has consistently
shifted rightwards, with an expansion of the
customer base of UCBs and increase in average
deposit per customer. As a result, the share of
number of UCBs with deposits below 25 crore
decreased from 56.7 per cent in 2007-08 to 20.5
per cent in 2019-20, while the share of number

of UCBs with deposits between I25 crore and

7250 crore increased from 37.8 per cent to
57.6 per cent in the same period (Table V.4 and
Chart V.8a).

V.16
years, UCBs with advances in the range of I10

In line with the trend of the past several

crore to 325 crore formed the modal class during
2019-20 as well, contrary to the trend in deposits
(Chart V.8b). Concomitantly, however, a gradual
shift towards higher advances is also discernible

Chart V.8: Distribution of UCBs

b: Distribution of UCBs by Deposits versus Advances
(End-March 2020)
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Table V.5: Investments by Urban Co-operative Banks

(Amount in ¥ Crore)

Item Amount outstanding (At end-March) Variation (%)
2018 2019 2020 2018-19 2019-20
1 2 3 4 5 6
Total Investments (A + B) 1,48,285 1,56,793 1,61,941 5.7 3.3
(100.0) (100.0) (100.0)
A. SLR Investments (i to iii) 1,34,479 1,39,442 1,42,118 3.7 1.9
(90.7) (88.9) (87.8)
(i) Central Govt. Securities 97,386 98,170 96,926 0.8 -1.3
(65.7) (62.6) (59.9)
(ii) State Govt. Securities 36,885 40,594 44,010 10.1 8.4
(24.9) (25.9) (27.2)
(iii) Other approved Securities 208 678 1183 226.4 74.5
(0.1) (0.4) (0.7)
B. Non-SLR Investments 13,806 17,351 19,822 25.7 14.2
(9.3) (11.1) (12.2)
Note: 1. Data for 2020 are provisional.
2. Figures in parentheses are percentages to total investments.
Source: Off-site surveillance returns, RBI.
through the years. In 2016-17, there were 38 coverage ratio (LCR) requirements are not

UCBs with loan books of more than 31,000
crore; in 2019-20, their number increased to 50.

V.17
banks increase investments in a bid to maintain
their profitability. During 2019-20, however,
UCBs’
securities contracted as they booked trading

Usually, in times of low credit growth,

investments in Central Government
profits on softening yields. The progressive
reduction in statutory liquidity ratio (SLR)
requirements for UCBs - even though liquidity

applicable to them - further facilitated this
reduction (Table V.5).

V.18 The credit-to-deposit ratio of UCBs has
always been lower than that of SCBs due to
higher reliance on deposits as a source of funds,
and a relatively lower share of assets disbursed
as loans and advances. A similar pattern is
observed in the case of the incremental credit-to-
deposit ratio, except in the two years immediately
after demonetisation (Chart V.9 a).

Chart V.9: Credit-Deposit and Investment-Deposit Ratio: UCBs versus SCBs
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V.19 The investment-to-deposit ratio of UCBs
fell below that of SCBs for the first time in 2015-
16, as the balances of UCBs with DCCBs and
StCBs ceased to be treated as SLR investments
since April 1, 2015. The ratio continues to be
lower for UCBs, despite acomparable incremental
investment-to-deposit ratio (Chart V.9 b).

3.2 Soundness

V.20 Based on the directions received from
the Board for Financial Supervision (BFS), the
extant CAMELS-based rating model for UCBs
was reviewed. The revised CAMELS rating
model implemented from April 1, 2019 gives a
composite rating of A/B+/B/C/D (in decreasing
order of performance) to UCBs, wherein capital
adequacy, asset quality, earnings and liquidity
are assessed through objective indicators, and
management and systems and controls are
assessed subjectively.

V.21 Analysed on the new scale, UCBs in the
top-ranking categories with ratings of A, B+,
and B formed the majority of the sector. The
number of UCBs with the lowest rating (viz. D
rating) increased marginally over the previous
year, although with a caveat that the scale of the
earlier approach is not strictly comparable with
the new scale (Table V.6).

V.22 A majority of UCBs fall under ‘B’ rating
(Chart V.10).

3.3 Capital Adequacy

V.23 Under the Basel I norms, UCBs are
required to maintain a minimum capital to
risk-weighted assets ratio (CRAR) of 9 per
cent, at par with the SCBs. However, additional
requirements like a capital conservation buffer

Table V.6: Rating-wise Distribution of UCBs
(End-March 2020)

(Amount in ¥ Crore)

Ratings Number Deposits Advances

Banks % Share Amount % Share  Amount % Share

in Total in Total in Total

1 2 3 4 5 6 7

A 153 9.9 45,024 9.0 27,463 9.0
B+ 209 13.6 99,545 19.9 60,859 19.9
B 784 50.9 2,32,912 46.5 1,44,851 47.4

C 314 20.4 1,00,236 20.0 60,749 19.9

D 79 5.1 23,492 4.7 11,530 3.8

Total 1,539 100.0 5,01,208

Notes: 1. Data are provisional.
2. Components may not add up to the whole due to rounding off.
3. Ratings are based on the inspection conducted during the
financial years 2018-19 and 2019-20.
4. Percentage variation could be slightly different because
absolute numbers have been rounded off to ¥ Crores.
Source: Off-site surveillance returns, RBI.

100.0 3,05,453 100.0

and common equity tier 1 (CET-1) capital ratio
are not applicable to UCBs. At end-March 2020,
more than 95 per cent of UCBs maintained
CRAR above the
(Chart V.11).

statutory requirement

Chart V.10: Distribution of Number and Business of
UCBs-by Rating Categories
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Chart V.11: Distribution of UCBs by CRAR
(End-March 2020)

All UCBs

Non-
Scheduled
UCBs

Scheduled
UCBs

u CRAR of 9 per cent and above

u CRAR below 9 per cent

Source: Off-site surveillance returns, RBI.

V.24 NSUCBs, that are characterised by a
smaller business size, have stronger capital
positions than SUCBs. During 2019-20, 4.8
per cent of NSUCBs had CRARs less than 9 per
cent as opposed to 3.7 per cent in the previous
year, while the corresponding figure for SUCBs
remained around 7.4 per cent. On the upside,
however, around 84 per cent of UCBs in each
category maintained CRARs greater than 12 per
cent during the year (Table V.7).

Table V.7: CRAR-wise Distribution of UCBs
(End-March 2020)

(Number)
CRAR Scheduled Non-scheduled All UCBs
(in Per cent) UCBs UCBs
1 2 3 4
CRAR < 3 4 41 45
3 <=CRAR <6 0 12 12
6 <=CRAR < 9 0 18 18
9 <= CRAR < 12 5 163 168
12 <= CRAR 45 1,251 1,296
Total 54 1,485 1,539

Note: Data are provisional.
Source: Off-site surveillance returns, RBI.
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3.4 Asset Quality

V.25 Historically, UCBs have had higher
level of NPAs than SCBs. Since 2015-16,
however, this position reversed, with the
asset quality review (AQR) resulting in greater
NPA recognition in SCBs, while the asset
impairment of UCBs inched up gradually over
time. In 2019-20, the GNPA ratio of UCBs
again surpassed that of SCBs. The change was
driven by improvement in the asset quality
of SCBs for two consecutive years while the
slippages of UCBs increased (Chart V.12).

V.26 In 2019-20, the asset quality of both
SUCBs and NSUCBs deteriorated, with the latter
recording a larger increase in the GNPA ratio.
The rise in NPAs may partly be attributable to
stagnant growth in loans and advances and weak
balance sheets (Table V.8).

V.27  While both gross NPAs and provisioning
increased during 2019-20, the growth in the
latter was not fully commensurate with the

Chart V.12: Non-performing Assets: UCBs versus SCBs
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Table V.8: Non-Performing Assets of UCBs
(At end-March)

Sr. Items Scheduled Non- All UCBs
No. UCBs Scheduled
UCBs
2019 2020 2019 2020 2019 2020
1 2 3 4 5 6 7 8
1 Gross NPAs (R crore) 9,610 14,042 12,483 18,968 22,093 33,010
2 Gross NPA Ratio (%) 6.6 9.9 80 115 7.3 108
3 Net NPAs (% crore) 4,057 5,695 5,598 8,899 9,656 14,594
4 Net NPA Ratio (%) 2.9 4.3 3.8 5.8 3.3 5.1
5 Provisioning (Z crore) 5,729 8,573 8,290 11,348 14,020 19,921
6 Provisioning Coverage 59.6 61.1 66.4 59.8 635 60.3

Ratio (%)

Note: Data for 2020 are provisional.
Source: Off-site surveillance returns, RBIL.

growth in the former, resulting in an increase in
net NPA ratio (Chart V.13).

3.5 Financial Performance and Profitability

V.28  The overall operating profit of UCBs took a
major hit in 2019-20 as their interest income, that
constitutes around 89 per cent of total income,
declined for the second consecutive year due to
deceleration in investments and high growth of
NPAs. This was accompanied by an increase in

Chart V.13: NPAs and PCR - UCBs
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interest and non-interest expenditure. These

factors combined with higher provisioning for
contingencies — which more than doubled during
the year — resulted in net losses in the consolidated
balance sheet. The decline was mainly driven by
the SUCBSs, although marginal profits of NSUCBs
provided a silver lining (Table V.9).

Table V.9: Financial Performance of Scheduled and Non-scheduled Urban Co-operative Banks

(Amount in % Crore)

Item Scheduled UCBs Non-scheduled UCBs All UCBs All UCBs Variation (%)
2018-19 2019-20 2018-19 2019-20 2018-19 2019-20 2019-20
1 2 8 4 5 6 7 8
A. Total Income [i+ii] 23,390 20,126 28,670 30,082 52,060 50,208 -3.6
(100.0) (100.0) (100.0) (100.0) (100.0) (100.0)
i. Interest Income 20,790 16,955 27,108 27,893 47,898 44,848 -6.4
(88.9) (84.2) (94.6) (92.7) (92.0) (89.3)
ii. Non-interest Income 2,600 3,170 1,562 2,189 4,162 5,359 28.8
(11.1) (15.8) (5.4) (7.3) (8.0) (10.7)
B. Total Expenditure [i+ii] 18,994 20,209 24,362 25,869 43,356 46,078 6.3
(100.0) (100.0) (100.0) (100.0) (100.0) (100.0)
i. Interest Expenditure 13,719 14,674 17,411 18,567 31,131 33,241 6.8
(72.2) (72.6) (71.5) (71.8) (71.8) (72.1)
ii. Non-interest Expenditure 5,274 5,535 6,951 7,302 12,225 12,837 5.0
(27.8) (27.4) (28.5) (28.2) (28.2) (27.9)
of which: Staff Expenses 2,615 2,841 3,607 3,890 6,223 6,731 8.2
C. Profits
i. Amount of Operating Profits 3,696 -866 4,141 4,036 7,837 3,170 -59.6
ii. Provision, Contingencies 1,322 4,251 1,447 2,976 2,769 7,227 161.0
iii. Provision for taxes 830 265 988 811 1,818 1,076 -40.8
iv. Amount of Net Profit before Taxes 2,590 -4,921 2,771 1,192 5,362 -3,729 -169.6
v. Amount of Net Profit after Taxes 1,761 -5,186 1,783 381 3,544 -4,806 -235.6
Notes: 1. Data for 2019-20 are provisional.

2. Components may not add up to the total due to rounding off.

3. Percentage variation could be slightly different because absolute numbers have been rounded off to X crores.

Source: Off-site surveillance returns, RBI.

102



V.29 The strained profitability of SUCBs was
evident in return on assets (RoA) and return on
equity (RoE), where the former turned negative
after a gap of more than 15 years. The net
interest margin (NIM) in 2019-20 was lowest
ever recorded as per the data available from
2000-01. The shrinking income drove up the cost-
to-income ratio. While the profitability indicators
of NSUCBs also deteriorated, they fared better
than SUCBs in terms of RoA and RoE, reversing
the position of the previous year (Table V.10 and
Chart V.14).

3.6 Priority Sector Advances

V.30
sector lending target of 40 per cent of adjusted net
bank credit (ANBC) or credit equivalent amount
of off-balance (CEOBSE),
whichever is higher. This includes a mandated

UCBs are required to meet a priority

sheet exposures

sub-target of 10 per cent of advances to weaker
sections. UCBs’ lending to the priority sector

DEVELOPMENTS IN CO-OPERATIVE BANKING

Table V.10: Select Profitability Indicators

of UCBs
(per cent)
Indicators Scheduled Non-Scheduled All
UCBs UCBs UCBs

2018-19 2019-20 2018-19 2019-20 2018-19 2019-20

1 2 3 4 5 6 7
Return on Assets 0.64 -1.80 0.59 0.12 0.61 -0.79
Return on Equity 8.12 -24.53 6.52 1.35 7.23 -9.72
Net Interest Margin 2.57 0.79 3.21 2.88 291 1.90

Note: Data for 2019-20 are provisional.
Source: Off-site surveillance returns, RBI.

has historically been higher than the prescribed
targets. During 2019-20, priority sector lending
jumped by 14.8 per cent as compared to the
level in the previous year, while its share in
total lending increased by 6 percentage points
(Table V.11). Thus, the UCBs exceeded the
priority sector target by 331,700 crore or by
10.38 per cent in 2019-20. Incidentally, UCBs’
participation in priority sector lending certificates

Chart V.14: Profitability Indicators- SUCBs versus NSUCBs
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(PSLCs) is low due to technical challenges. Going
forward, their share of priority sector lending is
expected to rise further as per the revised target
of 75 per cent of ANBC or CEOBSE, whichever is
higher, to be complied with by March 31, 2024,
with defined interim milestoness.

Table V.11: Composition of Credit to
Priority Sectors by UCBs
(As on March 31, 2020)

(Amount in ¥ Crore)

Item Priority Sector Advances

Amount Share in Total
Advances (%)

1 2 3
1. Agriculture [(i)+(ii)+(iii)] 11,716 3.8
(i) Farm Credit 8,682 2.8
(ii) Agriculture Infrastructure 500 0.2
(iii) Ancillary Activities 2,534 0.8
2. Micro and Small Enterprises 95,102 31.1
[(1) + (ii) + (iii) + (iv)]
(i) Micro Enterprises 31,497 10.3
(ii) Small Enterprises 49,569 16.2
(iii) Medium Enterprises 13,648 4.5
(iv) Advances to KVI 387 0.1
3. Export Credit 378 0.1
4. Education 2,434 0.8
5. Housing 25,359 8.3
6. Social Infrastructure 923 0.3
7. Renewable Energy 1,476 0.5
8. 'Others' category under Priority Sector 16,496 5.4
9. Total (1 to 8) 1,53,886 50.4
of which,
Loans to Weaker Sections under
Priority Sector 35,764 11.7

Notes: 1. Data for 2020 are provisional.
2. Percentages are with respect to the total credit of UCBs.
3. Components may not add up to total due to rounding off.
Source: Off-site surveillance returns, RBI.

4. Rural Co-operatives

V.31 Rural co-operatives, @ which  were
established to address the ‘last mile’ problem
associated with delivery of affordable credit to
farmers, can be broadly classified into short-
term and long-term institutions, each with
distinct mandates. The former primarily provide
short-term crop loans and working capital
loans to farmers and rural artisans, while the
latter typically provide longer duration loans for
making investments in agriculture, including
land development, farm mechanisation and

minor irrigations, rural industries, and housing,

V.32 At end-March 2019, short-term co-
operatives comprising State Co-operative
Banks (StCBs), District Central Co-operative
Banks (DCCBs) and Primary Agricultural Credit
Societies (PACS) accounted for 95 per cent of
the total assets of rural co-operatives. This
share has consistently increased over the years
(Table V.12 and Chart V.15).

4.1 Short-term Rural Co-operatives

V.33  Short-term co-operatives are arranged in
a three-tier structure in most of the states, with
StCBs at the apex level, DCCBs at the intermediate
level and PACS at the grassroots level. In ten
states® and four union territories however, short-
term co-operatives operate through a two-tier
structure consisting of StCBs at the apex level
and PACS at the field level.

8 As per the revised guidelines issued on March 13, 2020, priority sector lending targets for UCBs have been revised and increased
to 75 per cent of ANBC or CEOBSE, whichever is higher. UCBs shall comply with the above target by March 31, 2024, with 45 per
cent, 50 per cent, and 60 per cent of ANBC or CEOBSE, whichever is higher by end-March 2021, 2022 and 2023, respectively.

9 After the final approval by the Reserve Bank, thirteen out of fourteen DCCBs (except Malappuram DCCB) of Kerala were amalgamated

with the Kerala State Co-operative Bank on November 29, 2019.
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Table V.12: A Profile of Rural Co-operatives
(At end-March 2019)

(Amount in ¥ Crore)

Item Short-term Long-term

StCBs DCCBs PACS SCARDB:s (P) PCARDB:s (P)

1 2 3 4 B 6

A. Number of Co-operatives 33 363 95,995 13 602
B. Balance Sheet Indicators

i Owned Funds (Capital + Reserves) 18,545 43,583 42,196 4,489 2,810

ii. Deposits 1,35,392 3,78,248 1,33,010 2,434 1,303

iii. Borrowings 79,358 97,678 1,388,922 15,098 16,104

iv. Loans and Advances 1,48.625 3,00,034 2,05,895 20,651 15,594

v. Total Liabilities/Assets 2,48,949 5,69,698 2,96,554 27,997 30,108

C. Financial Performance
i. Institutions in Profit

a. No. 30 303 46,930 8 271
b. Amount of Profit 1,313 1,699 5,949 124 103
ii. Institutions in Loss
a. No. 3 60 37,731 5 331
b. Amount of Loss 147 986 7,666 173 545
iii. Overall Profits (+)/Loss (-) 1,166 713 -1,717 -49 -442
D. Non-performing Assets
i.  Amount 6,420 35,546 51,953# 5,477 6,121
ii. As percentage of Loans Outstanding 4 12 45.16## 27 39
E. Recovery of Loans to Demand Ratio**(Per cent) 94 72 74.5 46 41

Notes: 1. StCBs: State Co-operative Banks; DCCBs: District Central Co-operative Banks; PACS: Primary Agricultural Credit Societies; SCARDBs: State
Co-operative Agriculture and Rural Development Banks; PCARDBs: Primary Co-operative Agriculture and Rural Development Banks.
2. #: Total overdues; ##: percentage of overdues to total outstanding.
3. (P): Data are Provisional
4. **: This ratio captures the share of outstanding non-performing loan amounts that have been recovered.
Source: NABARD and NAFSCOB.

V.34 Historically, deposits are the major from StCBs and DCCBs and owned funds, even
sources of funds for StCBs and DCCBs. On the though the share of deposits has inched up over
other hand, PACS rely more heavily on borrowings the years (Chart V.16).
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4.1.1 State Co-operative Banks

V.35 State Co-operative Banks (StCBs), the
apex institutions in the short-term rural co-
operative structure, mobilise deposits and
provide liquidity and technical assistance to
DCCBs and PACS. StCBs also mobilise refinance
support from higher refinancing institutions
like the NABARD for supporting the crop loan
needs of affiliated DCCBs and PACS. Over time,
StCBs have diversified their operations towards
providing medium-term loans for investments in
agriculture in particular, and the rural sector, in

general.
Balance Sheet Operations

V.36 In 2018-19, the consolidated balance
sheet of StCBs expanded on the back of deposits
on the liabilities side and advances on the
assets side, both of which constitute more
than half of the size of the balance sheet
(Table V.13).

V.37 During 2019-20, StCBs’ balance sheet
shift was impacted by the amalgamation of
13 DCCBs with the Kerala State Co-operative
Bank in November 2019 (Table V.14).

Profitability

V.38
2018-19 after a deceleration in the previous

Net profits of StCBs accelerated during

year. Operating profits, too, accelerated as the
increase in income — especially interest earnings
— outpaced expenditure, despite a steep rise in
provisions and contingencies. The operating
expenses of StCB in Kerala increased by 686 per
cent, on account of write-off of excess income

recognised in respect of some investments, and
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Table V.13: Liabilities and Assets of
State Co-operative Banks

(Amount in ¥ Crore)

Item As at end-March Variation (%)
2018 2019 2017-18 2018-19
1 2 3 4 5
Liabilities
1. Capital 5,542 6,104 7.4 10.1
(2.4) (2.4)
2. Reserves 11,240 12,441 9.2 10.7
(4.9) (4.9)
3. Deposits 1,23,634 1,35,392 1.2 9.6
(54.4) (54.3)
4. Borrowings 72,170 79,358 -10.8 10.0
(31.8) (31.8)
5. Other Liabilities 14,355 15,654 -1.1 9.0
(6.3) (6.2)
Assets
1. Cash and Bank Balances 9,288 11,602 -3.9 24.9
(4.0) (4.6)
2. Investments 74,398 76,458 -12.1 2.8
(32.7) (30.7)
3. Loans and Advances 1,31,934 1,48,625 3.8 12.7
(58.1) (59.7)
4. Accumulated Losses 527 471 -12.9 -10.6
(0.2) (0.1)
5. Other Assets 10,694 11,793 -2.6 10.3
(4.7) (4.7)
Total Liabilities/Assets 2,26,841 2,48,949 -2.6 9.7
(100.0) (100.0)

Notes: 1. Figures in parentheses are proportion to total liabilities/assets

(in per cent).
2. Y-0-Y variations could be slightly different because absolute
numbers have been rounded off to X1 Crore.
3. Components may not add up to the total due to rounding off.
Source: NABARD.

the implementation of a one-time settlement
scheme (Table V.15).

Table V.14: Select Balance Sheet Indicators of
Scheduled State Co-operative Banks

(Amount in ¥ Crore)

Item 2015-16 2016-17 2017-18 2018-19 2019-20
1 2 3 4 5) 6
Deposits 79,564 90,277 98,768 1,10,559 1,87,456

(3.0) (13.5) (9.4) (11.9) (69.6)
Credit 1,07,360 1,10,934 1,17,989 1,31,399 1,94,310

(3.4) (3.3) (6.4) (11.4) (47.9)
SLR Investments 24,220 26,225 33,411 33,130 54,181

(4.0) (8.3) (27.4) -(0.8) (63.5)
Credit plus SLR 1,31,580 1,37,159 1,51,400 1,64,529 2,48,492
Investments (3.5) (4.2) (10.4) (8.7) (51.0)

Notes: 1. Data pertain to last reporting Friday of March of the
corresponding year.
2. Figures in brackets are growth rates in per cent over previous
year.
Source: Form B under Section 42 of RBI Act.



Table V.15: Financial Performance of
State Co-operative Banks

(Amount in ¥ Crore)
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Table V.16: Soundness Indicators of
State Co-operative Banks

(Amount in ¥ Crore)

Item As Percentage
During Variation

2017-18 2018-19 2017-18 2018-19

1 2 3 4 5

A. Income (i+ii) 15,477 16,563 1.5 7.0
(100.0) (100.0)

i. Interest Income 14,798 15,952 0.7 7.8
(95.6) (96.3)

ii. Other Income 679 611 22.1 -10.0
(4.5) (3.8)

B. Expenditure (i+ii+iii) 14,447 15,396 1.1 6.6
100.0 100.0

i. Interest Expended 11,450 11,729 -0.6 2.4
(79.2) (76.1)

ii. Provisions and 1,078 1,341 25.3 24.4
Contingencies (7.4) (8.7)

iii. Operating Expenses 1,919 2,326 0.2 21.2
(13.2) (15.1)

of which : Wage Bill 1,212 1,303 5.6 7.5
(10.5) (11.1)

C. Profits
i. Operating Profits 1,818 2,217 22.7 21.9
ii. Net Profits 1,030 1,166 8.2 13.2

Notes: 1. Figures in parentheses are proportion to total income/

expenditure (in per cent).
2. Y-0-Y variations could be slightly different because absolute
numbers have been rounded off to X1 Crore in the table.
3. Components may not add up to the total due to rounding off.
Source: NABARD.

Asset Quality

V.39 The asset quality of StCBs improved
during 2018-19, albeit marginally. Technical
write-offs and improvementin recovery, especially
from state governments post implementation of
loan waiver schemes, helped in containing loss
assets (Table V.16).

V.40 The improvement in the asset quality of
StCBs during 2018-19, although overshadowed
by the large decline in NPAs of SCBs, contrasted
with the worsening GNPA ratios of UCBs
(Chart V.17).

V41
India decrease in the NPA ratio was driven

From a regional perspective, the all-
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Item As at end-March  Variation (%)

2018 2019 2017-18 2018-19

1 2 3 4 5

A. Total NPAs (i+ii+iii) 6,223 6,420 20.1 3.2

i. Sub-standard 2,293 2,442 44.0 6.5
(36.8) (38.0)

ii. Doubtful 2,539 2,786 4.9 9.7
(40.7) (43.4)

iii. Loss 1,397 1,192 19.6 -14.7
(22.4) (18.5)

B. NPAs to Loans Ratio (%) 4.7 4.3 - -

C. Recovery to Demand Ratio (%) 94.2 93.9 - -

Notes: 1. Figures in parentheses are shares in total NPA (%).
2. Absolute numbers have been rounded off, leading to slight
variations in per cent.
3. Components may not add-up to the total due to rounding off.
Source: NABARD.

by the north-eastern, western, and southern
states. In the northern region, states continued
to report the lowest NPA ratio, while southern
states surpassed those in the northern region in
reporting the highest recovery-to-demand ratio
(Chart V.18a and V.18b).
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Chart V.18: StCBs - Regional Patterns
(At end-March)

a: Financial Health of StCBs across Regions
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Note: Expansion of the ring indicates deterioration in the financial health of StCBs. Financial health is represented by NPA ratio.

4.1.2 District Central Co-operative Banks

V.42 District central co-operative banks
(DCCBs) - the intermediate tier in the short-
term rural co-operatives structure-mobilise
deposits from the public and provide credit to
them as well as to PACS. DCCBs’ borrowings
comprise of loans and advances from StCBs
and direct refinancing from the NABARD. They
have a wide depositor base, garnered through an
extensive branch network. Accordingly, DCCBs
typically have a lower credit-to-deposit ratio
than StCBs, despite higher credit disbursal
(Chart V.19).

Balance Sheet operations

V.43 The expansion in the consolidated
balance sheet of the DCCBs during 2018-19 was
fuelled by the growth of deposits, that constitute
66 per cent of liabilities. Deposit growth was
matched by acceleration in loans and advances
and investments on the assets side (Table V.17).
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Profitability

V.44 The net profit of DCCBs diminished
for the third consecutive year, with the pace of
reduction increasing in 2018-19. Although both

Chart V.19: Credit-Deposit Ratio: StCBs and DCCBs
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Table V.17: Liabilities and Assets of
District Central Co-operative Banks

(Amount in ¥ Crore)

DEVELOPMENTS IN CO-OPERATIVE BANKING

Table V.18: Financial Performance of District
Central Co-operative Banks

(Amount in ¥ Crore)

Item As at Percentage
end-March Variation
2018 2019 2017-18 2018-19
1 2 3 4 5
Liabilities
1. Capital 19,693 21,447 5.5 8.9
(3.7) (3.7)
2. Reserves 20,931 22,136 5.9 5.8
(3.9) (3.8)
3. Deposits 3,47,967 3,78,248 5.2 8.7
(66.2) (66.3)
4. Borrowings 90,312 97,678 -1.2 8.2
(17.1) (17.1)
5. Other Liabilities 46,254 50,189 3.5 8.5
(8.8) (8.8)
Assets
1. Cash and Bank Balances 27,230 29,203 -17.2 7.2
(5.1) (5.1)
2. Investments 1,84,883 1,96,227 0.1 6.1
(385.2) (34.4)
3. Loans and Advances 2,77,079 3,00,034 9.7 8.3
(52.7) (52.6)
4. Accumulated Losses 5807 6,654 10.8 14.6
(1.1) (1.1)
5. Other Assets 30,158 37,580 0.3 24.6
(5.7) (6.5)
Total Liabilities/Assets 5,25,157 5,69,698 3.9 8.5
(100.0) (100.0)

Notes: 1. Figures in parentheses are proportion to total liabilities/assets

(in per cent).
2. Y-0-Y variations could be slightly different because absolute
numbers have been rounded off to ¥1 Crore in the table.
3. Components may not add up to the total due to rounding off.
Source: NABARD.

interest and non-interest income picked up,
a jump in provisions and contingencies, and
operating expenses, especially the wage bill,
overshadowed the former (Table V.18). DCCBs
typically have a higher burden of wage bills in
comparison to StCBs due to their district level
presence (Chart V.20).

Asset Quality

V.45 The asset quality of DCCBs deteriorated
marginally in 2018-19, with an increase in
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Item As during Percentage Variation

2017-18 2018-19 2017-18 2018-19

1 2 3 4 5

A. Income ( i+ii) 39,437 41,498 2.3 5.2
(100.0) (100.0)

i. Interest Income 37,669 39,426 2.9 4.7
(95.5) (95.0)

ii. Other Income 1,768 2,072 -9.5 17.2
(4.6) (4.9)

B. Expenditure (i+ii+iii) 38,587 40,785 2.5 5.7
(100.0) (100.0)

i. Interest Expended 26,788 27,561 -0.2 2.9
(69.4) (67.5)

ii. Provisions and 3,476 3,834 15.1 10.3
Contingencies (9.0) (9.4)

iii. Operating Expenses 8,323 9,391 7.2 12.8
(21.5) (23.0)

of which : Wage Bill 5,222 5,811 4.9 11.3
(13.5) (14.2)

C. Profits
i. Operating Profits 3,812 3,927 14.4 3.0
ii. Net Profits 850 713 -6.6 -16.1

Notes: 1. Figures in parentheses are proportion to total liabilities/assets
(in per cent).
2. Y-0-Y variations could be slightly different because absolute
numbers have been rounded off to X1 Crore in the table.
3. Components may not add up to the total due to rounding off.
Source: NABARD.

sub-standard and doubtful assets. Loss assets,
however, declined on receipt of loan waiver

Chart V.20: Share of Operating Expenses in
Total Expenses
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Table V.19: Soundness Indicators of District
Central Co-operative Banks

(Amount in ¥ Crore)

Item As at Percentage
end-March Variation
2018 2019 2017-18 2018-19
1 2 3 4 5
A. Total NPAs (i+ii+iii) 30,894 35,546 17.0 15.1
i. Sub-standard 15,094 17,911 26.0 18.7
(48.8)  (50.3)
ii. Doubtful 13,232 15,142 9.9 14.4
(42.8) (42.5)
iii. Loss 2,568 2,493 7.4 -2.9
(8.3) (7)
B. NPAs to Loans Ratio (%) 11.2 11.8 - -
C. Recovery to Demand Ratio (%) 71.1 72.0 - -

Notes: 1. Figures in parentheses are proportion to total NPAs (in per

cent).

2. Y-o-y variations could be slightly different because absolute
numbers have been rounded off to X1 Crore in the table.

3. Components may not add up to the total due to rounding off.

Source: NABARD.

scheme payments from state governments
(Table V.19).

V.46
variation in the financial health of DCCBs across

Similar to StCBs, there is considerable

regions. The central region continued to report
the highest NPA ratio, while the western states

recorded the largest deterioration in asset quality.
The states in the southern region reported the
highest recovery-to-demand ratio (Chart V.21a
and V.21b).

V.47
NPA ratios and lower recovery-to-demand ratios
than StCBs. The share of agricultural lending
in the loans portfolio of DCCBs is higher than

DCCBs have persistently suffered higher

that of StCBs; hence, they are relatively more
exposed to the vagaries of nature and volatility in
agricultural performance (Chart V.22).

4.1.3 Primary Agricultural Credit Societies

V.48 Primary Agricultural Credit Societies
(PACS) form the grass-root level tier of the short-
term rural co-operative structure that directly
interfaces with individual borrowers to provide
them short-term and medium-term credit. They
also arrange for the supply of agricultural inputs,
distribution of consumer articles and marketing
of produce for their members.

V.49
balance

On the liabilities side of the consolidated
of PACS, the
improvement in owned funds was contributed by

sheet substantial

Chart V.21: DCCBs - Regional Patterns
(At end-March)

a: Regional Disparity in Financial Health
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Chart V.22: NPAs and Recovery - StCBs versus DCCBs
25.0 1 - 100.0
\/_/\/\/_‘ L 90.0
20.0 - 80.0
- 70.0
= 15.0 - 60.0 =
[ (5}
® -50.0 ©
5 5
A 10.0 - 40.0 ~
- 30.0
5.0 1 F20.0
- 10.0
0.0 - 0.0
© N W N O ~ N O I IO N~ DO
O O O O ™ ™ m™ rm r— = — - - -
T e S = T R e S Y S o B N
O O O O O A m H ™ — = —~ — ™~
S 09 9000909090 9O 909 9O 9o
N A AAAIIINANAIAQ
NPAs of StCBs NPAs of DCCBs
Recovery to Demand Ratio of StCBs (RHS)
Recovery to Demand Ratio of DCCBs (RHS)
Source: NABARD.

both paid-up capital and reserves. Both deposits
and borrowings grew at a healthy pace (Appendix
Table V.5).

V.50
sharp in the case of non-agricultural lending (

While overall lending contracted, it was

-71.9 per cent) relative to agricultural loans (-0.4
per cent). As a result, the share of agriculture in
total lending of PACS increased from 54.9 per cent
in 2017-18 to 81.2 per cent in 2018-19. During
the year, 48.9 per cent PACS were profitable while
87.1 per cent were deemed viable or potentially
viable. In the consolidated balance sheet of PACS
however, losses overwhelmed profits for the
second consecutive year (Appendix Table V.6).

V.51 Since PACS extend credit only to their

members, the borrower-to-member ratio is
a useful indicator for evaluating the access to
and demand for credit from PACS. The ratio
remained low at 38.7 per cent during 2018-
19, indicating that slightly more than a third of
members benefitted from the credit facility. On
the positive side, the share of marginal farmers
in total members as well as borrowers increased

to constitute a majority, suggesting that the most
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vulnerable strata of society are benefitting from
the PACS network (Appendix Table V.7).

4.2 Long Term Rural Co-operatives

V.52
important

Long-term  co-operatives an

play
role in enhancing agricultural
productivity and rural development by providing
long term finance for capital formation and
rural non-farm projects. They consist of state
co-operative agriculture and rural development
banks (SCARDBs) operating at the state level
and primary co-operative agriculture and rural
development banks (PCARDBs) operating at
the district/block level. While short-term co-
operatives in most states have a three-tier
structure, the structure of long term co-operative
institutions varies across states. At present,
five (Gujarat, Jammu & Kashmir, Puducherry,
Tripura and Uttar Pradesh) out of the thirteen
fully functional SCARDBs, are unitary, i.e.,
they operate through their branches with no
separate PCARDBs. Six (Haryana, Karnataka,
Kerala, Punjab, Rajasthan and Tamil Nadu)
are federal, operating through PCARDBs, and
two (Himachal Pradesh and West Bengal) have
mixed structures, with SCARDBs operating
through PCARDBSs as well as through their own
branches.

4.2.1 State Co-operative Agriculture and Rural
Development Banks (SCARDBS)

V.53 The sheet of
SCARDBSs contracted for the second consecutive

consolidated balance

year in 2018-19, as accumulated losses eroded
their equity capital base (Appendix Table V.8).
The financial woes of SCARDBs continued as
they reported net losses for the third consecutive
year. Although operating profits remained
positive, they declined year-on-year by 21.9 per
centdue to an increase in operating expenses and
decline in non-interest income (Appendix Table

V.9). Asset quality also deteriorated, and the
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recovery-to-demand ratio declined marginally
(Appendix Table V.10). Among the states, Kerala
and Tripura maintained the lowest and highest
NPA ratios, respectively (Appendix Table V.11).

4.2.2 Primary Co-operative Agriculture and
Rural Development Banks (PCARDBs)

V.54  After expanding for two consecutive years,
the consolidated balance sheet of PCARDBs
contracted in 2018-19, dragged down by reserves
and borrowings on the liabilities side and loans
and advances on the assets side (Appendix Table
V.12). PCARDBs registered operating profits in
2018-19, despite a decline in interest income,
which was compensated for by the substantial
rise in non-interest income (Appendix Table
V.13). Like the SCARDBs, both the NPA ratio
and the recovery-to-demand ratio of PCARDBs
(Appendix Table V.14). PCARDBs
in the northern states reported the highest NPA
ratios, while those in the southern states reported
the lowest (Appendix Table V.15).

deteriorated

5. Overall Assessment

V.55 The unearthing of a fraud in a major
UCB during 2019-20 affected its asset quality
and profitability, with ripple effects on other
related banks. Although the spillover was largely
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contained, this episode brought to the fore the
systemic risks stemming from a low capital base,
weak corporate governance, slower adoption
of new technology and inadequate systems of
checks and balances. In this light, the government
and the Reserve Bank have undertaken several
measures to improve governance and oversight
of co-operative banking system, including by an
amendment to the BR Act that empowered the
Reserve Bank with greater regulatory control
over UCBs, StCBs and DCCBs. The formation
of an umbrella organisation should help ease
funding constraints appreciably.

V.56
numerous shocks in recent years. Meanwhile,

The co-operative sector has been facing

commercial banks’ expansion of reach and
presence in rural and remote areas by leveraging
on technology and the banking correspondents’
network has
on

also intensified competitive

pressures them. Moreover, inherent
structural weaknesses alluded to in this chapter
constrain the sector and pose persistent and
recurring challenges. Given their overwhelming
contribution to financial inclusion and massive
reach, however, the need to strengthen the
sector and render it self-sustaining cannot
be overemphasised in the interests of the

communities they serve.
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