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STATUTORY RESOLUTION RE : DISAPPROVAL OF BANKING REGULATION (AMENDMENT) AND
MISCELLANEOUS PROVISIONS ORDINANCE

AND
BANKING REGULATION (AMENDMENT) AND MISCELLANEOUS PROVISIONS BILL

Title: Combined discussion on Disapproval of Banking Regulation (Amendment) and Miscellaneous Provisions
Ordinance , 2004 (No. 30 of 2004) and passing of Banking Regulation (Amendment) and Miscellaneous Provisions
Bill, 2004 (Resolution Negatived and Bill passed).

MR. DEPUTY-SPEAKER: Now, we will take up items 17 and 18 together. | would request Shri Ramji Lal Suman to
move the Statutory Resolution. Mr. Suman, you are only to move the Resolution.

SHRI RAMJI LAL SUMAN (FIROZABAD): Sir, | beg to move:

"That this House disapproves of the Banking Regulation (Amendment) and Miscellaneous

Provisions Ordinance, 2004 (No. 3 of 2004) promulgated by the President on 24! September,
2004."

THE MINISTER OF FINANCE (SHRI P. CHIDAMBARAM): | beg to move:

"That the Bill further to amend the Banking Regulation Act, 1949 and the Deposit Insurance and Credit
Guarantee Corporation Act, 1961, be taken into consideration."”

MR. DEPUTY-SPEAKER: Motions moved:

"That this House disapproves of the Banking Regulation (Amendment) and Miscellaneous

Provisions Ordinance, 2004 (No. 3 of 2004) promulgated by the President on 24! September,
2004."

"That the Bill further to amend the Banking Regulation Act, 1949 and the Deposit Insurance and
Credit Guarantee Corporation Act, 1961, be taken into consideration."
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SHRI KHARABELA SWAIN (BALASORE): Sir, I rise to support this Bill because this was a Bill that was actually
piloted during the time of the previous Government. At that time, it was referred to the Standing Committee on
Finance and it was discussed in detail. Basically, it is a Bill that has been influenced by the JPC on the Stock
Market Scam. The JPC had recommended about the dubious role played by many cooperative banks, like
Madhepura Mercantile Cooperative Bank and the Lucknow City Cooperative Bank.

It was felt that there should be a regulatory mechanism under the Reserve Bank of India, and the Reserve Bank
should have control over the cooperative banks. In the JPC, in the media and outside also it was asked as to what
the RBI was doing when thousands and thousands of crores of rupees of the small depositors were simply swindled
by operators like Ketan Parekh and others. Then, the Reserve Bank expressed its inability to do anything. When
the Reserve Bank officers were asked as to why they did not take any action, they said that it was not their job and
that it was the Registrar of Cooperative Societies of the State who was supposed to take the action. The dual
control -- one, by the Reserve Bank of India; and another, by the Registrar of Cooperative Societies of the State --
led the cooperative societies nowhere, and the small depositors and the stand-by onlookers were looking helplessly
when their money was thrown to the winds.

Since the Thirteenth Lok Sabha was dissolved, the Bill collapsed, and it is good that the present UPA Government
is piloting this Bill again. | support this Bill. | will not go into the details of the Bill because the hon. Minister, who is
here, will explain them One good thing about this Bill is with regard to clause 36AAA which says,

"Where the Reserve Bank is satisfied that in the public interest or for preventing the affairs of a multi-
State co-operative bank being conducted in a manner detrimental to the interest of the depositors or of
the multi-State co-operative Bank or for securing the proper management of the multi-State co-operative
bank, it is necessary so to do, the Reserve Bank may, for reasons to be recorded in writing, by order,
supersede the Board of Directors of such multi-State co-operative bank for a period not exceeding five
years."

| am fully one with this provision contained in the Bill. With this clause, whenever it feels that it should have the
control, the Reserve Bank of India will have operational flexibility.

The Board of Directors of any commercial bank is under the supervision and control of the Reserve Bank of India.
So, why should we not do it in the case of cooperative societies? Cooperative societies also should be brought
under the administrative control of the Reserve Bank of India. In a way, they have been brought here on par with
other commercial banks. This is one of the provisions by which the Government has tried to bring the cooperative
societies on par with the commercial banks.

| would suggest the hon. Finance Minister that the CRR and SLR of cooperative societies should also be brought
under the control of Reserve Bank of India. Just like any commercial bank, they should also maintain CRR, SLR,
and things like that.

| feel — the hon. Minister will correct me if | am wrong — that if the cooperative societies take deposits only from their
members, they will not be covered under this regulation. To be away from the purview of this regulation, they must
not add words like 'bank' or 'banking' to their functions. If a certain bank or organisation declares itself as a bank,
then only | think the provisions of this Bill will apply to that organisation. Whenever a cooperative society accepts
deposits from the common public, the Government through the Reserve Bank of India must have full control over
these cooperative societies.

Yesterday during the Calling Attention, we heard the hon. Minister reply to hon. Members' queries on the dissolution
of the Global Trust Bank. If cooperative societies are brought under the purview of the Reserve Bank of India, when
a cooperative society goes bankrupt, it would be the Government which would be at fault. People would be pointing
an accusing finger only at the Government and not at anybody else. So, the Government must have full control of
the cooperative societies that take deposits from the common public.

| have two or three suggestions to make before | conclude. Any cooperative society with a paid up capital of a
certain limit should be compulsorily audited. The Government should bring forward a Bill to that effect. If, in the
audit so conducted, it is found that there is some lacuna somewhere, the Government should also provide for
punishment. | recommend the hon. Finance Minister to bring in further amendment to this Bill so that if any fault is
found with any cooperative society, it is very severely punished for that.



I am very happy about one of the provisions of this Bill which talks about reimbursement to Deposit Insurance
Corporation by liquidators of transferee banks. It is a very good provision. Para 5(e) of the Statement of Objects
and Reasons says:

"make these multi-State cooperative banks as "eligible cooperative bank" &€| so that their deposits can
be insured by the Deposit Insurance and Credit Guarantee Corporation established under section 3 of
that Act."

It is a good provision. It will ensure that even if a cooperative society is liquidated, the small investor would get his
money back.

| will make another appeal to the hon. Finance Minister. He should set up a Depositors' Protection Fund. We can
clear this Depositors' Protection Fund from the unclaimed funds.

There are many unclaimed funds because nobody comes forward to claim the funds which are lying with the
cooperative banks. This amount is quite substantial. Out of these unclaimed funds, the hon. the Finance Minister
can have a Depositors Protection Fund. Wherever the depositor looses the money, he
could be reimbursed from the Fund.

I would like to make two more suggestions. The first one is not very much related to the subject. Shifting slightly, |
would just make a suggestion regarding the multi-layer system of interest. Hon. Minister is very keen about just
doubling the credit flow to the farmers within the next three years. But he knows it pretty well that when the
NABARD gives the money to the State cooperative, it goes to the district cooperative, it goes to the primary
cooperative and when it ultimately reaches the farmer, the interest rate sometimes goes up to 22 per cent. From the
very beginning, it becomes the NPA. Which farmer will be able to pay back an annual interest rate of about 22 per
cent? Even though we say nine per cent, it is hardly nine per cent. | do not say that during your time, but there was
a time when it happened to be so. Now it has been reduced. During our time, our Finance Minister declared in the
last Lok Sabha that loans at an interest rate of nine per cent would be given to the farmers. The hon. Minister has
also agreed to that. They are also providing it. But kindly see to it that nine per cent should not become 11 per cent
when it goes to the State cooperative. When it goes to the district cooperative, two per cent administrative cost is
added and it becomes 15 per cent. When it goes to the primary cooperative and ultimately when it reaches the
farmer, it becomes 17 per cent. It should not be the case. This multi-layer system of spread of interest rate should
not be increased phase by phase. This is one of my suggestions which | would like to make to the hon. Finance
Minister.

Lastly, some method should be brought out so that the cooperative department should not be an appendage to the
State Government. | do not come from a State like Maharashtra or Gujarat where the cooperative movement is very
strong. | come from a State like Orissa. In States like Orissa or Bihar or some other States, cooperative society is
just an appendage, or where it is just a department of the State Government, it is mostly politicised. Most of the
time, the only job of these cooperative societies is to give loans to the people under the political recommendation.
The loans are never realised. That is why, cooperative society from the very beginning have become very sick.

| recall that the hon. Minister is a great admirer of economic reforms. He is just following the same line which was
followed by NDA. He is just doing the same thing. He is a supporter of globalisation. He is a supporter of
everything. | congratulate him because that is the right way which he has been following. He has not gone by the
recommendations of the Leftists. | congratulate him for that because that is the only way.

SHRI GURUDAS DASGUPTA (PANSKURA): That is the only satisfaction that he has not gone Left. Take himto
the Right.

MR. DEPUTY-SPEAKER: Shri Gurudas Dasgupta, first you should take permission and then you should talk.

SHRI KHARABELA SWAIN : Had he gone Left, he would have brought the misery of West Bengal. From the third
position in the industrial situation, they had brought down to the 16t position in a span of 27 years of the Leftists

rule in West Bengal. | congratulate him that at least he is not following them. He should not follow what they say,
otherwise India will also face the fate of West Bengal.

With these recommendations, and accepting that he will just go by the suggestions | made, | congratulate him once
again.
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SHRI K.S. RAO (ELURU): Sir, basically | have a great admiration for the Finance Minister for the speed at which
he acts. Having seen the decision of the Supreme Court on Apex Cooperative Bank in Maharashtra, in order to
ensure that 30 other multi-State cooperative banks will not be subjected to the inconvenience of stopping
operations, in a short span, the Minister has come to the Parliament to get this Bill passed. This is really admirable.

In my opinion, simply amending one or two clauses in the Banking Regulation Act will not bring an end to all the
frauds that are taking place in the banking industry. This particular Bill has only a limited purpose of saving 34
banks, regularising the licences given to these banks and continuing their activities which were going on for the last
several years.

In this context, | would like to bring to the knowledge of our Finance Minister and the House that still there are a lot
of lacunae in the Banking Regulation Act, in the present context, particularly in the running of urban cooperative
banks. In Hyderabad, in recent past some of the urban cooperative banks have closed down while others are on
the stage of winding up. A few have resulted in the loss of hundreds of crores of rupees to the depositors.

We all know that the bulk of the depositors in Urban Cooperative Banks are the Provident Fund holders, retired
persons or low or middle income people. The only reason for which they are putting their money in these
cooperative banks is to get two, one or half a per cent interest more. They also believe that nothing will happen to
their money in these cooperative banks as the Government is there to secure their interests. Surprisingly, the
Prudential Bank has caused hundreds of crores of rupees loss to the small depositors in Hyderabad. | was told that



a circular had been issued by the Reserve Bank of India that each depositor would be given only Rs.20,000
irrespective of the amount he had deposited in the bank. Suppose, a depositor has deposited Rs.6 lakh, he will be
given only Rs.20,000. That means, Government is not looking after the interest of the depositor who is a poor man.

In one of the meetings with the Reserve Bank | asked the same thing and the Reserve Bank Governor has said that
it is not so and that he will certainly look to the interest of the small depositors. | am happy about that. One of the
reasons why | admire the Finance Minister is, yesterday while a Communist Member, Shri Gurudas Dasgupta was
finding fault with the Finance Minister on the action taken by the Reserve Bank in the shortest time of one day. Had
it not been taken in that short duration there would have been chaos in the minds of the depositors. There were
already long queues at the bank premises and the loss would have been much more. Some of them might have
died of heart attack or had suffered in many ways. The Reserve Bank and the Finance Ministry came to their
rescue immediately and reduced the calamity.

| have gone through the Madhavpura Merchantile Cooperative Bank, which is being run on the same line and the
licences of which are also being given on the same principle. It was found that on March 31, 2001, the bank's
deposits were Rs.1262 crore while the advances were Rs.1717 crore. Out of Rs.1717 crore, 68 per cent of the
advances were given to 21 borrowers who were connected with the share brokers which means the regulations
provided in this Act were not sufficient to control all these frauds. So my request to the hon. Minister is that though
he has come forward immediately to protect those 34 banks yet it is not the end of it. More important thing is that
lakhs and crores of rupees are shown as NPA in the banks. All the figures that are coming out in the newspapers
are not the real figures of NPAs. The management of various banks are covering these NPAs in some shape or the
other under some technical definition or the other. So, the real NPAs are much more than what is found in their
balance sheets or reported in the newspapers. We have to bring very strict regulations for the banking sector
without curtailing its freedom. | do not say that the freedom of the employees or the officers in lending money to the
needy persons should be curtailed. | would also want the Government to go to the rescue of a man with integrity
whose decision might have gone wrong in some case in lending to some borrower. But an officer whose earlier
record was not good and who has lent money to some borrower, he must be taken to task immediately.

But the present provisions in the Banking Regulation Act does not provide for immediate action to be taken against
erring official or the erring borrower. There are long procedures to be followed which take long years before any
action could be taken against erring officers. It encourages many others to do the frauds. Honestly, if one borrower
were to be boycotted and action taken against him is publicised extensively throughout the country through
newspapers saying that this gentleman has taken so much money and that he has committed a fraud in a particular
bank, he would feel insulted. In the recent past, | have seen in some cases in Hyderabad wherein a Chairman or
some Director of a bank had committed a fraud. But when he was arrested for the crime committed by him, after a
couple of days, he died suddenly. | do not have sympathy for that. So, if deterrent action were to be taken against
all the borrowers and officers immediately without any loss of time in such instances, nobody else would dare to
commit a fraud in future. But if everybody were to think that he can go scot free and that a decision will not come for
years together and also in the meantime he can change the records, more number of people will commit frauds.

Sir, clause 34B of the Banking Regulation Act talks about confidentiality. | do not say that confidentiality should not
be there in banking. But it should be restricted to a very limited area. For example, a borrower takes a loan stating
that the property in the godowns is worth crores of rupees. He takes a loan worth 80 per cent of that property and
this information is not known to many persons and it is known to only the borrower and the concerned officer. But
subsequently it is found out that the property is worth only Rs.10 crore or only Rs.1 crore, what is the protection if
that company were to burst later? If this were to be known to some people, then at least there will be some
information to the bank that so much worth property was not there in the godown.

That means, it will be known to the bankers that they could not sanction a loan to a borrower exceeding a certain
amount. That would help in protecting the interest of the consumers. But someone will say that if somebody were to
ask as to what was the amount of the loan taken and for what purpose, then the banks would say that they could
not part with that information. Even the amounts deposited in their individual accounts could not be revealed to
anybody. This secrecy aspect is one reason why extensive frauds are being committed in the banking industry in
this country. | would like the hon. Finance Minister to give a thought to this aspect. He is more learned, more
knowledgeable and more experienced than us by virtue of his being in the Finance Ministry for such a long time, yet
| would like him to give a serious thought to this aspect.

Sir, in regard to the Societies, | would like to submit that the hon. Finance Minister has announced providing kisan
cards to the farmers. This is a good thing. | admire it. Now, earlier if a farmer had taken a loan for an amount, say,
Rs. 10,000/- he must have had to pay the entire amount with interest accrued on it at one time. If he had managed
Rs. 5,000/- he could not pay that amount to the bank and thereby reduce the interest component on his loan
amount. But this facility was provided to the commercial dealers like the traders and industrialists. They could take
a loan of, say, rupees one crore and then could pay any time a sum of Rs. ten crore or five crore and thereby



reducing the interest component on their loan amounts. But now it is a good thing that this facility has been offered
to the farmers as well. But then if these Credit Co-operative Societies were not allowed to take deposits — because
of this Act — then they would not be able to keep more money with them than their loan amounts and thereby lose
interest. The definition goes differently for the Credit Co-operative Societies. Though this Bill deals only with the
Multi-State Co-operative Societies, yet | would like the hon. Finance Minister to give a thought to this aspect as
well.

Sir, the hon. Finance Minister in his Budget speech as well as later said that in those areas where there was a crop
failure on account of natural calamity for one or two years, the Finance Ministry would extend loan to those farmers
once again taking into account the value of their assets irrespective of whether they were paid loans before or not.
He also said that if there were to be one instance where the commercial banks have refused to give loan on the
plea that a farmer has not repaid his earlier loan, that should be informed to him by us. | wish to inform the hon.
Minister that in my constituency and, possibly in the constituencies of many other hon. Members, there are a lot of
instances where the commercial banks are not coming forward to give loan even in accordance with the laid down
procedures of the Finance Ministry. Some of the Branch Managers think that they are all in all. They say that they
would give loan only if one comes through "X or "y'". It is because they have vested interest and it is not based on
the laid down procedures and concessions provided by the Finance Ministry and the banking industry.

| would like the hon. Finance Minister to issue strict instructions to all the bankers saying that in cases where there
had been genuinely loss of crops to the farmers in the last two years, they should not be made to come to the bank
many a times to get their loans. If there is a delay in sanctioning a loan, particularly in cases of crop losses, it would
mean losing out one season. If the loan were to come a month later, or in some cases even 10 days later, then the
crop for the entire season could be lost. There may be untimely rains or even the sowing season may be over. So,
time is very important and the bankers must be asked to keep a time limit. The bankers must be asked to mention
the reasons for which they are denying a loan to the farmers. It is their duty to sanction a loan immediately after
taking the required documents. In some cases, the farmers are made to go round a number of times on the plea that
they do not possess the required documents. When the documents are there with the same bank when a farmer
took loan on an earlier occasion, he is once again asked to bring other documents. So, my request to the hon.
Minister is like this. While appreciating the speed at which he has brought this Bill, | want himto bring a
comprehensive legislation of the Banking Regulations Act taking into account of not only the present situation but
also of the faults that are occurring like increasing NPAs and things like that. The provision that is being made by
the bankers is that it is out of the profit that is accruing and not out of the real earnings. When | went through the
Act of 1949, | found that amendments are sometimes printed and sometimes some papers are attached to it. This
gives an opportunity for many officers to play with it. Taking into account of all those things, | want that a new
legislation should be brought without the necessity of going into the amendments brought earlier. | appreciate and |
admire the hon. Minister for bringing the Bill at the right time. | support this Bill and | thank the hon. Finance Minister
for this.

15.16 hrs. (Shri Varkala Radhakrishnan in the Chair)
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SHRI SURAVARAM SUDHAKAR REDDY (NALGONDA): Mr. Chairman, Sir, | give my general support to this Bill.
The Statement of Explanation has given the reasons for bringing such an Ordinance.

| appeal to the Finance Minister that there is a necessity for bringing a more comprehensive Bill on the urban co-
operative banks. The purpose of this Bill is limited. | understand that the Deposit Insurance and Credit Guarantee
should be extended to the multi-State co-operative banks, which have lost that guarantee because of the judgment
of the Mumbai High Court.

Sir, there are several other issues regarding the co-operative movement and co-operative banks. Co-operative
societies and co-operative banks are totally different. For quite some time, particularly under the previous
Government's regime, there was an attack on the co-operative movement to destroy the spirit of the co-operative
movement itself. The type of Bills that were passed were trying to make them joint stock companies. There is a
necessity for encouraging the co-operative societies on the one side but at the same time more regulations should
be there from the Government side particularly for the urban co-operative banks, etc.

There are several co-operative societies in the country. | believe that several millions of people in this country are
the members of the co-operative societies, and this is one country where co-operative movement is very big. In the
recent period, under the name of the regulation of the co-operative movement, in the co-operative societies, where
the Government does not provide a single pie, does not give any encouragement, the State Governments are trying
to interfere in the internal affairs and also trying to abolish the managements of the co-operative societies. They
have no business to interfere in such societies. If the Government has got a share in it and if they have paid some
money, to keep up the interest of the money that is paid from the Government, definitely there is a possibility of their
intervention.

When the Government has no role to play, why should they intervene? They do not intervene when there is a
necessity. There is a big growth of urban co-operative banks in the country in the last few years. | tell you that there
are more than 1800 urban co-operative banks throughout the country. More than 179 such co-operative banks are
under liquidation in the last few years. Most of the depositors in these co-operative banks are small people who are
retired from Government employment and all their life savings are put here because there is two to three per cent
extra interest than the nationalised banks or the private banks. The Ministry of Finance and the Reserve Bank of
India allowed them to give extra per cent of interest. That is good. The Reserve Bank of India has given the
licences to them.

The State Co-operative Department is expected to look after the day-to-day activities of these co-operative banks
whereas the Reserve Bank of India is the overall in-charge of these banks. But in the last few years, as my hon.
colleague, Shri Sambasiva Rao had explained, there is a collapse of several co-operative banks in Hyderabad and
in Andhra Pradesh. | believe 25-30 of such urban co-operative banks were brought under liquidation, or in the
process of the liquidation. They got them closed. Tens of thousands of depositors are in distress.

When Madhavpura Mercantile Urban Co-operative Bank in Gujarat was rescued by the then Government, naturally
people expected some such step would be taken to rescue the depositors of these co-operative urban banks also.
There was a big demand when such a bank got collapsed in Lucknow in Uttar Pradesh also. But unfortunately, the
Government has not taken any step regarding this. | appealed to the hon. Finance Minister in his chamber. He
explained that the Global Trust Bank (GTB) is a scheduled bank. Hence, they could make that bank to be taken
over by Oriental Bank of Commerce. It is good. But generally, people believe that the depositors and the customers
in the Global Trust Bank are very rich people and their interests were defended immediately within one week. But

what is happening to these poor depositors whose entire life savings are put into the urban co-operative banks?
Most of these urban co-operative banks are behaving like giant stock companies or family companies. Though they
are co-operative banks, in the last few years, fraudulent activities are on the increase in these urban co-operative
banks. Unfortunately, the middle-class and the lower middle-class people have become the victims of these co-
operative banks. Now definitely there is a necessity to regulate this type of co-operative banks and some security
should be provided.

Now comes the question of deposit insurance scheme. | am requesting the Finance Minister to go through the type
of premia that are being collected. The bankers say that the premium is collected for the entire deposits in the bank,
but the insurance is given only up to Rs.1 lakh. The previous Finance Minister, | believe, had announced that the
liability would be increased up to Rs.2 lakh, but that has not been increased. It has not come into effect, but the



premium in the meantime has been increased. When the premium is collected for the entire amount and it is
increased, why do you not increase the insurance a little more?

Why should the insurance on deposit amounts not be increased to Rs. 5 lakh? When there is more liability on the
government, definitely, there would be more proper checks and counter-checks on the activities of the urban co-
operative banks. Otherwise, the small, poor and middle-class people would be very badly affected.

As | was saying about the urban co-operative banks in Hyderabad and other places, in recent times, the white-collar
offences are on the increase. Several chit fund companies and other finance companies are cheating people to a
very large extent. Overnight, they remove the sign board and disappear. There was a Krishi Co-operative Bank in
Hyderabad which collected very large amounts of deposits. Even the mafia gangs could be arrested somewhere in
the Gulf countries but the Chairman and Managing Director of the Krishi Urban Bank disappeared and for the last
five years the police are unable to catch him anywhere in the world. We are surprised!

The Charminar Bank and the Vasavi Co-operative Bank, which are given the status of a scheduled bank, are also
under the process of liquidation. If this continues, people would lose confidence in the urban co-operative banks.
This type of white-collar offences should be viewed more seriously. If a thief is caught, he would be punished very
severely with one year to three years " imprisonment but if somebody cheats people to the
tune of hundreds of crores of rupees he or she just gets a bail and goes away. They are doing all sorts of business
outside.

In the name of borrowing, they take money, they liquidate the company, go and open another company, and take
loan from other banks. There is no possibility of arresting them. As my hon. colleague was saying, in the name of
confidentiality of customers, unfortunately, the names of this type of people who refuse to pay even though the:.,ar
have got enough money are not being announced. When the All India Bank Employees™""""
Association demanded it, the Reserve Bank and other banks refused to accede to the demand. Ultimately, when
they published the names of people who for the last several years have been in the list of NPAs to the tune of Rs.
1,50,000 crore including interest, these people threatened that they would be prosecuted for publishing these
names. | believe the time has come when the Government itself should look into this issue and this confidentiality
should be limited to the extent of only the customerg™" ™™ it intarests. When they cheat the bank,
they cheat the nation. People have a right to know who are the people who cheat and their names should be
published in the Press. Their names should be known to the entire country. They should be barred from taking any
loan from any public, or private bank or any other financial institution. Very severe punishment should be given to
those who indulge in white-collar offences. There cannot be two different laws for small thieves and for these big
white-collar offenders.

Along with this, | have a request to you on other banking activities also. | appeal to the hon. Minister of Finance that
insurance should be on total deposits or at least an insurance cover up to Rs. 5 lakh should be considered. Very
severe punishment should be given to people who indulge in fraudulent activities causing losses to banks and other
financial institutions. The properties of the directors, the properties of these borrowers who refuse to pay should be
confiscated. The law should include all these things and the co-operative banks should be functioning like real co-
operative banks.

While congratulating the way the hon. Minister of Finance has acted on the question of the Global Trust Bank, |
would like to tell him that there is a feeling among the common people in this country that when such big banks are
incurring huge losses the Government immediately comes to their rescue. The feeling is that losses are
nationalised and profits are privatised in this country and this is the policy of the Government. This should not be
there. The public sector banks should be defended and expanded. Privatisation should be limited to some extent
only and the necessary comprehensive law should be brought to the Urban cooperative Banks.
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SHRIMATI P. SATHEEDEVI (BADAGARA): Thank you, Sir, for giving me this opportunity. The reason for the
promulgation of the Banking Regulation (Amendment) and Miscellaneous Provisions Ordinance, as stated by our
Finance Minister, is of bringing legality to the licences issued by the Multi-State Co-operative Banks and to enable
the Reserve Bank of India to make specific provision to carry on the banking business.

Now, this is the year 2004 and we are celebrating hundred years of achievement of the co-operative movement.
Towards the end of this year, we are intending to bring out this amendment only because of the intervention of the
verdict on the part of the Supreme Court. Even then, | really appreciate the intention of the Finance Minister for
promoting the interest of the co-operative sector.

Actually, we have neglected the 200-million member strong institutional network as an agency for economic
development and equitable distribution of income of the country. Towards the end of the NDA regime, they had tried
to bring a legislation, but fortunately, it was not done and the co-operative sector was saved. If that Bill had been
introduced, the co-operative sector as a whole would have deteriorated. The Cooperatives have been instrumental
in the generation of rural employment, disbursement of agricultural credit, and expansion of the public distribution
system in the country.

| take this opportunity to request the Government to introduce a comprehensive legislation for strengthening the
cooperative movement as a whole, and also to strengthen the autonomy and integrity of the Cooperative Banks. It
would have been better if the Government had brought a separate legislation for this purpose. The scope of
discussion on this issue at this juncture is very limited. It is only a case of ratification. There must be a free and
thorough discussion on this subject as it is a matter concerning the cooperative movement. The autonomy of the
Cooperative Banks should not be curtailed in any way. Our hon. Prime Minister has promised a constitutional
amendment to promote the autonomy of the cooperative sector in our country.

The decision of the Finance Ministry to introduce, and implement service tax on the cooperative banking service will
very badly affect the growth of the cooperative banking sector. Hence, | would request the Government to exclude
the service tax from the cooperative sector.

I would again like to take this opportunity to request the Government to introduce a new comprehensive legislation
in order to strengthen the cooperative movement in the country.

With these words | support this Bill.
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SHRI P.C. THOMAS (MUVATTUPUZHA): Sir, | am happy that the effect of the Supreme Court judgement is being
overcome by this Bill. This Bill is brought to strengthen the cooperatives. Licences to some of the multi-State
cooperative banks for banking were cancelled and that effect has been taken over or has been dealt with in this
legislation.

Sir, this Bill would also enable the Reserve Bank of India to issue further licences. | would also submit that this Bill
would consider giving validity to the licences which were granted and the validity which was lost due to the
Supreme Court judgement. | would also think that some of the applications, which were made by some of the multi-
State cooperatives or some of the initiatives taken in this regard, which were regretted on the basis of the Supreme
Court judgement, may also have to be considered in this Bill. | think further provisions have to be added in this Bill.

As most of the hon. Members have stated, there is a need for looking into the cooperative banking system as a
whole and to strengthen the cooperatives which are doing the banking business. In many of the States, they are
doing very well. But it is also a fact that sometimes the power politics enters into the free running of the
cooperatives. Therefore, many of the cooperatives are being affected by some of the politicians who come to power
and try to misuse the cooperatives also. In the constituency, there has been an instance where a big tyre factory
has been registered as a company and also as a cooperative. Both were done together. We do not exactly know
how it has been managed. But the persons behind the show, whenever they came to power, managed to make all
the cooperative societies nearby to donate to this big tyre company. The tyre company has never started
functioning though it was mentioned that it would be started and tyre would be made out of the natural resource,
which was being given by the farmers. It was an initiative to help the farmers. But it has worked out to be in the
negative. We have seen that no factory has come up and a lot of corruption has taken place in this regard. | am
sure, the controls which have been envisaged in this Bill may be useful, to some extent, to have a check on such
nefarious activities which are taking place in this regard. | am sorry, | could not give the details because the Finance
Minister was not on the seat. | will give a separate note to himin this regard.

| do not wish to make a big speech. | think that cooperatives are mainly meant for the farmers, for the rural areas
and also for small depositors. The initiative, which has been taken in this regard, is good. | hope, many muilti-
cooperative societies may come into the field fearing some political interference, which is coming up in a particular
State. Therefore, more and more cooperatives are going to come into the fold of multi-State level. Hence, the
guard, which is being provided by this Act, the insurance, the security, which have been provided by this Bill, is a
laudable step.

SHRI BIKRAM KESHARI DEO (KALAHANDI): Sir, this Bill, which is being piloted - the Banking Regulation
(Amendment) and Miscellaneous Provisions Bill - is a welcome measure. It is just a Bill to follow up and strengthen
the Multi-State Cooperative Societies Act, which was enacted in 2002. In that Act, the main provision was to give
more autonomy to the cooperative sector because the cooperative movement for the last fifty years has been
limping. It was started with a good intention, for the betterment of the poor, for improving the conditions of the
farmers and the people living in rural areas. But gradually, this cooperative movement developed into a nexus
between politicians and bureaucrats. Then, it developed into a nexus among the businessmen, stock-brokers and
politicians. There has been a lot of money laundering through the medium of cooperatives. There was the control of
the RBI over the banks. But there was no direct control of the RBI on cooperatives. This led to money laundering by
politicians and bureaucrats and to meet the political ends.

This Bill is a welcome measure and | congratulate the Finance Minister that at least now, the RBI will have some
sort of control, some type of ankush upon the financial discipline of the cooperatives. We hope, in the future, after
the enactment of the Multi-State Cooperative Societies (Amendment) Act, 2002 and now by passing this Bill, it will
definitely strengthen and give more autonomy and more transparency to the cooperatives. The idea of the Multi-
State Cooperative Societies Act was to provide more autonomy and bring more professionalism into the cooperative
sector. The Companies Act was also enacted for that purpose and certain clauses were changed to make it
function on par with various joint stock companies. Now the middle class people of this country, the farmers of this
country who have formed various types of cooperatives, right from weavers' cooperatives to farmers' cooperatives,
can have the best professional standards.

Now, this Bill would give the teeth for proper financial discipline, thereby making the co-operatives more strong.

Sir, the co-operative bank is the lifeline of the poor people in the rural areas. If this is not strengthened, they would
be subject to moneylenders, like in Andhra Pradesh today. Sir, 2,800 farmers had died, but the Government has not
taken any measure in that matter. There, the co-operative movement has completely collapsed. What is the co-
operative movement that we have seen in Maharashrtra or Goa? They went to the stock exchange and had nexus



with the corrupt brokers, and that led to the Supreme Court to give a direction to get in this legislation.

Therefore, Sir, with these words, | once again thank the hon. Finance Minister for bringing this piece of legislation.
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SHRI SURESH ANGADI (BELGAUM): Hon. Chairman, Sir, the co-operative banks are registered by the State
Governments and the license is given by the Reserve Bank of India, that is, the Central Government.

In my area, there are about 10 to 15 sugar factories. Each sugar factory crushes nearly 5,000 tonnes of sugarcane.
From these sugar factories, about four lakh families can lead their livelihood. But unfortunately, for the last three
years, there was a drought. Most of the cooperative banks are not financing the cooperative factories. Their plea is
that there is a guideline from the Centre, the Reserve Bank of India, directing them not to finance the cooperative
sugar factories. Hence, these cooperative banks are not financing the cooperative sugar factories. As a result of
this, most of the sugar factories in my area are distressed and the farmers are in great trouble.

| have already brought it to the notice of the hon. Minister. For each tonne of sugarcane the Government is earning
revenue of Rs.700 either in the shape of sales tax, income tax or the Central excise duty. We talk too much about
the farmers but in this country for construction of house, a Member of Parliament or any other employee gets the
loan at the rate of seven per cent whereas farmers are getting at 11 per cent interest. This disparity should go. |
request the hon. Minister to direct the cooperative banks to finance those sugar factories which are in a position to
run, in the interest of the farmers. Those factories which are not in a position to run due to misappropriation and so
on, he can confiscate the properties of either Director, Chairman or anybody because they are politically influenced
people. Some factories are not being influenced by this and are running in a very good condition.

Cooperative sector is not getting the finance because of the guidelines issued by the Centre. | would request the
hon. Minister to immediately direct the concerned cooperative banks to finance those cooperative factories which
are having huge amount with them and are in a position to run. Belgaum is the border area of Goa and
Maharashtra. Sugarcane growers are there in my area. | request the hon. Finance Minister to direct the cooperative
banks to finance the cooperative sugar factories.

For the last three years there were no rains. Hence, the sugarcane production was less. This year we had very
good rains and very good crop. Farmers can earn a little bit from this. | request the Government to come to the help
of the farmers. | request the UPA Government not to make the life of the farmers distressed.

Wherever the State Government has given guarantee to the cooperative banks, they have given finance to the
sugar factories and wherever this guarantee is not given by the State Government, the banks have not financed the
cooperative factories. This disparity should go. It should not be seen as a political issue. Farmers are the
respectable people of our country and they should not be dealt with politically. | request the Finance Minister to
direct the concerned banks to finance those cooperative factories which are capable of running. Finally, | support
the Bill.
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THE MINISTER OF FINANCE (SHRI P. CHIDAMBARAM): Mr. Chairman, Sir, | am deeply grateful to hon. Members
-- a very large number of them, belonging to all political parties — who have participated in this debate and without
dissent have supported the Bill.

Sir, the Bill was in response to a judgement of the Supreme Court delivered on the 29" of October, 2003 where the
Supreme Court held that a State Government did not have the power to notify a multi-State co-operative Society as
a co-operative bank and consequently the Reserve Bank of India did not have the power to license such a bank.
Although this judgement was delivered in October, 2003, the Government did not respond to it immediately
presumably because it was considering comprehensive amendments to the Banking Regulation Act. In fact, most of
the suggestions made this afternoon relate to comprehensive amendments to the Banking Regulation Act.

It is true that such a Bill was introduced in Parliament on the 23™ of August, 2003. The Bill lapsed. After the new
Government took over, we are engaged in consultation with the RBI on re-introducing the Bill. The Reserve Bank of
India is expected to send its final recommendations within the next few weeks and | expect to introduce a
comprehensive Bill to amend the Banking Regulation Act in the Budget Session next year. That will deal with many
of the problems that the hon. Members have highlighted.

I am not at all happy with the state of our co-operative banks. | have travelled extensively visiting bank branches,
visiting primary co-operative banks, visiting co-operative societies and, | think, the state of affairs is appalling. In
fact, if you look at agricultural credit, it stands on three legs: one is the public sector banks, the other is the
Regional Rural Banks and the third is the co-operative banks.

16.53 hrs [Mr. Deputy-Speaker in the Chair]

While the public sector banks have become stronger in the last five to seven years, the Regional Rural Banks, by
and large, have become stronger, though there are still a few which are weak, the health of the co-operative banks,
| am sorry to say, has deteriorated over the last six or seven years. | think, all of us should share the responsibility.
All of us belong to one party or the other which is ruling in one State or the other. If all over the country the co-
operative banks are in a bad shape, then | am afraid, a very important arm of delivering credit to farmers and to
those who are in the rural areas will be greatly affected. Therefore, | will bring a Bill, a comprehensive Bill to amend
the Banking Regulation Act and that Bill will deal with many aspects of the co-operative banks. This Bill is an
emergency measure. The Ordinance itself was an emergency measure to get over a situation that was caused by
the judgement of the Supreme Court which held that the Reserve Bank of India did not have licensing authority over
multi-State co-operative societies.

Besides the particular apex bank which was involved in that case which had branches in Maharashtra and Goa,
there are 34 other multi-state co-operative societies which are in banking and if | had left a vacuum, then it would
have caused a major problem both for the banks as well as the banking system. Therefore, this Ordinance was
promulgated and | have come forward to replace the Ordinance and | am deeply grateful to the hon. Members for
supporting the Bill.

Agricultural credit societies are not covered by the Banking Regulation Act. Therefore, we are not dealing with
primary agricultural credit societies.



| want to take this opportunity just for a few minutes to answer some very pressing issues raised although they are
not concerned with the Bill. But | think it will be unfair if | do not deal with them in a few minutes.

Firstly, there was a question about NABARD's lending rates. | think the hon. Member should know and tell his
constituents that NABARD loans to banks at a rate which is between 5.25 per cent to 5.75 per cent. It is the primary
society which adds to it. First the apex society adds, then the district society adds and then the primary society
adds. Now, | have been around telling the Chief Ministers and the Chief Secretaries about it. | can understand
adding one per cent at each level. Even if you add one per cent at each level, you can lend at a rate which is
between 8.25 per cent to 8.75 per cent. But because they are burdened with such heavy NPAs which are caused
by bad lending, they want to load the entire burden on production loans or crop loans. Some States were adding as
much as two per cent at every level raising the ultimate rate to the farmer to over 11 per cent and 12 per cent. |
think this is callous. The State Governments must realize that what they are doing is completely wrong. We are
giving at 5.25 per cent to 5.75 per cent for production loans, and to the Land Development Banks which are long-
term loans, we are giving at 5.5 per cent to 6.75 per cent. There is absolutely no justification for any farmer to get a
production loan, say, beyond 8.5 per cent to 9 per cent. That is why, public sector banks today are lending to
farmers at 8.5 per cent. The previous Government has set it at 9 per cent. Now, | think, this year, they have agreed
to lend at 8.5 per cent.

Now, after the announcement was made on 18" June, you must be anxious to know how much we have lent. Last
year, the lending was about Rs. 80,000 crore. This year, the target is Rs. 105,000 crore. At the end of October,
banks have already lent Rs. 62,779 crore. Now, some figures have not come in from private banks. But we are well
on the way to achieve our target. We will achieve our target this year and | assure you, that in three years, the
target of agricultural credit will be doubled.

An hon. Member raised a question about insurance. One of the amendments made here is that DICGC Act will
apply to deposits with co-operative banks. There was some complaint that we are charging unreasonable insurance
premia. It is not so. The premium was five paise per Rs. 100. That was increased from the 15t of April, 2004 to eight
paise per Rs. 100, that is, 0.08 per cent. Eight paise per Rs. 100 means the insurer has to take the responsibility for
Rs. 100, and if anything happens to that Rs. 100, he will lose Rs. 99.92 after having collected eight paise. | do not
think that the insurance premium is very high. But | am willing to look at it to see if we can keep it at this level for
some more time.
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The coverage, of course, is up to Rs. 1 lakh. A suggestion was made that we should try to increase this coverage. |
will look into that at the appropriate time. The bank pays the premium. The depositor does not pay the premium. It is
the bank which pays the premium. But it comes out of the profits of the bank. To that extent, of course, the
depositors interest rates are lower. But the banks pay the premium.

The last point, of course, is the most vexed issue. A question was asked as to what do we do with the urban
cooperative banks which seem to be collapsing everyday. It has happened in Andhra Pradesh; it has happened in
Maharashtra; it has happened in Gujarat. | am afraid the State Governments simply cannot throw up their hands.
They cannot say that they are not responsible. Let me make it very plain that it is the State Government which is
responsible. It is the State Governments which must find a way to help the depositors. These are criminal acts. Who
are these people who got elected to the Board of Directors of these banks? Many of them, unfortunately, are
politicians. Many of them are either MLAs or former MLAs, or senior political leaders. To whom have they lent?
They have lent to themselves, to their brothers, to their sisters, to their sons. Therefore, | think, we cannot throw up
our hands and say that the bail out must come from the Centre. Now, what is the situation? Licences of 96 urban
cooperative banks have been cancelled or rejected during the calendar years, 2002,2003 and 2004.

As per the direction and recommendation of the Joint Parliamentary Committee, a complete ban on sanction of
loans and advances by urban cooperative banks to the Directors and to the relatives of the Directors and firms and

concerns in which the Directors are interested, has been imposed with effect from 15! of October, 2003. So, now the
danger of sanctioning such loans is perhaps less. But, | am sure, unscrupulous people will find a way to lend even
to a non-relative which will eventually find its way to the relative. Unless better people are elected and honest
people are put on the Boards, how will these banks function?

Now, as far as the Madhepura Bank is concerned, a criminal complaint has been filed against the Chairman. The
Bank was superseded, administrators have been appointed and a reconstruction scheme has been approved which
is under implementation. It was done for Madhepura Bank. But for how many banks can one do this? How many
banks can be bailed out? | think it is completely wrong, and there is a moral hazard argument that if you give them
the impression that they can get away with all kinds of criminal acts and the Government of India will eventually bail
them out, what will happen is more and more banks will fail. | think the State Governments must take stern action.



They have got a whole Department. In fact, an hon. Member said that in the State of Orissa they are virtually a
Department. There is a huge Department under Registrar of Cooperative Societies and hundreds of cooperative
sub-Registrars are there. What are they doing? What is the audit doing? | think it is a very sad state of affairs.

We are looking into agriculture credit through the cooperative sector. Vaidyanathan Committee is looking into it.
They will come up with some recommendations. | will consider the situation. It is a grave situation. When | bring a
comprehensive amendment to the Banking (Regulation) Act, | will try to the best of my ability to deal with what we
have seen happening in 2002, 2003 and 2004. But ultimately the State Governments must bear the responsibility
for cooperative institutions within the State. They must keep a strong vigil over those institutions.

| thank the hon. Members for their support. | request that the Bill be passed.
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SHRI ANANDRAO VITHOBA ADSUL (BULDHANA): | had raised the point regarding liquidation of that Apex Urban
Cooperative Bank.

SHRI P. CHIDAMBARAM: Yes, about that Bank, the licence was directed to be cancelled by the Supreme Court of
India. There was no other bank which could have taken it over. That bank went into self-liquidation and the assets
were distributed to the primary cooperative banks, | think, to the shareholders of that Apex Bank. This is the
information that | have.

SHRI BRAJA KISHORE TRIPATHY (PURI): Sir, | had raised a very important point as to why the deposits are less.
MR. DEPUTY-SPEAKER: Please sit down now.

SHRI KHARABELA SWAIN (BALASORE): The hon. Minister has raised a point about just doubling the rural credit
within the next three years. As a Member of the Standing Committee on Finance, | can say that he is doing a
commendable job in that regard. But the thing is that he wants to double the rural credit within three years. Because
of non accessibility to credit by the farmers, the farmers committed suicide. Within the last six months., in Andhra
Pradesh only, 1860 farmers committed suicide. Is he trying to just know the reason? Even if he has increased the
credit, suicides are taking place. What is the reason for this?

MR. DEPUTY-SPEAKER: There is no point. This is not related to this subject. Please sit down.

SHRI KHARABELA SWAIN : | hope as the Finance Minister, at least he would look into this matter. Maybe, Sir, he is
not so much related to this particular subject. But | would appeal to him to look into this matter.

SHRI SURESH PRABHAKAR PRABHU (RAJAPUR): Sir, the hon. Minister has pointed out in the debate that there
are accumulated NPAs of the Banks. To recover that, the burden of the accumulated NPAs is now coming.on the
interest rates which the banks are charging for future loans. This is a problem which is going to be a perpetual
problem because the past NPA loan burden is going to be carried forward. So, the best way to look at it is how we
actually ensure that this is not done because this is the real problem.

Secondly, the hon. Minister just mentioned answering my colleague about the Apex Bank. So, there is the apex
structure at the State level. But in the cooprative system, there is no federation at the national level. There is no
national apex cooperative bank. Then, there is an application which is pending regarding the Cooperative Bank of
India. What is the view of the Government on that?

SHRI BASU DEB ACHARIA (BANKURA): It has appeared in the Economic Times of yesterday that the Government
is considering a proposal to merge the Regional Rural Banks with the Commercial Banks. | would like to know
whether it is a fact or not. | want to be clarified whether there is any such proposal. Our proposal is to have the



National Rural Bank and not to merge with any Commercial Bank or sponsoring bank.
MR. DEPUTY-SPEAKER: This does not relate to it. Shri Ramji Lal Suman.

| think he is not present here. Since the Mover of the Resolution Shri Ramji Lal Suman is not present in the House, |
put to vote the Statutory Resolution.

The question is:

"That this House disapproves of the Banking Regulation (Amendment) and Miscellaneous Previsions
Ordinance, 2004 (No. 3 of 2004) promulgated by the President on 24" September, 2004. "

The motion was negatived.
MR. DEPUTY-SPEAKER: The question is:

"That the Bill further to amend the Banking Regulation Act, 1949 and the Deposit Insurance and Credit
Guarantee Corporation Act, 1961, be taken into consideration. "

The motion was adopted.
MR. DEPUTY-SPEAKER: The House will now take up clause-by-clause consideration of the Bill.
The question is:
"That clauses 2 to 4 stand part of the Bill."
The motion was adopted.
Clauses 2 to 4 were added to the Bill.
Clause 1, the Enacting Formula and the Long Title were added to the Bill.

SHRI P. CHIDAMBARAM: | beg to move:

"That the Bill be passed."
MR. DEPUTY-SPEAKER: The question is:

"That the Bill be passed."

The motion was adopted.
MR. DEPUTY-SPEAKER: The House stands adjourned to meet tomorrow, the 3d December, 2004, at 11.00 a.m.
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The Lok Sabha then adjourned till Eleven of the Clock
on Friday, December 3, 2004/Agrahayana 12, 1926 (Saka).






