
Annex I 
Master Circular on Investments by UCBs- Certain clarifications on brokers’ 
limits [Ref: Para 7.3] 

 
Sr.No. Issue raised Response 
1. The year should be calendar 

year or financial year? 
Since banks close their accounts at 
the end of March, it may be more 
convenient to follow the financial year.  
However, the banks may follow 
calendar year or any other period of 12 
months provided, if it is consistently 
followed in future. 

2. 
Whether to arrive at the total 
transactions of the year, 
transactions entered into 
directly with counter-parties, 
i.e. where no brokers are 
involved would also be taken 
into account? 

Not necessary.  However, if there are 
any direct deals with the brokers as 
purchasers or sellers the same would 
have to be included in the total 
transactions to arrive at the limit of 
transactions to be done through an 
individual broker. 

3. 
Whether in case of ready 
forward deals both the legs 
of the deals i.e. purchase as 
well as sale will be included 
to arrive at the volume of 
total transactions? 

Yes 

4. Whether central loan/state 
loan/treasury bills etc. 
purchased though direct 
subscriptions/auctions will be 
included in the volume of 
total transactions? 

No, as brokers are not involved as 
intermediaries. 

5. It is possible that even 
though bank considers that a 
particular broker has 
touched the prescribed limit 
of 5%, he may come with an 
offer during the remaining 
period of the year which the 
bank may find to its 
advantage as compared to 
offers received from the 
other brokers who have not 
yet done business upto the 
prescribed limit. 

If the offer received is more 
advantageous the limit for the broker 
may be exceeded and the reasons 
therefore recorded and approval of the 
competent authority/Board obtained 
post facto. 

6. Whether the transactions 
conducted on behalf of the 
clients would also be 
included in the total 
transactions of the year? 
 

Yes, if they are conducted through the 
brokers. 
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7. For a bank which rarely 
deals through brokers and 
consequently the volume of 
business is small 
maintaining the broker-wise 
limit of 5% may mean 
splitting the orders in small 
values amongst different 
brokers and there may also 
arise price differential. 

There may be no need to split an 
order.  If any deal causes, the 
particular broker's share to exceed 5% 
limit, our circular provides the 
necessary flexibility inasmuch as 
Board's post facto approval can be 
obtained. 

8. During the course of the 
year, it may not be possible 
to reasonably predict what 
will be the total quantum of 
transactions through brokers 
as a result of which there 
could be deviation in 
complying with the norm of 
5%. 

The bank may get post facto approval 
from the Board after explaining to it, 
the circumstances in which the limit 
was exceeded. 

9. Some of the small private 
sector banks have 
mentioned that where the 
volume of business 
particularly, the transactions 
done through brokers is 
small the observance of 5% 
limit may be difficult.  A 
suggestion has, therefore, 
been made that the limit may 
be required to be observed if 
the business done through a 
broker, exceeds a cut-off 
point of say Rs.10 crore  

As already observed the limit of 5% 
can be exceeded subject to reporting 
the transactions to the competent 
authority post facto.  Hence, no 
change in instructions are considered 
necessary. 

10. Whether the limit is to be 
observed with reference to 
total transactions of the 
previous year as the total 
transactions of the current 
year would be known only at 
the end of the year? 

The limit has to be observed with 
reference to the year under review.  
While operating the limit, the bank 
should be in view the expected 
turnover of the current year which may 
be based on turnover of the previous 
year and anticipated rise or fall in the 
volume of business in the current year.


	2.1 Act Provisions
	2.1.1 In terms of provisions of section 24 of the Banking Regulation Act 1949, (As applicable to co-operative societies), every primary (urban) co-operative bank is required to maintain liquid assets which at the close of business on any day should not be less than 25 percent of its demand and time liabilities in India (in addition to the minimum cash reserve requirement).
	2.1.2 The banks may hold such liquid assets in the form of cash, gold or unencumbered approved securities.  
	2.1.3 ‘approved securities’ as defined by section 5(a) (i) & (ii) of the Banking Regulation Act, 1949 (AACS) mean -
	2.2.1 All primary (urban) co-operative banks are required to maintain a certain minimum level of their SLR holdings as a percentage of their Net Demand and Time Liabilities (NDTL) as indicated below:

	2.3     Manner of Holding Mandatory Investments
	2.3.1 The Securities may be held in either of the three forms viz: (a) Physical scrip form, (b) Subsidiary General Ledger (SGL) Account and (c) in a dematerialised account with depositories (NSDL/CDSL, NSCCL).  In respect of securities with SGL facility, the SGL account can be maintained in the bank's own name directly with the Reserve Bank of India, or in a Constituent SGL Account opened with any scheduled commercial bank/state co-operative bank/primary dealer (PD) or Stock Holding Corporation of India Ltd. (SHCIL) 

	3.1 Keeping in view the various regulatory/statutory and the bank's own internal requirements, primary (urban) co-operative banks should lay down, with the approval of their Board of Directors, the broad Investment Policy and objectives to be achieved while undertaking investment transactions. The investment policy should be reviewed each year.  The Board/Committee/Top Management should actively oversee investment transactions. Banks should not undertake any transactions on behalf of Portfolio Management Scheme (PMS) clients in their fiduciary capacity, and on behalf of other clients, either as custodians of their investments or purely as their agents.
	3.2 The bank’s investment policy should clearly define the authority to put through deals, procedure to be followed for obtaining sanction of the appropriate authority, putting through deals, fixing various prudential exposure limits, and reporting system.
	  3.4 All the transactions should be clearly recorded indicating full details. The top management should undertake a periodic review of investment transactions in a critical manner and put up large transactions to the Board, for information.
	3.5 A copy of the internal investment policy guidelines framed by the bank with the approval of its Board should be forwarded to the concerned Regional Office of the RBI, certifying that the policy is in accordance with the prescribed guidelines and the same has been put in place. Subsequent changes, if any, in the Investment Policy should also be advised to the Regional Office of the RBI.
	5.1          SGL Account
	    5.2       SGL Forms
	 
	5.3 Control, Violation and Penalty Provisions
	6.1          When to use BRs
	6.2     BR form issue, custody, record
	6.3      Settlement through BRs
	6.4     Control, Violation and Penalty Provisions

	7          ENGAGEMENT OF BROKERS
	 7.1         Dealing through Brokers
	7.2  Empanelment of Brokers

	 Note : Clarifications on certain  issues raised by the banks in this regard are  furnished in Annex I.  
	8 SETTLEMENT OF GOVERNMENT SECURITIES TRANSACTIONS – THROUGH CLEARING CORPORATION OF INDIA LTD.
	10. READY FORWARD CONTRACTS IN GOVERNMENT SECURITIES
	11          UNIFORM ACCOUNTING FOR REPO/REVERSE REPO TRANSACTION
	11.1    In order to ensure uniform accounting treatment for repo/reverse repo transactions and to impart an element of transparency, the banks should follow the uniform accounting principles detailed below: 
	11.1.1   The uniform accounting principles are applicable from the financial year 2003-04. Market participants may undertake repos from any of the three categories of investments, viz. Held for Trading, Available for Sale and Held to Maturity.

	12.      NON SLR INVESTMENTS
	13 INTERNAL CONTROL AND INVESTMENT ACCOUNTING
	13.1 Internal Control
	13.1.1 For every transaction entered into, a deal slip should be prepared which should contain details relating to name of the counter-party, whether it is direct deal or through a broker, and if through a broker, details of security, amount, price, contract date and time.  For each deal, there must be a system of issue of confirmation to the counterparty.
	13.1.2 The Deal Slips should be serially numbered and controlled separately to ensure that each deal slip has been properly accounted for.
	13.1.3 On the basis of vouchers passed after verification of actual contract notes received from the broker/counter-party and confirmation of the deal by the counter-party the Accounts Section should independently write the books of accounts.
	13.1.4    A record of broker-wise details of deals put through and brokerage paid should be maintained.
	13.1.5    The Internal Audit Department should audit the transactions in securities    on an ongoing basis and monitor compliance with the laid down management policies and prescribed procedures and report the deficiencies directly to the management of the bank.
	 13.2    Investment Accounting
	 13.2.1   Accounting Standards
	In order to bring about uniform accounting practice among banks in booking of income on units of UTI and equity of All-India Financial Institutions, as a prudent practice, such income should be booked on cash basis and not on accrual basis. However, in respect of income from Government securities/bonds of public sector undertakings and All-India Financial Institutions, where interest rates on the instruments are predetermined, income may be booked on accrual basis, provided interest is serviced regularly and is not in arrears.

	14 RECOMMENDATIONS OF GHOSH COMMITTEE
	The following recommendations made by the Ghosh Committee should be   implemented by the banks to prevent frauds and malpractices:
	 14.2       Internal Audit
	 14.3      Review
	14.4         Penalties for Violation


	15.  CATEGORISATION OF INVESTMENTS
	 15.1 Primary (urban) co-operative banks are required to classify their entire investment portfolio (including SLR and non-SLR securities) under three categories viz. -
	 15.2        Held to Maturity
	 15.2.1   Securities acquired by the banks with the intention to hold them up to maturity will be classified under "Held to Maturity" category.
	15.2.3 Primary (urban) co-operative banks are not permitted to invest in bonds and debentures of private sector companies. Their investments in bonds of PSUs and shares (as permitted by RBI) should be classified under 'Held to Maturity' category but these will not be counted for the purpose of specified ceiling under this category.
	15.2.4   Profit on sale of investments in this category should be first taken to the P&L Account and thereafter be appropriated to the Investment Fluctuation Reserve.  Loss on sale will be recognised in the P&L A/c.

	15.3          Held for Trading
	15.3.1     Securities acquired by the banks with the intention to trade by taking advantage of the short-term price/interest rate movements will be classified   under ‘Held for Trading’ category.
	15.3.2 If banks are not able to sell the security within 90 days due to exceptional circumstances such as tight liquidity conditions, or extreme volatility, or market becoming unidirectional, the security should be shifted to the ‘Available for Sale’ category, subject to conditions stipulated in paragraphs 15.5.3 and 15.5.4 below.

	    15.4 Available for Sale
	15.4.1   Securities which do not fall within the above two categories will be classified under ‘Available for Sale’ category.
	15.4.2  Banks have the freedom to decide on the extent of holdings under ‘Available for Sale’ category. This may be decided by them considering various aspects such as basis of intent, trading strategies, risk management capabilities, tax planning, manpower skills, capital position, etc.
	  (Profit or loss on sale of investments in HFT & AFS categories should be taken to P&L Account).

	15.5      Shifting of investments
	15.5.1  Banks may shift investments to/from ‘Held to Maturity’ category with the approval of the Board of Directors once in a year. Such shifting will normally be allowed at the beginning of the accounting year. No further shifting to/from this category will be allowed during the remaining part of that accounting year. 
	15.5.2      Banks may shift investments from ‘Available for Sale’ category to ‘Held for Trading’ category with the approval of their Board of Directors. In case of exigencies, such shifting may be done with the approval of the Chief Executive of the Bank, but should be ratified by the Board of Directors. 
	15.5.3  Shifting of investments from ‘Held for Trading’ category to ‘Available for Sale’ category is generally not allowed. However, it will be permitted only under exceptional circumstances such as mentioned in paragraph 15.3.2 above, subject to depreciation, if any, applicable on the date of transfer, with the approval of the Board of Directors/Investment Committee. 
	15.5.4  Transfer of scrips from one category to another, under all circumstances, should be done at the acquisition cost/book value/market value on the date of transfer, whichever is the least, and the depreciation, if any, on such transfer should be fully provided for.

	15.6    Classification of Investments in the Balance Sheet
	For the purpose of Balance Sheet, the investments should continue to be   classified in the following categories:
	(i) Government securities


	16       VALUATION OF INVESTMENTS
	16.1  Valuation Standards
	    16.1.1 Investments classified under 'Held to Maturity' category need not be marked to   market and will be carried at acquisition cost unless it is more than the face value, in which case the premium should be amortised over the period remaining to maturity.
	16.1.2 The individual scrip in the ‘Available for Sale’ category will be marked to   market at the year-end or at more frequent intervals. The book value of the individual securities would not undergo any change after the revaluation.
	16.1.3 The individual scrip in the "Held for Trading" category will be marked to market at monthly or at more frequent intervals. The book value of individual securities in this category would not undergo any change after marking to market .
	16.1.6 In respect of securities included in any of the three categories where interest/principal is in arrears, the banks should not reckon income on the securities and should also make appropriate provisions for the depreciation in the value of the investment. The banks should not set-off the depreciation requirement in respect of these non-performing securities against the appreciation in respect of other performing securities.            

	16.2     Market Value 
	16.2.1   Quoted Securities
	16.2.2    Unquoted SLR Securities
	16.2.3  Unquoted non-SLR securities


	17 INVESTMENT FLUCTUATION RESERVE (IFR) 
	 With a view to build up adequate reserves to guard against market risks:
	17.1 Banks should build up Investment Fluctuation Reserve (IFR) out of realised gains on sale of investments, and subject to available net profit, of a minimum of 5 per cent of the investment portfolio by March 2008. This minimum requirement should be computed with reference to investments in two categories, viz., ‘Held for Trading (HFT)’ and ‘Available for Sale (AFS)’.  It will not be necessary to include investment under ‘Held to Maturity’ category for the purpose.  However, banks are free to build up a higher percentage of IFR up to 10 per cent of the portfolio depending on the size and composition of their portfolio, with the approval of their Board of Directors.
	 17.2 Banks should transfer maximum amount of the gains realised on sale of investment in securities to the IFR. Transfer to IFR shall be as an appropriation of net profit after appropriation to Statutory Reserve.
	17.3  The IFR, consisting of realised gains from the sale of investments from the two categories, viz., ‘Held for Trading’ and ‘Available for Sale’, would be eligible for inclusion in Tier II capital.
	17.4 Transfer from IFR to the Profit & Loss Account to meet depreciation requirement on investments would be a ‘below the line’ extraordinary item. 
	17.5 Banks should ensure that the unrealised gains on valuation of the investment portfolio are not taken to the Income Account or to the IFR.
	17.6 Banks may utilise the amount held in IFR to meet, in future, the depreciation requirement on investment in securities.
	17.7 Creation of IFR as per the above guidelines is mandatory for primary (urban) co-operative banks having aggregate Demand and Time Liabilities of Rs. 100 crore and above, and optional for smaller banks.
	17.8   Distinction between IFR and IDR 
	18 REPORTING
	Scheduled primary (urban) co-operative banks are required to submit a statement containing information on their investments in approved securities and money market instruments, etc. on quarterly basis. The statement as at the end of each calendar quarter should reach RBI, Central Office, Urban Banks Department within 10 days from the close of the quarter.
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