Financial Health of Cooperative Credit | nstitutions

A. Short-Term Cooperative Credit Structure

I ntroduction

The short-term cooperative aedit structure cnsists of 31 State Cooperative Banks (SCBs), 365
District Central Cooperative Banks (DCCBs) and 1,05,735Primary Agriculture Credit
Societies (PACS) as on 31March 2004. 16States are having a threetier structure, 13 States
have atwo-tier structure and two States have a mixed structure. Jharkhand SCB is yet to

bemme operational. The status of the SCBs, DCCBs and PACS is given in the following
paragraphs:

I State Cooperative Banks (SCBS)

a. Share Capital

The aygregate paid up share caita of the SCBs increased from Rs.897 crore, as on 31March
2003to Rs.951 crore, as on 31March 2004.0n an average, the State Government contribution
towards the share caital of the SCBs was 10%. The average wntribution undar the two-tier
structure was higher at 65% as compared to 5% under the threetier and mixed structure. The
share caital contribution varied from zero to 96%, with the highest by the Government of
Sikkim (96%), followed by Manipur (91%), and Arunachal Pradesh (77%).

Out of the 31 SCBsin the country, 7 are not complying with the provisions of Sedion 11(1) of
the Banking Regulation Act, 1949(AACS), of which six have not been complying for more
than 3yeas.

b. Deposits

The deposits of the SCBs in the munry aggregated Rs.43495crore, as on 31 March 2004,
representing an increase of 10.4% over the previous yea. The SCBs in the North Eastern
Region, with depaosits totaling Rs.1616crore, acaurted for 3.7% of deposits of all SCBs.

C. Credit Outreach

The agygregate loans issued by the SCBs deaeased from Rs.38104crore & on 31March 2003
to Rs.33177crore, as on 31 March 2004, registering a negative growth rate of 12.9%0. The
SCBs of Chhettisgarh, Gujarat, Maharashtra, Rajasthan, Assam, Goa, Tamilnadu, West



Bengal, Jammu and Kashmir, Arunachal Pradesh, Chandigarh, Manipur and Meghalaya have
recorded a negative growth whereas Andhra Pradesh, Bihar, Haryana, Orissa, Uttar Pradesh,
Himada Pradesh, Andaman Nicobar, Goa, Mizoram and Sikkim have recorded a good

pasitive growth rate.

L oans Issued by SCBs

(Rs. crore)
Type of SCBs 200102 200203 200304 Percent
Growth Rate
ThreeTier + Mixed Tier 34013 37389 32382 (-) 13.40
Two Tier 641 715 795 11.19
Total 34654 38104 33177 (-) 12.90
L oans Outstanding a SCBs
(Rs. crore)
Type of SCBs 200102 200203 200304 Percent
Growth Rate
ThreeTier+ Mixed Tier 31563 33469 33202 (-)0.8
Two Tier 1148 1292 1400 8.44
Total 32711 34761 34602 (-)0.46

As on 31 March 2004,total loans outstanding of SCBs were Rs.34602 crore registering a
negative growth rate of (-) 0.46% over the previous yea.

d. Remvery Performance

The recovery of SCBs deaeased from 82% as on 30June 2002to 80%, as on 30June 2003 bu
increased to 84%, as on 30June 2004. The Haryana SCB recorded 100 recovery, 4 SCBs
recrded recvery level above 90% while 21 SCBs registered reavery levels lower than the
al-India average of 84%. The recvery performance of SCBs cortinued to be poa in the
North-eastern region and ranged from 27% (Manipur SCB) to 43% (Tripura SCB).

Distribution d SCBs in terms of recvery performance during 3 yeas (2001-:02, 200203 &
200304) isindicaed in the following Table:

Clasdfication of SCBsaccording to range of recovery

Percentage Remvery No. o SCBs
200102 | 200203 | 200304

Upto 40 10 8 5

41 — 60 2 3 6

61 —75 7 6 6

Abowe 75 11 13 14

Total 30 30 31




e Costsand Margins

The average returns on funds as a percentage to working capital (al India average) stood at
8.39% while the average st of funds dood at 5.68%. The average st of funds of SCBs
under the threetier structure was higher as compared to those under the two-tier and mixed
structures. The average returns of the threetier SCBs were higher as compared o the two-tier
and mixed tier structures. The transadion costs reduced from 1.56% during 200203 to 1.43%6
during 200304. The average financial margin in resped of SCBs was 2.73%. The SCBs as a
group eaned a net margin o 0.80%, as compared to 0.46% during the previous yea. Four
SCBs, namely, Assam, Manipur, Nagaland and Tripura had a negative net margin. The @sts
and margins as a percentage to working cgpital of the SCBs are indicated in the following
Table:

Costsand Margins as a Percentage to the Working Capital of SCBs

Type of Financial Transaction Risk Misc. Net Margin
SCBs Margin Cost Cost Income
ThreeTier 1.95 0.77 0.66 0.39 0.91
Two Tier 3.65 2.28 1.93 1.13 0.57
Total 2.73 1.43 1.21 0.71 0.80
f. Profitabili ty

The SCBs have posted a net profit of Rs.373.25crore during 200304 as against Rs.484.64

crore in the previous yea. Four SCBs reported a loss amourting to Rs.20.21 crore, while 27

SCBs reported a profit during 2003-04.

Number and amount of SCBsin Profit or Loss

(Rs. crore)
Y ear | Total | No.inprofit | Amount | No.inloss | Amount

ThreeTier + Mixed Structure

200102 17 15 223.29 2 77.42

200203 17 17 473.89 -

200304 18 18 367.48 - -
Two Tier

200102 13 9 258.29 4 9.59

200203 13 8 25.32 5 14.57

200304 13 9 25.98 4 20.21
Total (SCBs)

200102 30 24 258.29 6 87.01

200203 30 25 499.21 5 14.57

200304 31 27 393.46 4 20.21




g. Non-performing Assts (NPAS)

The NPAs of the SCBs increased from 18.13% of their total |oans and advances outstanding, as
on 31March 2003to 18.5@%6 as on 31March 2004.The aygregate anourt of NPAs good at
Rs.6404.62crore & on 31 March 2004 as against Rs.6293.70crore & on 31 March 2003.
Consequently, the SCBs had to make ahigher provision d Rs.3633.60crore @& on 31March
2004 as compared to Rs.3158.80crore during the previous yea. The dassficaion o assts of

SCB isindicaed in the foll owing Table:

Classfication of Assatsof SCBsason 31 March 2004

(Rs. crore
Asst Clasdfication ThreeTier + Two Tier Total
Mixed
Substandard Assets 2973.89 238.97 3212.86
(50.79 (43.83
Doubtful Assts 2690.97 275.16 2966.13
(45.93 (50.49
LossAssts 194.50 31.13 225.63
(3.32 (5.7)
Total NPAs 5859.36 545.26 6404.62
(1200.00 (1200.00
Percenta_ge of NPAsto loans 17.65 38.94
outstanding
Total Impaired assts of
SCBs 6404.62
Percentage of Total Impaired 18.50
Aststo Loans Outstanding '
Note: Figuresin bracket indicate percentage to total impaired assets

The percentage of grossNPAs of SCBs as a group rearded an increase during 200304. The

NPAs position d SCBsfor threeyeasisindicated in the following Table:

NPA Position of SCBsduringthreeyears

(Rs.Crore)

NPA Position 31.3.2002 31.3.2003 31.3.2004
GrossNPA 437554 629370 640462
LessProvisions 191799 317758 363360
Net NPA 245755 311612 277102
Percentage of GrossNPA to 1338 1813 1850
GrossAdvances
Percentage of Net NPA to Net 798 9.90 8.95
Advances
GrossAdvances 3271107 3476131 3460213
Net Advances 3079308 3158373 3096853




Addition of NPAs of SCBsduring 200304
(Rs. in Crore)

Increasein NPAs SCBs
GrossNPAsason 31.03.2004 6404.62
GrossNPAsason 31.03.2003 6293.70
Net additions during 200304 110.92

Bifurcation of Performing and Non-Performing Assts
of SCBsduring 200:02to 200304

(Rs. crore)

Asst Clasdfication 200102 | 200203 | 200304
Standard 28335.54| 28467.61| 28197.52
(86.62 | (81.89 (81.49
Sub standard 2401.45| 3543.50 3212.86
(7.35 | (10.19 (9.29
Douliful 1776.97| 2540.43| 2966.12
(5.43 (7.30 (8.57)
Loss 197.12| 209.77 225.63
(0.60 (0.62 (0.6H
Total 32711.08| 34761.31) 34602.13
(200.00 | (100.0Q | (100.00

(Note: Figuresin brackets represent percentage to total Assets)

h. Accumulated losses

The onsolidated pasition o the acomulated losses of SCBs is indicaed in the following

Table

Accumulated losses of SCBsfor threeyears

i Management of Cooperatives by Eleded Boards

The deded Boards of Management of 12 SCBs food superseded as on 31March 2004.

[l District Central Cooperative Banks (DCCBS)

a. Share Capital

(Rs. crore)
Y ear SCBs
200102 569
200203 343
200304 261

The aygregate paid-up share capital of the DCCBs incressed from Rs.3656 crore & on 31
March 2003to Rs.3878crore & on 31 March 2004,recrding an increase of 6%. The state
government contribution to the share caital of DCCBs has come down marginally from 14.4%
as on 31 March 2003to 13.8%6 as on 31 March 2004.As against the dl-India arerage of
13.8%, the contribution d the state governments to the share caital of DCCBs was higher in



Bihar (36%), Haryana (23%), Himada Pradesh (48%), Jammu and Kashmir (33%),
Jharkhand (43%), Kerala (33%), Madhya Pradesh (22%), Orissa (21%), Raasthan (29%),
Tamil Nadu (18%), Uttar Pradesh (32%), and Uttaranchal (34%). In comparison, the state
government contribution to the share caital of DCCBs in Maharashtra and Punjab was lessat
0.5% and 3% respedively.

143 ou of the 365 DCCBs are nat complying with the provisions of Sedion 111) of the
Banking Regulation Act, 1949 (AACS), as on 31 March 2004,0f which, 127 lave not been

complying for more than 3yeas.

b. Deposits

The aygregate deposits of DCCBs dood at Rs.78739crore, as on 31March 2004, representing
an increase of 6.5% over the previous yea. The deposits of the DCCBs ranged from a high of
Rs.23888crore (Maharashtra) to a low of Rs.435 crore (Jharkhand). Of the total deposits of
Rs.78739crore, five states, namely, Maharashtra (30%), Tamil Nadu (8.4%), Gujarat (8.6%),
Kerala (8%) and Uttar Pradesh (6.9%), acaounted for 61.9% of the total depaosits mobhili zed by
the DCCBs, while DCCBs in the North-eastern Region acouned for 7.1%, West Benga
(3.5%), Orissa (2.2%), Bihar (0.9%) and Jharkhand (0.5%).

C. Credit Outreach

The agregate loans isaued by DCCBs deaeased marginaly from Rs.59544 crore & on 31
March 2003to Rs.58964 crore & on 31 March 2004.There were large variations in credit
disbursements by the DCCBs. DCCBs in Andhra Pradesh, Chhattisgarh and Gujarat recorded a
negative growth. Four states, namely, Maharashtra (23%), Tamil Nadu (16%), Gujarat (8%)
and Punjab (10%) acmourted for 57% of total loans issued followed by Haryana (7%), Uttar
Pradesh (6%), Karnataka (5%), Kerala (7%) and Andhra Pradesh (5%). The remaining ten
states acournted for 13% of the total loans issued by the DCCBs. The detail s of loans issued
and oustanding of DCCBs are given in the foll owing Table:

L oans Issied and outstanding by DCCBs

Rs. crore)
DCCBs 2001:02| 200203 200304
Loans Isued 56069 59544 58964
Loans outstanding 59283 64221 66599

Ason 31March 2004 the total loan oustanding of the DCCBs was Rs.66599crore, registering

agrowth rate of 3.7% over the previous yea.



d. Remvery Performance

The aygregate loan recvery of the DCCBs dedined from 66% as on 30June 2002to 61% as
on 30June 2003 and marginally increased to 626 during 200304. 13states, namely, Andhra
Pradesh, Bihar, Gujarat, Himadcha Pradesh, Jammu & Kashmir, Jharkhand, Kerala, Madhya
Pradesh, Orisss, Punjab, Rgasthan, Uttar Pradesh and Uttarancha showed marginal
improvement in recvery as on 30June 2004, whereas the remvery paosition d Chhattisgarh,
Karnataka, Haryana, Maharashtra and West Bengal deteriorated as on 30June 2004.In all 151
DCCBs registered a dedine in the reavery percentage @ on 30June 2004 as compared to the
pasition as on 30June 2003.

The State-wise pasition indicating number of DCCBs showing dedine in recvery levels
during 200304 as compared to 200203 isindicaed below:

State-wise Position showing number of DCCBswith dedinein Remvery Percentage
(Ason 30 June 2009

Sr. | Nameof State No. d | Sr. | Nameof State No. o
No DCCBs | No. DCCBs
1. | Haryana 12 10. | Jharkhand 4
2. | Himadha Pradesh 1 11. | Uttaranchal 4
3. | Rgasthan 6 12. | Gujarat 8
4. | Bihar 7 13. | Maharashtra 20
5. | Oriss:a 6 14. | AndhraPradesh 1

6. | West Bengal 10 15. | Karnataka 19
7. | Madhya Pradesh 12 16. | Kerda 4
8. | Uttar Pradesh 24 17. | Tamil Nadu 9
9. | Chhattisgarh 4 ALL -INDIA TOTAL 151

e Costs & Margins

The average return on funds as a percentage to working cgpital (all India average) stood at
9.54% for DCCBs as a group while the average st of funds good at 6.30%. The transadion
cost as a percentage to working capital of DCCBs doodat 1.91% for 200304 and ranged from
1.3®6 (Andhra Pradesh) to 3.2%%6 (Jammu and Kashmir). The arerage financial margin for
DCCBs was 3.2%%. DCCBs as a group eaned a net margin of 2.60% as against a negative net
margin o (-)0.08% during the previous yea. The sts and margins as a percentage to the
working capital of DCCBsis given in the following Table:



f.

Costs & Margins as Percentage to wor king capital of DCCBs

Financial | Transaction Risk Misc. Net
Margin Cost Cost Income | Margin
3.25 1.91 1.25 |251 2.60
Profitability

During 200304, 263DCCBs reported a profit aggregating to Rs.859 crore while 102 DCCBs

suffered a loss aggregating to Rs.758 crore. As against this 243 DCCBs recorded a profit and
122 DCCBs siffered a lossduring 200203. The detail s of the profitability status of DCCBs
from 2002-02to 200304 are given in the following Table:

Number and amount of DCCBsin Profit or L oss
(Rs. in crore)

Y ear Total No.in profit | Amount | No.inloss | Amount
2001-02* 368 262 701.98 105 736.80
200203% 367 243 742.05 122 954.00

200304 365 263 859.00 102 758.00

*: Datafor Hazaibagh DCCB (Jharkhand) for the year 2001-02 not avail able.
$: Data for Darbhanga and Madhepura - Supaul DCCBs (Bihar) not avail able.

g. Non-Performing Assts (NPAS)

The DCCBs reported NPAs aggregating to Rs.15479.07crore, i.e., 23.246 of ther total
loans and advances outstanding as on 31 March 2004 as against Rs.13880.58crore
(21.62%) as on 31 March 2003.The provisioning by DCCBs was Rs.6900.24crore &
against Rs.6377.18crore during 200203. The bifurcation d the NPAs of the DCCBs is
indicaed in the following Table:

Bifurcation of Non-performing Asstsof DCCBsason 31 March 2004
(Rs. in crore)

Substandard Assts 8136.82(52.57)
Doultful Assts 6024.33(38.92
LossAssts 1317.92(8.5])
Total NPAs 15479.07(100.00
Percentage of NPAs to loans outstanding 23.24
Note: Figuresin bracket indicate percentage to total impaired assets

The percentage of gross NPAs of the DCCBs increased to 23.24% from 21.626. The net
NPAsincreased from 12.63% to 14.3B6. The NPA position d DCCBs and the net addition
thereto duing 200304 is given in the following Table:



NPA Position of DCCBsduring 200202to 200304

(Rs. Crore)
NPA Position/ (As on) 31.3.20020  31.3.2003 31.3.2004
GrossNPA 11789.46 13880.58 15479.07
LessProvisions 4957.63 6377.18 6900.24
Net NPA 6831.83 7503.40 8578.83
Percentage of GrossNPA to Gross 19.89 21.61 23.24
Advances
Percentage of Net NPA to Net 12.58 12.63 14.37
Advances
GrossAdvances 59283.22 64220.63 66599.07
Net Advances 54325.59 57843.45 59698.83
Addition of NPAs of DCCBsduring 200304
(Rs. Crore)
Increasein NPAs DCCBs
GrossNPAsason 31.03.2004 15479.07
GrossNPAsason 31.03.2003 13880.58
Net additions during 200304 1598.49

With the exception d Chhattisgarh, Kerala and Orissa, the DCCBs in the other states recorded
an increase in the NPAS, ranging between Rs. 3.70crore (Jammu and Kashmir) to Rs.936.05
crore (Maharashtra). The NPAs were remarkably high in Maharashtra (Rs.936.05 crore),
Andhra Pradesh (Rs.145.34crore), Karnataka (Rs.160.85crore), Madhya Pradesh (Rs.92.38
crore) and Gujarat (Rs.87.43crore).

Clasgfication of Performing and Non-Performing
Asstsof DCCBsduring 200202to 200304
(Rsin crore)

Ast Classfication 200102 | 200203 | 200304
Standard 47493.75| 50340.04| 51120.00
(80.1) | (78.39 | (76.76
Sub standard 6326.70 | 7594.99 | 8136.82
(10.679 | (11.83 | (12.22
Doulful 4159.77 | 5072.96 | 6024.33
(7.09 (7.90 (9.09)
Loss 1302.99 | 1212.64 | 1317.92
(2.20 (1.88 (1.98
Total 50283.21| 64220.63| 66599.07
(100.0 | (100.00 | (100.0Q

Note: Figuresin brackets represent percentage to total assets
h. Accumulated L osses

The aceumulated losses of the DCCBs, as on 31 March 2004,stood at Rs.4972.85crore &
against Rs.4474.66¢crore, as on 31March 2003.There was substantial increase in the losses of
DCCBs in Gujarat (Rs.104.48 crore), Maharashtra (Rs.296.58 crore), Karnataka (Rs.76.88



crore), Madhya Pradesh (Rs.38.20 crore), Uttar Pradesh (Rs.66.78 crore) and Rajasthan
(Rs.21.44 crore). There was a reduction in the losses incurred by DCCBs in Chhettisgarh
(Rs.64.69crore), Orissa (Rs.14.02crore), Punjab (Rs.1.47 crore), Uttaranchal (Rs.6.79 crore)
and West Bengal (Rs.2.79crore). The ansolidated pasition o acaimulated losses of DCCBs
for the period 200102 to 200304 isindicaed in the following Table:

Accumulated losses of DCCBsason 31.03.2004

(Rs. in crore)
Y ear Acacumulated losses
200102 3697.31
200203 4474.66
200304 4972.85

i Management of Cooperatives by Eleded Boards
The deded Boards of Management in 185DCCBs good superseded as on 31March 2004.

1l Primary Agricultural Credit Societies (PACS)

a. The magor financial indicaors of the PACS for the yeas 200102 to 200304 are
summarized in the foll owing Table:

Major Financial Indicatorsof Primary Agricultural Credit Societies

Particulars/ (ason) 31.03.2002 31.03.2003 31.03.2004

Number (in Crore) 0.98 112 1.06
Membership (in Crore) 10.21 12.36 1354
Borrowing Membership (in Crore) 5.55 6.39 5.13
Borrowing Membership (Percent) 54 52 38
Owned Funds (Rs. crore) 6855 8198 8397
Deposits (Rs. crore) 14846 19120 18143
Borrowings (Rs. crore) 29475 30278 34257
Loans Outstanding (Rs. crore) 40779 42411 43873
Loans Isaued (Rs. crore) 30770 33996 35177

Source: NAFSCOB (200304)
b. Membership

The total membership of PACS, ason 31March 2004,stoodat 13.54crore members, of which
the borowing members good a 5.13 crore and constituted around 386. While the
membership of PACS has been increasing during the last threeyeas, the number of borrowing
members has dedined duing the yea 200304. The ratio of borrowing members of PACS as a
percentage of the total members was below the dl-India percentage of 38% in severa states,
such as Andhra Pradesh, Karnataka, Maharashtra, Rajasthan, West Bengal, etc., and ranged

1C



from 1% in Jammu & Kashmir to 33% in Rgasthan. As regards the geographicd spread of
PACS, the western states of Maharashtra and Gujarat acourted for 28% of the total PACS in
the ounry, with Maharashtra done acourting for abou 21% of the total PACS in the
courtry. The North-Eastern states, on the other hand, ac@urted for 3% of the PACS in the
courtry. The central region, comprising of Uttar Pradesh, Uttaranchal and Madhya Pradesh,
with ore-fourth of the popuation pedominantly rural, acournted for only 12% of the total
PACS. On an average aPACS served 8 \ill ages covering amost 97% of the vill ages in the
courtry. Within states, the average ranged from one vill age in Kerala and Nagaland to 117
villages in Arunadhal Pradesh. In Kerala, the number of PACS that stood at 1961 was more
than the total vill ages in the State, which numbered 1953.Similarly in the cae of Nagaland
there were 1639 PACS as against 969 \ill ages. The state-wise @verage of vill ages by the
PACS as on 31March 2004is given in the following Table:

State No. of villages | No. of PACS Villages/ PACS

Andaman and Nicobar 204 45 5
Andhra Pradesh 27647 4103 7
Arunachal Pradesh 3649 31 118
Assam 24590 809 30
Bihar 77694 5936 13
Chhattisgarh 30640 1464 21
Gujarat 24483 8482 3
Haryana 7077 2423 3
Himachal Pradesh 20118 2091 10
Karnataka 25079 3863

Kerda 1639 1953 1
Madhya Pradesh 57546 4568 13
Maharashtra 60409 20866 3
Meghalaya 5629 179 31
Mizoram 710 165 4
Nagaland 969 1719 1
Orissa 45811 3845 12
Pondicherry 264 52 5
Punjab 12428 3996 3
Jammu and Kashmir 3891 425 9
Rajasthan 41786 5236 8
Jharkhand 3611 208 17
Tamil Nadu 20189 4533 4
Tripura 962 270 4
Uttar Pradesh 112804 8929 13
West Bengal 184335 18788 10
Uttaranchal 5900 446 13
ALL INDIA 800473 105735 8

Source NAFSCOB
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C. Deposits

At present, most of the PACS are totally dependent on the finance provided by DCCBs. In the
case of we&k DCCBs, the dfiliated PACS are starved of resources, which in turn affeds their
credit and noncredit business adversely. The average depaosit per PACS during 200102 to
200304 in the mgjor statesis given in the following Table:

Average Deposits per PACSin major statesduring threeyears

(Rs. lakh)
Name of State 31.03.02] 31.03.03| 31.03.04
Andhra Pradesh 5.57 17.41 18.18
Gujarat 1.47 1.36 1.46
Haryana 6.17 7.95 9.08
Karnataka 13.87 26.43 20.05
Kerda 323.50 365.12 427.66
Madhya Pradesh 4.90 7.92 7.57
Maharashtra 0.50 5.13 .53
Orisaa 55.32 55.84 59.16
Punjab 8.58 10.56 13.24
Rajasthan 1.57 1.55 2.11
Tamil Nadu 73.27 71.98 60.91
Tripura 0.30 0.30 0.34
Uttaranchal 6.56 6.56 6.56
All India 15.11 17.02 17.16

Source NAFSCOB

The total deposits mohilized by PACS in the murtry stoodat Rs.18143crore, as on 31March
2004 and dedined by 5% over the previous yea. The aygregate deposits of PACS ranged from
Rs. 8352crore (Keraa) to Rs.0.16 crore (Mizoram) as on 31March 2004. As on 31March
2004,PACS in Tamil Nadu, Orissa, Karnataka, Maharashtra and Himachal Pradesh and Punjab
had mobili zed sizable deposits amourting to Rs.2761 crore, Rs.2275 crore, Rs.775 crore,
Rs.111crore and Rs.504crore and Rs.525crore respedively.

d. Viability of PACS

Out of the 105735PACS reported to be in existence & on 31March 2004, 6505762%) were
viable, 30950(29.3%) were potentially viable, 4683 (4.4%) were dormant and 2194(2.1%)
were defunct. It was reported that during the yea 200203, 83349PACS eaned profit
amounting to Rs.404 crore and 53626PACS incurred a lossamourting to Rs.1862crore. The
percentage of recovery to demand was 62%.

Some of the problems of PACS level co-operative aedit institutions apart from poar resource

mobili zation are:
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» Dedining percentage of borrowing membership
* Low volume of business

» High cost of management

e Low skill ed staff

e Lad of profesgonalism

e Lad of diversificaionin businessportfolio

* Low interest margins.

* Invavement in nonlessprofitable PDS business
» Slow Computerization andwe&k MIS

B Long-term Cooperative Credit Structure

I ntroduction

As a the end d 200304, the long term co-operative aedit structure consisted of 20 State
Cooperative Agriculture and Rural Development Banks (SCARDBs) with 768 Primary
Cooperative Agriculture and Rural Development Banks (PCARDBS). Of the 20 SCARDBS,
eight were having a unitary structure with branches, 12 were having a federal/ mixed structure
with affiliated PCARDBs. As on 31March 2004,the SCARDBs had 863 lvanches while the
PCARDBs had 1008.In the North-eastern region, ony three states (Assam, Manipur and
Tripura) had a long-term cooperative structure. However, the Manipur SCARDB is non
functional and is under orders of liquidation. In November 2002 the Government of
Maharashtra has passed arders for liquidation d the MSCARMDB and 15DCARMDBs. The
groundlevel membership of the LT cooperative structure aygregated to 155.82lakh of which,
the borrowing members comprised 127.81lakh, constituting around 82%.

| State Cooperative Agriculture and Rural Development Banks (SCARDBS)

a. Financal Information of SCARDBs
The financial information pertaining to SCARDBs is presented in the foll owing Tables:

Financial Information of SCARDBs—
Long Term Coaqperative Credit Structure under Unitary Structure

(Rs. crore)

Particulars 31.3.2002 31.3.2003 31.3.2004
Number 8 8 8
Branches 762 740 752
Owned Funds 1152 1310 1653
Depasits 141 121 109
Borrowings 3847 4184 4361
Loans Isqied 795 828 790
L oans Outstanding 3547 3879 4062
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L ong Term Coaqperative Credit Structure under Federal / Mixed Structure

(Rs. Crore)

Particulars 31.3.2002 31.3.2003] 31.3.2004
Number 12 12 12
Branches 125 118 111
Owned Funds 1342 1596 1851
Depasits 393 380 495
Borrowings 10985 11708 12520
Loans Issied 1952 2134 2152
L oans Outstanding 10563 11475 12150

b. Share Capital

The total share caital of SCARDBSs increased from Rs.732crore @& on 31.03.20030 Rs. 762
crore & on 31.03.2004,.e. an increase of 4%, with the highest increase of 16% in
Chhettisgarh, followed by Madhya Pradesh (14%), and Uttar Pradesh (10%). There was
negative growth in Bihar, Haryana, Gujarat, Jammu and Kashmir and Pondcherry.

In the LT cooperative aedit structure, the average contribution d the state government to the
share caital of SCARDBs was 12% and growth rate was (-)1% as on 31March 2004.The
contribution d the state @ntribution was higher than all India average in the cae of Tripura
(85%), Assam (7%%), Pondcherry (72%), Bihar (49%), Orissa (40%), Jammu and Kashmir
(35%), Tamil Nadu (37%), West Bengal (25%), Himadha Pradesh (19%), Chhattisgarh (15%),
Haryana (14%) and Kerala (13%) SCARDBs. The share caital contribution d the state
government to the total share @pita of SCARDBSs ranged from Rs.0.18crore (Uttar Pradesh)
to Rs. 15.95 crore (Bihar), as on 31 March 2004. The detalls of share caital as also
contribution by the State Government to the share capital of the SCARDBSs are given below.

Share Capital Contribution of State Government to SCARDBsason 31.03.2004

(Rs. Crore)
Typeof SCARDBs Total Contribution of
Share capital State Gowt.
Unitary Structure 356.58 34.29
Federal/ Mixed Structure 405.41 54.40
Total 761.99 88.69

c. Resource Base

The LT cooperative structure ontinued to depend on externa financial agencies for
augmenting its resources. Abou 80% of the total resources of the SCARDBSs were in the form

of borrowings. The outstanding borrowings of SCARDBs as on 31March 2004were Rs.16881
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crore, registering an increase of 6.2 % over 200203. The paid-up capita of the SCARDBS, as
on 31March 2004,was 22% of the Owned Funds. The deposits of the SCARDBs dood at
Rs.604crore & on 31March 2004.The SCARDBs achieved a 21% increase in depaosits during
200304 as compared to a negative growth rate of 6% during 200203.

Resource Podstion of SCARDBsason 31.03.2004

(Rs. crore)

Resources of Owned Funds* Deposits Borr owings Total
SCARDBs
Unitary 16587.0 1091.9 436171.2 6123100.0
Federal/ Mixed 185(0(12.4) 4953.3 1252(84.2 14865100.0
Total 350316.7) 604(2.9 1688180.4 20988100.0

*Share caital + Reserves.

Note: Figuresin bracket indicate percentage to total resources

d. Credit Outreach

The loans outstanding as on 31March 2004stood at Rs.16212crore, registering a growth rate
of 6% over the previous yea. Nine states, namely, Uttar Pradesh (20%), Punjab (10%),
Haryana (11%), Keraa (9%), Karnataka (8%), Madhya Pradesh (8%), Rajasthan (8%), Tamil
Nadu (6%), West Benga (3%), acourted for nealy 85% of the total term credit
disbursements by SCARDBSs. The loans issued by SCARDBSs dedined by 1%, except in the
case of Punjab SCARDB (39%), Tripura SCARDB (74%) and West Bengal SCARDB (83%),
which showed substantial growth. There was a dedine in the anourt of loans issued by the
SCARDB:s of Gujarat (18%), Himada Pradesh (20%), Jammu and Kashmir (66%), Karnataka
(35%), Kerda (8%), Madhya Pradesh (17%), Orissa (13%), Pondcherry (13%), Tamil Nadu
(32%), Rgasthan (5%) and Uttar Pradesh (5%) during 200304 as compared to the previous
yed.

Loansissued of SCARDBsduring threeyears

(Rs. crore)
Type of SCARDBs 2001:02| 200203 200304
Unitary 794 828 780
Federal+Mixed 1952 2134 2152
Total 2746 2962 2942
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L oans Outstanding of SCARDBsduring threeyears

(Rs. crore)
Type of SCARDBs 200102 | 200203 | 200304
Unitary 3547 3879 4062
Federal+Mixed 10563 11475 12150
Total 14110 15354 16212

e. Rewvery Performance

The agregate remvery of the SCARDBs dedined from 49% in 200203 to 44% during
200304. There was overal reduction in the recvery rate in many SCARDBSs. The dedine was
steegp in Uttar Pradesh (41.3%) followed by Assam (20.26), Karnataka (20.2%6), Tamil Nadu
(17.8%), Jammu and Kashmir (17.26) and West Bengal (14%). Further, 8 SCARDBSs had
recvery level of lessthan 40% as on 30.6.2004The over-dues increased by Rs.1413crore
(SCARDBS) as compared to the pasition as on 30June 2003and ower-dues constituted 26.%%6
of the total |oans and advances outstanding at the SCARDBSs level.

Rewvery Performance of SCARDBsduring threeyears

Reavery Percentage As Overdues Percentage Of Overdues
Typeof SCARDBs on 30 une (Rs. crore) to LoansOutstanding
2002 | 2003 | 2004 | 2002 | 2003 | 2004 | 2002 | 2003 | 2004
Federd/ Mixed 53 48 49| 1750| 2011| 2423| 16.6| 17.5| 199
Unitary 61 50 38| 592| 879| 1880| 16.7| 22.7| 46.3
All India 55 49 44| 2342| 2890| 4303| 16.6| 18.8| 26.5

Frequency Distribution of recovery levels of SCARDBsason 30 June

Recovery percentage SCARDBs
2002 2003 2004
Above 75 4 3 3
61-75 3 3 1
41-60 6 5 6
Upto 40 7 9 10
Total 20 20 20

f. Costs& Margin

The average return on funds (al-India average) stood at 8.62 pmr cent for SCARDBs and
average st of funds at 6.31 per cent. The transadion cost as a percentage to working fund
stood a 1.75 per cent. The net margin eaned by the SCARDBS continued to be negative &
0.99% during 200304. The risk cost of SCARDBs was a 1.76 pr cent during 200304 as
against 1.51 pr cent in 200203. The following Table indicaes the Costs & Margin as
percentage to Working Funds of SCARDBs during 2003-04.
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Costs & Margin as percentage to Working Funds of SCARDBs during 200304

Type of SCARDBs Financial Transaction Risk Misc. Net
Margin Cost Cost Income Margin
Unitary 421 3.62 243 0.54 -1.29
Federal/ Mixed 1.20 0.66 1.37 0.03 -0.81
All India 2.37 1.75 1.76 0.21 -0.99
g. Profitability

During 200304, 10SCARDBSs reported a profit while 9 SCARDBs were in loss The detail s of
the profit/ loss position d the SCARDBS for the period 200202 to 200304 are furnished in
the following Table:

Number and amount of SCARDBsin Profit or Lossduring threeyears

(Rs. crore)
Y ear Reporting | No.in | Amount | No.in | Amount
Banks profit loss
200102 20 9 84.93 11 181.72
200203 20 9 62.43 11 163.89
200304* 19 10 96.90 9 210.49

* Datafor Manipur SCARDB for 200304 nd avail able.
h. Non-performing Assts (NPAS)

The NPAs of SCARDBs constituted 26.7%%6 of their total |oans and advances outstanding as
on 31 March 2004 as against 20.96%, as on 31 March 2003. The agregate NPAs of
SCARDBs, as on 31 March 2004 were estimated at Rs.4336.56crore. The SCARDBS in
Punjab and Haryanareported *NIL" NPAS.

Clasdfication of Non Performing Assts of SCARDBsason 31 March 2004

(Rs. crore)

Asst Classfication SCARDBs
Substandard Asts 2629.51(60.6
Doubtful Assets 1686.68(38.9
LossAssts 20.37(0.5)
Total NPAs 4336.56100.0
Percentage of NPAs to loans outstanding 26.75
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NPA Position of SCARDBsduringthreeyears

(Rs. Crore)

Particulars 31.03.2002 | 31.03.2003| 31.03.2004
GrossNPA 240327 321884 433656
LessProvisions 484,52 610.42 832.63
Net NPA 191875 260842 350393
Percentage of GrossNPA to Gross 1841 20.96 26.75
Advances
Percentage of Net NPA to Net Advances 15.27 17.69 22.78
GrossAdvances * 1305088 1535368 1621190
Net Advances * 12566.36 1474326 1537927

* Excluding Maharashtra

The percentage of grossNPAs of SCARDBS as a group increased from 20.96% in 200203 to
26.7%6 in 2003 04. While gross advances increased duing the yea by 6%, gross NPAs
increased by 34.7%%. The net NPAs to net advances of SCARDBSs also increased from 17.6%%6
to 22.78%%.

Addition of NPAs of SCARDBsduring 200304

(Rs. Crore)

NPA position SCARDBs

GrossNPAsason 31.03.2004 4336.56
GrossNPAsason 31.03.2003 3218.84
Net addition duing the yea 1117.72

Assats Clasdgfication of Performing and
Non-performing Assts of SCARDBsduring threeyears

(Rs. Crore)
Asst clasdfication 2001-02* 200203 200304
Standard Asst 11707.06 12134.84) 11875.34
Sub standard 1485.29 2107.38 2629.51
Doubtful 910.37 1089.11 1686.68
Loss 7.60 22.35 20.37
Total 14110.32 15353.68 16211.90

* Excluding Maharashtra
i. Erosionin Assts

The overall acamulated losses of 11 SCARDBSs were Rs.856 crore & against Rs.657 crore in
resped of 12 SCARDBs in the previous yea and increased by 30%. This was mainly due to
increase in acaumulated losses of Tamil Nadu (70%), Karnataka (63%), Maharashtra SCARDB
(43%), Jammu & Kashmir (21%) and Pondcherry (15%). However, there was reduction in the
acamulated losses of Himada Pradesh SCARDB to the extent of 21%. The acemulated
losses at the SCARDBSs level, as on 31 March 2004, constituted 5.3% of the total |oans
outstanding.
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Accumulated losses of SCARDBsduring threeyears

(Rs. crore)

Y ear Accumulated losses
200102 494
200203 657
200304 856

] Management of Cooperatives by Eleded Boards
The deded Boards of Management stood superseded in 8 SCARDBs as on 31March 2004.

1 Primary Cooperative Agriculture and Rural Development Banks (PCARDBYS)

a. Financial Information of PCARDBSs

Financial Information of PCARDBsin the
Long Term Coqperative Credit Structure under Federal / Mixed Structure
(Rs. in Crore)

Particulars 31.3.2002 | 31.3.2003| 31.3.2004
Number 768 768 768
Branches 1091 1008 1008
Owned Funds 2480 2722 2972
Depasits 255 214 252
Borrowings 10331 11214 11880
Loans Issued 2045 2151 2200
Loans Outstanding 10005 10809 11209

b. Share Capital

The total share caital of PCARDBS increased from Rs.891 crore & on 31.03.20030 Rs.916
crore & on 31.03.2004registering a growth rate of 3%. The highest growth rate of 31% was
in Madhya Pradesh followed by West Bengal (10%). There was a negative growth in
PCARDBSs in Haryana, Himadal Pradesh, and Tamil Nadu.

The average state government contribution to the share caital of PCARDBSs formed 13% and
growth rate was 9% as on 31 March 2004.The share of the government contribution ranged
from Rs.0.40 crore (Punjab) to Rs. 36.92 crore (Madhya Pradesh), as on 31 March 2004.
During 200304, PCARDBSs in Karnataka, Madhya Pradesh and West Benga receved a
contribution d Rs.0.07 crore, Rs.17.84 crore and Rs.2.21 crore respedively as dare caital
from the state government.

c. Resource Base

The LT cooperative aedit structure continued to depend on externa financial agencies for
augmenting its resources. Abou 79% of the total resources of the PCARDBS were in the form
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of borrowings. The outstanding borrowings of PCARDBSs as on 31March 2004were Rs.11880
crore, registering an increase of 5.9% over 2002 03. The paid-up capital of PCARDBS as on
31 March 2004 was 31% of the owned funds. The deposits of the PCARDBSs were Rs.252
crore with a growth rate of 18% during 200304 as compared to a negative growth rate of 16%
during 200203.

Resource Postion of PCARDBsason 31.03.2004
(Rs. crore)
Owned Deposits Borr owings Total
Funds
2971(19.7) 2521.7) 1188078.Y 15103100.0
Note: Figuresin bracket indicate percentage to total resources

d. Credit Outreach

The loans outstanding, as on 31March 2004 ,stoodat Rs.11209crore, registering a growth rate
of 4% over the previous yea. Theloansissued increased by 2% in four sates, namdy, West Bengd
(65%), Punjab (54%), Himada Pradesh (27%6) and Haryana (5%). There was negative growth in
Tamil Nadu (34%), Karnataka (27%), Madhya Pradesh (17%%6), Kerda (8%), Chhettisgarh (5%) and
Rajasthan (2%).

Loans Isuied by PCARDBsduring threeyears

(Rs.in crore)

Y ear Loansiswuued | Loansoutstanding
2001-02 2045 10005
200203 2151 10809
200304 2200 11209

e. Remvery Performance

The loan recvery performance of PCARDBS remained constant at 44% as in the previous
yea. 402 PCARDBs had a recovery level lessthan 40%, as on 30June 2004. The over-dues
increased by Rs.489 crore & compared to the position as on 30June 2003. At the PCARDB
level, 38% of the total over-dues were over 3 yeas old. The over-dues constituted 30.%6 of
the total loans and advances outstanding at the PCARDBS.

Remvery Performance of PCARDBsduring threeyears

Rewvery percentage Overdues Percentage of Over-dues
(Ason 30 June) (Rs. crore) to Loans Outstanding

2002 | 2003 | 2004 | 2002 | 2003 | 2004 | 2002 2003 | 2004
48 44 44| 2486| 2933| 3422 24.8 27.1] 305
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Frequency Distribution of recovery levels of PCARDBs ason 30 June

Recovery Percentage PCARDBs * \

202 | 2003 | 2004
Ahove 75 117 92| 107
61-75 138| 129| 110
41-60 210 190| 152
Upto 40 275 360| 402
Total 740 771 771

$

Note: * Including datain resped of 3 PCARDBS
under liquidationin Orissa

$ Datanot avail able in resped of DCARMDBSs
in Maharashtra and 2PCARDBsin West Bengal

f. Costs& Margin

The average return on funds (al-India average) stood at 9.85 pr cent for PCARDBs and
average st of funds at 7.96 per cent. The transadion cost as a percentage to working fund
stoodat 2.02 er cent. The net margin eaned by the PCARDBS, continued to be negative and

stoodat (-)1.91% during 200304. The risk cost in resped of PCARDBs increased from 1.78%
to 1.98% during 200304.

Costs & Margin as percentage to Working Funds of PCARDBs during 200304

Financial Margin Transaction | Risk Misc. Net
Cost Cost | Income | Margin
1.89 2.02 1.98 0.20 -1.91

g. Profitability

During 200304, 281PCARDBSs eaned profits while 430 PCARDBSs (excluding 4 PCARDBs
in Kerdla and 53PCARDBSs in Orissd) incurred losses during 200304 as compared to 208that
eaned profit and 560PCARDBSs that incurred losses during 200203. The detail s of profit/ loss
pasition in resped of PCARDBs for the period 200102 to 200304 are furnished in the
following Table:

Number and amount of PCARDBs in Profit or Lossduring threeyears

(Rs. crore)
PCARDBs | Reporting No.in Amount No.in | Amount
Banks profit loss
200102 768 196 47.37 572 322.81
200203 768 208 52.53 560 369.36
200304 711 281 75.56 430 326.00
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h. Non-performing Assets (NPAS)

The aygregate NPAs of PCARDBSs as on 31March 2004were estimated at Rs. 3975.64crore
and detail sas unckr.

Classdfication of Assts of PCARDBsason 31 March 2004

(Rs. crore)
Asst Clasgfication PCARDBs

Substandard Assts 2051.12(51.6

Doultful Assets 1879.38(47.3

LossAssts 45.14(1.)

Total NPAs 3975.64(100.0

Percentage of NPAsto loans 35 47

outstanding

NPA Position of PCARDBsduring threeyears
(Rs. Crore)

PCARDBSs 31.03.2002 | 31.03.2003 | 31.03.2004
GrossNPA 302382 3569.26 3975.64
LessProvisions 698.31 82331 94253
Net NPA 232551 274595 303311
Percentage of GrossNPA 30.22 33.02 35.47
to GrossAdvances
Percentage of Net NPA 24.99 27,50 29.54
to Net Advances
GrossAdvances * 1000508 1080904 1120862
Net Advances * 9306.77 998573 10266.09

* Excluding Maharashtra

Percentage of grossNPAs of PCARDBSs as a group increased from 33.026 to 35.4P6. While
the grossadvancesincreased duing the yea by 4%, the grossNPAs increased by 11.3%.

Addition of NPAs of PCARDBs during 200304

(Rs. Crore)
NPA position PCARDBs
GrossNPAsason 31.03.2004 3975.64
GrossNPAsason 31.03.2003 3569.26
Net addition duing the yea 406.38

Assts Clasdgfication of PCARDBsduring threeyears

(Rs. Crore)
As<t classfication 200102 200203 200304*
Standard Assts 698125 723979 723298
Sub standard 165897 197463 205112
Doubtful 132752 156517 187938
Loss 37.34 2945 4514
Total 1000508 1080904 1120862

* Datafor 2003repeded in 2004for West Bengal & Orissaa

22



i. Acacumulated Losss

The acamulated losses of PCARDBSs were Rs.2649crore (11 States) as against Rs.2381crore
(11 States) in the previous yea and increased by 11%. The increase was mainly due to increase
in loses of PCARDBs in Rgasthan (24%), Karnataka (22%) and Maharashtra (13%).
However, there was a reduction in acawmulated losses of PCARDBs in Punjab (21.26) and
Chhattisgarh (10%). The acemulated losses at the PCARDBSs level, as on 31 March 2004
constituted 23.6% of the total 1oans outstanding.

Accumulated losses of PCARDBs during threeyears

(Rs. crore)
Y ear Accumulated L osses
200102 2054
200203 2381
200304 2649

] Management of Cooperatives by Eleded Boards

The deded Boards of Management stood superseded in 376 PCARDBS, as on 31March 2004.

C Perspedives and Reformsin the Cooperative Credit Structure

Revival of Short-term Rural Cooperative Credit I nstitutions

Severa committees have examined the problems fadng the coperative aedit structure in the
past such as the Capoa Committee (1999, Vyas Committee (2001) and Vikhe Patil
Committee(2001).

However, the Government of India, which is committed to reviving and revitali zing the rural
cooperative aedit institutions, felt it necessary to commisgon a fresh review. Accordingly,
on 05August 2004, the Gol constituted a Task Force on Revival of the Cooperative Credit
Structure under the Chairmanship of Prof. A Vaidyanathan with the following terms of

reference

a. To reaoommend an implementable adion dan for reviving the Rural Cooperative Banking
Institutions, taking into consideration, inter alia, main recommendations made by various
committees in this regard.

b. To suggest an appropriate regulatory framework and the amendments which may be
necessary for the purpose in the relevant laws.

c. To make an asesgment of the financial asgstancethat the Cooperative Banking Institutions
will requirefor revival, the mode of such assstance, its saring pattern and phasing.
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d. To suggest any other measures required for improving the dficiency and vability of Rural
Cooperative Credit Institutions.

The Task Force submitted its report on Short Term Cooperative Credit Structure to Gol in
February 2005. The Government of India has acceted the final recommendations of the
Committee The Hon'ble Prime Minister and the Union Finance Minister discussed the
recommendations of the Task Force with the Chief Ministers of all states in meeings held on
09 and 29 September 2005, tased onwhich arevised padkage for revitalizing the moperatives
was circulated amongst al State Governments. So far, the Government of Madhya Pradesh has
acceted the revised padkage and communicated its concurrenceto the Gol.

Revival of Long-term Rural Cooperative Credit I nstitutions

In the context of the urgent need for strengthening the Long-term Cooperative Credit Structure,

the Gol dedded to entrust the task to the Task Force on Revival of Rural Cooperative Credit

Ingtitutions (Vaidyanathan Committee, which had submitted its report on Short Term

Cooperative Credit Structure ealier. The terms of Reference of the Committee ae as under:

a. Review the present system for long-term lending for agriculture and rural development.

b. Assessthe plans and performance of Cooperative Agricultural Rural Development Banks/
Land Development Banks and aher major comporents in the overall system.

c. Suggest a ammprehensive strategy for ingtitutional financing of long-term agriculture and
development investments and the kind d role the woperative structure can play in
implementing that strategy consistent with prudent financial management.

d. Reoommend an implementable adion dan for reviving Cooperative Agriculture and Rural
Development Banks engaged in long term lending for agriculture and rural development and
make an asesanent of the financial assstance required for such revival, its mode, sharing
pattern and phasing.

The Committeeis expeded to submit its report shortly.
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