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Mobilisation of Share Capital by DCBs in Kerala  

A BIRD Case Study1 

By Manikumar S and KPR Udupa2 

Introduction 

inancial institutions play a significant role in the economic development of a 

country, broadly, by promoting mobilisation of resources and allocating these 

resources in the form of loans and advances.  

A bank needs adequate capital and it also needs adequate liquidity.  Capital is the 

cornerstone of a bank’s strength.  The presence of substantial capital reassures 

creditors and engenders confidence in a bank.   Bank capital, and a bank’s liquidity 

position, are concepts that are central to understanding what banks do, the risks they 

take and how best those risks should be mitigated.   

Background 

Capital Adequacy in Co-operative Banks 

Cooperative banks are member-based, limited-geography, autonomous and 

democratic institutions, owned and managed by the members’ themselves, using 

their own resources, supplemented by public deposits and borrowed capital.  To 

ensure financial stability of the rural cooperative banking system and to strengthen 

the capital structure of StCBs/CCBs, the RBI decided to prescribe a minimum CRAR 

for StCBs/CCBs and also opened up new avenues/instruments to raise additional 

share capital.  Relaxation in the extant Capital Adequacy norms by permitting nominal 

shares, admission fees, etc., as part of Tier I capital, were also extended to these banks. 

NABARD, in addition to its role as a Supervisor, is also entrusted with the task of 

handholding the rural cooperatives in their journey towards organisational 

sustainability and viability.  This study was conducted by BIRD, Lucknow as per 

directions of the Board of Supervision for StCBs, DCBs and RRBs. 

                                                           
1 Paper presented at the National Seminar on Best Practices in Co-operative Banks organized by the Bankers Institute of Rural 

Development [BIRD], Lucknow on 05th and 06th Jan 2018. 
2 Deputy General Managers and Members of Faculty, BIRD, Lucknow 
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Facilitating capital adequacy: importance of Responsive Regulatory Policy 

It is, therefore, the role of bank prudential regulation to ensure the safety and 

soundness of banks, for example, by ensuring that they have sufficient capital and 

liquidity resources to avoid a disruption to the critical services that banks provide to 

the economy.  Cooperative Banks are no exception to this.  

The Co-operative Credit Structure has many positives to its credit.  Their local feel 

and intrinsic knowledge of the clients in their area of operation is second to none.  

However, their biggest challenge is that they continue to be closely-held, member-

owned entities, which leaves little scope for them to raise their own capital from other 

sources outside of its membership fold.  

Further, the concept of linking borrowings to mandatory share capital contribution 

in the co-operatives pushes up the cost of credit to the borrowing member vis-à-vis 

his counterparts who borrow from RRBs/Scheduled Commercial Banks. Many State 

Governments through the Acts / Bye laws / RCS directions had capped the maximum 

share capital the borrowings members need to hold, for the purpose of linkage to 

borrowing. This is especially true of borrowings by the affiliated societies.  This had 

further reduced the ability of the State and Central Cooperative Banks 

[StCBs/CCBs] to increase their capital to higher levels. 

It is in this context of ensuring financial stability of the rural cooperative banking 

system and to strengthen the capital structure of StCBs/CCBs, the RBI, vide their 

circular No. RPCD.RCB. BC.73 /07.51.012 /2013-14 dated January 7, 2014, decided to 

prescribe a minimum CRAR for StCBs/CCBs. Accordingly, StCBs/CCBs were advised 

to maintain a mandated minimum CRAR of 7% on an ongoing basis with effect from 

March 31, 2015 and 9% on an ongoing basis with effect from March 31, 2017. 

To provide StCBs/CCBs with other avenues of raising capital and supplement the 

option of revaluing their Assets [upto 45% of Revaluation Reserves are permitted to 

be taken to Tier II capital], they were also, vide the RBI circular referred above, 
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permitted to issue Innovative Perpetual Debt Instruments [IPDI] and Long Term 

[Subordinated] Deposits[LTD] and to facilitate raising of Capital Funds [Tier I and 

Tier II] for the purpose of compliance with the prescribed CRAR norms. 

Taking into account the difficulties in raising capital, RBI further provided them 

relaxation and decided to permit the StCBs/CCBs, vide their circular No. 

DCBR.CO.RCBD.Cir.No. 12/19.51.012/2015-16 dated March 10, 2016 to also include 

the following items under Tier I capital:  

1. Contributions received from associate / nominal members where the bye-

laws permit allotment of shares to such members and provided there are 

restrictions on withdrawal of such shares as applicable to regular members.  

2. Contribution / non-refundable admission fees collected from the nominal and 

associate members which are held separately as 'Reserves' under appropriate 

head since these are not refundable.  

3. Outstanding amount in Special Reserve created under Section 36(1) (viii) of 

the Income Tax Act, 1961 if the bank has created Deferred Tax Liability (DTL) 

on this Reserve.  

However discussions with senior officials of various StCBs/CCBs revealed that taking 

into account the growth in their Balance Sheet and various other risk-related issues 

such as  regulated regime of  KCC loans, delayed receipt of subvention claims, not so 

good recoveries due to vitiated recovery climate on account of announcements of 

waivers, increasing NPAs, limited options for raising Share Capital, restricted 

opportunities for increasing Interest rates due to type of clientele served, etc.,  StCBs/ 

DCBs are finding it difficult to comply with the regulatory requirement of 

maintaining CRAR of 9% on an ongoing basis with effect from March 31, 2017.  As 

on 31/03/2016, 81 DCBs out of 370 DCBs and 5 StCBs out of 33 StCBs were having 

less than 9%CRAR. 
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ST Co-operative Credit Structure in the State of Kerala: An overview 

The Short-term Co-operative Credit Structure in the State of Kerala is very unique.  As 

per data available with NAFSCOB, as on 31st March 2015 [latest available], there 

were 1,642 PACS in the State [All India: 92,789].  These PACS, which had a 

geographical reach covering all the villages of the State, had a total Paid-Up Share 

Capital aggregating Rs.1,333 crore and reserves of Rs. 3,280 crore.  But what is 

interesting to note is that while all the 92,700+ PACS in the country put together held 

Rs. 84,616 crore of deposits, the share of the PACS in Kerala was a whopping 70 pc 

[Rs. 58,908 crore].  Similarly, as on the same date, the 14 DCBs in the State held Rs.762 

crore as Share Capital and Rs.1,677 crore as Reserves.  The aggregate deposits held 

by the 14 DCBs stood at Rs. 37,925 crore as on that date [this also included deposits 

of PACS held with DCBs]. 

 

These are huge numbers.  What it portrays is the depth and width of penetration that 

the co-operative credit institutions enjoyed in the State of Kerala.  Another unique 

feature of the State was that the Primary Agricultural Co-operative Societies were 

known as “Service Co-operative Banks”.  The State’s reluctance to change the 

nomenclature and drop the word “Bank” from the name of the PACS was one of the 

reasons for it being a non-signatory to the Vaidyanathan Committee [VC] 

recommendations.  Consequently, the Short Term Co-operative Credit Structure in 

the State could not derive the monetary benefits of the VC package. 

Objectives of the Study 

The major objective of the Study was to assess the share capital availability of the 

DCBs in Kerala State and to understand the approaches adopted by them to enhance 

the share capital contributions.  The specific Terms of Reference of the Study were: 

A. To understand and document the present status of Share Capital & Capital 

Funds held by the DCBs in Kerala State; 
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B. To understand the approaches adopted by the DCBs/PACS to enhance their 

Share Capital & Capital Funds including increasing their membership base; 

C. To identify the constraints that slow down the pace of growth in Share Capital 

and consequently Capital Funds and suggest measures to hasten mobilisation 

of Share Capital and Capital Funds; 

D. To provide a road-map for DCBs/StCBs of the country to increase Share Capital 

and their Capital Funds commensurate with business growth, for complying 

with the regulatory requirements. 

 

Methodology 

The study is based on both primary and secondary data.  Primary data has been 

collected directly from the banks concerned as also during the field visits and 

interactions with the officials of select DCBs and PACS. 

 

Innovative approaches adopted by DCBs in Kerala 

In Kerala, many of the DCBs had adopted varying approaches to improve their CRAR.  

Some banks focused on improving their capital base [and thereby increase the size of 

the numerator figure], which may be considered as the “Numerator Management” 

approach.  A few other banks tried to reduce the capital charge on their assets [and 

consequently reduce the size of their denominator figure], which can be termed as 

the “Denominator Management” approach.   

A few other banks adopted a mix of both these approaches.  All these approaches, 

either in isolation or in conjunction, have enabled the DCBs in Kerala to augment their 

CRAR appreciably, over the last few years.   

Field-level discussions were held with 3 DCBs, viz., Thrissur, Kozhikode and 

Malappuram and a few PACS/non-credit societies, to understand their perspectives 

on various gamut of CRAR as also approaches they have adopted to augment share 

capital levels.   

The following table analyses the movement in Capital Funds vis-à-vis the Risk 

Weighted Assets of all the 14 DCBs in Kerala State from 2012-13 to 2016-17: 
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Rs. Lakh 

Sl. 

No. 
Name of DCB Particulars 2012-13 2013-14 2014-15 2015-16 2016-17 * 

1 Alappuzha 

Cap. Funds -473.27 9784.22 14172.32 15157.02 15797.97 

RWA 132620.11 148165.93 162060.21 156881.09 158547.93 

CRAR [%] -0.36 6.60 8.75 9.66 9.96 

2 Ernakulam 

Cap. Funds 14186.48 17893.63 21549.29 22558.26 39180.00 

RWA 235152.93  250962.55 260571.83 263839.30 318837.00 

CRAR [%] 6.03 7.13 8.27 8.55 12.29 

3 Idukki 

Cap. Funds 8324.59 10384.12 21611.39 22409.49 23372.00 

RWA 117753.65 136187.28 187794.53 185842.55 195105.00 

CRAR [%] 7.07 7.62 11.51 12.06 11.98 

4 Kannur 

Cap. Funds 10307.00 12174.00 12609.34 17003.00 18858.00 

RWA 186365.16 180597.00 179849.00 191674.00 185976.00 

CRAR [%] 5.53 6.74 7.01 8.87 10.14 

5 Kasargode 

Cap. Funds 1277.57 3787.82 5284.23 5543.67 7575.44 

RWA 72242.59  75131.65 64306.47 67796.91 89972.51 

CRAR [%] 1.77  5.04 8.22 8.18 8.42 

6 Kollam 

Cap. Funds 4580.64 10460.43 14982.6 24535.11 26442.24 

RWA 140243.53  159611.04  155260.1 182714.60 214223.42 

CRAR [%] 3.27 6.55 9.65 13.43 12.34 

7 Kottayam 

Cap. Funds 3975.00 9255.00 14120.26 15969.00 19008.00 

RWA  117274.00 149873.00 167103.67 173267.00 187014.00 

CRAR [%] 3.39 6.18 8.45 9.22 10.16 

8 Kozhikode 

Cap. Funds 10750.27 19141.6 19440.08 23206.35 31263.00 

RWA 189806.81 212523.61 194175.17 229447.09 304440.00 

CRAR [%] 5.66 9.01 10.01 10.11 10.27 

9 Malappuram 

Cap. Funds 10034.65 12608.13 16470.17 18010.02 25263.26 

RWA 152060.74 177764.11 194637.95 179298.95 251934.35 

CRAR [%] 6.60 7.09 8.46 10.04 10.03 

10 Palakkad 

Cap. Funds 6924.59 6581.64 9696.13 12153.74 18130.62 

RWA 114461.73 126562.54 132121.39 147263.64 177184.84 

CRAR [%] 6.05 5.20 7.34 8.25 10.23 

11 Pathanamthitta 

Cap. Funds 2555.95 5273.02 8785.3 9601.46 12496.00 

RWA 106901.01 114574.81 108958.63 117543.86 136274.00 

CRAR [%] 2.39 4.60 8.06 8.17 9.17 

12 Thiruvananthapuram 

Cap. Funds 10165.62 12838.11 17370.9 19950.18 20908.00 

RWA 244971.13 248410.34 242457.11 253934.21 285082.00 

CRAR [%] 4.15 5.17 7.16 7.86 7.33 

13 Thrissur 

Cap. Funds 8931.13 13229.21 23665.85 31100.95 35629.00 

RWA 205540.2 245839.57 260211.58 292724.02 392188.00 

CRAR [%] 4.35 5.38 9.09 10.62 9.08 

14 Wayanad 

Cap. Funds 2043.84 2813.36 5276.33 5423.09 7381.00 

RWA 47712.72 50473.54 46836.93 54404.1 81562 

CRAR [%] 4.28 5.57 11.27 9.97 9.05 

* unaudited 
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It may be seen from the above table that almost all the banks had shown appreciable 

increase in CRAR levels over the last 5 years.  However, 2 banks, viz., Kasargode and 

Thiruvananthapuram have slipped in maintenance of CRAR at stipulated levels as on 

31st March 2017, based on unaudited figures.   

The specific approaches adopted by the banks in Kerala to augment their CRAR were 

as under : 

1. Mobilisation of Share Capital from societies on voluntary basis, in excess of 

their borrowing requirements. This was induced by the DCBs in many places 

on account of payment of higher dividends. 

2. Mobilisation of share capital from individuals against loans lent to them, based 

on certain percentage of share linkage norms. 

3. Mobilisation of LTDs from cash rich PACS, mainly based on the incentive of 

offering slightly higher interest rates. 

4. Realignment of their Asset portfolios, particularly their investments to reduce 

their Risk weights. 

5. Adopting planned recovery strategy, to reduce their NPAs, thereby reducing 

their provision requirements. 

However, in spite of the above approaches, discussions with the bankers revealed 

that the DCBs of Kerala State were apprehensive about their ability to maintain 9% 

CRAR on an on-going basis. Thus, even after many DCBs of the State have raised 

substantial portion of their capital requirement in the form of additional share capital 

[as mentioned earlier] and LTDs [Tier II capital] from their affiliated PACS, mobilised 

‘C’ Class share capital from individuals and also created Revaluation Reserves, based 

on their Assets; these banks were requesting for further policy relaxations in the 

norms prescribed for them in calculation of CRAR.  Otherwise, their apprehension is 

that, going forward, they may default in complying with the regulatory requirements 

of CRAR, thereby risking their licence.  If such situation exists in a cooperative 

dominant State like Kerala, it could very well be imagined that the situation in other 

States could also be very much similar or even worse. 
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Limitations of the Study 

The study is restricted to the Short Term Co-operative Credit Institutions in the State 

of Kerala. Due to wide geographical spread [14 DCBs and 1,600+ PACS], the sample 

for field visits and interactions was restricted to 3 DCBs and a few PACS / Non-credit 

societies. 

Some of the findings and recommendations are based on / have evolved from 

impressionistic views of the officials of various institutions the study team interacted 

with, on the field. 

 

Study Suggestions and Recommendations 

The major observations/ suggestions for augmenting CRAR has been grouped under 

two major heads, viz., increasing Capital Funds”” and reducing “Capital Charge on 

Assets”.  The above suggestions are indicated in summarised form as under: 

 

Efforts to increase Capital Funds [Numerator Management Approach] 

1. Share Capital mobilisation through Share Linkage :  

With the mandatory CRAR pegged at 9%, there is a need to : 

• Identifying such of those Societies which have a shortfall in share linkage in 

relation to their outstanding borrowings and ensuring that the balance share 

capital is mobilised. 

• Re-visiting the maximum monetary caps [viz., Rs. 1 lakh] in share linkage for 

certain types of loans imposed in some states, so that DCBs can achieve 

mandated CRAR levels on a sustained basis. 

• Increasing further, the share linkage ratio wherever they are set very low [say 

1% or 2%], for augmenting Share Capital. 

• Consider stipulating a slab-wise share linkage based on quantum of loans 

given to individuals also. 
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2.     Higher Capital mobilisation through “Share Valuation” 

• Co-operative banks have always issued shares to their members at face value, 

irrespective of when these shares are issued.  To provide a fair reflection of the 

worth of the shares of a DCB, there is a need to adopt a transparent 

Valuation Method, whenever a DCB issues shares.  Considering the 

unique nature of the Cooperative structure, the most appropriate method 

would be the “Net Worth Valuation” method.  The Net Worth per share 

[{Share Capital + Reserves} / No. of Shares] will thus be a far more realistic 

estimate of how much the share of DCBs/ StCBs is worth, at the time of every 

instance of share issue. The excess of the share value so arrived at over the face 

value could be considered as the Share Premium, reckoning for Tier I Capital. 

3.  Widening avenues for raising “Innovative Perpetual Debt Instruments” (IPDI) 

• Even though RBI had permitted banks to issue IPDIs to raise additional capital, 

no banks [DCBs/StCBs] in the country have raised IPDIs till date. 

• Due to federal nature of the co-operative structure, the lowest/intermediate 

tiers statutorily maintain certain types of deposits with the immediately higher 

tier.  Deposits such as Reserve Fund [RF], Employees Provident fund [EPF], 

Staff Security deposit [SSD], etc., are kept perpetually with the banks. While RF 

is perpetually kept as deposit till their liquidation, EPF and SSD are partially 

utilised as and when the respective staff retires. 

• In view of the above, such deposits, particularly the Reserve Fund [RF] of 

societies, could be considered to be kept as IPDI with the immediate 

higher tiers, with the permission of RCS. 

4.   Creating CRAR Reserve 

• With a view to facilitating faster and sustainable compliance to the mandated 

norm of CRAR on “Ongoing basis”, StCBs/ DCBs may be advised to create a 

new Reserve called “CRAR Reserve” under the provisions of their byelaws, as 

appropriation from profit, to enable them to increase capital funds and, 

incidentally, declare less dividend. 



BIRD, Luckow: National Seminar on Best Practices in Co-operative Banks 

05-06 Jan 2018 at Lucknow 

10 | P a g e  
Paper on CRAR: Mani & Udupa 

 

5.    Issuing of “Co-operative Capital Bonds” 

• To facilitate the StCBs/DCBs in raising capital to meet mandated CRAR 

requirements, these banks may be permitted to float Co-operative Capital 

Bonds, in the open market, which could be guaranteed either by the respective 

State Governments or by NABARD. 

6.     Creation of Special reserve under Section 36(1) (viii) of IT Act. 

• The Co-operative Banks can take advantage of the extant RBI guidelines 

which permit reckoning of outstanding amount in Special Reserve created 

under Section 36(1) (viii) of the Income Tax Act, 1961 as Tier I Capital, 

and under Section 36 (1) (vii) of the Income Tax Act, 1961. 

7.    Investing Fluid Reserves in  Long Term (Subordinated) Deposits [LTDs] 

• All PACS are required, as per the relevant State laws, to maintain a certain 

percentage of their Deposits [usually 20%] as Fluid Reserves with their 

affiliated DCBs.  PACS may be permitted to invest their Fluid Reserves in 

LTDs issued by DCBs.  This could be done at State Govt/ RCS level itself, as 

PACS are presently regulated by them. 

8.  Broadening the base for reckoning of Investment Fluctuation Reserve [IFR] 

• As per extant RBI guidelines, Commercial Banks, based on certain norms, are 

permitted to treat the entire balance in the IFR as Tier I capital. Cooperative 

Banks and RRBs may also be extended the benefit of these guidelines. 

• Additionally, a preferential treatment could be extended to these institutions 

by allowing the entire balance in IFR to be reckoned as Tier I, independent 

of the above stipulations, particularly as IFR is a below-the-line reserve, 

created out of profits. 

9.     Share Capital mobilisation through “C” Class shares 

• RBI permits reckoning of C Class share capital contribution towards Tier I 

capital, subject to certain restrictions. 
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• To mobilise more capital under this head, there is a need to consider lifting 

the restrictions imposed with regard to voting rights and dividend imposed 

on such shares by the cooperative banks. 

• Alternately, a certain percentage of the interest paid by C class shareholders 

on their loans, may be paid as interest incentive, subject to timely repayment 

of principal amounts. 

10.     Share Capital mobilisation through State Govt. contributions 

• In States which are signatory to the VC recommendations, the State 

Governments’ share in the capital of a StCB/DCB cannot exceed 25% of total 

capital. Wherever there is head-room on this count, the State Governments 

should consider contributing upto 25%. 

11.    Attracting Share Capital through high dividend pay-out 

• DCBs can consider enhancing their rate of dividend payouts.  They can also 

consider paying dividend partially in the form of cash and partially in the 

form of “Shares” or other eligible instruments which can be reckoned 

towards Tier I/Tier II capital, thereby increasing Share Capital. 

12.  Augmenting Capital Funds through Sale of Assets 

• Sale of capital Assets, if any available with the bank, could increase Capital 

Reserve and help increase in Capital Funds.  

Efforts to reduce Capital Charge on Assets [Denominator Management] 

13.  KCC Loans 

• KCC loans form the major portfolio of most DCBs in the country. However, as 

these loans are governed by an administered interest rate mechanism [7%, 

with subvention/incentive benefits], there is a case to bring down the capital 

charge [risk weight] from 100% to 50% or less.   

 

 

 



BIRD, Luckow: National Seminar on Best Practices in Co-operative Banks 

05-06 Jan 2018 at Lucknow 

12 | P a g e  
Paper on CRAR: Mani & Udupa 

 

14.  Subvention Interest Receivable on KCC Loans from GoI / State Govt 

• Interest subvention/incentive on KCC loans receivables from Govt. of India / 

State Govt, attracting risk weight of 100%, may be treated in the same way 

as “Interest due on Government Securities”, which attract Zero risk weight.   

15.    Netting Off  “Loans Outstanding”: Lien-marked deposits / Credit balances  

• A specific guidance circular could be issued, to enable Societies to lien mark 

their deposits to the borrowings availed by them, to help the DCBs [to avail 

of benefit of RBI guidelines] to reduce their Risk weights, as  otherwise also, 

the banks have the “Right of Set off” against their overdue loans, un-

encumbered deposits held by such societies with them.   

• Similarly, DCBs keep own funds with StCB and such funds also need to be 

treated similarly, as indicated in para above.  This will reduce RWAs.  

16. Risk weights for Loans which have borrowings from higher financing agencies 

• StCBs / DCBs may be given the benefit of calculating the “Asset value of their 

Loans” by reducing the borrowings availed by them from higher tiers. This will 

reduce RWAs and consequently lesser CRAR requirements.   

17.  Risk weights for Jewel loan CC limits to DCBs/ PACS  

• RBI vide their circular dated  October 29, 2014 had allowed StCB/ DCBs to 

provide 50% risk weight on all their Jewel Loans issued to borrowers for upto 

Rs.1.00 lakh.   

• RBI may be requested to consider allowing the StCBs/ DCBs the benefit of 

lower risk weight of 50% for CC limits sanctioned to their lower tiers for the 

same purpose of issuing Jewel Loans upto Rs.1.00 lakh.   

18.    Reduction in RWA due to relaxation in Exposure Norms 

• The extant exposure norms prescribed by RBI for Housing Loan is 5% of total 

loan outstandings.  There is a case to re-look at this limit, atleast for loans 

given in rural/semi-urban areas.  Housing Loans, besides being fully secured, 

also attracts a lower capital charge of 50%.   

� 


