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Central Registrar of Cooperative Societies, which could ensure that a bank is scheduled before it is
granted registration under the Multi State Co-operative Societies Act.

In order to ensure that all

scheduled banks are also, as far as possible, strong enough to support themselves and a few smaller
UCBs around them, the RBI could prescribe appropriate norms for scheduling of cooperative banks.
Further, banks in this category which comply with the prescribed regulatory requirements can be
extended facilities and privileges as are presently available to the commercial banks of comparable
size.

7.4.

The existing scheduled banks, both under Multi State and State Cooperative Societies Act,

which do not meet the prescribed criteria and do not comply with the prudential and regulatory
regimen akin to that of commercial banks, could be excluded from the second schedule to the RBI
Act through a time bound corrective action framework As a corollary, the existing non-scheduled Multi
State Banks could also be required to close their branches/withdraw from any business outside the
principal State of their activity.

8.

Supervision
The number of unit banks with deposits under Rs. 50 crore constitute 33 percent of UCBs and

account for less than 6 percent of deposits of the sector. These banks, limited by their size / type of
operations, pose lower systemic risks and could be supervised by a combination of simplified off-site
surveillance system of the RBI and on-site audit by the state governments. Based on these reports,
Reserve Bank of India, at its discretion, could conduct inspection of such banks, which, however
would not be normally covered under its regular schedule of inspection. The increased dependence
on off-site surveillance of RBI and on-site supervision by RCS in respect of the small unit banks
would provide increased flexibility to the RBI to deploy its supervisory resources to the larger and
more risky banks.

9. Developmental Role of RBI

9.1 The Reserve Bank may have to provide assistance to the UCBs, more particularly the smaller
ones, in improving their skill levels. Since the College of Agricultural Banking is already providing
training facilities to the UCBs, this institution could be used as the forum for doing so. Keeping in view
the financial implications for banks, for providing quality training, the cost of training programmes
could be largely subsidised by the Reserve Bank for the Unit banks falling under Tier I.

9.2 The Reserve Bank has been encouraging the UCBs to invest in government securities by
stipulating that a portion of the SLR investments are held in the form of these securities. There is an
inherent advantage in holding a part of the SLR investments in G-Secs as otherwise the banks are
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required to keep their entire SLR in higher tier co-operative banks, the financial position of which may
itself be uncertain. At the same time it would be necessary to ensure that the UCBs are not put to any
difficulty in buying and selling the securities. To address this issue Reserve Bank may, through its
Regional Directors, liaise with the network of Primary Dealers to put in place an appropriate
arrangement in this regard.

10. Conclusion
Every authority concerned with Co-operative sector will have to play its part in ensuring that the
aspirations of the Urban Co-operative Banking sector are nurtured in a manner that depositor interest
and the public interest at large is protected. The role of RBI could, thus, be to frame a regulatory and
supervisory regime that is multi-layered to capture the heterogeneity of the sector and implement
policies that would provide adequate elbowroom for the sector to grow in a non-disruptive manner.
The State and Central Governments could recognize that the UCBs are not just co-operative
societies but they are essentially banking entities whose management structure is that of a cooperative. They should recognize the systemic impact that inefficient functioning of the entities in the
sector could have. Consequently, it would be in the interest of the sector if they support, facilitate and
empower the RBI to put in place mechanisms and systems that would enable these UCBs to perform
their banking functions in a manner that is in the overall interest of the depositor and the public at
large.

