
 
 

1 
 

Corporate Governance and Management in Cooperative 
Banks 

 
Sarita Arora 

Chief General Manager, 
Institutional Development Department,  

NABARD, Head Office, Mumbai 
 
 
Corporate Governance, in general, identifies issues and challenges relating to 

employees, customers, stakeholders, financial institutions, Government, media, etc. 

to work towards a balanced approach to Business. This applies to all types of 

organisations and institutions. The focus of this paper is on the applicability of 

Corporate Governance norms to Rural Cooperative Banks (RCBs). 

2. Banks function as the largest financial intermediaries around the world and 

possess the power to leverage their position in the financial community to build 

strong institutions based on sound principles of governance. Unlike the corporate 

world, authorities like RBI and the State Government play a direct role in bank 

governance through bank regulation, supervision and administration. This role is 

justified by the need to ensure systemic stability, financial stability and deposit 

insurance liability considerations. While a ubiquitous form of corporate control 

and concentrated ownership will raise new barriers to effective corporate 

governance, the very nature of the cooperative structure which is voluntary 

membership, enhances the effectiveness of the cooperative bank to work towards 

the broad interests of the bank and other stakeholders. 

 

3. However, the same is not observed in the true sense in the case of the Rural 

Cooperative Banks (RCBs) which are under the dual control of the State 

Government and the RBI. The administrative policies are under the State control 

and the regulatory aspects under the control of RBI. Thus the governance issues 

are largely dealt with by the State policy and the respective Cooperative Societies 

Acts which shape the bye-laws and functioning of the RCBs. 

    
4. The RCBs are in a unique position where the very members who borrow from the 

bank are the shareholders too. And the members of the Board are elected from 



 
 

2 
 

these very shareholders. Thus, they are not appointed by the State Government 

but the Board members are largely elected through the democratic process with 

members exercising their voting rights. The number of members on the Board is 

as specified in the bye-laws of the Bank with the current composition of the Board 

is as per the Constitution 97th Amendment, 2011, wherever the Societies Act has 

been amended. In addition to the professional directors which are as per the RBI 

directives, women and SC/ST should also find sufficient representation on the 

Boards of the Banks (97th Amendment). A fair mix of all sections of the society 

with representation from the depositors to guard the interests of the depositors 

whose money is at stake shall is suggested as a step towards achieving the 

effective governance objective in addition to other factors. 

 
5. In the case of PSBs, the Fit & Proper criteria are made applicable even to the 

Directors on the Board. The directors on the Boards of Cooperative Banks are 

elected through an electoral process which is defined in the Act and individual 

bye-laws. However, at the very least, the basic norms of the F&P criteria, such as 

the application of due diligence and reasonably good track record and integrity of 

the Directors may be accorded importance.  

 
6. The business in the RCBs is generally managed through the decisions taken in the 

Board meetings with regard to the deployment of the funds towards various 

business sectors. Large shareholders may arrange loans for firms they own or 

business transactions to profit themselves at the expense of the bank and thereby 

shift the bank to higher risk activities in which they benefit on the upside, but the 

bank bears the brunt of failure. This risk may be mitigated by the Management, 

Boards or bank supervisors by framing policies for operating the regulatory and 

supervisory systems in the structure. There has to be a more accurate information 

disclosure (transparency) policy, thereby empowering the member shareholders’ 

legal rights to substantially boost the cooperative banking system to profitability. 

 
7. The current trends lay stronger emphasis on risk measurement and management. 

Bank supervision should help shareholders, especially those members who have a 

higher stake in the bank’s financial stability. Supervisors must make the Boards 

the main locus of accountability and assess Board effectiveness. Banks share an 
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important relation with their clients who may be corporations or individuals. 

Their actions can affect corporate performance both positively and negatively. 

Their influence as lenders should complement effective shareholder monitoring. 

This occupies a significant place in the business of RCBs as, the beneficiaries are 

also the shareholders. 

8. In finance, money is exchanged for a promise to pay in the future. The quality of 

the loan is not readily ascertainable and the performance of a loan asset can be 

hidden for extensive periods, before being assessed. 
 

9. Corporate governance of banks is an integral element of a bank’s governance 

architecture. It can have systemic financial stability implications and shape the 

pattern of credit distribution and overall supply of financial services. Thus there 

is a necessity to enforce an effective corporate governance in the banking sector. 
 

10. Like any other business, the cooperatives must remain efficient, provide products 

and services to customers and be financially viable. Similarly, they require capital 

investment, leadership and management expertise. However, unlike other 

enterprises, they must communicate and respond very effectively to the needs of 

their members and successfully engage all members in decision making that 

direct the policies and governance and business. The viability aspect along with 

the profitability of the organisation has to be made compatible with the generally 

accepted cooperative principles.  

Pillars of success of the Cooperative Components of an agile 
Model  Governance Structure 
 
 

 

 

 

 

 

 

 

 

 

 

 

Member Proximity 
Member participation and 
independence of the Board 

members 

Branding Breadth of expertise and 
director competencies 

Competitiveness Other characteristics of the Board 

Cooperative Principles vs Governance principles: a complex balancing act 



 
 

4 
 

 

11. Cooperative Governance is different from corporate governance because the 

Boards of the Cooperatives not only function as watch-dogs of upper 

management and oversee strategic decisions to maximise return on investment 

but also effectively take care of the members’ needs while remaining competitive 

in the market.  

 

12. As the Basel principles on regulatory aspects is slowly and steadily being made 

applicable to the RCBs, the key principles underlying the risk management 

framework applicable at the Bank level, as enumerated in the Guidance on Basel 

guidelines on Corporate Governance Principles for banks are given below:  

 

I. Board’s overall responsibilities: 

The members of the Board should exercise due care and loyalty to the bank under 

applicable state laws and supervisory standards. 

Accordingly, the Board should: 

i. act in a timely manner to protect the long-term interests of the bank;  

ii. oversee the development of and approve the bank’s business objectives and 

strategy and monitor their implementation;  

iii. play a lead role in establishing the bank’s corporate culture and values;  

iv. Periodically review the bank’s size, complexity, geographical footprint, 

business strategy, markets and regulatory requirements;  

v. Establish along with senior management, the bank’s risk appetite, taking into 

account the competitive and regulatory requirements and the bank’s long-

term interests, risk exposure and ability to manage risk effectively;  

vi. approve the approach and oversee the implementation of key policies 

pertaining to the bank’s capital adequacy assessment process, compliance 

policies and obligations, and the internal control system; 

vii. require that the bank maintain a robust finance function responsible for 

accounting and financial data;  
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viii. approve the annual financial statements and require a periodic independent 

review of critical areas;  

ix. approve the selection and oversee the performance of the CEO, key members 

of senior management and heads of the control functions;  

x. oversee the bank’s approach to compensation, including monitoring and 

reviewing executive compensation and assessing whether it is aligned with the 

bank’s risk culture and risk appetite  

xi. oversee the integrity, independence and effectiveness of the bank’s policies 

and procedures for whistleblowing.  

xii. ensure that corporate or business resources of the bank are not 

misappropriated or misapplied.  

xiii. should take into account the legitimate interests of depositors, shareholders 

and other relevant stakeholders. It should also ensure that the bank maintains 

an effective relationship with its supervisors. 

 

II. Board Qualifications and Composition: 

i. The board should be comprised of individuals with a balance of skills, 

diversity and expertise, who collectively possess the necessary qualifications to 

match the risk profile of the bank.  

ii. The board collectively should have a reasonable understanding of local, 

regional and, if appropriate, global economic and market forces that influence 

the legal and regulatory environment.  

 
iii. Board candidates should not have any conflicts of interest that may impede 

their ability to perform their duties independently and objectively and subject 

them to undue influence from:  

· other persons (such as management or other shareholders) 

· past or present positions held; or  

· personal, professional or other economic relationships with other 

members of the board or management (or with other entities within the 

group).  
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iv. If a board member ceases to be qualified or is failing to fulfil his or her 

responsibilities, the board should take appropriate actions as permitted by 

law, which may include notifying their banking supervisor. 

v. In order to enable Board members acquire, maintain and enhance their 

knowledge and skills, to fulfil their responsibilities, the Board should ensure 

that members participate in induction programmes and have access to 

ongoing training on relevant issues which may involve internal or external 

resources.  

 

vi. The Board should dedicate sufficient time, budget and other resources for this 

purpose, and draw on external expertise as needed. More extensive efforts 

should be made to train and keep updated those members with more limited 

financial, regulatory or risk-related experience. NABARD conducts 

sensitisation programmes for the Board members through the BIRD training 

establishments. In addition, NABARD has issued extensive guidelines on the 

‘Do’s and Don’ts” for BoDs of Cooperative Banks enumerating the duties and 

responsibilities to bring about greater accountability and professionalism in 

the functioning of the Board. 

 
vii. In the cooperative system, as per the Constitution (97th Amendment) Act, 

2011, the Board shall consist of members as determined by the State Acts the 

maximum of which shall not exceed twenty one members. Of these 02 shall be 

Professional Directors who shall be appointed. In addition, it should be 

ensured that there is adequate representation of SC/ ST along with women on 

the Board. The terms of reference and qualifications are spelt out in the ‘Fit & 

Proper Criteria’ guidelines prescribed by RBI. The Directors on the Boards are 

expected to sign a declaration/ undertaking specified in the ‘Fit & Proper’ 

norms on being elected/appointed to the Board. (RBI guidelines w.e.f. 05 July 

2011) 

 
III. Board’s own Structure and practices 

 
i. The Board should structure itself in terms of leadership, size and the use of 

Committees of the Board formed as per the bye-laws and the instructions of 
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the supervisor, so as to effectively carry out its role and other responsibilities. 

This includes ensuring that the Board has the time and means to cover all 

necessary subjects in sufficient depth and have a robust discussion of issues.  

 

ii. The Board should maintain and periodically update organisational rules, by-

laws, or other similar documents such as the HR Policy, Investment Policy, 

Risk Management Policy set out for the organisation, the rights, 

responsibilities and key activities to be undertaken on a regular basis.  

 

iii. The Board should support its own performance, by carrying out regular 

assessments – alone or with the assistance of external experts – of the Board 

as a whole, its Committees and individual Board members. The Board should:  

• periodically review its structure, size and composition as well as 

Committees’ structures and coordination;  

• assess the ongoing suitability of each Board member periodically (at least 

annually), also taking into account his or her performance on the Board – 

this may be a little difficult in the cooperative environment given the fact 

that the majority of the Board members are elected;  

• either separately or as part of these assessments, periodically review the 

effectiveness of its own governance practices and procedures, determine 

where improvements may be needed, and make any necessary changes; 

and  

• use the results of these assessments as part of the ongoing improvement 

efforts of the Board and, wherever required by the supervisor, share 

results with the supervisor.  

 

iv. The Board should maintain appropriate records (eg., meeting minutes or 

summaries of matters reviewed, recommendations made. decisions taken and 

dissenting opinions) of its deliberations and decisions. These should be made 

The items of agenda that need to be covered in the Board meetings have 
been spelt out in the NABARD circular No.204/IDD/12/2013 dated 20 
September 2013. This streamlines the meeting proceedings and obviates 
distractions 
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available to the supervisor when required. 

  

 

Board Committees: 

i. The efficiency of 

the Board can be 

increased if there is a 

deeper focus in specific 

areas. This calls for 

constitution of various 

Committees of the 

Board such as Audit 

Committee, Risk 

Committee, ALCO, 

Investment Committee 

etc. The Committees 

should be created and mandated by the full Board. The number and nature of 

Committees depend on many factors, including the size of the bank and its 

Board, the nature of the business of the bank, and its risk profile. In view of 

the increased competition with the Commercial Banks, the Cooperative Banks 

may also consider having Committees for Customer Relation and migration of 

banks to the CBS mode, calls for Committee on Technology.  

ii. To enable transparency and accountability, the Board should disclose the 

Committees it has established. The Committees report directly to the Board 

accountable to the Board. This calls for maintaining appropriate records of 

their deliberations and decisions (eg meeting minutes or summaries of 

matters reviewed, recommendations made and decisions taken). Such records 

should document the Committees’ fulfilment of their responsibilities and help 

the supervisor or those responsible to assess the effectiveness of these 

Committees. The major Committees of the Board are enumerated below: 

Audit Committee: 

Role of Chairman of the Board: 

The Chairman of the Board has a very responsible role to 

execute. The Chairman provides leadership to the Board and 

is responsible for its effective overall functioning, including 

maintaining a relationship of trust with Board members. 

The Chairman should possess the requisite experience, 

competencies and personal qualities in order to fulfil these 

responsibilities. The Chairman should ensure that Board 

decisions are taken on a sound and well informed basis. The 

Chairman should encourage and promote critical discussion 

and ensure that dissenting views can be freely expressed 

and discussed within the decision-making process. 
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Ø The Audit Committee of the Board of Directors (ACB) may consist of 

three/four Directors, one or more of such Directors being Chartered 

Accountants or persons having experience in management, finance, 

accountancy and audit system, etc. Thus the Audit Committee should include 

members who have experience in audit practices, financial reporting and 

accounting. The Audit Committee is primarily responsible for  

• framing policy on internal audit and financial reporting, among other 

things;  

• overseeing the financial reporting process;  

• providing oversight of and interacting with the bank’s internal and 

external auditors;  

However, wherever needed, the Audit Committee has to access external expert 

advice. 

 

Risk Committee: 

i. The Risk Committee of the Board is responsible for advising the Board on the 

bank’s overall current and future risk appetite, overseeing senior 

management’s implementation of the risk assessment, reporting on the state 

of risk culture in the bank, and interacting with and overseeing the Chief Risk 

Officer (CRO).  

 

ii. The Committee’s work includes overseeing of the strategies for capital and 

liquidity management as well as for all relevant risks of the bank, such as 

credit, market, operational and reputational risks, to ensure they are 

consistent with the stated risk appetite.  

 

{NABARD Circular Ref.No.NB.DoS.HO.POL./4666 /J.1/2008-09 [Circular 

No. 48 /DoS.12 /2009] dated 09 March 2009} and {Ref. 

No.NB.DoS.HO.POL/ 3361 /J-1/2011-12 [Circular No. 238 /DoS - 31 /2011] 

dated 24 November 2011} 
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iii. The Committee should receive regular reporting and communication from the 

CRO and other relevant functions about the bank’s current risk profile, 

current state of the risk culture, utilisation against the established risk 

appetite, and limits, limit breaches and mitigation plans (see Principle 6). 

  

iv. There should be effective communication and coordination between the audit 

committee and the risk committee to facilitate the exchange of information 

and effective coverage of all risks, including emerging risks, and any needed 

adjustments to the risk governance framework of the bank. 

Asset Liability Committee: 

i. The Asset and Liability Committee (ALCO) is also directly accountable to the 

Board and is responsible for overseeing the prudent deployment of funds of 

the bank. ALCO also known as surplus management, is a supervisory 

Committee in the bank for coordinating the management of assets and 

liabilities with a goal of earning adequate returns. In other words the ALCO 

ensures that the bank has enough assets to pay for its liabilities. The ALCO 

monitors the bank’s investments as well as its capital structure. It reports to 

the Board of Directors (BoDs) and generally must also provide information to 

the regulators. 

ii. ALCO in the Cooperative Banks will consist of CEO as Head and the Chief of 

Investment/Treasury, Credit and Planning as members. Head of IT will be a 

special invitee. ALCO reviews progress in implementation of the decisions 

made by the Committee, review of Assets and Liabilities position, review 

Structural Liquidity position, periodical review of Dynamic Liquidity 

Statement, review of Interest Rate Sensitivity Statement, pricing of both 

deposits and advances and suggest desired maturity profile and mix of the 

incremental assets and liabilities, review of various risks likely to be faced by 

the banks such as Liquidity, Interest Rate, Forex, Risk, etc. 

IV. Senior Management 

i. Senior management consists of a core group of individuals responsible and 

accountable to the Board for the sound and prudent day-to-day management 

of the bank. The organisation and procedures and decision-making of senior 
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management should be clear and transparent and designed to promote 

effective management of the bank. This includes clarity on the role, authority 

and responsibility of the various positions within senior management, 

including that of the CEO. Members of senior management should have the 

necessary experience, competencies and integrity to manage the businesses 

and people under their supervision. They should receive access to regular 

training to maintain and enhance their competencies and stay up to date on 

developments relevant to their areas of responsibility. The CEO of the Bank is 

to be appointed as per the guidelines prescribed in the ‘Fit & Proper Criteria’ 

of RBI. Qualifications and experience for the CEP appointment are specified 

in the ‘Fit & Proper’ criteria of RBI (RBI guidelines w.e.f. 05 July 2011). 

 

ii. Senior management contributes substantially to a bank’s sound corporate 

governance through personal conduct (eg by helping to establish the “tone at 

the top” along with the Board). Senior management is also responsible for 

delegating duties to staff and establishing a management structure that 

promotes accountability and transparency throughout the bank. 

 
iii. The implementation of the policies should be consistent with the directions of 

the Board and keep the Board regularly and adequately informed of the 

following: 

· changes in business strategy, risk strategy/risk appetite;  

· the bank’s performance and financial condition;  

· breaches of risk limits or compliance rules;  

· internal control failures;  

· legal or regulatory concerns; and  

· issues raised as a result of the bank’s whistleblowing  

 

iv. Leading practices in the corporate Board structure in regulated industries 

stipulate that the roles and responsibilities are clearly defined and segregated 

for CEOs and Board members. Given the fine divide between the Management 

and the Board, where there is a possibility of overlap between the two 

functions, the recent ‘Committee for Assessment of Human Resources of 
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STCCS in the post CBS Environment’ has recommended the separation of the 

Board from the Management. The Management as mentioned above, shall 

oversee the implementation of policies formulated by the Board ensuring they 

are in line with the directions of the Board. The Board shall limit itself to the 

framing of policies and providing the required direction and not interfere in 

the day-to-day business of the bank.    

 

The status of compliance in this regard as on 30.09.2017, is as under. 

 

StCBs 

· Information received from all 33 StCBs indicates that 30 StCBs have CEOs in 

place, of which 20 CEOs comply with the RBI guidelines and 13 CEOs do not 

comply with RBI guidelines. StCBs in AP, Bihar, Chandigarh, Chhattisgarh, 

Goa, Haryana, HP, MP, Manipur, Mizoram, Pondicherry, TN and WB are not 

as per RBI guidelines.  

· Professional Directors on the Boards of StCB have been nominated as per RBI 

guidelines in 19 of the 33 StCBs. The names of the 14 StCBs that do not 

comply with the RBI guidelines are A&N, Chandigarh, Chhattisgarh, Delhi, 

HP, Jharkhand, Madhya Pradesh, Maharashtra, Odisha, Pondicherry, 

Rajasthan, Tripura, Uttrakhand and West Bengal.  

 

DCCBs 

· Information with regard to CEO appointments has been received from the 

States in respect of 340 CCBs of 363 CCBs.  

· Out of 363, 308 CCBs have CEOs in place and 55 CCBs have no CEOs.  

· Out of 308 CEOs appointed, CEOs have been appointed as per ‘Fit & Proper 

Criteria’ in 194 CCBs, stipulated in the RBI guidelines.  

· Information with regard to Professional Directors on the Boards has been 

received from the States in respect of 363 CCBs.  

· Out of 363, Professional Directors are in place in 209 CCBs, as per RBI 

guidelines.  
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The issue is regularly raised in the quarterly High Level Committee (HLC)/ State 

Level Task Force (SLTF) meetings by the Regional Offices which has a representation 

from all the stakeholders of the cooperative sector. This constant follow-up is having 

a positive effect on the implementation process with more number of banks adhering 

to the ‘Fit & Proper’ guidelines of RBI. 

 

V. Governance of Group Structure 

Not applicable to the cooperatives in STCCS. 

 
VI. Risk Management Function 

 
i. Banks should have an effective independent risk management function, under 

the direction of a Chief Risk Officer (CRO), with sufficient stature, 

independence, resources and access to the Board.  

ii. The independent risk management function is a key component of the bank’s 

second line of defence. This function is responsible for overseeing risk-taking 

activities across the enterprise and should have authority within the 

organisation to do so. Key activities of the risk management function should 

include items like: 

· assessing the risks and measuring the bank’s exposure to them;  

· subjecting to the review and approval of the Board, developing and 

implementing the enterprise-wide risk governance framework, which 

includes the bank’s risk culture, risk appetite and risk limits;  

· ongoing monitoring of the risk-taking activities and risk exposures in 

line with the Board-approved risk appetite, risk limits and 

corresponding capital or liquidity needs (ie., capital planning);  

· establishing an early warning signal or trigger system for breaches of 

the bank’s risk appetite or limits;  

· influencing and, when necessary, challenging decisions that give rise to 

material risk; and  
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· reporting to senior management and the Board or Risk Committee on 

all these items, including but not limited to proposing appropriate risk-

mitigating actions. 

iii. If possible, the bank should appoint a CRO to handle the responsibility of 

overseeing the development and implementation of the bank’s risk 

management function. The CRO should have the organisational stature, 

authority and necessary skills to oversee the bank’s risk management 

activities. The CRO should be independent and have duties distinct from other 

executive functions. This requires the CRO to have access to any information 

necessary to perform his or her duties. 

 

VII. Risk Identification, Monitoring and Controlling 

Risks should be identified, monitored and controlled on an ongoing bank-wide and 

individual entity basis. The sophistication of the bank’s risk management and 

internal control infrastructure should keep pace with changes to the bank’s risk 

profile, to the external risk landscape and in industry practice. 

VIII. Risk Communication 

An effective risk governance framework requires robust communication within the 

bank about risk, both across the organisation and through reporting to the Board and 

senior management. 

IX. Compliance 

The bank’s board of directors is responsible for overseeing the management of the 

bank’s compliance risk. The board should establish a compliance function and 

approve the bank’s policies and processes for identifying, assessing, monitoring and 

reporting and advising on compliance risk. 

X. Internal Audit 

The internal audit function should provide independent assurance to the board and 

should support board and senior management in promoting an effective governance 

process and the long-term soundness of the bank. An effective and efficient internal 

audit function constitutes the third line of defence in the system of internal control. 

RBI/ NABARD have time and again emphasising the importance of internal systems 
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and control. The internal audit function should have a clear mandate, be accountable 

to the Board and be independent of the audited activities. It should have sufficient 

standing, skills, resources and authority within the bank to enable the auditors to 

carry out their assignments effectively and objectively.    

XI. Compensation 
 

i. The bank’s remuneration structure should support sound corporate 

governance and risk management. The remuneration structure in 

cooperatives is generally based on the service rules and regulations as 

specified in the CS Act of the respective State Governments, as cooperation is 

a State subject.  

ii. The above principles may not be totally applicable to the Cooperative Banks in 

the STCCS, but they have been modified appropriately to suit the functioning 

and mandate of the cooperatives.   

 

13. Other Issues in Corporate Governance unique to Cooperative 
Banks in STCCS:  

13.1  Election and Board Supersession: 

13.1.1 For the Cooperatives to function effectively, governance in Cooperative system 

should be strong and based on democratic principles of member driven 

organisations.  In order to mainstream this principle of voluntary membership and 

the democratic electoral process, Revival Package for STCCS had recommended that 

all administrative and financial powers should be vested with the Boards/ 

Management of the Cooperative Banks/ Societies in the STCCS. But this attains 

legitimacy only if an elected Board is in place having the full support of the members 

of the cooperative.  

13.1.2 It is mandatory to hold elections once in five years as defined in the various 

State Acts and also the Constitution (97th Amendment) Act, 2011. The process of 

elections should be completed way before the term of the previous Board is 

completed, so that at no point of time there is a possibility of elected Board 

continuing beyond its period or an Administrator is required to take charge after the 

lapse of the period of the Board.  
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13.1.3 Supersession of Boards may not be made a routine affair as it shakes the very 

foundation of the Cooperative system. It may be resorted to in unavoidable 

circumstances, and wherever supersession is necessitated and an Administrator is 

appointed, it should be ensured that elections are held within 06 months of his 

appointment. 

13.1.4 As per the latest information available, 23 out of 33 StCBs have elected boards 

in place. The StCBs that do not have elected Boards are Arunachal Pradesh, 

Chhattisgarh, Chandigarh, Haryana, Jharkhand, Kerala, Maharashtra, Puducherry, 

Rajasthan and West Bengal. As per the information received from 332 out of 363 

DCCBs, 277 banks have elected Boards in place.  

 

14.  Length of Service of Board members: 

14.1.1 The tendency for the same members to continue over a long period of time is 

rampant in the cooperative structure. The effective governance practices favour 

limits on the number of consecutive terms a director can serve on the Board. This 

practice is however questioned in the cooperatives as it is challenge to find suitable 

Board talent among members.  

14.1.2 Keeping this in mind, the cooperatives have been advised to pass legislation in 

their respective CS Acts on the pattern of the Maharashtra Cooperative Societies Act.  

As per the Act, no member shall be eligible for being re-appointed, re-nominated, re-

elected or re-co-opted as a member of Committee of such bank where board has been 

superseded on the recommendation of RBI.   

14.1.3 Continuity is important for sound guidance, but at the same time cooperatives 

can benefit from a regular influx of new ideas and voices. Mentoring and training – 

whether formal or informal – are essential ingredients in fostering both the expertise 

for potential or new Board members. As mentioned earlier, this has been recognised 

by NABARD and the Board members are suitably sensitised as to their roles and 

responsibilities by the training establishments of NABARD through the BIRD 

training Centres.   

 

15  Member Participation in the Cooperatives: 
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The challenges faced by the cooperatives in ensuring the member participation are: 

15.1.1 Promoting member proximity:  

One of the challenges for Cooperative Board effectiveness is managing member 

proximity – ensuring regular, frequent and meaningful interaction with members. 

The challenge is further complicated with the members being targeted by the 

competitors (other banks). Members may compare and even purchase (or use) these 

competing products and services – yet remain loyal to the values and goals of the 

cooperative. At times, although they remain members, they may no longer either 

actively take part or take part minimally in the affairs of the cooperative.  

15.1.2 There is need for governance structures that give priority to member needs. 

The members may be encouraged to actively participate in the election process and 

also in the decision making process of the bank. 

15.1.3 Members who are more informed and aware of the cooperatives tend to feel 

personally motivated and rewarded by explicitly participating in its activities. 

Recognising this feature, the Revival Package for STCCS had laid sufficient emphasis 

on the members’ awareness and had even initiated Member Awareness Programmes 

(MAPs) in the cooperative banks through pamphlets use of media as a means to 

ensure members involvement in the affairs of the bank. With the entry of other forms 

of media, it is now proposed to introduce more innovative methods like the use of 

social media in member motivation and involvement and keep them informed.   

15.1.4  The recent Committee for assessment of HR in STCCS in the post CBS 

environment, has observed the grave problem of increase in the membership of 

cooperatives at the time of election to cooperative institutions, whereby there are 

more passive than active members. There is a tendency to enrol members just for 

purpose of election after which there is hardly any active participation in business by 

the members.  

15.1.5  To obviate this, it has been suggested that for making the cooperatives more 

member driven, the participation in elections, both for contesting and for voting, 

may be allowed only to active members. The active members may be defined as those 

who have borrowed from the cooperatives during any of previous three years and not 

having overdue of more than one year, provided their membership is not less than 
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one year old as on 1 April preceding the date of elections. This shall apply to banks as 

well as societies.  

16 Formation of new DCCBs and bifurcation of existing DCCBs 

16.1.1 The requests for formation of new DCCBs or bifurcation of existing DCCBs, 

are being received as a consequence of administrative bifurcation of the districts. A 

district may be bifurcated to facilitate the ease of administrative functioning but a 

DCCB which has been catering to the credit needs of the rural populace in the district 

continues to do so, despite the division, through its branch network. The necessity 

for formation/ bifurcation of the existing entity must be explored from all angles, 

foremost being long term health and financial feasibility of the Cooperative Bank.  

16.1.2 With a view to establishing a permanent system of deciding on formation and 

bifurcation of DCCB it is suggested that a separate committee is established at State 

level with representatives from RBI, NABARD and State Government to take 

informed decision on the above issue. 

16.1.3 The first option should be open branches in the uncovered areas of the 

district. Section 23(1)(b) of the BR Act, 1949 (AACS) permits a Cooperative Bank to 

open branches within its area of operation without permission from RBI. 

16.1.4 A Cooperative Bank may do so after obtaining permission from the RCS as per 

the provisions of the State Act. Guidelines for the same have been issued in 

NABARD Circular No. 33 / DoS- 01 /2011 dated 21 February 2011 and Ref. No. 

NB. HO. DOS. Pol.2228/J-1/20115-16 [Circular No.204/DoS-11/2015] dated 30 

September 2015. 

 

16.1.5 Similarly, guidelines for bifurcation of StCB on account of bifurcation of the 

State on account of administrative division, are enumerated in NABARD Circular 

Ref. No. NB.IDD/1495/ J-3 (RP)/ 2012-13 [Circular No.244/IDD-10/2012] dated 

28 September 2012.  

 

16.1.6 The instructions for opening of branches/ extension counters by StCB are 

spelt out in RBI Circular RBI/2014-15/586 DCBR.CO.RCB.No. BC. 34 

/19.51.008/2014-15 dated May 07, 2015.   
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16.1.7 The following assumes significance in promoting and laying the path to 

successful governance in the cooperatives. There is a need to identify the barriers and 

the tools to overcome these barriers. 

17. Barriers to Corporate Governance: 

Ø Confusion of the role and mission of cooperatives 

Ø Lack of clarity around the purpose of governance and Board’s role 

Ø Risk of entrenching power amongst a select group 

Ø Emerging conflict between the principles of profitability and social objectives 

Ø Weak oversight and control mechanisms 

Ø Lack of clear rules on how to adapt to changes in the market 

18. Tools to overcome the barriers: 

Ø A reference document on shared values and a code of ethics 

Ø A code of conduct and/ or ethics 

Ø A formal process of director assessment or self-assessment by each of the 

directors on periodical basis 

Ø A risk map to identify the insights and challenges to objectives and operations 

Ø A dashboard to track performance indicators 

Ø Management accountability resulting in presentation to the Board 
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Ø Strategic project monitoring 

 

19. Conclusion: 

19.1 Effective Corporate governance is an approach that adopts the widely 

accepted practices in the corporate world, while optimising member proximity 

and staying true to the organisations’ core values and mission. The 

cooperatives should strive to remain competitive in the marketplace while 

leveraging the components of a governance structure that gives priority to 

members’ needs. 

Governance Index 

The Governance and Management of Financial Institutions such as banks including the 
Cooperative Banks assumes significance in that the directors and the management of 
banks need to take care of the interest of non-shareholding stakeholders, i.e., depositors. 
In view of the same, there is a need to list out the parameters which may be used as 
indices to measure the effectiveness and competence of the Bank’s governance. 
  
The index may be constructed using 4 important mechanisms of Corporate Governance 
along the lines of Commercial Banks albeit with slight modifications to suit the 
cooperative context: 
 
1. Board of Directors 
2. Ownership Structure 
3. Audit Committee 
4. Auditor 
 
The application of Governance Index brings out the effectiveness of the functioning of 
the Board and the Management and the key areas that need focus and improvement.   

v This is another important tool used to measure the effectiveness of governance 
by the formulation of the Governance Index, which can be utilised to assess the 
extent to which the leading governance practices are being adopted in the 
financial sector. 

v An attempt has been made to formulate a Governance Index for RCBs in view of 
the same being prescribed for the functioning of Commercial Banks. The 
Corporate Governance norms in vogue for Commercial Banks are based on 
Clause 49 of the SEBI Listing of Companies and the OECD principles. Further the 
Basle Report on Guide to Corporate Governance Principles – BIS in July 2015, is 
also available for guidance. The Governance Index has been prepared listing the 
various aspects of corporate governance and management.  

v However, rather than a Governance Index, a rating chart has been proposed on 
a scale of 1 to 5 wherein marks have been awarded to the accomplished 
parameters. This rating will enable the banks to be assessed as to the 
implementation of the Governance principles.  
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19.2 In pursuing effective governance practices, cooperatives can inspire 

confidence in the marketplace, elevate their status and reputation as solid and 

unique business entities and contribute to building competitive economies 

and cohesive communities. The key to success lies in establishing the 

framework for effective growth and financial viability, while sowing the seeds 

for even better cooperation in the future. 
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