
1 
 

C:\Users\NODE03\Desktop\c-pec\uploadfilesoncpecwebsiteunderlibrarysectionsucces\Best Practices 1 UP 
CRAR paper.docx 

Best Practices in CRAR improvement and Share Capital Mobilization in Uttar Pradesh 

Shri R.K. Singh,  
Managing Director,  

Uttar Pradesh State Cooperative Bank   
 

 
 The Basle committee on Banking Regulation and Supervisory Practices appointed by 

the Bank of International Settlements (BIS) has prescribed certain capital adequacy standards 

to be followed by banks and these standards have been accepted for implementation by 

several countries. The rationale was to provide a sort of inbuilt insurance within a bank’s 

balance sheet.  

· Application of CRAR on StCB and DCBs 

Although, CRAR was applicable on Commercial Banks from the year 1992, cooperative 

banks were subjected to Income Recognition, Asset Classification and Provisioning 

Norms from the year 1996-97. CRAR was not prescribed on StCB and DCBs. Since, 

CRAR is in-built in cooperative banks as the same is to some extent linked to lending 

which incidentally covers the CRAR. These banks were introduced to the concept of 

CRAR in December 2007 and advised to disclose level of CRAR every year as notes on 

accounts to the Balance Sheets.  

 Committee on Financial Sector Reforms set up under Chairmanship of Dr. Rakesh 

Mohan then Dy. Governor of RBI had recommended for CRAR application on StCBs and 

DCBs. The said Committee had also stated in its report that these entities should be fully 

recapitalized before application of CRAR.  

 The Task Force on Revival of Cooperative Credit Institutions was set up under the 

Chairmanship of A. Vaidynathan. The Task Force suggested recapitalization of PACS,  

DCBs and StCB to cover their losses and raise CRAR to 7%.  The programme ended 

somewhat abruptly with several states including Uttar Pradesh yet to receive part of the 

promised funding for recapitalization. 
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(Rs. in cr.) 
Item Total financial 

assistance 
Amount released Residual amount 

Gol GoUP Gol GoUP Gol GoUP 
Eligible/Ineligible PACS and 
50 DCBs 

1545.69 265.68 623.41 265.69 922.28 Nil 

Inspite of non-recapitalization of these entities RBI made CRAR applicable on 

StCB and DCBs from 31st March 2012 which is :- 

i. CRAR of 4% by March 2012 

ii. CRAR of 7% by March 2015 

iii. CRAR of 9%  by March 2017 and onwards.  

 

Applicability of Cooperative Bank’s to reach minimum CRAR, could have been a 

welcome step for the Cooperative Credit Sector provided GoI should have first 

finalized the recapitalization measures to cleanse the balance sheet of cooperative 

credit and banking institutions. 

 

·  Position of StCB and DCBs in Uttar Pradesh after CRAR application.  

Short Term Cooperative Credit Structure (STCCS) holds an important position  in 

rural credit scenario of the state.  The state is endowed with three tier cooperative credit 

structure consisting of Uttar Pradesh Cooperative Bank (UPCB) at the Apex level which 

is a scheduled and licensed bank and at present has 27 branches. 50 licensed District 

Cooperative Banks (DCBs) with a network of 1311 branches, 7479 Primary Agricultural 

Cooperative Credit Societies (PACS) at Nyay Panchyat level covering almost all the 

blocks and inhabitated villages of the state. Though,  the network  of commercial banks 

and regional rural banks (RRBs) has spread rapidly in the state, their reach in the country 

side both in terms of clients and accessibility to small and marginal farmers and other 

poorer segment is far less than that of cooperatives.  
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UPCB has been running in profit since inception. Its yearly profit as on 31.3.2017 was 

Rs 32.81 cr. Out of 50 DCBs, 39 were on profit as on 31.3.2017. UPCB and 36 DCBs  are 

on CBS platform, remaining 14 DCBs are soon expected to be on CBS. Crop loan is the 

flagship of loans and advances with Rs. 10069.19 cr. as loan outstanding. Total deposit of 

UPCB and DCBs together are Rs. 22243.90 cr.  

· Position of CRAR:- 

U.P.C.B. :-   

 Capital adequacy ratio  which was at a healthy 14.32% as on 31.3.2012 which has 

further increased to  15.95% as on 31.3.2017. 

D.C.B.s. :-   

 25 DCBs were able to sustain 4% CRAR norms out of 50 DCBs as on 31.3.2012. A 

Task Force set up at RBI, Regional Office, Lucknow with RCS and NABARD as 

members, helped in bailing out 09 DCBs through financial assistance of Rs. 219 cr. from 

the state govt. in October 2012. Remaining 16 non-compliant, DCBs were subjected to 

embargo of Section 35A of Banking Regulation Act, 1949 which plummeted their credit 

worthiness. Several meetings at highest level failed to arrive at any consensus regarding 

release of, residual share of financial assistance  under VC-I  i.e. Rs. 922 cr.   

 In the interest of depositors and to ensure fulfilment of  credit need of small and 

marginal farmers, MoU was signed on 16.02.2015 between GoI, State Govt. and 

NABARD for rehabilitation  of 16 non-compliant DCBs. Financial assistance of             

Rs. 1923.96 cr. was provided to 16 DCBs to fulfil 7% CRAR norms. This enabled them to 

obtain Banking license from RBI. Thus, all 16 DCBs were licensed banks on 30.09.2016 

having CRAR of 7%.  

 CRAR position of 50 DCBs is mentioned below :- 

Year Benchmark Position 
4% and above Less than 4%  Negative 
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31.03.2012 4% 25 DCBs - 25 DCB 

 7% and above Less than 7% Negative 

31.03.2015 7% 34 DCBs - 16  DCB s 

 9% and above Less than 9% Negative 

31.03.2017 9% 48 DCBs - 2 DCBs 
 

 

 

 

· Steps taken to ensure 9% CRAR stipulations :- 

There were apprehension that majority of DCBs might not be able to fulfil minimum 

requirement of CRAR i.e. 9% as on 31.3.2017. A Task Force was set up in December 

2016 at RBI, Regional Office to monitor the progress  of CRAR of all 50 DCBs, 

particularly 16 newly licensed DCBs.  Several meetings were held at RBI, Regional 

Office, Lucknow with State govt., RCS, UPCB & CEOs of DCBs.         Bank-wise 

Monitorable Action Plan (MAP) was prepared, steps were initiated to ensure CRAR 

compliance. Action taken by DCBs and example of resounding progress made by them in 

a short span is mentioned below :- 

1. Capital contribution from members :- 

ü Weekly review of short fall in share capital of societies against loans & advance 

outstanding of the bank was done.  

ü PACS receive yearly dividend from IFFCO.  Huge amount was pending to be 

transferred to PACS.  Banks had taken approval of concerned PACS and 

transferred this amount in the share capital account of PACS maintained with the 

bank.  

ü Activating non borrowing members 

ü Loan to salary earner societies also contributed in increasing the share capital of 

DCBs.  
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This helped 16 newly licensed DCBs to mobilize Rs. 6.15 cr. as share capital 

in the year 2016-17. 

 

2. Investment of fund for SLR purpose in Govt. Securities.  

ü Bank investment of SLR funds in govt. securities also helped in reduction of risk 

weighted assets from 22.50% to 2.50%.  It was also ensured by UPCB that all 

DCBs invest their SLR amount in govt. securities as per RBI directives.  

 

 

3. Margin & Provisions 

ü Most of the DCBs were not taking into consideration, margin money deposit by 

PACS while calculating net book value of assets related to loan outstanding of 

PACS in cash & carry fertilizer and PDS account. PACS-wise information was 

collected by DCBs  regarding margin money deposited by PACS in  form of F.D 

with branches and after netting this amount risk weighted assets was calculated. 

4. Set off credit balances from the outstanding balances of loans  

ü Bank collected information on amount lying in S/B account of PACS.  On the 

basis of this information NPA amount pertaining to PACS was adjusted against 

deposit amount in their SB account. This exercise helped in reduction of NPAs 

thus making previous provision surplus. Similarly, banks like Siddarth nagar, 

Fatehpur which had given direct KCC loan through branches but had not set off 

the margin money against the overdue amount, adjustment of margin money 

against loan outstanding helped in reduction of NPA amount.  

5. Amount involved in fraud 

ü Steps were initiated by banks to recover amount categorized under fraud & 

embezzlement. Rs. 3.49 cr. has been recovered by 16 DCBs under amount 
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involved in fraud & embezzlement thus making provision against this amount 

surplus. 

6. Reconciliation of accounts 

ü Stress was laid on reconciliation of sundry creditor,  sundry debtor account  and 

un-reconciled entries pertaining to head office and branches, branches and 

societies and also bankers accounts. Several banks have reported reconciliation of 

entries which has helped in reduction of risk weighted assets and several 

unadjusted entries pertaining to share capital account, cadre fund overdraft and 

other reserve related entries.   

 

 

7. Revaluation of assets  

ü Revaluation of cost of building, bank building before 31.3.2017 helped in Tier – II 

capital of bank such as DCB Azamgarh, Hardoi & Deoria. Banks have been 

advised not to give preference to revaluation of assets for CRAR compliance.  

8. Review of cost & margins  

ü Although DCBs have been given permission to fix rate of interest on deposits, yet 

this exercise is not carried out in DCBs at regular intervals specially in 16 newly 

licensed DCBs. Review of cost & margins and revision of deposit rate as per 

prevailing conditions and bank requirement of funds and their ability to pay 

interest on deposit mobilised was stressed upon in the monthly meeting held at 

UPCB.  16 newly licensed DCBs which had not reviewed their deposit rate for the 

last several years were given instructions to take necessary steps in fixing rate of 

interest on deposits. This exercise has reduced their interest burden and helped in 

the profitability of the banks.  In the year 2016-17 10 newly licensed DCBs are on 

yearly profit as compared to 04 DCBs in the year 2015-16. 
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· Factors Deterred in Maintenance of CRAR .  

1. In respect of nationalised banks for improving their CRAR is case of deficit of capital 

fund, an equity support from GoI is expected and has been provided. Private banks can 

mobilize equity from the public by floating different kind of financial instruments. But 

in the case of cooperative banks, the equity can be mobilized only from  the State and 

District Banks, where the membership  is confined to the  DCBs in the case of StCBs 

and Primaries in the case of DCBs. Since, the equity can be mobilized only from 

members in case of cooperative banks, so the deficit if at all for the capital funds, for 

any cooperative bank cannot be mobilized from the public. The possibility of 

increasing the equity share capital in cooperative banks are far remote because the 

equity is linked to borrowings.  

2. Providing a cap of 25% on state govt. equity in cooperatives as per recommendation of 

VC-I has severely affected DCBs and PACS to strengthen their tier-I capital.  

3.  Withdrawal of 80(P) Income Tax exemption has hampered enough transfer of fund in 

Reserve fund of StCB and DCBs.  Income Tax amounting to Rs. 210.00 cr. has been 

paid by DCBs in the five years.  

4. Dwindling share in crop loan disbursement, weak financial position of PACS. Closure 

of marketing/consumer/textile/ non textile societies. 

5. Averse to diversify loaning operations through PACS. 
 

· Suggestions to fulfil Regulatory Requirement.  

Bank growth plans are now inexorably linked with capital base. Bank will need 

adequate capital to back loan expansion plan and they will have to expand capital to fund 

any further expansion in their business. Banks, therefore, have a continuous need to 

enhance their capital. DCBs have limited options to augment their tier-I and tier-II capital. 

Unless options available are fully explored and implementable action plan are  timely 



8 
 

C:\Users\NODE03\Desktop\c-pec\uploadfilesoncpecwebsiteunderlibrarysectionsucces\Best Practices 1 UP 
CRAR paper.docx 

prepared and monitored, chances are that DCBs always be entangled in sustaining CRAR 

and may end up facing capital crunch. Some of the suggestion are:- 

1. Delegation to branch level :- Capital adequacy in a bank today is a ‘Head Office’ 

responsibility, with the branches least concerned about it, if there has to be a 

meaningful planning for CRAR, then the following has to be done, once a bank has 

reached the minimum level of CRAR ; 

ü The existing bank capital may be notionally distributed amongst the branch/PACS 

at the same percent of capital to the risk weighted assets of the branch/PACS. 

ü Any fresh capital, the bank may access has to be again notionally distributed. 

ü An increase in the risk weighted assets of a branch has to be backed by a 

commensurate risk in branch profit. 

    This exercise will ensure participation of entire bank functionaries. 

2. Innovative Perpetual Dept. Instrument (IPDI) :-  StCB and DCBs  have not been 

able to take advantage of  IPDI which is eligible for inclusion as Tier-I capital. 

ü Investment of Reserve Fund of PACS/Marketing/Consumer/Salary earner etc in 

fixed deposit with DCBs need to be converted into IPDI issued by DCBs, and in 

future all reserve funds of Primary Societies need to be invested in IPDI of DCBs. 

Similarly, DCBs need to invest their reserve funds with StCB. RCS permission is 

necessary as per cooperative societies rules to enable primaries/DCBs to subscribe 

IPDI’s of StCB and DCBs respectively.  

ü Thereafter, DCBs can approach RBI to give them necessary permission to float 

IPDI. This will not only strengthen the Tier-I capital but will also help in     Tier-II 

capital. Since, bank will not have to maintain any CRR on this amount it will help 

them to get benefit on those funds which were invested as fixed deposits with 

DCBs on which banks had to maintain CRR.  
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3. Loan Term Deposit (LTD) :-  Like-wise,  DCBs have not been able to take 

advantage of L.T.D. At present there are 1650 Sahkari Nikshep Kendra (mini banks) 

in U.P. with deposit of Rs. 220 cr. and investment in DCBs of about Rs. 250 cr. DCBs 

are maintaining CRR and SLR on the aforementioned amount and interest is given to 

Sahkari Nikshep Kendra. Moreover, these Kendra’s keep 3% or Rs. 25000/- 

whichever is less as cash and rest amount is invested in DCBs as per RCS guidelines. 

If, they require any fund to meet the depositor’s demand DCBs give them loan limit 

on the amount invested by Kendra’s in fixed deposit. On the basis of last five year 

average investment in fixed deposit with DCBs, if 50% of amount invested by 

Sahakari Nikshep Kendra is permitted to be included in Tier-Ii capital of DCBs it can 

give strength to Tier-II capital.  

Moreover, DCBs will have no extra burden of interest in mobilization of 

resources for Tier-II capital. There will be resurgence of Sahkari Nikshep Kendra’s 

and deposit guarantee scheme which has abruptly stop.  

4. Revaluation Reserve: - RBI vide their letter DBR No. BPBC83/21.06.201/2015 

dated 1st March 2016 has given permission to commercial banks to reckoned 

revaluation reserve to be treated as Tier-I capital at a discount of 55% instead of 

treating in Tier-II capital. Para2.1 of the circular states “Banks properly consequently 

upon its revaluation may, at the discretion of banks, be reckoned as CETI capital at a 

discount of 55%, instead of as Tier-II capital”. This will strengthen Tier-I capital and 

DCB like Allahabad will be able to fulfil CRAR norms stipulations. RBI is requested 

to give this benefit, also to DCBs.  

5. Share Capital Assistance from NRC(LTO) fund from NABARD. :-  State govt. 

share capital contribution forms an important source of fund to DCBs/PACS for 

augmenting its share capital base. In the present paradigm shift in banking NRC(LTO) 

fund assistance should be invariably be provided to DCB and PACS. The internal 
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accrual of profit of DCBs may not completely fund its asset growth, nor can 

substantial share be generated from PACS. DCBs need state govt. financial assistance 

to strengthen its Tier-I core capital.  Thus, the cap of 25% of state govt. in total share 

capital of DCBs and PACS need to be dispense with. Moreover, the rate of interest on 

this scheme need to be reduced from 8.5% to a reasonable level, so that the state govt. 

don’t hesitate in borrowing from the aforementioned fund. 

6. Rehabilitation of PACS: - The wheels of cooperative movement will come to a 

standstill without according a cardinal status to “PACS”. Development of three tier 

cooperative credit structure largely hinges on sustainable growth of PACS. 

Reorganization and rehabilitation of PACS is paramount. There is no gainsay that 

PACS command goodwill among the rural masses, being member driven they can not 

only emerge as self-reliant viable unit but can play a crucial role in compliance of 

CRAR norm for DCBs 

 

 

· Issues to ponder for consideration :  

1. DCBs are local area banks, they have no stake in international business and therefore, 

subjecting them to international norms of CRAR is doing more damage than good to 

rural economic development. Graded CRAR norms for DCBs and SCB of different 

business sizes as suggested by Dr. Prakash Bakshi Committee report or keeping 

CRAR to a minimum level will help Banks to sustain themselves. 

2. Agricultural sector is highly dependent on the uncontrolled natural forces. Hence, 

there is an inherent greater risk in agricultural lending on account of uncertainty of 

monsoon and other natural phenomena. This inherent risk in such directed sectors 

definitely deserves a due consideration in the form of relaxation in the prudential 

norms of income recognition provisioning and CRAR.  
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3. Rural finance has not been an area where new product introduction is frequent. Bank 

need to invest in product development in keeping with the changes in farming 

operations and rural livelihood opportunities. Unless suitable products and processes 

are designed high cost and high risk will continue to affect DCBs and PACS. Product 

design should have a comprehensive look at quantum pricing, duration, seasonality 

and risk. But the customer needs and demand side characteristics should have prime 

consideration in design. More than 80% of farmers belong to the humble category of 

small & marginal farmers, whose farm area are limited to less than 2 hec. Migration of 

labour from rural to urban centres of development has resulted in severe shortage of 

agriculture labour, inviting the prospect of farm mechanization. NABARD need to 

formulate viable projects and schemes for DCBs & PACS.  

4. Profit generated by StCB and DCBs is not substantial, owing to squeezed margins. 

Committee headed by Dr. Prakesh Bakshi, Chairman, NABARD had recommended 

higher share for StCB in food consortium credit. Apart from giving higher share to 

StCB, there is a need to include DCBs in food consortium credit. This will help them 

to boost their profitability. 

5. Deposit Education and Awareness Fund Scheme- 2014 (DEAF) stipulates transfer of 

deposit accounts above 10 years to RBI. Approximate Rs. 15000 cr. is in DEAF a/c 

with RBI. In all probability, substantial amount is bound to be in this account in the 

coming years. Promotion of depositor’s interests is the prime objective of this scheme. 

Compliance of CRAR norms indicate that banks is in a satisfactory financial position 

and will have no difficulty in fulfilling its financial obligations. Since only a wee-bit 

amount in DEAF is unlikely to be withdrawn in near future, amount of fund transfer 

by banks in this fund can be thought off to be included in Tier-I capital. This will be 

the most secured fund as compared to other in Tier-I capital of the bank as is it with 
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RBI. Cooperative Banks can be benefited from this since they have limited options to 

enhance their Tier- I CRAR.  
 

      Exponent of cooperative credit entities had comprehended the need to have a 

strong capital base since inception. This might be the reason of linking share capital to 

lending operations. CRAR is must for cooperative banks but owing to their peculiar 

organizational characteristics and limited area of operation, application of international norms 

of CRAR is effecting the growth of cooperative credit structure. There is a need to align 

CRAR stipulations in accordance with their style of functioning.  


