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CHAPTAR I
INTRODUGTORY

11 Banks »publish their annual accounts in the formats
prescribed under thes Banking Regulati~n Act, 1949. There

Backgrovad! were suggastions that having regard to the
g .

S— . a—— et e e

large scale exypancsinn in banking operatiocns and to improve
the presentaticn »f the accnunts, there ‘was need for
revising thesge formats. The gquestion of banks moving
towards greater or full disclosure in the published accounts
was also raised. Before taking a decision on these icssues,
it was felt that a Conmitteec of Experts should go into
them. Accordingly in karch 1982 the Reserve Bank of India
appointed the following Committes to consider these and
certain other related issues -
1« Shri A. Ghosh Chairman

Dy. Governor

Reserve Bank of India

Central Office

BOMBAY

2e Shri V.S. Natarajan Menber
Managing Director
State Bank of India
Central Office
BOMBAY

3« ©Shri R.Raghupathy —=do-
Chairnman
Syndicate Bank
MANIPAL
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Shri M.V. 3Subba Rac
Cheirman

Indian Bank

MADRAS

Shri B.Srigivasan
Chairman
Allanabad Bank
C4LCUITA .

Shri Sampat P. Singh
Professor

National Institute of
Rank Management
BOMBAY

Shri Abhijit Sen

Dyv.Chairman

National Insulated Cable
Co. of Incia Ltd,

NICCQC HOUSH..

2 lare Street

CLLCUTTA

Shri N.Balasubramanian
Director (Banking)
Governnent of India
Ministry of Finance
NawW DELHT

Shri Y.H. Malegam, FCA
i/se. S.B.Billimoria & Cn,
Charterzd Accountants
ACHMBAY '

Sori H.V. Sundaran
Irincinal Legonl Advisar
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Member
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Consecqucnt upon retirement/resignation of Sarvashri V.S.
Natarajan, R.Raghupathy, M.V. Subba Rao and N.V. Sundaram,
the following were coopted as members to the Committees—

1. Shri M.N. Goiporia
Chairmman
Zank of Baroda
BOMRBRAY

2. Snari B.Ratnakar
Chairman
Canharza Bank
BANGALORE

3. Shri R.Narasimhan
General Manager
Statc Bank of India
Central Office
BOMBAY

4, Shri V,G. Hegde
Principal Legal Adviser
Reserve Bank of India
BOMBAY

1e2 The terms of reference of the Committee were as

Terms of rcfercnce follows :~

| o

(a) to examinc the desirability of greater or full
disclosurc in the publishcd accounts of Banks, having regard
to the nsed for disclosure, public accountability of banks,
requircnent of maintenance of confidentiality between

bankcr and customer and the rcoguiremcnt of maintaining the
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recnutavion and craditwarthiness of banks,

if graater or full disclosure is not

cr

fp) ta sugQos
considersd necessary or ansnraoriate uhether it is necessary
to make any further nrovisions in the existing lauws,
(c) to sugoest suitable changes/amendments in the formats
of balance sheet and orofit and lass accounts having
rzgQard to°-
i} the need for greater or full disclosurs,
ii) the expansion of banking operétions both area
wise and sector-wise over the period,
iii) the need for isnroving the presentation of
accountsa, ‘
iv) the »Jresentatioun of accounts af other
comnanies, etc,
{d) to lonk into broadly the practices followed by banks

in ascointinn/classifying various items of liabilities and

(6]
i

a2ts a

0

ae well es income and exnenditure and to suggest
stendard accounting concepts which would facilitate uniform,
comnarable prasentation of such items in the published
accounts and comnliance with various statutory requiremznts,

I4 ) . . . .
{e) %o consider tha guestion of evolving suitablz norms

7er creating orovisions for various nurposes more narticu-
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for income tax and other taxes, bad and doubtful debts,
depreciation in Government securities, cetc on a

scientific basis, and

(f) to make any other recommendations which are incidental
or related to the above terms of reference.

The Secretariat of the Committee was provided by
the Department of Banking Operations and Development,
Reserve Bank of India, Central Office, Bombay.

13 The Committee was expected to submit its report

within a period of nine months. However, due to various

-
Reasons for the delay in | delays in getting the
submitting the report 1
['§

information from banks and
difficulties in holding the mcetings looking to the
convenience of the members,‘the report could not be
submitted.in time. Besides, some of the terms of
reference of the Committee, particula€ly that relating
to disclosure were sensitive issues with ¥ar reaching
implications and needed thorough and detailed discussions
at various levels and study of the practices prevailing

in other countries.
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Telt The first meeting of the Committee was held on
11th May 41982 in Bombay when the mocdalities for conducting

the studies for the purpose »f examining the various

T
Committee Meetings! terms of reference were finalised,
i

The Committee thereafter issued a detailed questionnaire
to banks, accountancy bodies and othersinterested in the
subject for eliciting their views on the various terms of
reference. The Commiftee subsequently held discussions
with Chairmen of banks/representatives of the Institute of
Chartered Accountants of Indis, Institute of Cost and
Works Accountants of India, Chambers of Commerce, etc at
Bombay, Calcutta, Bangalore, Madras and New Delhi on the
various points covering the terms of reference.

165 In Chapter II, the first two terms of reference

of the Committee relating to the desirability of grcater or

i
Scheme of | full disclosure in the published accounts
the Report; v

L of banks the various aspects of disclosure

and the differences in the extent and quality of disclosure
in different countries are examined. In Chapters III, IV
and V, the thrce broad aspects of disclosure viz., truth
and fairness concept disclosure of particulars of

significant items by way of analytical data and disclosure
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accounting rolicies are discussed. In Chapter VI, the next
two items in the terms of reference relating to formats of
nublichad accounts and standard accounting concepts which
are interlinked have beeu examined. The topics of the fifth
term of r:ference of the Committee relating to the question
of evolving suitable norms for creating provisions for
various nurposesy,more particularly for income tax and other

.
taxes, bad and doubtful debts and depreciation in Government
securities have been examined in Chapter ViI, Chapter VIII
discusses the contents of the sannual (or directofs’) report
of the banks which forms an integral part of the annual
accounts. In Chapter IX,certain miscellaneous issuzs
are discusced and a sumdary of the recommendations is given
in the fiwnal Chapter.

146 The Committee would 1iké to make it clear that the
discussions and rscommendations in the resport are mainly
related %o commercial banks, both in thg‘public and private
scctors, It has not considered the position of regional
rural bauks and co--operative banks separately. The structure
of the arsets aud liabilities of co-operative banks, differ
materially from that of commercial banks and the Banking
Regulaticn Act also . vwrovides for separate formats for the

financial accounts of such institutions. 4s regional:rural
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banks are commercial banks, the findings of the
Committea may be mads applicable to them with
modifications, whsre necesgsary.

X 162
14767 The Committee gratefully acknowledges its

thanks to the Chairmen of banks, representatives/members

+ —— - - ——

Acknowledgements ! of Central and Regicnal Councils of
r——- L

Institute of Chartered Accountants of India, Institute

¢t Cost & Works Accountants of India, Chambers of

Courmerce, Managemecut Institutes, ctc for the help

wendered to vhe Committee in discﬁssing the wvarious

items ofigzrms of reference of the Committee and also

in formulating the revised formats of the balance

sneet aud profit and loss account for banks.

16762 The Committee has alsc made substantial

cze of the findiecgs of the Financial Times 1982

World burvey of Bank Annual Reports and the published

calance sheets of various foreign banks in examining

i praetlices prevalant ia foreign countries in the
ceter of pank accountitz.  The Indian branches of
one i e Zoreigh banks have also helpad the Committee
uith notes on the systems and practices prevailing

x 1062 T Te.‘)uf't wast Finalued before thau presentation of
Uniom B\Aad: fov 198S-86 amd the amemdments P"T"“‘L inte.
Finance B\l hawve not been takem inko arcount. While
A\&uﬂihj Same of e '\:c‘:'\cs in the -fv.,‘:ov‘t like Rovisions
For bad amd doubtfuk debts in vespek of adwamces ot
Bwsal bvwnc.\v\u, eXc.
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in foreign countries including their parent
cotniries.,

175 The Committee would also like to place
on record its appreciation of’the excellent work
done by Shri M.L. Inasu, Member-Secretary and the
Secretariat of the Committee provided by the
Reserve Bank of India particularly, Shri N.D.

Parameswaran, Joint Chiaf Officer and Shri H.L,

Kotian, Banking Officer.
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CHAPTER II

ASPECTS OF DISCLOSURE

2.1 The first two terms of raference of the Committee

relate to the desirability of 'greater or full disclosure!

e o s+ P—
‘

Terms of { in the published accounts of banks and the
reference;j

— ——-ae—<i pocesgsity to make any further provisions in

the existing laws, if such 'greater or full' disclosure is
pot considered necessary or appropriate. The various issues
involved in these two terms of refercnce arc intricate and
interlinked, For the sake of a clecar exposition of the
igsues involvaed and discussed, a brief outline showing how
the Committee has decalt with the subject will be helpful.,
The two terms of reference are discussed in four chapters.

In this chapter the various aspects of disclosure and the
differences in the extent and quality of disclosure practised
in differcnt countries arc brought out. In the next three
chaptcrs, the three broad aspects of disclosure,; namely truth
and fairness concept, disclosure of particulars of significant
items by way of analytical data and disclosure of accounting
polici=s are discussed. The lezal aspects are discussed in a
later chapter. At the beginning of each chapter the broad
arcas-covered by the chapter are also indicated.

2e24 4 business entity has normally three types of

—_—— et -

Financiai_? accounting information :-

Statements) ¢
. - operating information giving details of
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operations
- management accounting information used
mainly for internal control and planning.,.
- finaqcial accounting information which is

used both by the management and external users.
The end products of the financial accounting process are
mainly two financial statements viz. the balance sheet and
the profit and loss account. A third statement usually
furnished along with the balance sheet and profit and
loss account now-a-days is the statemeant of changes in the
financial condition. The balance sheet is a 'status report!,
as of a particular moment of time. The other two are 'flow’
ctatements summarising. the flows over a specified period
of time, usually a year. In the case of banks the statement
of changes in the financial condition may not be of much
nractical usc. In the firegt instance a conventional funds flow
staterment showing changes in financial position can hardly
reflect the cnormous volume of transactinns that takes place
in a bank ir the course of a yeer. Secondly, many of the
transactions like juaranteos, letters of cradit, acceptance

businces, c¢tc undertaken by a bank cannot be adcquately

ct
[
(o)
R

reflec in the funds flow statement. At best the funds

N : . 3 s s
flow statecument of a bank can reflect only movements in its
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infrastructural assets and capital resources. We may,
therefore, ignore this statement for the purposes of our
analysis. '

2.3 While the accounting statements of banks would then

be mainly the balance sheet and profit and loss account,

Non-firancial{ significant information and analytical
reports i
—& gtudy are also provided in the 'annual

reports'! of banks. ©Such annual reports also are deemed

50 be an integral part of the general purposes reporting
system of a unit. According to the universally accepted
philosophy of ‘general purposes reporting! the annual
reports and the financial statements included therein are
intended not only for ths benefit of the shareholders but
also for meeting the information nseds of the other users
of the report. These other users include financial market
analysts,6 prezs and media, depositors and areditors, other
banks (including foreigh banks and financial institutions),
central banks and supervisory authorities, employees,
government and tax authorities. While it is idle to hope that
the information newds of all sections of the users would be
fully met by the general purposes reports, certain minimum
standard information should be available in the balance
shzet, profit and loss account and annual reports which

together should give a total, true and fair viocw of the
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status wnd profitability of the unit, background

inforration wihich would znable the users to appreciate the
data furnished in the financial statements as well as other
material particularg relating to its cperations and

future proepccts.

2.4 In pursuit of one of its principal objectives, viz.
the harmonisation of accounting standards through its member

v ——— § P —

— .

IASC Discussion ; bodies around the world the Intcecrnational
Paper & Responsei
- ; 4 Accounting Standards Committee (IASC)

brought out in 1980 a Discussion Papzr on guidelines for
disclosures in financial statements of banks. A copy of the
Discussion Paper and the Summary of Responsss to the
Discuesion Paper issued by IASC in March 1982 is given in
dnnexure I. The guidelines for disclosure in the Discussion
Papzsr relate to classification of assets and liabilities

by nature, analysis of assets and 1iabilities by maturities,
concentration of assets and liabilitics, income statement, loan
locsses, trust activities, commitments and undisclosed
reserves, . e Discussion Paper also gives an appendix
indicating the structure of the balance sheet items, income

statement items, as well as other areas of disclosures. These

t3

eoquirements are minimal.
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2.5 The cuestion whether the banks are unique organisations

deserving the right to an exception from the general

Variations iné raporting principles which could mean a
quality and | )
extent of i privilege to conceal sensitive information
reporting ;

—rrm em—————-+ 1ike 'hidden reserves' leading to under
statement of profits is still undecided. In certain
countries the stance in this regard of the accounting bodies
and Government has crystallised against any special treatment
for banks while in several others banks are still treated

on a separate footing. The financial and non-financial
information revealed in bank reports thus varies

videly in coverage, content and quality from country to
country and even within the country from bank to bank.

This has been vividly brought out in the findings of the
Financial Times 1982 World Survey of Bank Annual Reports.
The survey covecred 100 of the largest banks in the world

A
and the recsults of final gradings in desccecnding order are

as follows $—

Country No.of banks obtaining grades
T & B L D _E fotal
U.S.4. 1 23 - - = 24
Japan ~ = £ 15 - 17
ermany ~ ~ = 8 2 10
UoKo s 7= 6 - - 6
France ~ = 3 2 1 6
Others(including Canada, - - 11 21 5 39

Spain, Switzerland,
Australia, Netherlands,
Argentina, Brazil, Hong-:
Kong, Korea, atc.s -=
Total ' 1 25 22 46 _8 100
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246 The authors of the survey have indicated in their

............. ——
Elements of} report that they were looking for the

Disclosure

following information in the annual reports

of banks in order to assess the quality of reporting by

different banks.

Financial Statemeats

4 consolidated balance sheet and profit and

loss account providing detailed information
(eithar on the face of the accounts or in the
notes).

Analysis of advances and deposits, split between
banks and other customers and a maturity analysis.
A clear statement of all material accounting
policies, including consolidation methods and
valuation rules; changes in policies should be
prominently displayed and their effect ’
cuantified.

Segmental data by geographical area and customer
group covering revenue earnings, deposits

and advances.

Accounting data adjusted for the impact of
changing prices for revenue, operating

profit advances, total assets, deposits,

resarves, currcnt profit attributable to

shareholders and earnings per share.

All-information in the financial statements

covered by an independent audit opinion.
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Non;finanqial statement
; An employment report, giving details of employment
objectives, industrial relations, employece welfare
and training, profit sharing, employment costs
and statistics.

- A statement of prospecﬁé, with some evaluation
of likely future results and details of planned
future development.

- A statement outlining the general business back-
ground and conditions, against which the results
for the past year can be judged.

The above items of information should normally be sufficient

to meet the test of adequacy of disclosure and the fact that

banks got widely different rankings on these bases would go
to indicate that the quality and content of disclosure differ
very much between banks.

2.7 The very naturc of financial statements, both

balance shecet and profit and loss account} is such that‘ﬂ@ﬂ

Broad analysis of - can be either very cryptic or
disclosure requircmecnts

--- open, cautious or optimistic. By

fo = 2w 2o

a system of grouping and aggregation, netting and offsetting
it is possible to conceal quite a lot of material informgtion
from the financial statements, while by a process of dis-
aggregation or through explanatory notes and supplementary

schedules, the same sct of financial statements can be made



- 17 -
to reveal all the required information. Keeping in vicw the
basic objectives of general purposes reporting that the
financial statements shoﬁld show a 'true and fair' view of
ﬁhe state of affairs and profit and that the information
furnished should be adeqguate for the purpose of users, the
Committee fcels that the basic disclosure_requirements may be
grouped into three main areas as follows:i-

I. Financial statements (Profit & Loss Accouant and
Balance Sheet) should show a true and fair view of the net
profit and the position of the assets and liabilities,

IT1. To ensure that the information contained in these
statements would be adequate for the purpose of users, they
should contain, to the extent necessary, sectoral, segmental
and geographical analysis of the major items included in
these statements,

III. For a proper appreciation of the financial position,
the accounting principles and policies adopted in the
preparation of the financial accounts should be clearly spelt
out,vihere n:cessary. These three broad aspects, namely,

¢

- Truth and fairness

‘-

- k4nalytical data

7

- 4ccounting policies

are discussed in detaill in the following three chapters.
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CHAPTHR III

TRUTH AND FAIRNECS CONCEPTS

3471 In this chapter, the main aspects of the 'truth and

-
Introductory! fairness' concepts are discussed under the
N ‘

4

followinglbroad heads -
~ Becret reserves and loan loss provisioning
- Grouping and offsetting practices

- Window dressing
Under each head after discussing the issues, the general
practices prevailing in other countries have been described.
Thereafter the situation.as is in vogue in India and the
Committee's observations and coanclusions are given.
%62 If the financial statements are to give a true and
fair view, the income and expcnaiture items and the assets

— _..L;r

Truth arnd Fair-g and liabilitices will have to be shown

ness Concept

at their correct monetary wvalue in the
statements of accounts without any attempt at concealment.
The object of concealment may either be\to show a better
picture than is warranted or to tone down a good performance.
In either case, there is a violation of the concept of truth
and fairness and the auditors can legitimately take
objection to such a presentation of accounts particularly

if by such means the management derives any undue advantages.
There are, however, certain circumstances where, either by

convention or by statute, a vicw has been taken that
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concealment will be in the beet interests of the unit. In
the case of credit institutions like banks, where the
ceontinuing growth of the unit is very much dependent on
public confidenceyseveral authorities hold the opinion that
concealment of income with the objective of utilising such
concealed income to even out profits position in periods of
stress, can be beneficial to the unit itself., If such
concealment is not to enable the management to secure any
advantage but to project an even sustained growth of the
institution it can be Justified as a neccessary mechanism to
protect the interests of the company and its éhareholders.
Many authorities thus consider banking as distinct from other
manufacturing or service activities and advocate crecation of
secret reserves by banking units.
3¢5 The escence of creation of secrep reserves (sometimes

described as 'hidden reserves' or 'inner reserves') is the

&

1 .
Secret Reserves - | retention of profits without disclosure
Passive and ;
active creation !

e = e e e

would revesgl its character of being a reserve. The

of such retention in a manner that

seneral objective ig fevening out' of the disclosed profits
for meeting unusual‘losses without disclosing in the
palance sheet either the nature or the extent of such
losses. There is a ‘'pacssive' creation of secret reserves

when an asset like property appreciates in value by
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offluxion of time. As accounts are prepared on ‘'historical
cost! basis, such appreciation will not be reflected in
the financial statements unless inflation accounting data
are furnished., Occagionally such assets are revalued and
the profit on révaluation is booked; the !secret reserves'
then become disclosed. The real value of such 'secret
rescrves! Will,however, depend on several factors like
infietion, replacement cost, etc. Secret reserves are
otherwise 'actively' created only out of earned income. In
some cases, a part of the earned income is suppressed from
the income and expenditure account say, by undervaluing assets
like inventory or by writing off of capital expenditure as
revenue expenSe.f In some other cases a part of the earned
income, though taken in the books of account, is directly
deducted from the relevant income heads while preparing the
final accounts and transferred to a contingency account. The
contingency account is not separately difclosed”in the balance
sheet but clubbed together with some other liability item.
Under this system neither the cxistence of secret reserves-
nor the amount therecof will be disclosed nor inferred from
the financial statements. 4 variation of this form of creation
of secret reserves is to credit the whole income in the
accounts. but simultaneoﬁsly create compensatory expenditure

by making excess provicions for certain items of assets
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where provisions are traditionally made, like depreciation in
the valuc of ascets, income-tax, provision for bad and doubtful
debts, etc. The cxcess provision in such cases will constitute
the secret reserves. 'Prudence'! demands that banks make
adequate provisions for such items. If such provisions are
created in excess of the estimafed requirements and if such
excess provisions are not separately shown in ‘the financial
gtatements, it would amount to creation of secret reserves.

X Whatever be the mode of creation of secret reserves,

Implications of creation
of secret reserves

i

it has two implications :

ey =2 et w0 o3 =)

'—. 8eocret reserves will have a deflationary effect
on the real income in that particular year.

- the assets will be under-stated to the extent of
the secret reserves or the liabilities will be
over-stated to that extent.

Creation of secret resserves thus goes counter to the concept
of 'truth and fairness' in income and position reporting.
55 The advances portfolio being the principal asset of

a bank, cxcess loan loss provisioning is fairl; commonly

_—— —— —— it . n—— 4t
E

Creatvion of secret i resorted to for crcaticn of
reshrves through loan ‘
logs provisioning ! secret reserves. Advances cannot
—— e

obviously always be reported in

the balance shect at their book value for some of them
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may have become un-collectible or may have ceased to earn
interest. Bad debts are incidental to banking and such bad
debts, though booked in a particular yéar, may have become

bad not necesegarily in that year but over a period of time,
Banks have, therefore, a tendency to create provisions for

that part of thec debts, which in their opinion may have to

be recoghised as bad debts in the future. Moreover, such
provisions can be made either in respect of specific advances
considered by the management as bad or doubtful or by way of
general provisions as a percentage of the total advances in

the light of the past experience., To the extent that
provisions are made for specific advances, the provisions may
be considered as normal or necessary. The amount of general
provisions based -on past experience may also be partly a
"necessary' provision, but such general provisions could also
include an element of 'surplus' provision. In case provisions
for losses in advances are made conscioﬁbly in excess of actual
egtimated roquircments, again secret reserves are created. The
question whether such excess reserves and the amount thereof
will be reflected or can be inferred from the financial
gstateuncnts will depend on the manner in which they are

trcaved in the accounts.
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3.6 There are no universally accepted guidelines

regarding provisioning principles and it is, therefore,

Accounting practices and |
disclosur: requirements i
of .loanh lozs provisioning |
) i

necessary for banks to

indicate the principles

adopted by them in making pro&isions; whether as a matter

of prudence or in compliance with statutory requirements

and conventions. Some of the more commonly accepted accounting
principles relating t» loan loss provisioning, however, are:

(a) Banks should exercise prudence in selecting
appropriate accounting policies in regard to the
loan loss provision in order to recoghicse the
uncertainties inhéerent in business decisiouns.

(b) Interest and other revenues arising from holding of'
acsets should be recognised only when no significant
uncertainty as to measurability or collectibility
exists.

(¢) The basis on which provision for loan loss is
made 1s to be disclosed.

Ideally, the disclosurce requirements on the loan loss

provisioningy principles and accounting practices should

6]
i

ipulate:

N

a Provisions should relate to existing losses on bad and
doubtful loans and should not take into account future
losses. The specific and general provisions should be

separately disclosed and there should not be an elament

of hidden rescrves in such bad debts provisions.



- 24 _
(b) Balance in the provision account and movements in such

provisions should be disclosed including recoveriss
of amounts pgeviously written off. The provisions
should also be analysed according to the type of
business,

(c) Information relating to non-performing loans and the
i relative policy should also be disclosed.

3.7 The practices obtaining in different countries,

however,do not conform to the principles enumerated above. This

Practices on loan loss |
provisiouning in ;
different countries :

is probably due to the fact that

there are no standard accounting
: e

policies on provisicning which are internationally accepted

and the system of keeping secret reserves in vogue in several
countries depends‘upon-badkidg législation,company law and
taxation rules. In most of the coﬁntries; provisioné made
Tor bad.debts are allowed either fully or partly as items
deductible from income for tax purposes. The actual tax
implications, however, différ. In some countries, the
supervis@ry'authorities require banks to ypake certain minimum
provisions and these are accepted by the tax authorities. 1In
some other countries, the tax authorities prescribe certain
levels upto which banks may make provisions, which are allowed
for tex purposes. 4lthough, theorétigally banks are required
to make provisions according to their perceptions about the
récoverability of a debt confirmed by the opinion of auditors,
in practice, the regulatory provisioans of the supervisopy

authorities and the tax regulations have a great say on
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management decisions in making actual provisions for -loan
losces. 1In most of the countries, particularly like Austria,
Belgium; Germany, Korea and Switzerland, no information is
given in the financial statements on the accounting policies
in regard to the loan loss provisions, while in countries
like Hongkeong and Japan, the disclosure of policies is not
uz&% meaningful. In Austria, Germany, Switzerland, etc where
thie policy is not disclosed in the. financial statement,
statutory provisions cnable banks to ksep 'secret reserves'.
In Arzentina, Canada, France and Spain, only some of the banks
dicclose their accounting policies. In Australia, Brazil,
Italy, U.K. and U.S.A., the accounting policicecs in respect of
loan loss provisions are indicated in the financial statements
of banks. In some other countries, banks indicate only the
fact that apart from specific provisions, general provisions

Bamks ' ™m
arc also made in respect of loan losses. Liquntries which
'

do not disclosc accounting policies and a few others which
make canly partial disclosurc in this regard do not also
fully disclosc the guantum of provisions made, movements
thercin and tiho amcunts actually written off., Although
banks in some countries like France and'Germany Give certain
information relatinz to quantification of provisions charged
to incomeyapparcntly such amounts are shown after netting

and also, include other losses which «ffect the clarity of the
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data furnished. Banks in some of:%hé_countriesjlike U.K. and
U.3.4, which.disclose the pblicy’regardingﬁproviéions also
disclose Ehé amounts of provigion and movements in the provision
accounts. On the whole, the practices relating to disclosure
in regard to the quantification of provisions, movements in
such provisioas and the charges to profit and loss accounts
by way of provision and write-offs, differ and qhe information

furnished is often by no means comprehensive. Many of the

banizs except those in U.S.A. do not indicate the policy

rezarding non-performing loans nor the amount of such loans.
Th> interest element of such non-performing loans and their

goctoral classification, etc are also generally not furnished.

U4

o The general conclusion that could be arrived at on the
Jasig of the above discussion is that by and large the user
community of financial statements do not get fu}l information
of all types of secret reserves. They would like banks to give
a true picture of their loan loss provisidhing practices, the
quantuﬁ of spoecific and general prbviéions and the full

details of the movements in such provisions. Another area
where users would like detailed informétion is in regard to
hon~-performing loans, interest on such loans and sectoral and
country;wise brezak-up of such loans. On the other hand the
perccption and practices.of the banking community on these

issues sre divided.
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3.9 Excepting American and U.K. banks,. full. disclosure of

secret rescrves and loan loss provisioning is not practiced

by many banks. The extent and quality of disclosure by these

banks also vary from country to country and even from bank to

bank, This is t2llingly brought out by the folloWing extract

from Financial Times 1982 World Survey of Bank Annual Reports.
A reasonably disinterecsted judgement on the likely

existence or otherwise of hidden reserves in bgnks of the

4

countries covered by the survey is as follows:-

Gduntry Inner Undervaluation Comment s
res- of assets other
grves than loans
1 2 3 R
ARGENTINA No Not significant -
AUSTRALIA  No Not significant In some banks the genesral

"element of loan provision
could be hidden reserve

AUSTRIA Yes Yes Hidden reserves permitted
) by law
BYLGIUL Yes Yes Inner reserves takes form
of "internal security fund”
BRAZIL No Not significant Obligatory 3% loan provi-
. ' sion means potential over-
provision
CANADA No Not significant -
FRANCY Yes Mot gignificant Inner reserves take the form

of undisclosed reserves
in current liabilitics.

ZHRMANY Yes Yes ' Hidden reserves permitted.
by law .
O ZKONG Yes Yes Hidden reserves permitted

by law
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2 L 2 : 2 . 4 .

ITATY No Not sighificant Tax-allowed provisions
may be excessive

JAPAN No Yes -

KOR=A No Yes b :

NETHRRLATDS Yes Not significant -

SFAIN Jo Yes -

SWITZRRLAND Tes Yes -

U.K. No Not significant General element of loan
provision may be excessive

U.S.A. No Not significant Unallocated loan loss

provision may be excessive®
It will be apparcant from the above statement that despite the
profescsed policy stand against secret reserves in some couatries
banks in these countries still manage to have sccret reservés
in some form or other., The findinges of the survéy are that
such secret reserves may not be significant in some cases, but
these observations are qualified by the notes given in the
'commnents' column. What is not practised by such countries is
probably maintenance of undisclosed contingency accounts, but
undervaluation of assets and excass phovisions in loans are
not uncommon even in these countries.
3410 The various issues relating to secret reserves,
however, created, have been examined by several authorities
————e e — . :
Views on secret -

reserves in diif-
erent countrics

in 1962 rccommended by a majority3V6Ee that secret reserves

-

but no consensus has emerged as yet. In

the United Kingdom, the Jenkins Committee

R ]

ghould bc maintained. The Companics Act of 1967 of the U.X.
left the matter to the discretion of the Board of Trade.
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The London clearing banks are now voluntarily making full
disclosure and not maintaining any secret reserves. In the
United Statesythe Saxson Committee recommended full disclosuy
a practice now being followed by most of the American banks,
In Canada, encuiries by the House of Commons Banking &
Commcrce Coumittee in 1944 and 1954 concluded that publicati
of unexpected and exceptionally high losses in any one
year might adversely affect confidepce in a bank or even in
the banking system as a whole. Later,however, the Porter
Commission (1964) obscrved: "It is our view that there is no
compelling case azainst disclosure and .we are catisfied to
leave the matter in the hands of the authorities and share-
holders concerned « « « o« o » o btax paid reserves should in
any avent be incorporated in published shareholders equity.™
4s a whole, the Canadian banks are also not resorting to
creation of secret resz=rves at present. On the other hand,
nost of the Buropean banks like thosg in France, Germany,
Austria, Belgium and Netherlands do maintain secret reserves
and the local statutes do not object to this practice.
There are alzo 2cually strong advocates for maintenance of
secret reserves by banks. lr., Colin Martin, Commissioner
of Banlking, Hongkong in his paper submitted to the
International Conference of Banking Supervisors in September
1981, has stated " .e¢.¢s for in Hongkong we fully subscribe

to the concept of inner reserves for our locally incorporate
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banks to which transfers are normally made before publishing
a profit figure. In fact, we not only allow, but positively
encouraze our banks to maintain inner reserves, full informatio:
on which is available to me as Commissioncr of Banking but
not to the public. Tadeedythis principle is enshrined in our
1éws rolating to the preparation of anhual accounts of banks
incornorated in Hongkong and I would not wish it to be
otierwise™, Mr.Hugo Colje of Nederlands Bank in his paper
to the same Conference also indicated Veeeees The real
cuestion, therefore, would seem to be whether hidden
reserveg should or should not be permitted. VWhat should the
answer be? It must be admiitted that the presence of hidden
reserves makes it more difficult for outsiders to assess and
compare banks in terms of their financial position. However,
it must be admitted at the same time that in periods of
temporary difficulties due to bad debts and unforesceable.
expensze, which could undermine confidence in, or even lead
to a run on a bank which is basically sound, hidden reserves
may most c2rtainly prove useful. Nonetheless care must be
taken to cnsure thet no improper use is made of this
possibility™.

3.1 Lccording to the Discussion Paper issued by IASC

- e e m e a——

TIASC Discussion Paper ! in 1980 (vide Annexure I) "Local
. e

circumstances or legislation may require or allow undisclosed
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free reserves to be maintained in addition to such amounts

as may be neccesary to cover loan losses « « « o in order to
absorb unusual losses without disclosing their amount. Such
reserves may result in opportunitics to distort, in varying
degrees, tht reported cernings of a bank and to cause
uncertainty as to the full exteat of sharecholders' intercsts.
In som. countrics whore undiscloscd reserves are maintained
it may bc that the usc of such reserves and their impact on
financial statecments may be restricted to certain specified
items. Nevertheless, financial statements cannot present a
true and fair view as to financial position or results of
operations if there are undisclosed overstatements of
liabilitics, undisclosed understatements of assets or
undisclosed accrual of amounts for general or unspecificd
business risks®., The response to the Discussgion Paper also
revealed different perceptions on this issue. Many respondents
endorscd the statements in the Discussion Paper. Some
rzspondents, however, repeated the assertions reported
earlier that uandisclosed rescrves are necessary to preserve
tha stability ol %hc banking system. In particular, smaller
banks arguzd tnat the unsven incidence of bad debts in their
busincss required a facility %o cover losses from undisclosed
reserves., It was pointed out that in some countries for

political and economic reasons disclosure of reservcs was
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not required and that the truth and fairness concept in the
view of these countries was not impaired provided the
financial statements comply with legal and regulatory .
requirements.

3412 In India, the Banking Commission had gone into

this question in some detail. According to it, the main

— —

[}
Views in India ! reason for the maintenance of secret
R

regerves is thc ascumptior that such reserves will act as a

cushion for meeting the unforeseen demands. However, the
validity of secret reserves being able to mcet unforescen
demands rcemains to be tested. The present trcond abroad is to
discontinue the maintenance of such sccret resorves,  The
Commission has examined the position obtaining in different
countries and observed that the reason that secret reserves
may be reauired as a cushion to meet unforeseen contingencies
does not apply to the national banks. The Commission thus
concluded "In the result, the provisions relating to the
balance sheet and profit and loss account of banks may be
modified to ensure full disclosure by banks of all their
assets and liabilities. Consequentially, Scction 34A of the
Banking Regulation Act, 1949 may have fo be repealed. Having
regard to the purpose for which the secret roscrves are
_maintéined, such reserves of banks, existing on the dates

on which the provisions providing for full ¢isclosure become



~ 33 -
effective, should be required to be transferred to the baﬁ
general reserves'. The recommendgtions of the Banking
Commission were not, however, accepted by the Reserve Bank
on the grdund that it would not be worthwhile for even pub)
sector banks to discontinuec the e¢xisting practice, especial
when they have embarked on large scale financing of weaker
chtions in fulfilment of their social objactives and also
on the ground that the creation and maintenance of secret
reserves cannot have any undesirable repercussions in nati
banks., The Working Group on Banhking Costs, Operational
Efficiency & Profitability of Banks (PEP Committee) did
not go into this question specifically buty according to t
formats suggested by it for the Profit and Loss Account,
banks are to be permitted to deduct from income *usual and
necessary provisions" implying thereby that the Committee
considered it necessary for banks to maintalnh secret reser
513 The more important arguments for and against the

practice of creating secret reserves have been highlighted

[
Arguments for § in several forums and also during the

secret reserves;
- -L discussions on the subject within the

-

Committee and with bank managements gnd othsr professional
[ 9] C

connected with bank accounts and managements. Thc argumen
for the system are -
(a) The stability of the banking system is vital

national intorest and as such the confidence
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dopositors within tpc.COuntry*aBﬂwell as of the
outside world in the system should outweigh the
interests of sharcholders. Any large adverse
variations in the ecarnings of banks may raise
doubts in the minds of the public and thus affect
the stability of the system. By a judicious use of
secret resarves, the banks can maintain a position
of stability in their income. For this pﬁrpose
banks should be free to build up reserves during
good years and draw cn these reserves during
periods of adversity without in ahy way affecting
the confidence of the public in their stability.
(b) Disclosure of write off, etc could give rise to
incorrect and misinformed inferences with
unfortunate consequences. A bank has to take
credit risks in the ordinary course of business.
The bad debts written off do not necessarily
relate to a particular Yyear and their effect has
to be sprcad over a period of time and provisions
are created not only for specific bad debts but
also as a cover for the "latent risk™ inherent
in advances. Pull disclosure will overlook these
fundamental characteéristics of banking activities

and the quaantum of bad debts written off or
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provided fot'in a year will be highlighted.
uninformed criticism at various levels which
follow the full disclosure of bad debts will
a psychological impact oh the bank management
particularly at vhe field level and they woul
tend to become overcautious and conservative,
Their attitude towards existing loans and
investmeatz which are in an unsatisfactory
condition and towards making frosh Zoans &0
sectors which carry more than the normal elems
of risk will be affected. Thco 'seeret reserve
system ecncourages bank manazers to take risks
undertake innovative banking which they might '
unwilling to assume, had they to disclose shan
variations in income which a venturecsome polig)
might entail. Aan apprehension has also been
expressed that in certain extreme cases it is
likely that disclosure of certain information m
go against the spirit of confidentiality of the
dealiﬁgs of a customer with the banker. Thus
there could conceivably be a violation of the
privity of contract betwecen the banker and cust
It ig difficult in any evenlt to determine bank
earnings unlike in the casc of other units sinc

the result of bad Jjudgements may become apparen



(a)
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much later. The need for having secret reserves
is, therefore, more important for banks than for
other units.

One of the arguments against maintenance of secret
reserves is that it enables bank managements to
escape public accountability by concealing losses
caused by their ineptitude and misdeeds by
recourse to secrot reserves. The existence of
secret rescrves and the amount thereof will be
largely known to the supervisory authorities
controlling the bhanking eystem and it would not
be easy for banks to misuse such hidden reserves.
To that extent; this argument will not hold good.
After all, the balance sheet is the status
statement at a particular moment of time and it

is made available to the public after the lapse
of a few months. The-poSition of banks can change
substantially during the intervening period and
the disclosure of secret reserves in the balance
sheet by itself will not be, therefore, of much
significance to most of the users of the

financial statements unless the subsequent

dzvelopments are also reported, which in many

cases may not be possible.
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(f) Even in countries where full disclosure is

practised, banks are maintaining secret reserve
to some extent in some form or thc other. The
argument that many countrics are now practising

full disclosure is thus only partly true.

34 The more common arguments against maintenance of

E—— e —  — — - _-,-.‘.f ‘

secret reserves

secret reserves are -

(a)

(b)

Maintenance of secret reserves will preclude ba
from showing the true and fair position to the
shareholdcrs and other users of the annual rep
In particular the share value will be affected
such non-disclosure. The shareholders have a
right to know how the company and its managemen
are performing.

Secret reserves will enable the IZunctional
executives and Gthe manégement of banks to cover
losses incurred by their ineptitude and misdeed
It may not also be possible for the users of th
balance sheet to make a critical assessment and
comparison about the performance of banks and
therefore the management would escape
accountability for any deterioration in the
performance. It also enables unscrupulous

managements to cxploit such situations to
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(a)

(e)
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project an imaze of a bank which may not be
warranted by its performance.,

Where the practice of secret reserves is in vogue,
the users are lulled into a belief that banks
would be having secret reserves. In reality they
may or may not have any significant reserves and
consequently the users do not try to make any
objective assessment of banks' performance.

Full disclosure of reserves will enable banks to
augment their published reserves and to that
extent the image of banks ; domestic and
international ; would improve. This is
particulgrly important at this juncture as the
capital ; assets ratio has been showing a steady
decline during the last few years.

The psychology of full disclosure will necessitate
the management to be alerg and consequently would
improve the quality of manégement. The discipline
of public disclosurec is good for management. ()
The argumznt that public confidence will be
affected by sharp variations in income reporting
is not valid, because the public is now well
enough informed to accept occasional large losses

as a normal part of banking business.
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%4151 So far, we have discussed only the general aspects

relating to secret reserves and loan loss provisioning and
———— . — A S - et e . e, e, s e

?
Indian Practices - | the practices prevailing in other
General :
oS

countrics. Before we make any
recommendations in regard to these items, it will be necessary
to have an appreciation of the practices prevailing in India.
For obvious recasons, the Committee has not attempted to make

a study of the quantum of secret reserves available in the
banking system. 411 the same, it is possible to give a genera
picture of the practices obtaining in the banking system in
this regard. As the law permits, banks deduct the usual and
necessari provisions according to their discretion from income
heads. The practices though not strictly uniform have a fair
degree of commonality. The items usually deducted from income
heads are provision for taxes, provision for depreciation in
the value of government securities, provision for loan losses,
and in @lew some cases direct write off of loans, extraordinary
losses, ctc. In addition, banks also transfer certain funds
for general contingoncy from income heads, if the profit
position permits. The deductions are mostly made from
'interest' income and to some extent from 'exchange and
commission'. By tradition and convention, banks are not

inclined to show any sharp variation in profits in any one
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ycar as well as in the amount of dividend/transfer to
‘Covernment, which does not in any event constitute a significant
proportinon of the published income. The profit and loss
account thus tends to be a chimerical exercise; it conceals,
as far as troend and qguantum of actual profits are concerned,
more than what it raveals.

%1562 The eléments of secret rescrves available in the
Indian banking sysiom are mainly under the following heads:
- Provision for bad and doubtful debts.

I

-~ Provision for depreciation in the wvalue of
securities.

-~ Undisclosed contingency fuhds.
- Appreciation in the value of fixed assets.
3.16 In India, the charge to the profit and loss account

of a provision for bad debts is not a deductible item for tax
i ]

Indian practices -| purposes. Banks, therefore, provide

Provision for<bad ‘

and doubtful debtsi for the gross amount Qf debts considerecd
i

- = = w0

irrecoverable, When the relative debts are actually written
off, banks get the tax benefit. There is thus a substantial
cushion for barks in the bad debts provision representing at
the current level of taxation about 55% of the amount of
provigion crecatod. Again tax laws stipulate that all efforts
for recovery should be made before debts are written off.

The credit insurance agencies also expect banks to make

\

Tcasonable efforts before writing off bad debts. The
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supervisory authorities too usually frown upon large
scale write -0ffs, unless banks have examined in detail
the circumstances under which debts have become bad and
as a rule write offs coven for comparatively small amounts
have to be approved by the bcards of banks. All these cause
delay‘and the usual tendency among banks is to postpone the
write .off as far as possible even though they would be
getting substantial tax benefits by resorting to it. This
gives rise to accumulation of debts_to be written off and
consequently the tax paid- provision for such debts. The
concealed amount of reserves in such provision for bad and
doubtful debts for the system as a whole could be fairly
substantial.
3417 The depreciation on sscurities also can cenceal some

/
secrct reserves. Almost the cntire amount of the investment

et e e — - ke

Indian practices - | portfolio. of banks consists of Government
Provigion for
depreciation in the{ or Government guarantecd securities
value of securitics] _ _

—L cailed "approved securities”. The

proportion of approvced securitics to be maintained by
banks is not determined by individual banks according tﬁ
their discretion and on considerations of operational
cfficicncyy but is determined by the monetary authorities
zccording to cconomic compulsions and ays on any reckoning
nuch more than what is warranted by liquidity and safety

considerations. Of late, the coupon rate has been increasing,
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bringing down in its wake the market valdé of the scrips.
The banking legislation provides that banks should disclose
the m«rket value in the balance sheet unless exempted. The
amount of depreciation in approved securities is substantial
and providing for sﬁch depreciation every zear in the context
of increasing coupon rate and compuls@rily—imposed increasing
holdinges becomes & difficult task for banks and as a result
the practices adopted by banks to cope with the situation
also differ. Some of them try to provide for such
depreciation in full, provided the profits permit. Some others
provide for such depreciation in part. A few undertake market
operations, book a part of the loss and leave the balance
depreciation uncovered. The tax benefits differ in each case.
Banks are considered to be dealers in securities for tax
purposecs and they arc permitted to follow a consistent system
of valuing the securities either at cost or atZ;::EZ%yprice,
whichover is less. Any changs in the system will require
app:oval of the tax authorities. 1In tﬁe‘circumstances,
a bank which values the sccurities at cost, may not get any
taijeqefit if it makes only part provision for depreciation
in sscurities. If it has to change over to a system of cost or
market price, whichever is less, it has to provide for full
depreciation, which may not be possible if profits are
inadequate. On the other hand a bank which values the

securities at cost or market price whichever is less can get

full tax rebate on depreciation, provided every year it
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follows the same mode of valuation, which again becomes
difficult unless there are adequate profits. A bank which
provides in full for depreciation on securities and does not
shuffle the portfclio much can haée substantial secret
reserves, as on maturity the securities will yield full
face value. Thesé reserves, are, however, subject to tax
payment, as on maturity the difference between rcalisation
proceeds and book value will have to be offered for tax.

A bank which provides for depreciation in part can also

have secret reserves which materialise: on maturity. A bank
which actually deals in security and which tries to book as
much loss as possible by sale of depreciated securities and
purchase of fresh issues at par will not have much secret
reserves, as the roedecmablée value and book value will not

in sucﬁvcases be showing much difference, In fine, the
element of secret reserves in the investment portfolio
depends on the accounting practices adopted by banks.

3418 After providing for bad debts and depreciation on

securities, tne surplus, ii any, in the real profits over

-

e e e .
Indian Practices -{ what is required for the proposed
Undisclosad H

contingeney funds | apprcpriations is transferred to the

-

contingency account. The amount of such contingency funds

————— o . o — . o——

and the transfers thereto in recent years are not considered

tc be large.
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319 Anothaer areca where banks have secret reserves will

be in the value of its fixed assets. The banks in India do

PR

Indiaa practices -
Appreciation in the
value of fixzd asscte

s )

ganerally rccognised that the properties of the banks have

not normally revalue their investments

3 = wImd =0 wn w

in imnovable property but it is

substantially appreciated in value. Considering that the
investments of the public sector banks on premises and
buildings in 1982 was of the order of Rs.138 crores constituting
about 23% of their capital and reserves, the cxtent of secret
reserves in properties for the system as a whole can be
cubstantial in the context of the upward movements in

nroperty priccs.

3420 The surplus provision for bad and doubtful debts can
be estimated only if the bad debts are themselves estimated.
Indian praé%igggffﬂr

Mzasurement of
secret resorves

The surplus provision in securities is

M e e

again a nebulous concept; the surplus
—i .

cah be cgtimated apainst book valuec or\redemption valucs. Both

have limitaticns and at best can show the position only at

a particular moment of time. The contingency funds can be
asceftained; as thcse are kept in separate accounts and will
not be represcnting any outside liability. The surplus
available in the valué of properties can also be ascertained
with some degree of objectivity; but the availability of such

surplus as a cushion for losses is limited on a goinhg concern
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basis, ©Still the propérties can be revalued and the surplus
cén be used to cover unforeseen losses. BEven assuming that
an evaluation of the various elements of secret reserves is
possible, the real value of such 'secret reserves! wil} again
depend upon various other 'imponderables'. A reserve -
published or secret - exists only if the realisable value of
the total assets excceds the total outside liabilities by an
amount more than the book value of the paid;up capital. Such
a valuation is poseible not by valuing the various components
of sccret reserves as indicated above but by making an
evaluation of all the assets and liabilities.

%e2741 Althbugh the Reserve Bank of India does not call for

any specific returns from banks relating'téhtheir secret

- L-_’l‘
Indian procedures - { reserves, an attempt is invariably
Exchangesdle value of | _ -
secrct reserves ! made during inspections of bahks to
— e ——— — . ‘e

findUOut the real or exchangeable value of their paidQup
capital and reserves. In effect this exercise involves an
evaluation of the various items of assets on the going

concern basis and cstimation of tho outside liabilities
including contingenf liabilities which arc likely to crystalli
or materialise into actual liabilities. The difference
between the realiéable value of assets and the estimated
outside liabilities will represent the real or exchangeable

value of the owner's funds. Although the going concern
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basis is adopted, the method of valuation of different items

of assets ig such that a strict evaluation of the secrot

]

regerveg by this process may not be feasible. Thus, while
advancce are valuad on the basis of their realisability

according %o the perception of the inspecting officer, there

]

are no hard and fast rules regarding such valuation and the
estimated rcalisable value of the advances can passibly vary
depending upon the perceptions of the individual inspecting
officer. Moreover, bad debts are estiﬁated on a gross of tax
basis. ©Bimilarly invcstments in securities are valued on the
basis of their market value. In a 'going concern' concept,
this basis of valuation may not be very realistic in Indian
conditions where banks do not make any distinction between
'dealing' and 'invesgtment'! securities and where the level of
investments is determined by considerafions other than
iiquidity and solvency. Premises and other assets are valued
at the hook value and the appreciatio% in their market value
is not %alten into account.

3.21.2 Valuation on the above basis may not, strictly
speaking, rcflect the truc element of secret reserves built
up by the system but at the same time it gives a limited idea
of the true value of reserves. 4 rough conclusion can be
drawn thet excess of the rcal or exchangeable value over the

published owned funds could be th» secret rescrves, It could
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be actually more, assuming that the properties which are
valued at book value would have a higher market value and

that the investuents would fetch much more on maturity. On
the basis of the evaluation of assets and liabilities

adopted for inspection purposes, the position in regard to

the socret reserves available in banks has been found to
diffcr meterially from bank to bank. By and large, it would
also be correct to say that the provisions actually made by
bank for loan losses are generally not up to the expectations
of the inspecting officers. This, is, however, without taking
into account the tax benefit that would accrue to the baniks
ihen The advances are actually writteﬁ off.

362247 The various aspects relating to the '$ruth and
fairness' conceptg, namely, the necessity for creating

Discu~sion on secret
rescrves and bad debts
provisioning with banks
and profegsionals

- sesim == me ——F pegarding loan loss provisioning

secret reserves and the necd for

disclosing the relevant information

- 2 s ) ) w3 w2 e

have becn ciscussed by the Committee with bankers and
profcssionals in the context of Indian conditions. The
replies to the cusstionnaire issued to banks have also been
taken into considcration. Broadly, the view point expressed
by banks during the discussions and their replies to tha
questionnaire is that they should not be required to disclose

their contingency funds and provisions for loan losces,
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Apart from the arguments in favour of maintenance of secret
regerves indicated in para 3.13, banks have stated that in
Indian conditions there is hardly any need for disclosure of
such sccret reserves. The banking system, except for an
ingipnificant proportion, is under public ownership. The
qucgtion of shareholdcrs' interests being jeopardised by the
system of sescret rescrves has, therefore, not much validity in
India. The interests of the depositors and other crcditors are
also fully protected either by virtue of public ownership of
banks or by tie Deposit Insurance Scheme., Morecover, in Indian
conditions, the Government who are the owners and Reserve Bank
who are the supervisory authority both have access to the
information relating to s2cret rescecrves. They have also their
nominees on the boards of. the banks. BHEvenh the employece sector,
which iz ahother user of the financial statements of banks,
has ropres:ntation on the Board. On the whole, in India, all
the major user segments of bank financ%gl statements have thus
access to the information relating to secret reserves. Only
the gencral public do not hate such information and their
interests in 2any casc are protected. The disclosure of secret
reserves ie thue not necessary in Indian conditions.
3.22.2 According to banks, not only is disclosure not
nccessary in Indian conditions but disclosure might be
counter-ppoductive. The role of a bank and the objectives set

bufore it in the context of social banking are not necescarily
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determined by profit motives or 'opcrational' efficiency
considcrations, but by the nesd to subserve the social goals.
Extonéidébof credit facilities to the weaker sections is one
of thc most important of such social objesctives. Normally, as
such credits are 'high risk, low yield' arcas, if left to
themselves, banks would be guided by profit motives and
‘consideraticns of op- rational efficiency and in consequence thsa
relative proposals would rcceive very low priority in their
hands. In order vo goad them into undertaking such activity,
the éystem provides banks with risk insurance and refinance
facilities. Nothing should be done which may turn out to be a
disincentive to banks in undertaking such tasks. Full
disclosure may prove such a disincentives. For, under full
disclosure, banks may have to reveal the aggregate provisions
made, the charge to the profit and loss account for creating
provisions and the advances written off. This could lead to
uninformed criticism and bank managements in order to forestall
such criticism may try to 5o slow and play safe on such
sponsored policies, The field staff who are likely to be
faulted for ths bad debts incurred while implementing the
policies may also lose hcart. This tendency can really become
a disincentive and can impede the implementatioﬂ of the
government sponsored socially oriented policies. The above

line cof argument may look somecwhat tenuous and can be
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counvered by saying that the defaulting personnel can be
chanzed., The Committee, however, feels that the apprehensions
expresscd, though based on psychological considerations to a
large exteat, cannot be bruéhed aside on }hat count. These
fears and apprchensions have been brought to the notice of
the Committesz in all sincerity by people who are in the knqw
of things and who are vi%ally concerned with such matters and
should be given duc weightage.
362243 The accounting and management professionals have,
however, certain rescrvations on the system of secret reserves
and concealment of bad debts and provisions. Their arguments
were more or less on the lines indicatéd in para 3.14. In
particular, the accounting profession has argued that
maintecnance of secret reserves and non;disclosure of bad and
doubtful debts provisions go counter to the basic tenet of
'truth and fairness' of general purposes reporting. They,
however, agrce that professionally they cannot have any
objection to banks maintaining_secrgt reserves, if the
lcgislation enables banks to do so and the financial statements
make the position clear, Another argunent advanced by
accountants as well as by representatives of Chambers of
Commerce and Mgnagement Institutes is that non-disclosure
discourages accountability. It is not only Government and thc
Reserve Bank but also the general public (who, under public
cwnership, are the real owners of these institutions) ané

market analysts acting on their behalf who should have the
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information regerding secret reserves. Unless the management
arre cxposed to public scrutiny and allowed to be evgluated
publicly by their performance as reflected in the financial
statenecnts thége cannot be any true inter se éomparison of the
performance of banks and their managements. For such
comparison and evaluation, actual figures without any sort

of adjustments are necessary. Any management that does not
have to be so accountable to the public énd which conceals

its ineptitude through the mechanism of secret rcserves cannot
be effective_or purposeful. In the interests of healthy
competition - & principle which is recoghised by the fact thgt
the various public sector banks operate as separaté entities -
it is only Jjust and proper that banks reveal their true position.
Such disclosure will also creatc a psychological atmosphere of
alertncss in the management and will be good for the overall
efficiency of the banking system. Another valid argument which
emerged during the discussions is that social banking is not
without_g'cost. By not disclosing the true state of affairs,
the public wrongly gain an impression that everything is fine
with the system, while in reality social banking may have

croded the profitability of banks. Unless the true state of
affairs is brought home, thc clamour for banks doing more and
more 'high risk, low income! social banking will only tend to
increase and may ultimately lead to an intolerable situation.

They, however, agree that proper monitoring of secret rescrves

by Government and Reserve Bank of India can go a long way in
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improving the system, cven if it may not be as effecitve and
purposaful as an cxposure to informed public evaluation. They
also concede that an sxposure to general public scrutiny of
loan logs data can lead to uninformed criticism which can be

a disincentive to certain arcas of innovative social baanking.
5e2204 By and large the trend of opinion is that full
disclosure is a healthy objective and should be the ideal to be
¢imed at. In Indian conditions, however, in the context of
zocizl banking, there is a strong case for continuing the
system of sccret reserves for some more time. The position
should, however, be reviewed periodicelly. In the meantimec
there should be a systematic, cortinuous monitoring of secret
reserves by the Reserve Bank which has access to the
information, with a view to preventing any misusc of the system
by bank managcments for concealing losses or erosion in profits
caused by theilr ineptitude and lack of operational efficiency
in the unit. |

3e25 The Committze agrees with the above views that in
Indian conditions the time is not yet opporﬁuné.for practising
Commitboo's |

conclusions on
secret roscrves

L m—— e ek e b

full disclosure in respect of secret

a3=raren =

ragserves., The need for such full disclosure
is also neot as strong as in countries where the banking
system is under private ownership. The iscue, however,

requires: to be revicwed in due course.
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302467 As full disclosure in respect of secret reserves is

not considered by the Committee to be in the best interests of

Payrtial ! the banking system at the present juncture, the
Disclosure | '
————-——-a guestion whether any partial disclosure

%11l be degirable may now be cxamined. One main drawback in
not having full disclosure is that the true trend of the income
is not reflected in the accounts. As substantial deductions
are made from gross 'interest income!, the interest income
often doce not indicate the tread of the interest earned.
Thus,dgspite the substantial hiking of intersst rates and ricse
in thé volume of advances, the intecrest income does not show a
pfoportionate rise, This stylc of prcscntation could lead to
wrong inferenccs that interest income is not rising

proportionately because bad debts provisions are large or the
non-porforming loans are on the incredse; while in reality the
gituation could be the rcsult of syphoning of larger funds to
undisclosad regerves. In extreme cases, this manner of
pregscantation of accounts could aléo lecad to an anomalous
situation where the interest carned is less than the interest

paid. Obviously, comz modifications in the style of

Mo

nresencation of accounts are neceszsary to take care of such
anomelicg, Onc suggostion that has been made in this
connection is that the correct income should be reported in
the profit and loss account and the amount transferred

to contingencics be shown along with various other items
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such as provisions for depreciation in investments, income
tax, specific provision for bad debts, etc as a 'conglomerate’
item on the expenditure side. These provisions will also hot
be discloszd in the balance sheet separately but will be
shown as at present or in some other modified form without,
howéver, disclosing in any manner the nature of the various
provisions held or the balances in such provisions. Under
tiis system the income will thus be reported correctly and
it will then reveal the true trend of income and at the
same time thc procedure will not reveal the amount of
secret reserves held by banks. Some foreign banks have
more or less a similar practice,

Ze2lte2 The above proposal was also discussed with banks

and represcntatives of other professional bodies. While the
latter have endorsed the proposal keeping in view its generél
aims, banks have cxpressed some reservations mainly on the
ground that presentation in the above manner might defeat the

purpose of maintaining secret reserves“ Their argument is
"that disclosurc of even consolidated figures of provisions
will enablc an intelligent analyst to make out a fairly
rezasonablc assessnent of the secret reserves and provisions
for loan lossce over a period of time. Moreover, the
consolidated figure will be so large that it could be the
third biggest item on the expenditure side., The item will

show, depending upon the actual profit level, substantial
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fluctuatiouns. By the very nature of secret reserves,
which implies large transfers during periods of prospefity
and lass or negative transfers during periods cf adversity,
it is tc sowme extent true that the consolidated figure will
show substantial fluctuations and that itself will kindle
the curiousgity of the users of the financial statements.
Bven ascuiilng that legal protection is given to banks for not
giving the break;up of such consolidated figure, the inferencecs
that would be drawn from the fluctuations in this omnibus item
may be more adverse than even a full disclosure.
Fel4e3 It has to be conceded that the consolidated item of
provisions will be large and will show substantial variations;
the apprehension that it will reveal the quantum of bad and
doubtful debts provisions or secret reserves cver a period of
time is, hdwever, unfounded. In this.connection a statement
has been prepared showing the disclosure of profit and loss
items under the cxisting and proposed methods in three cases
for two years, which is given in Annexure II, It will be
observed thercfrom that the amount of provisions whiéh is now
proposed Go bc shown separately will bezgignificantly large
item on the uxpenditure side. This item also shows significant
variation durinz the two years covered in the study which,
nhowever, is to be expccted in an item of this nature. The
variation is not however not out of tune with the variations

in the other items. It will be further seen from the
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statement that in the case of all the three banks the balance
of profit disclosed during the years 1982 and 1983 do not
differ materially whereas the gross income shows substantial
increases. The increase in the gross income 1s set off by
increasge ian expcenditure in two cases and in the third case
partly by such incrcased expenditure and partly by increased
provisions., The existing procedure docs not reflect correctly
the changes in the quantum of provisions made, while the
proposcd procedure will indicate such changes. Further, in two
casas the7profit before provisions has actually decrcased,
although the published profit has been disclosedat a marginally
higher level. The proposcd procedure will indicate the true
trend of growth in income and cxperiditures as also the amount
of provisions made. Considering all aspects, the Committce
feels that the principles underlying the proposed change are
sound and also necessary from the point of view of proper
accountinge. Accordingly the proposal 1s incorporated in the
suggecsted formats of profit and loss accOunt and balance sheet
discussed later. -

%4251 A sccond area whsére the truth and fairness concepts
are infringed is in the aggregation, netting and offsetting
practices adopted by banks. If, particulars of such

B (B

Grouping and nettings; aggregations and nettings and the
& :

amounts invelved are disclosed in the financial statements,
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therc cannot be any valid objection to the practice, as for the
sake of compactness in reporting, such aggregations and
nettings are necessary. But very often such particulars are
not furnished and the practice leads to concealment of wvital
information. According to IASC Discussion Paper, "significant
items should not be grouped with othoer items without separate
identification. Offsetﬁing of items would only be appropriate
if a legal right of set-off exists and offsetting represents
the expectation as to the realisation or settlement of the
asset or liability”. On the Income statement the Discussion
Paper of IASC states "offsetting of income and expenaiture
items would not be appropriate'". In order to give a better
understanding of the composition of and reasons for changes in
net interest income, interest income and interest expense
should be disclosed. separately.
5.2542 With the increasing trend towards greater disclosure
in published accounts, by and lérge, the use of groupings and
agoregations, nettingg and offsettings for concealing vital
information is on the decline. If at all such practices are
5111l in vogue 1% may mainly be due to the compulsions of the
formats proscribed for reporting and the defect can be
rectificd only by changiné the format.
342543 In India the more conspicuous pracfices of groupings

and nettings are resorted to mainly for the purpose of
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preserving the secret nature of hidden reserves.. Though the
accounting prectices are not necessarily uniform, there is a
fair degreec of similarity in the procedures adopted by banks.
Thus the item Mcurrcent accounts, contingency accounts" etc on
the licbility side includes secret reserves (often called
contingency funds), although obviously such secret reserves are
not in thz nature of deposits. Similarly the provisions for bad
debts to the cxtent required by auditors or considered
necessary in the opinion of the management as well as provisicn
for depreciation in investments are netted off against advances/
securitiss and excess provisions are again\shown along with
contingencies under the head 'Deposits & other accounts'. In
the Income and Expenditure statement, as already indicated
earlicr, thc amount of secret reserves created during the year
are deducted from the income heads like 'Interest & Discount'
or 'Commnission, Exchange and Brokerage', more CQmmonly the
former, and the amount transferred to contingency accounts.
These practices are by and large resorted %o for the purpose of
maintaining sccret reserves.

2.25.4  Other instances of nettings and groupings adopted by
banks are maiuly to comﬁly viith the requirements of reporting
indicated in tvhe specific formats. BEven though the formats

nre prescribed, there is still an element of diversity in the

practiges-adopted by banks in groupinhg of items under the
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various heads of the formats. Standardisation of such
practices is necessarily a function of the formats and the
notes/schedules attached to such formats. The Committee feels
that such rationalisaticn of the practices is desirable and has
also considered it necessary to éiﬁe suitable clarifications
when disparate items are grouped together or netted. These
aspects have been taken care of while recommending the revised
formats and schedules for pnreparing the balance sheet and
profit and loss account.

562647 window ﬁressing is the third area where the ‘truth
and fairness' concept is often flouted in corporate reporting.

- - ) |
Window Drassing | Window dressing involves inflating some

- s e e

Bf the E;y.items of assets and liabiiities; particularly
those items which are considered as growth indicators, with
a view to showing a better picture of the growth of the
institution than what is actually the case. It can also
involve manipulation of income by not adjusting for income
carned in advance or postponing expenditure incurred during
the ycar to the next accounting period. Published profits
can also be enhanced by not making .adequate conventional
provisions or transfers from out of the secret reserves.

So long as the system énd establishment permit 'secrat
resérves‘, a certain dégree of adjustments of profits is
unavoidable and may have the sanction of the concerned

authoritics.
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342642 Ot@er forms of 'window dressing' and ‘'cosmetic
accounting' to show a better picture of the growth and
stru;tural patitern of assets and resources do not have such
justificaticn. Still many banks in different countries

resort to such practices. The key areas where such window

(o7

ressing ;s very commonly resorted to are -

~ increasing resource base items like deposits to
indicate that the bank has attained substantial
grbwth in comparision with its competitors

- showing larger amounts of liquid assets like cash
and bank balanccs and securities and reducing the
volume of advances to show betier liquidity
position

- jacking up various items of asscts and liabilities
to show a better aggregate of balance sheet assets
and liabilities and hence working funds. Where the
baniks ar. graded on the basis Qf working funds,
this practice enables them to promote their
rankings in such lists

- meninulating the profit and loss accounts to show

03]

cetier picture than is actually the case by

(@]
O
3

nee

n

urs

(@)
in

not permitted by the requirements of
mailntaining secret reserves
- manoeuvring data to show compliance with legal

or prudcntial norms of supervisory authorities.
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2.26.% To = certain extent, because of balance sheet and
vear end adjustments, the financial statement figures are
bound to be more impressive than the intervening period data.
Like in other manufécturing and sorvice industries, in banks
also, there is a gencral tendency for the figurcs to pick up
towsrds thie end of the closing period. This is due to a
varicty of reasons. Traditionally, the achievement of targets
is assessed at the year end (intervening reviews ars provisiond
in nature) and the field staff put ih extra efforts to beat the
Gargets towards the year-end showing in the process genuine
better results. Some of the bank clients also have a feeling
that they should increase their deposits with their banks and
reduce their loan outstandings at the year end. Without any
conscious effort on the part of the bank management or field
staff, the yecar-end figures thus get distorted enabling banks
to project a picture they like to reveal." It may be difficult
to takc any strong objection to such ycar-end phenomena, though
they contribute to window dressing in baunks, to some extent.
32644 The more objectionable feature is, however, the
practicc . of bankes conscinusly resorting to unethical
mecasures in boosting up their deposit and/or the total asset
position. Instances of reciprocal funding between banks,
merely by resort to book entries, are common., It is also

not uncommon for banks to declay or prepone making entries
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which will otherwise adversely affect the final picture. For
instance, cheques and bills to be debited to deposit accounts
arc held over to the new year while similar instruments
received for credit to an account are booked before realisation
durinz the ycar by debit to a suspense account, Othar instances
are by way of postponcment of entries to inter-branch or
inter-bank <ccounts to the new year. Similar tactics are
adopted even in respect of contra items, to show these

Tigures av a higher level. Banks have even been found

to resort to creation of temporary advances and suspense

account cntries in the namos of certain constitutents to raise

deposits. ©Similarly large withdrawals towards year end are

n

uppressed from deposit accounts again by resorting to suspense
cntries. While these practices are considered by banks as
"innocuous! as they do not undeftakevany risk in the process,
the practices adopted are nevertheléss unethical; more so, is
the tendency of banks to show better profits by taking into
account incomc proverly attributable tovnext year or by
oostponiny ti:e accounting of expenses rightly to be accounted
for during tho year or by not making adequate provisions on a
prudent basis Tor items like loan losses, depreciation in
investments, etc.

542645  VWindow dressing in any form does not help individual
banks or the banking system. The disadvantages are obvious.

f all the banks follow the same practice, there is no
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comparative advantage to any one bank. The only way one can
get some lecverage is to resort to a greater degree of window
dressing. The system thus begets greater cosmetic manipulétim31
If once such prsctices are resorted to, a bank is willy-nilly
compelled to resort to themsagdim and again, lest the subsequent
figures show a decline in growthe. Very often the officer

who has resorted to window dressing in one ycar is probably
transferred before the next year-end and his successor finds
it difficult to sustain the previous year's growth without
resorting to cosmetic manipulations. In a situation where

the next incumbent has to give explanations for the fall

in deposits, the morale of the staff is also likely to be
affected. Where the supervisory authorities monitor mid-term
data on weekly or monthly basis, banks often find themselves
in an unenviable position'gﬁ having to explain the sudden
decline in deposits, liquid assets, etc after the year end.

On all counts, therefore, window dressing serves no purpose
and the argument that it helps the public to have confidence in
in the institution looks specious.

342646 Tae issue wag discussed with banks and the
vrofiossionals connected with bank management and there is
almost a consensus that in Indian conditions there is no

cose for window dressing at all. It has been pointed out
duriagz the discussions that even the dubious argument that

cvecutives of banks get a better chance of promotion or
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extension of service by resorting to window dressing, is
not valid in Indian conditions, as continuous performance
monitoring including inspections by the superviso;y
auinoritics precludes the hopes of the derelictory management
of concealing the truz state of affairs from the authorities
concerned. lMoreover, whenever such instances come to the
notice of the supervisory authorities, invariably explanations
arc gallecd for and displcasure conveyed to bank managements
by the authorities. As a result of such salutary measurecs,
the extent of window dressing in banks has considerably
declined lately, .although the practice has not been
completely rooted out.
3926.7 Some of the suggestions made during the discussions
for doing away with even the remnants of such practices are -
- The Reserva Bank should do away with rankings of
banks on the basis of deposits. Ranking, if
necessary, .should be on the basis of various
parameters like growth in avarage deposits and
advances, compliance with the social objective
guidelines regarding extension of credit to weaker
sections and preferred sectors, expansion of
banking to the lesser déveloped centres,
profitability, innovative banking measures

introducad, etc.
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— The auditors should be advised either to qualify
the report where banks have conseciously resorted to
window dressing or even to adjust the figures to
the extent of such window dressing. Failure to do
so by the auditors should be considered as
professional misconduct. ,
Banks should be asked to disclose average figures
also in the financial statements and give
explanations if the average figures are not in
alignment with year-end figures.
2.26.8 The Committee, however, fecels that in the present
circumstances where bank managements themselves are fully
seized of the pitfalls of window dressing, thére is no case
Tor any drastic mecasures., In exceptional cases, where bank
managenents resort to such practices, the Reserve Bank should
continue to pull up the concerned management. It could also
in extreme cases of indiscretidn_take punitive action against
the delinqucent cfficers. Besides, the Committee has recommended
elscwhere, in thc context of the overall requirements of
disclosure, thzt banks should indicate in the annual reports
their averazje deposits and advances and the growth in such
averaze figures.
342649 A more disturbing feature of cosmetic accounting,
howsver, is the propensity of bank mahagement to suppress

losses so that the working results show some reasonable
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profit. Unfortunately, bankss.both in thc public and private
sector in India are very reluctant to show any operational
loss in their income and expenditure statement, even though
circumstances may warrant such a course, Though rare, there
have bcen instances where the banks have concealed their true
state of cperational results by suppressing certain items of
los:es which have already bzen incurred or by not providing
for debts which have already crystallised into bad debtse. To
the extent such losscs are extraordinary and are taken care
of by secret reserves, the practicc may have some
justification. But if such is not the case, the Committee is
of the opinion that the financial statements as well as the
auditors!' report should indicate the truc state of affairs in
unambiguous terms. In the case of public sector banks, this
is not likely to affect the confidence of the public in the
institution, while in the case of private sector banks, if
the overall position is that bad, it should be made known to
the public. Y,

5426410 An apprchension has been expressed that in the case
of private sector banks, disclosure of the actual state of
affairs may lead to a run and the eventual closure of some
banks. The supervisory authorities, who in any cace would

be aware of the situation through their monitoring and
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insbection system, should take necessary steps to see that
the banks concerned are not allowed to continue in an
insolvent state. The‘Banking Regulation Act provides fOr
Qgrious remcdial measures in such situations and the

Reserve Bank should take recourse to such powers in the

iéhg term interests of the banking system without hesitation.
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CHAPTHR IV

ANALYTICAL, DATA

4,1 As indicated in paragraph 2.1, one of the major areas

of disclosure in financial statements relates to disclosure of

Introductoryé particulars of significant items of assets
;&EIEEZE;E;igieS and incorme and expenditure by way of
supplemental data. The balance sheet according to a simplistic
view is a catalogue of the items of assets and liabilities on a
particular date and the income and expenditure account, a flow
statement indicating the aggregates of incomes and expenditures
for a specified period classified under certain broad heads

and hencs it is possible to prepare balance sheets and profit
and loss accounts in diffcecrent forms and on different bases.
The utility of these financial statements will however depcnd
on the extent and ouality of information that is revealed in
these statements. As a rule the more compact the size of a
balance sheet, the lesser the informatiow it is likely to
contain., This is also true for the profit and loss account.

In actual practice it is, therefore, customary to strike a
balance between exhreme compactness and extreme
comprehensiveness. The balance gheet and profit and loss
account usually classify all like items together and all such
significant and material groups are shown in the financial
Statements separately. Where necessary sunplementary data are

furnished by way of notes on the significant item-groups.
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Details are furnished on significant items by giving break-up

of such itzms on the basis of accounting groups, type of
business, source of funds or imcome, geographical and sectoral
distribution, etc. The mair objective of giving such analyticl
data is to enable the users to appreciate the position of the
reporting unis intelligently and meaningfully. ©Such data give
an insight to a limited extent jnto the quality and character

of the asscts and liabilities and income and expenditure which
the conséiidatod quantitavive data alone may not reveal.
Comparison of pcer groups is facilitated by such supplementary
data and an evaluation of the performance and future prospccts
also becomes possible again to a limited extent.

4e241 Coming to bank accounts, an analycsis of the types of
business undertaken by banks will indicate that they raise funds

. P ————. . & S ——

Bank Data from various sourccs like owners! funds, deposits

ln =g o

and borrowings and deploy them in liquid assets, investwments,

advances and infrastructural assets. In addition, banks also

have wvaricus contingenﬁ“accounts, especially where they act as
agents and trusteecgs and data regarding such business are also

to be incorporzted in the financial statements to some cxtent.
Ideally the sunplementary data furnished by banks, therefore,

should show:

- ligquidity of funds, their maturity and ownership.

- break-un of investments to show concentration,
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liquidity and possibilities of depreciation.

— particulars of advances to indicate liquidity,
type of borrowcrs, country-wise exposure,
concentration of risk, securities available.

~ particulars of other assets.

- particglars of deposits indicating maturity,
ownership and country-wisc brcak-up.

- particulars of other liabilities.

- break-up of income and expeunditure on the basis
of activity and source and also on geographical
basis.

—~ particulars of commitmznts and contingencies.

He2e2 The particulars required by way of supplemcntal data
arc in some cascs presented by the reporting formate themsclves
or arc disclosed by suitable notes. It is also very rarc vhat
all the supplemcental data are furnished by all banks; very
often, depending on their own perceptions, traditions and
statutecs, only a2 few itvems which arce considerced important

by then are furnished by banks in their accounts. 1In thé
following parssraphs, the general practices prevailing

amongst internsticnal banks in respect of disclosure of

she above broad itcms are discussed. Certain additional
particulers disclosed by banks are also indicated. The extent

o which such sunplementary data should be furnished by Indian
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banks will depend on the format, the Committee proposes to
prescribe for financial accounts and has been examined in a
later Chapter. The objcecctive of this Chapter is therefore
nainly to indicate the general requircments mentioned in IASC
Discuseion Paper (Annexure I) and the practices adopted by
Torcign banks.

4e? Onc of the primary functions of the financial statcments

of a bank is to display its liquidity and solvency, the

IASC guidelincs ﬁ rclative degrece of risk that may attech
(A

to different asscts and liabilitics and the concentration of
assets and liabilitics. While it may be difficult to furnish
all information that is relevant for an assossment of liquidity
and solvency within the confines of the financial statements,
the IASC Discussion Paper has indicated certain guidelinecs in
this regard, These includé grouping of like items in the
bnlance shect and listing of asscts and liabilitics in the
anproximate order of liquidity/maturity. Investments are to be
classified into 'dealing'! and 'invcstment'! sccurities. In
rcgoard to profit and lose account the Discussion Paper states
that incomc should be classified by ite type rather than by its
sourcc. Analysis by sourcc would be a useful additional
¢igclosurc., Although thus thore are no internationally accepted
norms indicating what are the items to be necessarily shown in

the financial statcments and the manner of their prescntation,
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IASC Discussion Paper has indicated certain items to be
gpecifically discloscd in the final accounts.

4, Almost all the rccogniscd banks in the world awv

present give information relating Yo the significant groups

- -

) [
Practiceg in othoer i of asscts and liabilities and income
countrics !
- -+ and cxpenditurce in financial accounts,

but the quality and cxtent of supplemsantal data furnished
differ materially. The practices obtaining in regard to somc
of the major itcms are discussed in the following paragraphs.
4.5 The mannir in which cash and bank balancces arc shown
by sone of the forecign banks is indicated in Section A of

— _
Liquid asscets | Anncxure III. The scopc and range of the
i

items includcd under this hcad vary from country to country
and there is also no uniformity in vhe supplcementary daté |

furnishcd in rospect thercof. The prodominent practice is to

include under this hcad cash, balances with Central Bank and:

othcr banks in current account and term‘doposits, moncy at
call an¢ short notice, ctc.
446 Tho nethod of prescntation of this item followed by

banlzs in somc of the foreign countrics is illustrated in

Investncnve! Section B of Annexure III. By and largs, the

classification by sourcc of issucymarkcet valuation and in

sone casces maturity classification as well, Classification
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of investncnts on the basis of 'dealing' and ‘invcstment'
sccuritics although recommcndced by IASC Discussion Paper is
not a uniform practicc. Obviously in many countrics, banks do
not make such a distvinction and thce quostion of such
classificaticn mry not thsrefore arise. The systom of
valuaticn of cccuritics elso diffirs from country to country and
market valuce crc not uniformly disclosed. However, the mode
of valuation is gencrally indicatced in the rclative accounting
policics or otherwisc. Investments in subsidiaries are not
included in investments but shown scparately by some banks.
4e7e Although the leaning practices and the terminology

uscd in the balancc shect vary from bank to bank and it is not

e
1
Loans and advances | uncommon to scc somc¢ banks including odd

items of debit balances also in advances, there is gcnerally
no difficulty in identifying what items constitutc loans in
the balance sheet. The loans portfolio is the single largest
item in the balancce sheet on the assets side in all the
balancc shects studicd. According to the IASC Discussion
Papcr banks arc cxpected o disclosc naturity analysis,
gecographical analysis and ssctoral analysis in respect of loans.
The national Panking legislation and customg in different
countrics howcver diffcr and tho roporting systeus also,
thercforce, do not show any uniformity in proscntation of this
item in the balancc sheet. Sonce instancces of prcsontétion of
this item in the balancc shiot arc given in Scction C of

Annexure IIT.
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4,742 Most of the banks providc some sort of analysis of
loans by maturity. Howdver thore is no consistency in this
regard. In some countrics banks classify them on tho basis

of original maturity whercas in other couatrics banks classify
maturity according to thc pcriod of loan that romains outstanding
at thc balance sheet daves There is also no clecar-cut
difinition of 'short' 'mcdium' and 'long term' loans.

Different banks have different local meanings assigned to

such terms., A fow banks do not provide any sort of maturity
analysis at all. Information regarding loans by way of type of
borrowcrs is also not provided by many banks. Even whore it
ig provided in the accounts there is littlc uniformity in the
prcschtation:  however amounts duc from banks and non-bank
customecrs arc scparately given'in a numbor of cascs. A few
banks also give a classification basod on the type of advancces
like loans given for agriculturc, commercial and industrial
activitics, loans given to othor banks, ‘cte.

4e7e3 Disclosurc of sccurity-wisc and gcographical brecak-up
of advaonces is by and large poor. 4An analysis of the.loans
given by banks bascd on the degree of cconomic devdiopmont of
the borrowers' basc country, it is stated, cantbe very uséful
as it will indicatc to what oxtent the oxposurc is on
undordevolopod}less dcveloped and developed countrics. Vory

rarcly, howcver banks attempt such an analysise The degrec
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of disclosurc in respeet of loan loss provisioning,
non-performing advanccs, otc varies from country to éountry.
4,8 Most of the banks do not give much information
- - .

Other ssscots

under 'other asscts! cxcepting -

> > =

a) Catagorisation of the major items included
uhder this hecad
b) Information rclating to prcmiscs and cquipments
depruciation charged on such fixed asscts, ctc.
4 fow instances of proescntation are furnished in Section D
of Anncxur: IIT,
4.8.2 By and large thce other asscts form a very insignificant
pronortion of thc total asscts, constituting lcss than 5% of
the asscts and it may not be, thercfore, csscntial to give
detziled information rogarding thesc items in the balance shdct.
Promisce and cquipnments in any case constitute a large
proportion of other asscts and the particulars regarding modc
of valuation decpreciation charged, etc of such assets are
usually furnishcd by banks.

®
4,91 The mode of prescntation of deposits also varics
i .
1

Deposits ! from bank to bank.and cortain illustrations arc

..

furnished in Scetion E of Anncexurc IIT,
4.9.2 As loans arc a bank's principal assct, so arc

deposits its principal liability. Bcecausc of difforing
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n=tional and regional banking practicos and traditioans, banks
usually reisc diffuercent types of deposits and quasi-deposits.

By and large, howcver, banks do not facc any problcms in
claceifying diffcorent forms of deposits recceived by thom under
the geonoral hcead 'deposits!. Somc banks also includc in currcnt
doposits inncr rescrves and a fow of them further indicate by
way of notog that inner rescrves and provigions arc included
undcr this hcad. Therc arc no specific international standards
Tor rcporting of doposits. A fow banks give maturity-wisc
analysis of deposits as well as classification of deposits

by typc of busincss. The maturity classification is not,
howsver, indicated by specific time pecriods and very oftcen the
naturity is indicated in gencral toerms by classifying deposits
as tim¢ deposits, demand deposits, instalment deposits,
negotiable cortificates of dcposits, savings deposits, othor
timc deposits, cte. The practice of classifying deposits by
type of business is also prcvalent onlf‘in somc countrics
althcush a broad classification of dcposits from banks and
othcrs is not uacommdbn. In a fow countrics like Francc, the
standard format gives analytical data of sourcc of deposits like
privatc individuals, banks and financial institutions, ctc.

4.10.1 Aport from doposits and stock holders funds there is

" .
Othor liebilitics | no uniform practico among banks in the
———e

nanner of proscntaticn of othoer itoems on the liability side
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of tho balance shects Scetion F of Anncexurce III shows how
thesc itoms are prescntced by some banks.
4.10,2 The normal practicce is to show the material itcms
scparately. Such material itoems will vary according to thc'
type of busincss handled by the bankse Some of the more
common itums included undcr othor liabilitics and shown
«gparatsly arce borrowings, notes and debenturcs, bills,
acccptances, sundry croditors, intcrest ﬁayable, suspcnsae
account, sundrics, sccuritiss account, tax and dividend
payable,

4.11.1 Most of the banks give particulars rogarding

Income and

_ the items of income and cxpenditurc as indicatced
Expenditure :

fs w2 =3 < an

in the TASC Discussion Papcr. The major itoems
of incomc and cxpenditure that the Discussion Paper requirces
to bu discloscd in the income and cxpoenditure statement arc

~ int.rost income

- intercest cxpensce

~ foos for sorvices

= decalings results

- invcgtnents gnins and losscs

- not charge or credit to the provisions
(for loan losscs)

- cnployce costs

- taxcs con inconmc
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4.1142 The nanncr of disclosurce again varies from bank to
benk and country to country. In some countrics, therc is no

scparnve inceme and cxpenditurce account and only an

teppropriation® account is furanished. Particulars of thce major

5]

rten

¢

: of income and cxponditure arc,hcwever,}disclosod by way
of notce, Thc practices followud by some of the banks in
different countrics are oxplained in Scction G of Annexurc IIT.
It will be scon therefrom that banks generally give not only the
nininun informafion.requirod to-b%,given according ' to -the

TIASC Discussion Peper but alse particulars of 2ll the major
hcads of income and oxpenditurc. Many banks also show
gourcc=wise break-up of the principal heads of incomne end
cxponditure, particularly interest incomc and intcrost coxpensc.
Disclosurc of geographical distribution of income and
cxpenditurce is rathcr rarc.

4e12e1 In the ordinary coursc of busincss banks cnter into

- R L . . .
nany typcs of tronsactions that gencrate financial contingencies

Contingencics and
Conmituicnts

or connitnecnts. The coxistence and cxtent

of such contingcencics and commitments have
to bc reportud °s they have potential to geoncrafe significant
losses, Tho itens usually roported under these heads ares

- pending 1ogal nattors and actions

- guarantccs

~ stand-by facilities
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— letters of credit and acceptances

forward forvigh cxchange business

other forword busincss

- undrawn loan facilitics

futurc mérkct positicns

4.12.2 According to thoe IASC Discussion Paper, a bank should
nornally disclosc the uxistence of uncovercd contract positions
and the cexistence and the amount of guarcntics, letters of
crcdit and stand—by letters of credit issucd and irrevocable
connitments to extend credit that cannot be withdrawn atJEhe
discrotion of the bank without incurring cxpensc or Ioss. Sonc
instances of reporting are given in Scetion H of Anncxure IIT.
441243 By and largc, banks show the noturc and the cextont of
such commitments in thelr balance shectse - The quality of the
disclosurc is, however, not uniform. In somc countrics, banks
arc either permitted or requircd to disclosc certain catcgorics
of contingent liability on thce face of the balance sheet as’
contra iteme. In cthor countrics the practice is to show thosc
items at tho bottou of the balance shect without including them
in the totals.

413 In the preceding paregraphs, the Committece has analysed

the zonoeral manncr of proscntation of the main items of balance

Concluding
obscrvations

shoot and profit and loss account of banks in

a0 = =2 =) = o)

sonc of the doveloped countrics end the

additionnl particulars furnished in rospect of such items.
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Except in somt corc arcas, there is hardly any uniformity
cnong banks in the prescentation of their accountse Still
the broad acgpccts discussced above have becn kopt in mind
while. considcring the formats of the balancce shect and profit
and loss account for thc Indian banking system, which are

discusscd in Chapter VI,
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CHAPTER V
ACCOUNTING POLICIES

5¢141 Another mejor arca of disclosurc relates to

-
Introductory ;'accounting policies'. Financial statoments

arc preparad on diffcrent basts to comply with local
conventions nnd statutes. Banks, thercfore, foecl that thore
iz ne nscd to c¢xplain their accounting policics in the
financial statemcntse Howsver, to the uscrs of the financial
statenente, who arc not well acquainted with local customs
and statutes, want of such information will causc difficultics
in understanding the published data and appreciating thonm

in a corrcct porspcctive.

5162 According to thce TASC standards, three basio
assumptions that underlie the preparation of financial
statements nced not be mentioned as ﬁpart of the accounting
policy, unless they are not followed. These are the

concepts of ;

a) going conccern (tchat the enterprise will
continuc in opcration in future)

b) consistency (the accounting policies
adopted are in agrcement with the
policics adopted earlier)
¢) accrual basis and not cash basis (revenue
and cxpenses arc recognised as they are
incurrcd and not dcalt with on a cash basis).
The IASC standards also require that financial statements

should. provide clcar and concise disclosure of all significant
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accounting policics preferably at one place. Changes in
accounting policies should be clearly indicatad. Comparative
figures for the preceding periods should also be discloscd.
5163 An oxamination of the financial statemcnts of some
of the intcrnational banks indicates that the accounting
policies outlined in their reports refer mainly to the
following itcms ¢-
- Basis of accounts, consolidation of accounts
of subgidiarics and treotment of investments
in assoclate companics.
- Investments - amortisation and valuation.

- Fixed and other misccllancous assets — mode
of valuation and basis of depreciation.

- Provisions - basis of provisioning for loan
losscs, unforescsn risks, convingencies, ctc.

- Translation of forcign assets and liabilitics
and revenuZ and c¢xpenditure, '

~ Taxation — bagis of taxation and defcrred
taxation.

Selelt The Committec discussed the question of disclosure
of accounting policies with the membors of the auditing
profecssion and banks. By end large, the conschnsus has
been that disélosuro of accounting policics is desirable
and nccoesary and cven if the banks arc permitted to
waintain sccret rescrves, therc should be no objection

vo disclosing the accounting policics. Although most
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of tho forcign banks disclose their accounting policics under
the broad heads indicated in the preceding paragraph, the
pnanncr and degrec of disclosurc vary from bank to bank

and country to country. Comments on the accounting policies
discloscd by some of the forecigh banks on a represcentative
basis arc given in subscquent paragraphs. The Committoee

has also recommcnded undcer cach hcad the manner in which
accounting nolicics may be disclosced by Indian banks. It

may bc clarificd in this context that banks usually show
their accounting policics at one place and the Indian banks
also may disclosc¢ such policics at onc placc along with

notcs on thoe accountse.

54241 In certain countrics like U.K., U.S.A., Australia,

Japan, ¢tc somce form of consolidation of group accounts is

—
Basis of accounts, consolidation
of =zccounts of subsidiarics and

i mandatory, whilc in somc

?

§
trcatmcat of investiments in ; othors like Boelgium,

?

f

associatc companics »
— e - - -4 Franccy Italy, ctc there

arc no such statutory provisions. The mcethods of intcgration
adopted in the casceof subsidiarics arc total integration and
proportional iatcgration. In the first method, the

corrusponding asscts, liabilitiecs and profit and loss itoems of

the subsidiarics arc added to thosc of the parcnt company
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aftor eliminating material intra group transactions.

Tho outside interests arc shown scparatcly. In the
sccond method, the proportionate valuc of the assets,
liabilitice and profit and loss itoms of the subsidiary
represcnted by the valuc of tho intorest in the equity

of the subsidiary by the parcnt company is addcd to the
rcencctive items in the final accounts of the parent
company. o minority intercst nced therefore be shown
scparateiye In the casc of associate companics, thoere
will be no consolidation cither on total or proportionate
basis in thc accounts of the principal company. The
cquity mothod of proscntation is usually adopted in such’
cascse. The equity ownced by the principal company in the
assoclate company is thus shown as investment at the

book valuc, adjusted for changus in the aggregatc profit/
loss oi the associatc companics, subseaguint to the date
of th¢ acquisition of shares.

5e242 Exccorpts from a fow typical cascs showing how
banks have indicated their accountink policics in this
regard arc given in Scction A of Anncexurce IV, Banks goncrally
indiéato undcr this head the basis of proescntation,

consclidation of the accounts of subsidiary companics
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and manncr of prcscntation of the investments in associates.
The basis adopted by most of the banks in prescenting their
accounts 1s the historical method. A fuw banks, however,
indicate some data relating to inflation accounting.

Scveral methods liko cu:rcnt/constant purchasing powcr

method and currcnt cost accounting method have bocn adopted

by banks for mcasuring the e¢ffcct of inflation on the
financial vosition and the working rcsults. Some of the
countrics have pruscribed cither by statute or through their
accountancy institutions ccrtain norms for inflation
accounting. Most of the banks do not, however, give any
realiable information regarding inflation accounting in

their financial statements.

5263 In the Indian conditions, banks follow the historical
cost accounting. Indian banks have aléo'very few subgidiary
companies or associate companies in which they have substantial
interest. The question of prescribing‘consolidated or

group accounts may not be of much relevance to Indian banks.
For our puposes, it will be, therefore, sufficient if banks
follow the historical cost method of presentation of
investments in associates and subsidiarics. This can be

so indicated in the accounting policy statement on investments.
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In addition, the banks may give in their financial statements
by way of a note a list of their subsidiaries and/or
associates in which they hold substantial financial and
manageient interest and indicatc the extent of their
holdings in such units.

5541 Investments constitute the bulk of the liquid

agscts of a bank and it is customary for banks to give

-7
Invaestments | the accounting policics adopted by them in
eSS PO SG § ’

reporting this item in the balance sheet., Here again, the

practices é;e dictated by local statutes and/or conventions.
Excerpts of accounting policies furnished by some banks in
their annual reports are given in Section B of Annexurec IV,
545620 It will be seen from the annexurc that essentially
the accounting policy should indicate the basis of valuation
of différent securitics and the manner of trecatment of
discount and nrcmium. There should not be any difficultj
for Indian banks to abide by this requirement.

5l Here also the accounting policy disclosure by

banks mainly relates to mode of valuation, depreciation

e m— - N

Fixed and other miscellancous asscets | charged, etc as
- . g

will be scen from Section C of Annexure IV.
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Sele2 As the disclosure practice regarding aécounting
policy in respect of fixad and othor miscellaneous assets
is thus only to indicatc the mode of valuation and dcprociation
method adopted the Indian banks should not have any difficulty
in furnishing such iafcrmation.
5¢57 Banks which maintain scecret rescrves give very

little information regarding the accounting policics

’ ]
Provisions -~ basis of provisioning }
for loan losscs, unforcscen risks, |
contingencics, ete. H

followed by them in rcgard

to provisioning for loan

R

losses, unforesven risks, contingencies, ctecs The information
furnishced by such batks is largely of a general and innocuous
naturce. The banks which do not maintain secrct rescrves,
however, furnish detailed information in this respect. The
excerpts given in Scction D of Annexurc IV arc iliustrative
of both tlic mcthods.

5542 By and large, the accounting pelicies disclosed by
benlzs in respect of loan loss'provisioning only indicate on
what basis accounts arc trcated as bad and doubtful and
providcd for and how tho&vare trcated in the accounts. It
should not be difficult for Indian banks also to describe
generally the circumstances under which the debts are
Providcd for and how such proviéions arc deducted from the

advanccs amounts in thce balance shect. If provisions are
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madc on thc basgis of guidelines framed by the Reserve Bank
of India/Govornment that fact also may bc discloscd. The
nractic: of malking ad hoc provisions for rural advanccs
also ma7 be discloscd gonorélly.

5¢6.1 Here also the practicce is to indicatc mainly the

basis. on which currcney translations have been cffected

v
Translation of forcign asscts and ¢ for the purpose
liabilitics and revenuc and cxpenditurc |

-1 of the financial

statcemonts, Cortain cxcorpts .arc given in Scction E of
Anacxurce IV,

5642 The accounting policy discleéd'by Banks in regard
to currcncy translation is mainly a statement of the
practicu followcd by the banks in thc matter and the

Indian banks should not havc any difficulty in furnishing
this information in the financial statemcnts. By and large,
the Indian practicc is also in conformity wiﬁh intcornational
practicc in this regard.

56767 The disclosurc madc by some of the banks regarding

taxaticon arc illustratcd in Sceticn F of Anncxurce IV,

Taxation - basis of taxation
and defcrred taxaticn
—=-~—————%t proccdurc. adoptcd by them in

Many banks indicatc the

- =) =3 -

respeet of taxation in the accounts. As the taxation

provisions vary from country to country, an cnuncintion
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of taoxotion practicc adoptced by the bank will be helpful
to undorstand the financial statcments properly. The
Indian banke may also adopt this practicc.

5841 Bcfore woe conclude this discussion it may be

montioncd that apart from the items discussced in the

v
ther itocms § foregoing paragraphs, somc banks disclosec
- _]_ B

their accounting policics in ruspect of certain othoer
items also. The proctice 1s mainly to indicate the
nanner in which the relative itcms arc accounted for in
thc bcoks. Some of thesge, items arc @
- lcage financing
~ staff benefits .
As banks arc not undcrtaking lcasing business in India
dircetly, the question of disclosing the accounting
policy in this regard docs not arise at prescnt. Under
the hoad, 'staff benefits', Indian banks mq? indicate
whether the retirement benefits are accountéd for on
cash bacsis and whether the liability is funded.
5.8,2 On the basis of the discussions in this chapter,
the Coumittes has prepared a specimen form in which
accounting policies may be disclosed in the financial
statements (Annexure V). It is customary to include such

4

enunciation. of the accounting policies adopted in the
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preparation of acqounts in the "Notes on the accounts”
avtached %o the financial statements. The items to be
included in the "Notes on the accounts™ other than
taccounting policies' are discussed in Chapter VI.

The accouunting policy statement as proposed,
with necessary modifications to suit individual cases

will form part of the final accounts.
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CHAPTER VI

FORKaTS OF BaLaNCE SHEET/
FROFIT oND LOBS ACCOUNY

6.1.1 'The next two items in, the terms of reference

relate te formats of published accounts and standard

— e~ —

- A ' -
Introductory ! accounting concepts; The terms of

i

-

raference indicate that the changes/amendments in the

formats of the balance sheet and profit and loss
account of banks are to be examined, héving regard to
the need for greater or full disclosure, the expansion
of banking opcerations both areca-wise and sector-wise
over the period, the need for improving the presenta-
tion of accounts, the presentation of accounts of
other compenies, etc, The standardjsation of accoun-
ting concepts has been suggested in the context of the
need feor & uniform, comparable pregentation of the

.
items of assets and liabilities as well as income and
expendlture in the published accounts, <These two terms
of refer:nce are inceriinked and have been examined
jointly to thz extent possible, Certain other aspects
of standardisation of accounting concepts are cxamined
elsewhere in the report,
6.2.1 'the balance shuet from an accounting point of

view may be defined as a formal arrangement of facts
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and figures in an intelligible menner, showing the total

R -, - 7
Ubjoct of Belance Sheet 'values of assets owned and total

amount of iiabilities oﬁnﬂu by a business on a particular
date or at the ¢nd of a particular period, so that the net
worth of the business mey be ascertained. In some
countries, it is also known as 'Statement of Financial
rosition', <vhe function of a belance sheet is to show

the sharg capital, reserves (distinguishing those which

are availeble for distribution as dividends from thosc not
regarded as so évailable) and liabilities of the company

at the date at which it is prepared and the manner in which
the total .noneys representing them are distributed over the
sceveral types of assets., 4 balance sheet is thus a histo-
rical document and-docs not, as a gecneral rule, purport to
shcw the net worth of an undertaking at any particular
date or the present realisable value of such items as
goodwill, land, plept and machinery, nor except in cases
where the reaiisabig value 1s less than the cost, does

it nocrmelly show tﬁé realisable value of stock-in-trade.
rccording to the Combanics ~Act, every balance shect of a
~ow-any shall give a '‘true and fair' view of the state

cf affeirs of the company and every profit and loss
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account shall give a true and fair vicw of the profit

or loss of the company. &lthough thc above requirements
do not strictly apply to the benking companies, as they
are exemptcd from disclosure of certain matters by the
statute under which they opcerate, the auditors neverthe-
" less report in the case of bank accounts &also on the
'true and fair' aspect of the final accounts subject to
such limitations of disclosure,

6.2.2 Strictly speaking, it cannot be seid that the
balance sheet shows thc true financiol positicn, unless
the assets and stock are revelucd as on the date of the
bzalance sheet, As the Cohen Committee pointed out, if
the balance sheet were to attempt to show the net worth
of the undertaking, the fixcd assets would recuire to be
revalued at frequent intcrvels and ghe information thus
given would be deceptive since the value of such assets
whilc the company is a going concern, will in most cases
have no relation to their valuce if the undertaking fails.

6.3.1 Banks in I.dia arc sct up and governcqd by different

Statutory provisions relating

t ces., T e a
to balance sheot statutus Thus thce State

Bank of India is sct up under the State Barit of India Act,

1953, the associate banks under tho Stzte Bank cf India
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(Subsidiary Banks) hkct, 1959, the first group of 14
naticnaliscd banks under the Banking Companics (Acqui-
sition and sransfir of Undertakings) Act, 1970, the
sccond grcup of 6 nationalised banks undcr the Banking
Companics (Accuisition and T'ransfer of Undcrtakings)
Lct, 1980 and the private sector banks under the
Companiecs Act, Thesce statutes under which they arce sct
up, howcver, do not govern the formats of balancc sheet
and profit and loss account to be preparcd by theii.
Scparatc formats for such final accounts by banks have
been prescribed under the provisions of the Banking
Regulation Act. In termas of Scction 29(1). of Banking
Rugulation Act, "at the expiration of cach calender
year cvery banking company incorporated in India in
respect of all business transacted by it and cvery
banking co.apauny incorporatced outside India in respoct
of all busincss transacted through its branchcs in India
shall prcper. with reforonce to that year a balance
shect and profit and loss account as on the last
working day of the¢ ycar in the forms sct out in the
Third Schedule or as near thoerctc as the circumstances

admit", Sub-scction(3) of Scction 29 of the Banking
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Rogulation kct further provides: "notwithstanding that
the bealence shect of a banking company is undcr sub-
scction (1) required to be propared in a form othor than
th. form sct out in rart I of Schedule VI to the
Companics Act, 1956, the requircments of that Act rela-
ting to thce balance shect and profit and loss account

of & company shall, in sc far as thcy arc not inconsis-
tont with this Act, apply tc the balance shoect or profit
and'loss account, as the casc may bc, of a banking
company" .

6.4.1 The question of prescntation of final accounts

by banks wes ¢xamined by the Banking Commission

Earlilr cxamination - | (Chai Shri R.G )
Banking Commission l airman Shri R.G. Saraiya).

The Zanlking Commission opincd that the provisions rela-
ting to balainc.: shcet and profit and loss account of
banks might b. modificd to unsure full disclosurc by
banks of all thoir asscts and lisbilitics, In cffect
"the Commission r.ocoqs.ud.d doing away with the practice
of banks wmaintaining sccrct ros.rves, The Rescive Bank

how.v.r, did not acccpt this recomacndation.
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)
—

6.5.1 fthe P.u.2. Comdttee had also considorcd certain

aspects rorating to the cxisting format of balancce shect

P.BE.F, Connittee! and vnrofit and loss account of banks,

the proscntation of annual accounts,ctc. and proposcd

re.structuring of thce formats, their design and manncr of
Drescntation so as to bring them in tune with the role,
functions and responsibilitics of banks. In this con-
t.xx, it had suggested simplificd and rovisced formats of
balance sho .t and profit and loss accounts. The Committoc's
s2ggestions and the rationalc for the revision as also the
concepts were circulated by Rescrve Bank among tho iargcr
banks, including forcign banks and the Indian Banks' Asso-
ciaticn for th.ir vicws. As there werce divergent views on
certain concepts/itcems, such as, undiscloscd provisions
held, valuation of investments in sccuritics, as also
treatinent of certain itoems of incomz and e<xponditurc, the
matter wes not oursucd,

6.6.1 During th. last two dccades consid.orable changes
have taken place in the scope, perspective and objectives

need for changili of banks and banking. The ownership

———— - A———— A = e . —A

of major banks which w.re in the privatce scctor has boeun

taken over by Government upon nationalisation of 20 major
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comm.rcial banks in two stages. The banks arc now
call.d upoun to cater to the nceds of a vast multitude
of borrowcrs incluaing thosc of hitherto neglected
sectors. Banks heve, in recent yoars, cenlarged their
opnvrations both functicnally and tcrritorially which
have brought in their wake structural chenges in their
imanagcment and organisation, <Thoerce has becn thus a
sca-chang; in th. op-.rations, covcrage, management and
organisational structurc of banks. Thce balanct shocts
of othur companics hav. undcrgonce substantial changes
during this p.riod and th. precscntation and formats of
their final accounts have beun strecamlined and stan-
derdiscd to a large cxtent, The practices in other
countrics have also changed in accordancce with the
changiing nceds of tine., The formats and prescentation
of accounts of_banking conipanics in In@ia have., how-
over, rumained virtually unchanged since 1949, i,e.
aft.r th. cnactment of Banking Rogulation Act. The
Lxisting formats of profit and loss account and balancc
sn.et do give information rcelating to the significant
itums laid down in thce IASC Discussion pPapaer (vide

Anncxure I) and to that cxtent the coverage may be
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consider.d to be satisfactory. 4ll the same, tho
general opinicn in banking circles as well as the audik~
#ing profcssion is thet the formats arc lengthy, do not
present in a corregt and intcilligent manncr the status
position and op.rational results and do not rcflecct the
oxtent of sociel banking ectivitics undortaken by banks
nor the cecst of such activitics, cte. Somt of the morc
Specific

Llimitations of thc¢ present formats brought to the notice
of the Committoce relate to the following aspoects @ -

i) The profit and loss account docs not reflect
the true trend of profits, While this is partly duc to
‘the fact that banks arc xvimpted from disclosing cortain
items in their published accounts, cven within such
constraints, it should not bc difficult for banks to
show a truc trend of thuir profits.,

ii) 1tho main itoems of thc profit and loss statc-
ment - intercest incomc and interest oxpenditure - do not
give a coiprehensive view of the sceetoral break-up,
source analysis, c¢tc with the result that the real cost
of diffecrunt activitices undertaken by banks doces not get
rceflocted in their annual accounts.

iii) 'The present classification of advancces on the
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basis of sccurity and typcs of borrowcrs lik. dircctor/
officer connected categorics of borrow.rs, «tec  is less
swrelevant to modoern recuircmonts than classification on
the basis of typcs of borrow.rs bascd on activitics,
when banks arc undertaking conc.ssicnal lending to
priority and wcaker scctors,

iv) Banks do not follow a uniform proccdur. in
rcgard to accounting and trcatment of various itums of
‘asscts and liabiliti.s. Hcence standard accounting
practicc, not only in rogard to accounting and prescne
tation of various itums of asscts and liabiliti-s but
also the system of making provisions for diffcront
purposcs, ctc have to be cvolved $o that the final
accounts of difforont banks can b comparcd with some
degrece of cxactitude.

v) The publication of the prouscent formats in
full is unnccessary and costly and such publication of.
a summary v.rsion will yicld coparativcly better cost-
68ffcctive rosults, .

vi) The categorisation of data givin in the statu-
tory rcturns like returns under scction 42 of Resurve

Bank of India #ct, returns under scction 27 of Banking
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Regulation Act and that furnish.d in thc xisting
formats of balance shect and profit and loss account
arc not strictly identical in rospect of a numb.r of
items. It will be nccessary to have uniformity in the

,
matter of prescntation of various items in the returns
as wcll as in the balance sh.ct,

6.7.1 The Committee hes had dotailed discussions on

the subject with bank.rs, Chanbors of Comuicrce, auditors

Proposcd formats I and oth.rs who arc. associated with
1

bank accounts., Thcre was a conscnsus cn the nced for
changing the cxisting formats of balance shoect and
profit and loss account. 7The formats sugcested by the
P,E.P, Conmittce arce gonerally accepntable to thom,
subjuct to certain modifications. ‘Lhe Committcce has
accordingly consid..rcd the various asp.cts and it is of
the vicew that the formats suggested by the P.E.P.
Comnittee with coertain modifications can form the basis
for the revised formats of balance shewt and profit and
loss accounts for banks. In devising the formats and
schedules, the Committee hes taken into consideration
disclosurc requircments practiscd by intcrnational banks,

the recommendations in the LASC Discussion Paper,logal
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and customary rcquircments in India, the Committil's
vi.ws on disclosur. r.guircm.nts cxpoundcd in carli.r
cheptirs and othor rolevant factors, Thoe rovisced formats
. aropos2d by the Comaittoes are given in Annexurc VI, This
Ann.xure consists of threc parts ¢ summary version and
schodul .s of balancz shoct, sumnery version and .schedulces
of profit and loss account and notes and instructions for
compilation., Comucnts on the various itcems are furnished
in the following paragraphs under certain main hceads,
5.8.1 +ho balance shect and profit and loss account will
b prescnted in a vertical form instcad of 'i' fom as at
Generall prescnt.  The Companics Act also provides for a
vertical form of prescntation of accounts for othoer
companics. Whilc the format prescribed for companics
may not Do suictzble for pruscnting bank accounts, the
pett_orn cin b.. adepted for banks too. Thc formats sugges-—
ted by tiic Committoece contain broad heads giving a sumaa-
C jtems of
rised steatonment of significantLgsscts and liabilitics and
incomme 2nd expoenditure. For the sake of discussion
this.part is cell.d the summary version, Dectails will
be given by way of schodules. Comparative figurcs for

prcvious y-ar will also be given in the final accounts.
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The amountes in the balanc. shoect and profit and loss
account will be round.d off to the pearcst thousand
rup..s. Guonerally, it is the practice among the intoer-
national baznking community to present the verious itcms
cf asscts end liabilitips i the order of liquidity of
asscts end the period of maturity of liabilitices,. 1lhus
most liguid asscts like c;sh and bank balances arce shown
first on the asscts side followed by investments,
advances, fixed esscets,ctc, On the liability side, the
order O0f presentation in some cases is doeposits, borra-
wings, tcrm liabilitics and stock holders' funds. ‘the
Committce, howoever, foels that, as thoerce is no uniform
practicce among banks in this rcgerd, our c¢xisting
pattern mey continuc, Although the formats include all
usuazl itcems, it is not ncecessary that banks which do not
have any perticulzsr itom to report should includc such
item in thoe rllative statements and show 'nil' balances
against thua, If no amount is to be reportcd against

any itum, the concorned itoumn may be oxcluded.

6.9.1 In th. cxisting format of balancce shoect, capital
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of public sector banks is shown as under:

Capital

(Paid up capital wholly owned by Central Government),
In the privete sector banks, the following

particulars are given

Authorised

( shares of Bs. each)

Issued

( shares of Bs. each)

Subscribed

( shares of Rs. each)

Paid up

Py

shares of Rs. each)

©¢9.2 Only paid up capital will be shown in the summary
vergion of the proposed format. In the case of nationalised
banks the capital is wholly owned by Central Goverunment.
The echedule to this account will show the capital

owned by the Centrsl Goveranment as on the date of the
balance sheeb. addition to the capital during the year
by fresh contributions made by the Government as also by
capitalisation of Reserve Fund will be shown in the
notess In the cass of private sector banks authorised,
issued)subscribed and called;up capital may be given
geparately. Calls in arrears will be deducted from

the celled-up capital while the paid up value of
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forefeited shares will be added, thus arriving at the
paid up capital, Wwhere necessary, items which can be
combined may be shown under one head, for instance,
'issued and subscribed capital', The changes in the
above item, if any, during the year may be given in the
notes.

6.10.1 The particulars in regard to"Reserve Fund and

Reserves and Surplus | Other Reserves" are presently

given in the balance sheet as under :

KReserve Fund and Other keserves

iNo further details are prescribed in the format,
although some banks show 'Reserve Fund' and 'Other
Reserves' separately. |
6.10,2 In the proposed summary version of the balance
sheet format, all the published reserves including
balance in the Profit and Loss Account, will be shown
under the hezd 'Reserves and Surplus', In the relative

schedules details will be furnished under the following

heads
i) Statutory Reserves
ii) Capital Reserves
iii) Share Premium
iv) Revenue and Other Reserves

v)  Balance of Profit
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additions and deductions, if any, during the year should
be shown under the relevant heads as indicated in the
schedule, Statutory reservas will include all reserves
created in terms of section 17 or any other section of
the Banking Regulation Act, Capital Reserves which are
not free for distribution will be shown separately., All
other reserves created by fthe bank including surplus
provisions in excess of the provisions required for
various purposes and which are intended to be disclosed
are to be clubbed together and shown under "Revenue and
Other Reserves"., Reserves and surplus provisions which,
are not intended to be disclosed are, howzver, not to be
included under this head. Tte balapce of profit may be
shown separately. Loss balance, if any, will be shown
as a deduction item in this section.

6.11,1 The deposits are presently shown in the balance

Depositsl sheet more commonly as under

Deposits and other Accounts

Fixed Deposits
i) From banks
ii) From others

iii) Participation Certificate Deposits
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Savings Bank Deposits
Current Accounts, Contingency Accounts, etc,

i) From banks

ii) From others
6.11.2 In the proposed format, total of all deposits will
be included under the head 'Deposits' in the summary
version. In the relative schedule, deposits under three
broad heads viz. Demand, Savings and Term will be shown
separately. Deposits from other banks under De.nand and
Term Qoposits will also be shown separately. A separate
classification of deposits in India and Cutside India will
also be given. The deposits will include apart from current,
savings and fixed deposits, all other types of deposits
like cumulative and recurring deposits, cash certificates,
in-operative deposits, non-resident deposits, annuity
deposits, deposits mobilised under various schemes, ordi-
nary staff deposits, matured cash certificates, etc.
Interest payable on deposits may not be included under
this head but may be shown under the head 'Other
Liabilities', Deposits, repayment of which is subject
to restrictions, by their very nature, iike margin

deposits, security deposits from staff, etc may not also
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be included ﬁnder deposits, but may be shown under the
head 'Other liabilities and provisions'.

6.11.3 The classification of deposits under the above
broad heads with separate data for bank deposits should
be adequate to meet the internationally accepted redquire-
ments of disclosure. In India, the deposits under the
three mein broad heads heve definite repayment conno-
tations and a further classification on the basis of
maturity may not be necessary. The notes to the accounts
may further clarify the intérest payable on different
categories of deposits.

6.12.,1 At present 'borrowings' are being classified on the

]

Bcrrowingsl basis of location, i.e. 'In India' and 'Out-

side India' and as 'secured' and ‘unsecured' as under :

. Borrowings from other Banking Companies, Agents,etc,

a)  In India
b) Outside India
Particulars
i) Secured (steting the nature of security)
ii) Unsecured
6.12,2 In the proposed summary version of the fommat,

the total amount of bank's borrowings as indicated above
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will be shown under the head 'Borrowings', 'Borrowings'
will include all borrowings by a bank from Reserve Bank
of India, State Bank of India, subsidiaries of State Bank
of India, nationaliséd banks, other banks (including co-
operative banks) as also refinance obtained from various
financial institutions. Borrowings from outside India
will also be included under this head, - In the relative
schedule, borrowings will be broadly classificd under
two main heads - 'Borrowings in India' and 'Borrowings
outside India', The first category will agein be sub-
divided to show the sources and will thus indicate borrow-
wings from Reserve Bank of India, banking system, other
financial institutions like Industrial Development Bank
of India, Export-Import Bank of India and National Bank
for Agriculture and Rural Development and others,
Presently, the refinance obtained by banks from Reserve
Bank and various institutions is being deducted by most
of_the banks from advances and only net figure shown
under 'Advances' on the assets side of the balance sheet,
As refinance obtained is in the nature of borrowings and
is repayable according to terms irrespective of whether

the corresponding advance is repaid or not, it is being
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brought under the head 'Borrowings'. This will also
ensure that the advances will be shown at the gross
amount. The security aspect in regard to bank's borrow-
ings has little relevance at.present and in any case
the source of borrowings will largely indicate the
security, Information relating to the tota) secured

borrowings iss; however, to be given i1 the scheiule.

6.13.1 The note to the existing proforma of balance

Othcr liapilities]

C e sheet says, "Under this head may be
and provisions |

inc]uded such items as the following :

Pension or insurance funds, unclaimed dividends,
advance payments and unexpired discounts, liabilities to
subsidiary companies and any other 1iabili§ies“.

6.13.2 The existing proforma shows 'Bills Payable' as a
separate item cf lisbility in the Balance Sheet, As the
amount shown under ‘'Bills Payable' is not usuélly size-
éble, there is no particular need t& show tiiis ilem as

a 'significant' separate head in the balance sheet, It
may conveniently be included under the hcaa 'Other
Liabilities'.

6.13.,3 At present there is no uniformity anong banks in

classifying items under this head, Some of the items
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included under this head by some banks are included
under deposits by others, It is necessary to ensure
a degree of uniformity in the classification of this
item,

6.13.4 The main items under * Qther liabilities and

‘>

provisions"™ in the proposed proforme will consist of -

i) Bills payable

ii) Inter-Office ajjustments (net ) .
iii) Interest accrued
iv) Others.(including provisions)

'Bills Payable' will include drafts, telegraphic trans-
fers, mail transfers payable, pay slips, bankers cheques
and other miscellaneous items. A classification of the
item 'Bills Payable' into bills payable in India and
those payable outside India is not necessary. The
balance in inter-office adjustments, if in credit, may
be shown as a separate item under this .aein head. Only
the net position of inter-office accounts, inland as
well as foreign, will be shown here, It is not intended
that credit and debit outstandings are to be shown
separately on the liabilities and assets sides. For

arriving at the net balance all connected inter-office



accounts should be aggregated, For instance, some banks
have separate inter-office accounts for originating
debits, local branches adjustm.nts, etc. All such
accounts will be aggregated and the net balance only will
be shown in the balance sheet.representing mdstly items
in transit ard unadjusted items,

iii) At present banks have no uniform and consistent
accounting procedure in the matter of interest due and
payable and interest accrued but not payabie on deposits.
Some banks classify them as deposits, while others
include them in *Other liabilities'. For the sake of
uniformity, it will be desirakle to show this item
separately under the broad head 'Othcr liabilities'.,

The bulk of the interest payablz item will relate to
term deposits of different types and the practice
adopted by banks in accounting for such interest differs.
In some éasgs, the interest due is credited to the
relative deposit account at periodical interwals when
the interest is calculated, while in other cases the
interest due is kept in a separate intercst payable

account. Some banks calculate such intcerest for the
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purpose of balance sheet separately but the entries are
reversed after the closing of balance sheet, For the
sake of uniformity it is suggested that

a) In savings bank accounts, interest should be
,credited to the account at the stipulated intervals.

b) In the case of term deposits, interest on
running accounts like recurring deposits, daily deposits,
etc where credits are received in the account during
the life period of the account, periodical interest should
be credited to the account at stipulated intervals fixed
by the bank in accordance with the instructicns of the
Reserve Bank. A similar procedure can be adopted in all
such cases where under the terms of the contract the
interest is payable only with the principal amount or
on closure of the accouﬁt, for instance, cash certificates.
Where such deposits are paid prematurely adjustments may
be made at the time of such premature payment,

c) Interest on other term deposits, where there
will not be any subsequent credits to the account like
fixed period deposits, should not be credited to the
deposit account but kept in the Interest payable account

at the stipulated intervals. 1In cases wherec interest is
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payable separately and such payment is not necessarily
linked with the repayment of the principal amount also,
the same prcocedure can be adopted. As and when interest
is paid on such .accounts, thc debit will be made to
the interest payable account. The interest payable
account should be periodically balanced along with the
principal amounts and the amount outstanding will be
suown in all returns including balance sheet under the
nead 'interest payeble',

d) For the purpose of balance ghoet, it may become
necessary to calculate interest for brcken periods and
banks may not necessarily work out the interest payable
in individual accounts in such cases but may make ad-hoc
provision for such accrued interest on the basis of
balances cutstanding, past experience of average interest
paid, pericd to run till the balance sheet date, etc,
Such provisiciis for interest are usuallw reversed after
the closing <f bocke., For the sake of convenience banks
inay show sucii zu-hoc provis:.on for the broken period as
'interest accrucd' in all cases and reverse the entry
after the closing cf bocks. The amount of interest which

will becone due and payable at stipulated intervals will
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thereafter be credited on due dates tc the deposit

account or ‘interest payable' account as appropriate,

e) In effect, the interest accruing on all
deposits, whether the payuaent is due or not, should
appexr as & liability, in one form or the other,
nemely deposity interest payabl? or interest accrued, in
the balance sheet,

iv) "Others (including provisions)“ will be the

next main item under 'ther liabilities', So far banks

nave been including surplus provision for bad and doubt-

ful debts, contingency funds and secret reserves as part
of deposits., As we are proposing to show only pure
deposits under the head 'Deposits’, it becomes necessary
to shcw 2ll provisions, which are not netted off against
the relative asscts, under a common head 'Provisions',

These provisicns will include

a) Previsicn for interest tax and taxes on income.,

b) Surplus provision in baed debts provision account,
the 'noceessory' provision as required by auditors
will be netted off against the advances,

c) Surplus provisions for depreciation in securities.
The 'neccssary' provision to show the value of
securities at the adopted valuation will be set
off against securitics,

d) Contingency funds which are not disclosed as

reserves but are zctually in the nature of
secret reserves,
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e) Other liabilities which are not disclosed under
any of the other major heads., Such items will
include unclaimed dividend, provisions and funds
kept for specific purposes, unexpired discount,
outstanding charges like rent, conveyance, etc.,
certain types of deposits like staff security
deposits, margin deposits, etc where the repay-
iment is not free, This item will be, thus partly
in the nature of 'secret rescrves' and partly an
outside liability.

Assets Side

6.14,1 Presently in the balance sheet'Cash' is shown

Cash & balances guith | as the first item on the assets
Reserve Bank of India]
sidc as under:

Cash

In hand, with Reserve Bank of India and State Bank of
India (including foreign currency notes)

In thc proposed. summary version of the format,
'cash and balances with .the Reserve Bank of India will
include cash orr hand including foreigh currency notes
as well as balences maintained with the Reserve Bank of
Indie in Current Account, The relative schedule will
show separately -
i. Cash in hand (including foreign currency notes)
ii. In current account with Reserve Bank of India.

No further particulars are considered necessary.,
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6.15.1 the second item in the existing balance sheet

Bzlances with other banks
and money at call and short
notice

format is 'Balances with

- other banks' showing
whether cn deposit or current account, The other parti-
culars requlirad to be shown are

In India

Outside India
Funds placed in inter-bank market are shown as a
separate item on the assets side of the balance sheet
at present under the head 'wmoney at call and short
notice®., no further particulars are given under the
head,
6.15.2 In the proposed format, balances held with
various types of banks/financial institutions will be
clubbed tcgether and shown under the head 'Balances
with beanks and ioney at call and short notice'. How-
‘ever, in the reletive schedule the particulars will
be furnished as under
I. In India

i) Balances with Reserve Bank (other than
in current account)
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ii) Balagces with other banks in Indié
Current Accounts
Depcsit Accounts
iii) vigney at call and short notice
with banks
With other institutions
II. Outside India
Current accounts
Deposit accounts
oney at call and short notice
Balances held outside India will include
balances held by foreign branches and balances held
by Indian branches of the banks outside India.. The
moncy market funds will include funds kept with banks
and other institutions approved forydealing in the
inter-bank money market., Balances held with foreign
branches by Indian and other foreign branches will
not be shown under this head but will be included in
inter-branch accounts. 7The Juestion whether !short
notice' should be defined was considered by the
Committee, According tc the present practice, deposits

repayable within 15 days' or less than 15 days' notice
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arc treated s weney at call and short notice. The
depcsits for longer pericds of notice as well as term
deposits zre not to be included under this head but are
tc b: shown separately. Schedules to the proposed format
require funds pleéced in current accounts and deposit
accounts tc be shown sepsrately. The funds placed in
inter-bank méarkets in India will also be shown separately.
ks the terns are now more or less well defined and under-
stood, the Committee is of the view that the existing
practice cah continue., 1In foreign countries, however,
the 15 days' notice concept is not in vogue, Balances
with foreign banks may, therefore, be classified es

.
currcnt a'ccounts, depcsit accounts and money at call
and snort ncoctice, as is normally unlderstood in such
countrice. Lhe Committee is further of the opiniocn ﬁhat
belances with the keserve Bank of Indie only need be
shoyn separctely and bzlances with the other banks can
be grouped together.
6.15.3 +the clessification of the belances in fndia and
outside India indiéates broad sources and maturity
pattern of the item. A segmental and sectoral classi-

fication on the above basis would be sufficient to make
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an &@ssessiicnt of the liquidity and realisability of
these funds,

6.156.1 In the oresent balance sheet format, the parti-

—_ ey
Investments ! culers of investments are to be shown as

R

under
investments
i) Securities of the Central and State Governments
and othuor Il'rustce Securities, including treasury
bills of the Central and State Governments,

ii) Shares (classifying into preference, ordinary,
deferred and other classes of shares and showing
separately shares fully paid and partly paid-up)

iii) Decbentures or bonds

iv) Other investments

v) Gold
In case where the value of the investments shown
in the outer column of the balance sheet is higher than
A%

the mark.t value, the market value shall be shown
separately in brackets,
6.16.2 Scme cf the particulars of investments beind
given are not relevant at present. The summary version
of the proposed fcrmat will give the total amount of

investments of a bank under the head "Investments". In

the relative schedule, classification of investments such
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as invest.uents in Central and State Government seggrities,
other apprcved scecurities, shares and debentures, and
other investinents may be given. Investments outside
lndia may be given separately,

6.16,3 It has been provided in the note (£f) appended to
thiz: form of balance sheet prescribed under Banking Regu-
izticon Act that when the book value of investments of
barks is higher than the market value, the market value

shiould bec shown seonarately. At present almost the

p

entire investment portfolio of banks consists of Govern-
\
ment or Government-guaranteed securities and other
'copreoved securities', The proportion of approved secu-
rities to bec maintaincd by banks is not determined by
individuzl banks according to their discretion and on
consilerations cf cperational efficiency; but is deter-
nined to a large extent by the monetary authorities
according tc econcuilce coinpulsicns., Of late, the coupon
rate hos been enhanced from time to time bringing down
the warket value of scrips. The banking lecgislaticn
provides that banks should disclose the market value in
the balance sheet unless exempted. Considering that the

depreciation in such cases i's largely notional and also
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that fluctuations in the market value of securities are
~ caused by changes in Government/monetary policy, it may
not be necessarv to disclose the market value of all
investmonts of a bank., Tho mode of valuation of

investmonte has been separately discussed in Chapter VII.

6.16.4 According  to the IASC requirements, banks are
required to show 'deéling' and 'investment' securities
separately. Investment securities are securities
acquired for long term purposes and dealing securities
are securities acquired with the intention of reselling
them ii: the short term. These securities are valued
differently but the basis of classification and valu-
ation should be disclosed, It is expected that in both
the types the market value will be disclosed, if different
from the carrying amount, in the f}nancial statement,
Although this is the recommended approach, many banks do
noct have such élassification nor do they indicate the
markat value., 71his issuec as wzll as the incidental
question relating to the system of making provisions for
depreciztion in securities has been considered in
Chapter VII, It is also proposed to provide suitable
clarification regarding valuation in the accounting

policy statcoent and -noctes on account.



- 122 -

6.17.1 In the existing format, under the head 'Advances'

Advances and Bills pur- ) .
chased and discounted - the particulars of advances are

being shown aé under
Advances (other than bad and doubtful debts for which
provision has been made to the satisfaction of the:
auditors)
I) Loans, Cash Credits, Overdrafts etc.,
i) 1In India

ii) Outside India
I1) Bills purchased and Discounted (excluding treasury
Bills of the Central and State Government)

i) Payable in India

ii) Payable cmtside India
Particulars of Advances :

i) Debts considered good in respect of which the
Banking Company is fully secured,

ii) Debts considered good for which the Banking
Company holds no other security, other than
debtors' personal security.

iii) Debts considesred good, secured by the personal
liabilities of one or more parties in addition
to the personal security of the debtors,

iv) Dcbts considered doubtful or bad, not provided for.
v) Debtes due by directors or officers of the Banking

Company or any of them either severally or jointly
with eny other persons,
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vi) Debtd due by companies or firms in which the
directors of -the banking company are. interested
8s'directors, partners, or managing agents,or,
in the case of private companies;asﬁmembers;

vii) Jdaximum total amount of advances including tempo-
‘ rary advances mmade at any time during the year to

directors or managers or officers of the banking
company or any of them either severally or JOlntlY
with any other persons* &

viii) Maximum total amount of advances, . including tempo-

' rary “advances' granted during the year to companies

or firms in which  the directors of. the banking
Compaty are “intetrested as directors, partners or
managlng agents or, in th¢ case of private
compdanies  as members*

ix) Due from banking cémpanies
* Maximum total outstanding balance in all such
accounts as a unit. on any. day during the year-
should be given under this heading.

6.,17.2 It may be observed that the existing classifica-

tion .of advances is elaborate ‘@nd some of the particulars

like advances to diréctbfs;voffiéérgr{éﬁc of the company

are no longer relevant, . Besides, Sécurity-wise 8lassifi-

caticn of advances also is not very material in the

present context, particularly when banks have changed

their systean of lending from 'security oriented' basis

tc 'purpose oriented' basis. In several instances banks

are sgpecifically instructed not to ask for extra securi-

tics othur than the asséts created out of the lendinés.
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In such a context it may not be appropriate to redquire
banks to classify advances from the security point of
view particularly those granted to priority 'sectors,
All:the same, & broad security-wise spectrum will be
necessary for the purpose of assessing the overall
recalisability of advances,

6.17.3 At present, refinance obtained by banks is
sometimes deducted from total amount of advances' and
the net figure is shown under the head ‘'Advances'. As
already stated in paragraph 6.12.2, refinance obtained
by banks including rediscounting of bills is now
proposed to be shown under 'Bormwings' on the liabili.-
ties side and gross amount of advances on the assets
side in the balance sheet.

6.17.4 The advances presently shown in the balance sheet
are other than bad and doubtful debts for which provi-
sion has bacen made to the satisfaction of auditors. In
effect, the auvances which have become bad and for which
provisiorn is mc.ic by a bank are allowed to be deducted
from the totel aiount of advances.

6.,17.5 Detailed sectoral classification of advances on
the basis cf size, maturity, gtq. involves considerable

time and labour and such classification may not serve
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much useful purpose. &ll the sawe, particulars regarding
advances portfolio will have to be available in the
balance sheet for a proper assessment of the general
character and overall realisability and liqﬁidity of
advances. This can be done by giving (a) a pnroad matu-
rity-wise pattern by showing bills, loans repayable on
demand and term loans sepsarately (b) a broad security-
wise analysis of the advances (c) a geographical break-
up of advances showing advancés in India and outside India
separately and (d) a sectoral break-up of advances,
6.17.6 Advances constitute the principal item of assets
of a bank and for a proper assessment of the true posi-
tion, it would be essential that this item shculd be
stated at the "tru; and fair" value, The true and fair
value does not necessarily mcan the face value of the
advancé%, as some of the advances may be uncollectible.
It is, therefore, necesséry to make provisions for advan-
ces which are considered as not realisaple. The question
whether such provision should be shown separately or
should be netted against advances has been considered

by the Committee, The Committes feels that in the Indian
conditions where it has already recommended that the

practice of secret reserves should continue, the advances
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are not to be shown gross of provisions but will have

to be necessarily shown after deducting the amount of
provisions fron the advances, ‘This is .crc or less the
practice in other countrics as wecll,

6.17.7 In order to give an idea of the realisibility of
the advances portfolio banks may also mention in their
accounting policies that certain types of advances are
guaranteed by DepoSit.Imswrbmce.axd |and also broadly
indicate in the notes to the account the obligations
cast on them by the Government guidelines on social
banking. It may not be practicable to classify the
advgnces according to the intervst rates ranges, but the
notes can spell out the range of’interest charéeable on
various sectors of lendings.

6.18.1 Presently 'Premises and Furniture and®Fixtures
etc.'are shown separately s® on the asscis siue of the b

balance sheet as under :

Fixed Assets| Premises less depreciation

Furniture & Fixtures less
depreciation
In addition"Non-banking assets acquired in satisfaction

of claims (statimgy mode of valuation)" has also to be
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shown separately. In the relestive notes, it haos been
stated “Premises wholly or partly occupied by the
banking company for the'purpoée of business should be
shown against "Premises less depreciation". 1In the
case of fixed capital expenditure, the original cost,
and additions thereto and deductions therefrom during
the year should be stated, as clsc the total depreci-
ation written off. Where sums have been written off on
a reduction of capital or revaluation of assets, every
balance~-sheet after the first balance sheet subsequent
to the reduction or revaluation should show the reduced
figure with the date and amount of the reduction made,
6.18.2 It is further provided in the c#se of 'non-banking
assets' that value shown shall not exceed the market wvalue
and in cases where the market value is not ascertainable,
the estimated realisable value, X typical instance
showing how these requirements are :o: with ia Sractice
is given below 3
Premises less depreciation

Cost upto last Balance shcet

Addition/transfers during the year

Deductions/transfers during the year
Less : Total depreciation to date,
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The item'Furniture & Fixtures'is also shown in a
similar manner, The non-banking asset is shown 'Non-
Banking assets acquired in satisfaction of claims (at
book valuef.

6.18.3 In the proposed summary version, however, the
total amount of premises and other capital expenditure
will be clubbed together and shown against 'Fixed Assets!
The relative schedule of fixed assets shows separately

(i) Premises (ii) Other fixed assets (including furniture
and fixtures). Premises wholly or pzrtly occupied by a
banking company for the purpose of business should be
shown,. against 'Premises'. Under each head, the previous
balance, additions thereto and deductions therefrom during
the year as also the total depreciation written off may be
shown as at present. Where adjustinents have been made in
the value of the assets on a reduction of capital or
revaluation of assets, every balance sheet  after the first
balance sheet subsequent tc the reduction or revaluation
should show the révised figures with the date and amount
of the revision made, Won-banking assets, being
insignificant nced n~t be repcrted scparatcly but nay

be included undcr "QOthor assets". The mode of

valuation of fixed asscts and the methnd »f
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depreciation adopted may be indicated in fhe acccounting
pnlicys; particulars »f revaluatinn and rate of
deprecistinn chargsd may be givea in the nctes on
acconunt.

6.19.1 The note tc the existing proforma of balance

sheet says "under this heading may be included such items

- -

- T
Other Assets! as the fcllowing, which nust be shown under
————— " :

headings suitably described : preliminary, formation and

organisaticn expenscs, devclopment expenditure,
connission and brokerage on shares, interest accrued on
inveztments but not collected, investments in shares of
subsidiary companies and any other assets™.

6.19.2 Like 'Other liabilities', there is no uniformity
among banks in classifying these items. The main items
uncéer 'Other Assets' now being shown ccnsist of inter-
office Adjustments (net debit bélance), interest accrued
on investments/advances, tax paid in advaance and tax
deducted at source and othbr miscellaneous items. Other
miscellaneous iteng will include prepaid expenses,
deposits with Government departuents, rent/commission/
cxchange r-sceivable, clearing adjustments, sundry debits,
stationery, etc. 4 typical instanca indicating how this

item is being shown at present is given lLelow.
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Other assets including silver

Branch adjustments
Interest accrued on investments

Tax deposited, paid in advance and deducted
at source less provision

Stamps, stationery and printed materials
Sundries (Temporary advances/suspense, security
deposits, outstanding rents, clearing and other
adjustment accounts, etc.)
6.19.3 In the sumnary version, all assets nct classified
under any other major heads will be grouped and shown
under the head 'Other assets'. Althcugh a residual, con-
glomerate item, it is necessary that adequate particulars
are furnished undgr this head, as in many cases the amount
shown under this heading is guite substantial, +The rela-
tive schedule should therefore give particulars under the
following major sub-heads =
i) Inter-office adjustments (Net)
ii) Interest accrued |
iii) fax paid in advance/tax deducted at source
iv) Stationery and stamps
v) Others
(1) Inter-office adjustments (net dekit balance) is
corresponding to credit balance under tiiis head shown

under 'Other liabilities' and the remarks relating to

that item will also apply to this item mutatis mutandis.



(ii) Interest accrued corresponds to the 'interest
accrued' under other liabilities. On the assets side,
this will represent mainly interest accrued but not due
on investments and advances and interest due but not
collected on investients, Accrued interest normally

may not arise in the case of advances as banks charge
interest on advances on or about the balance sheet date.
There could be, however, certain instances where interest
may heéve been taken to profit and loss account but not
debited to party's account due tc some reason or other,
Such amounts should be shown under 'others', Banks
should ensure that only such interest as is realisable in
the ordinery course is shown under this head. 'Lhis is

a bas}c assumption and no notes or policy statements in
this respect are considered necessary.

(iii) The net amount of tax paid in advance or deducted
at source, i.e. thc amount cf such taxes less provision,
if ény, made towards relative tex dues, if the balance

is in debit, only will be shown against this item, If
the net position is in credit, the relative amount will

be shown under other liabilities,
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(iv) The stocks of stationery and stamgs on hand shoulg
be shown on a realistic basis., WNormazlly the practice is
to treat most of the stationery items as revenue and only
exceptional items of expenditure like bulk purchases of
security paper, loose leaf or other ledgers, etc are
shown as cuasi-asset tc be written off over a period of
time, Banks should ensure that the various items includeg
in this head do not take into account any subsedquent cost
escalation, es such items arc ncant for internal
ccnsumption »Hnly.

(v) 'Others' will include mainly unadjusted sundry/
suspensedebits, clecring items, debit items representing
addition to assets or reduction in liabilities, which
have not been adjusted for technical reasons, want of
particulars,etc and also all income other than interest
which has E®&mw accrued., Non-banking assets will also be
included unde<r this head.

6.19.4 It may not be necessary to prescribe any further
particulé}s in respect of this item in the balance sheet.
Banks should be advised by the Reserve Bank to ensure
that the items shown under this head are realisable to

the full extent of their book value, Thus dcubtful



items like law charges, razcoverable expenses not adjus-
ted,etc should be adequately provided for and such®
provisions should be nected off aga:iiist che relative
debit items included under this heed,

6.20.1 & contingent liebility exists when & current

situaticn may result in & liegbility upon the occurrence

Congfhgent Liégiiggf of sume future event, but the
possibility of the e&ent occurring cannot reasonanly be
predicted as of the balance sheet date, It is customcry
to show the volume ¢f such transections in the balance:
sheet to show the contingent.future_liability inherent
in such trensacticns., “The existing formet of balance
sheet provides for showing such contingent liabilities

scparately in the balance shcet under the following

heads : .
AN
i) Cleims against & banking cumuaeny not acknowledged
as debt,
ii) Monoy for whieh the "banking company is

contingently.liablce showing soparately the dmount
of guarante¢ given by the banking company on
behalf of directcors or cfficers.

iii) aArrears of cunulative preforence dividend,
iv) Liability cn bills of exchange discounted
v) Liability on account of outstanding Forweard

Exchenge Contracts.
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.

6.20.2 rthe contingent liabilities nermally shown by
international benks relazce to items like

- Guarantces

- Standby facilities

- Letters of Credit

- Forward Exchange Positions

- Other forward pcesiticns

- Undrawn lcan fecilities

- Future market positions
6.20.3 The Ia5C recomunendations olso indicate that a bank
should normelly disclose the existence of uncoverced con-
tract positions and the existing ~mount cf guarantees,
letters of credits end standby lotters of credit issued
and % commitments toe oxternd credit that can-
not be withdrawn at the discreticn ¢f the bank without
incurring expenses or-;Qés. ;Stveral banks, howcver, only
repoft tﬁc eXistence ahd'natﬁre of these contingencics
but do not indicate the amcocunt involved,., wmany banks alsc
do not show them as part of the balance shcet, but as a
notc tc the accounts, Censidoering all aspocts and the
practice adopted by other companies in India, the

Committee fecocls that the beairks mey ghew. thesc iteornis ag a
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schalule tce the balsnce sheet., The items te be shown

ncaed to be confined te the following broad heads,:-

i) Cilaims against the bank not acknowlcedged as debts
ii) Lirpility for partly paid investments
iii) Lichilitv con account of outstanding forward

cxchehge contrects

iv) Guarcntees given on behalf of constituents

v) Acceptznees, cendorsciments and other cbligaticns

vi) Sther items for which the bank is contingently
licble

6.20.4 It is not cons-.dered necessary to have a sepa;ate
hcading for the errcars of cumulativc.dividends as thc
amcunt involved, if at 211, will bc¢ very nominel, fhc
cbligations under the under-writing commitments may not
also be large end neced net thercfere be shown scparately.
‘ha abeve items cen be includad, whcfé ncccssann'under
item (vi), Guarantees in India and outside India will

bc shown scprrately,

6.20,5 In Indion conditions where bulk of the alvances

is given unler Cash Credit or Ov;fdr?ft system it mey
not be possiizlce for banks to indicate the extent of
comimitments m~de to extend credat. Similarly it mey not also

oo feesibple te shew the amount of undrawn locn focilitics,
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Such dats cre zlsco not furnisheld uniforialy by 211 banks.
LTaking 2ll factors inte consideration the Committoecl does
not consider it necces’ ry te cdoot this practice in
Iudia,

6.21,1 Two itueans prescently being shown as contra

Cuntra cccounts items ~roe

Lirbilitivs side . Asscts side

i) 2ills for collection i) Bills rucciv-ble being
being 8ills roceivoble, Bills for coll.ction as
~s por contra p-r contra

ii) hcoeoeptonces, ondorsc- ii) Constitucnts' lirbili-
inents —nd othur obli- ties for acceptances,
gations, ©s pcr centra cndorscments ond

cther obligations as
per centra

Although these items may represent actuzal liabi-
lity (end a correspcnding asset) of a bank and the licbi-
litivs oind (the corresponding claims) may be on Jdifferent
legal centitics and coonot be, thercefore, set off, basi-
c~lly they Jdo not repriscnt e crystellised 1licbility (or
assct) o the balance sheet dete, If they had crystal;

lize¢d; thoy would have been treated ns tiabilitics n~nd

asscts in the ordinary course., Thus at a point of time,

~

these items indicete business transactions of a parti-

s

culer noture in hand as at that time, but the ligbi=-

litics and assots, represented by then should be dcemed
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tc¢ be c¢cf @ noture different from other liabilitices and
asscts, It is gquite conceivable that in individual

cises @ liability mey crystallisc while tho corresponding
asset nay not materialise. It will, however, be inappro--
priate for the scke of covering the possibility of such
exceptionel cases te-include all suwh contra items in

the balance sheet as assets and liabilities. Moredvef,
in cases where a licbility is likely to erygtallisc and
ar asset not likely to be realised, it is customary to
provide for the eventual lisbility, in which cese the
provisiocns imade will be reflected in the balance shcet.
Some items like gutrentees and acceptances are shown by
banks, soinatimes under contra items, sometimes under
contingent liebilitics arnd still sometimes under both
heeds. Lhe Committee is cf the opinioq that it is not
no.iiclly nece. sary to show any item, including.guarantees
and ecceptances twice i, the balence shéet. Items which
ere shown in contingent liebilities nced not be, there-
fore, incluleld in the contra items. .Guarantees and
acceptances ore proposed to be shewn as contingent liebi-
lity and neced not, therefore, be again shown as contra

items. Bills fur collection mey be shown separately in
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the sunncry vareion and not as part of the total
azgets zand liabilities,

6.22.1 The profit and loss account (or statement of

income and expenditurc) is an integral part of the
Profit and Loss | aanual reporting system of busincss
Account - General!

4. entities. According to the IASC

Dizcussion Paper the profit and loss account of banks
shculd show separately. the following major significaat
itens

- interest income

— interest expense

- fees for services\

- dealing results

- lnvestments gains or losses

- net charge or credit to the provisions
for leoan losses

- ecnployee costs

- taxes on income
6.22.2 Having regard to the fact that the Committee is
in faveur oi Indian banks waintaining secret reserves,
banks in Indin may not be required to show in their
profit and lose azcount some of the above items parti-
cularly "nct charge or credit to provision for loan

losces" and 'taxes on income™. Subject to these
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impoertant gucelifications, the accounts prepared by
banks in India at present in the format prescribed in
Form B in the Third Schedule t¢ the Banking Regulation
hct, by an! large, furnish all material information
required by the IAGC Discussicn Paper. However, apart
from the data so furnished in the prescribed format,
banks do not give eny additional material or supple-
mentary infcrmation,.
6.22,3 In order to provide the users of this statement
with a meaningful picture of the operational results,
it is necessary to give in this statement adequate
particulars of the main heads of income and expenditure,
which arc 'intercst received' and 'interest paid'. One
cof the incidental points discussed by the Coamittee and
which has beenl consistently brough{ to its notice during
the imectings by professionals connected with bank
accounts is that income should be classi fied according
to the source as well as the type of activities.Another
suggestion that hes been made 1s that the interest
income and interest expenditure should be classified
according tc the customer segments as well as the

intcrest ranges. aApart from the gquestion whether a
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detziled break-up of income on such different bases
would be of material assistance for the user community
of the financicl statements, there is a basic difficulty
in complying with the suggestions, because the present
accountiig practices in banks do not generate such
sector-wise and segmental information readily., Unlike
in the case cof banks in foreign countrics where the
accounts are computérised and the required data can be
produced with ease along with the completion of the
accounts for the financial year, in Indian conditicns
preperation of any informetion that is not readily
available from the account books will pose problems,
Even if the information is available readily in the
account books, consolidation of the data at the Head
Office level involving thousands of branches will be a
time consuming affair and it will be difficult for
banks to consolidate such data in time for inclusion

in the finencial accounts. ioreover, foreign banks
also do not uniformly gi ve such data, Taking an overall
vicw, the Committee does not consider it necessary that
banks should furnish such detailed supplementary infor-

rmetion in regard to the main items of income and



expend;ture.‘ Lthe cuestion whether banks should give any
gecgraphical classificatior of income and expenditure Qas
also cxamined by the Committee. While it was not consi-
dered necessary tc give any detailed geographical break-
up of the various items in che profit and loss account,

it would be desirable if the profit and loss account indi-
cates the share of the foreign branches of a bank in the
total income and expenditure.

6.23.1 the formats prepared by the Committee and furnished
in Annexure VI - Part II take into account the various

Formatas] canstreints and the Committee's considercd vicys

on these issues. As prepesed in the case of the balance
sheet, the proposed format of the profit and loss account
is to be prepared in a summarised feorm duly supported by
schedules giving additional informat%Fn, where required,
the figures zre to be furnished for two years and the
amcunts need be shown only in thousands cof rupces. The
aggregate income and expenditure of foreign branches
will be iandicated by & note in the summary versionof the
profit and loss ‘account. ‘Lthe summary version also shows
the appropriaticn of profits,

6.23.2 At present, the inceme of a bank is shown in the

Incoro i] profit and loss account after deducting the
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orovisions made during the year for bad and doubtful debts
and other usual or necessary provisions. The various items
vhich appear under the hcad 'Income' in the profit and loss

account at prescent ars as under

1. Iinterest ond Discount

2. Commission, ixchange and Brokerage

3. Kents

4. Net profit c¢n sale cof investments, gold and silver,

land premises and othor asscts (nqt credited toc
Lkeserves or, any particular Fund or Account).

5. Net profit on revaluation of investments, geldrand
silver, land and premises and other assets (not
credited to Reserve or any particular Fund or
Account)

6e Incoime from non-banking assets and profit from
sale of or dealing with such assets,

7 Other receipts

8. Loss (if any)

6.23.3 In the proposed format of profit and loss account,
the income is split into two broad heads i.,e. 'Interest
earned' and 'COther Incomne', In the summarised version of
the format gross amount of 'Interest earned' and 'Other
income' only will be shown. No deductions will be made
from income heads for usual and necessary provisions,

Intgrest income will consist of interest and discount on
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all bank balances, securities-and loans =ad. advances.

'Cther Income' will include all other incomes, in.

particular, commission and exchange, rent, net profit

on sale of investments and other assets and nct profit

on exchange trensactions.

6.23.4 In the schedule relating to 'Interest earned’,
/

a break-up of the amount under certain broad heads may

be given as follows 3

i) Interest/discount on advances/bills
ii) Income on investments
iii) Interest on balances with Reserve Bank of India

and other inter-bank funds
iv) Others
6.23.5 'he schedule relating to 'other income' is
intended tc give a break-up of the major items under this
head, As such income will not be s{gnificant, it is not
custeomary nor is it necessary to give ény detailed break-
up of such items. &ll the same, the nature of the items
included under this hcad is expected to give an idea
of the different sources cf incoine and the types of
operations undertaken by a bank, On this basis, the
schedule may contain the following information which is

to a large extent available in the present format.
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Commnission, exchange and brokerage

!
xznt

et profit on gale of investments, land
anu buildings and other assets

wet profit on exchange transactions

iiiscellaneous income, All .incoire not classified
under any of the specific categories listed in

the schedule will be included under this head. In
case eny of the items included under this head
exceeds 1w of the total income, particulars should
be furnished in the notes to the accounts.

6.2%3,6 In the existing format of the profit and loss

¥

Expenditurfj account, the expenditure side consists of

—— . - ae o —

the fcllowing items

L.

Interest paid on deposits, borrowings, etc,

Salaries and allowances, Provident Fund and
gratuity contribution

Diraectors' and wocal Committee vembers! Fees
and sAllowences

went, Lfxes, Insurance, Lighting, etc.

Law charges

Pgstage,‘felegrams and stamps

Aulicors' Fees

vepreciation on and repairs to the bank's property

Stati.nery, Printing, Advertisement, etc.
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1¢C. woss from sale of or dealing with non-banking
assets

11, Uther expenditure

tost of the itews given in the existing format except

interest paid end sclaries and allowances are compara-
tively insignificant and meny inter-national banks do
not give particulars of such items, although some of them
do give some such information, In the proposed summary
version of formet, therefore, expenses may be divided
into three broad groups viz. 'Interest Expended’',
'Operzting wxpenses' and ‘'Provisions and contingencies'.,
In the relative schedules, necessary break-up of the
first twvo items may be given, As it is our intention to
periiit banks to maintain secret reserves, the break-up
of\provisions will not be furnished in'the published
accounts.

662367 Int?rest expended will inq%ude interest on all
tyoes of deposits, discount/intercest on borrowing amd
reiinance from benks and other institutions and all
other interest payments like interest on participation
certificates, penal interest paid, etcy Thoe rolative
schedule will give a break-up of this iten under

the following heads =.o



i) Interest cn deposits

ii) Tnterest on Reserve Bank/inter~bank borrowings
iii)  Others

Wo further classification of the source of payment of
interest is considered necessary. It is also not
necessary to indicate separately interest on diiferent
types of deposits and borrowings. The payment of
interest to different types of clients like banks, non-
bank clients, c¢tec will also not be material. As in
Indian conditions, interest ratecs are administered, a
break—up of customer-wise source of interest paid is
not likely to be of much use. The notes to the accounts
will, however, indicate this position as well as the
range of interest rates on different types of deposits.
6.2%.8 'Operating Expenses' in the summary version will
include personnel expenses, rent; taxes and lighting,
printing and stationery, depreciation and allJother .
overheads. Apart from personnel expenses, the other _
items included under this head are not usually substan-
tial. All the same, it is customery for Indian business
units to indicate separately certain categories of
expsnses like, directors' fees, auditors! fees, atc.

This-discipline is also made applicable to banks in ‘the



- 147 -

existing formats and the Co.wuittee is of the opinion
that this practice can profitably cuntinue., i scrutiny
of the profit and loss account shows thaot apart from
the items mentioned above, the other significant over-
head charges are postil cherges, advertisement and
publicity, law diarges, repairs and maintenance and

insurance. The relative schedule may, therefore, give

a break-up of this item under broad sub-~heads like :

i) Payments to and provisions for employees
ii) Rent, taxes and lighting

iii) Printing and stationery

iv) hdvertisement end publicity

) Depreciation on bank's property

vi) Directors' fees, allowences 1l expenses

vii) Auditors' fees and expensas
1

(including braench zuditors' fees aund cxpenses)

A\
viii) Law charges
ix) Postﬁ’ﬁ,telegrams, telepliones, ztc,
x) kepairs emimaintencice
xi) Insurance
xii) Cther expenditure
N The 'other expenditure' is & residual composite

item and in case any particulsr item under this head
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exceeds 1% of the total income (for the seke of conve-
nience, the refzrence is made to total incoimne and not
expenditure), the nature and amount of such items should
be shown in the notes to the accounts as in the case of
‘miscellaneous income’,
6.24.1 the third part of the rrofit-and Loss Account

gives a suamary of the proposed appropriaticzn of the

hAppropriation Account available prcfit including

profit/loss carried over from the previocus year, At

present this part of the accounis is being shown in the
balance sheet. With the proposed cha%%e in the balance
sheet format, it is necessary to‘incldﬁé this item in
the profit and loss account

6.25.1 Foreign currency transactions and operations

Foreign currency :
. now-a-days constitute a significant
transactions o : Sig <

proportion of the total working of banks and accounting
for such transactions, thercfore, assunge considerable
importance in corporate reporting of banks, Jwo aspects
are involved in this issue : firstly accounting of: the
foreign exchange business handled frcm the doaestic
base and secondly the consclidaticn of the accounts of

the forcign offices with those of the parent uanit., 1In
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the normal course of business a bank, even though it
may not have any foreign brench, may enter inéo tran-
sactiops denominated in foieign currencies. To facili-
tate the recording of these transactions in the
accounts of the bank, they have to be translated into
domestic currency. In the cese of banks which have
foreign offices, while preparing the final accounts
of the bank as a whole, the position of such foreign
branches has also to be incorporated in the final
accounts, ©Such consolidation cf the accounts of foreign
offices with those of the parent coaprry will involve
translation of the foreign currsncy into home curreﬁcy
.
both for revenue and balance sheet items. 7The account-
ing policies and practices followed by banks in both
these spheres are not uniform,
6.25.2 The two comawon anproaches in accounting for
transactions denominated in forexgn currencies are the
“time of settlement" method and “time of transaction"
method. Lthe time of sectleuwent method treats a tran-
saction (i,e. sale or purchase) and its settlement
(i.e., cash }eceipt or dispursement) as a single event,

The difference arising frnm flictuations in exchange
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rates that oécpr before Qettlement is eccounted for as
part of the tramsaction and not as a sz,arate xchange
gain or loss. The "time of trensaction" method treats
a transcction and its settlement as separate events,
The date of transaction cestablishes the exchange rate
to be used in tramsleation ard, unless covered by speci-
fic forwerd exchange contract, eny fluctuation in the
exchange rates between the date of transaction and its
settlement gives rise to a foreign exchange gain or
loss which is accounted for senarately, The 'time of
transaction' method bv and large is used around the
world. Where the *"time of transacticn' methed is
applied, transections denominated in foreign currencies
are translated and recorded in the beooks 2t the date of
the transaction using current cxchance ratzs. Subseguent
ad justments may be required to the amcunts in local
currency initially recorded for nonetar; assets and
liabilities resulting from foreign currency transac-
tions. (1monetary assets and liabilities are those that
represent inoney or claims to money,'e.g., cash, receive
ables and payables). In the case of ncn-monetary

assets, liabilities and incuue statement itens resul-
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ting from foreign currency transactions no subsequent
adjustments are normally required to the amounts in
local currency ihitially recorded. (Non-monetary assets
and liabilities are those that do not represent money or
claims to money, ©.g., planht, machinery and inventory).
6.25.3 The foreign exchange business handled by Indian
banks mainly relate to transier of funds, collection and
negotiation of import and export biils, Fferwerd transact-
ions, dealings in foreign currencisgs and aacillary
business like letters of credit and guarantees. The
transactions are accounted for or the "time of transact-
ion* basis. Normally, the business that is undertaken
by banks in India does not create any non-monetary asséts
and liabilities at the end of the accounting period. .
Certain monetary assets and liabilities like balances
with foreign banks, outstanding bille and forward trans-
actions, etc would, however, be created. The income
earned on account of differengé ig foreign exchange
rates on completed transactious 1s recognised as
exchange income and recorded in the income statements

by banks all over the worlae and in India 2lso this

practice is in vomue. The income or lozs on account of

-
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rate dhaﬁges in respect of outstanding monctary assets
which go into the foreign currency position including
forward transactions is usually earrived at by epplying
the closing rate of exchange for translation and the
resultant profit or loss on such outstendings also is
usually taken into account by banks in the income state-
ment, The practice in respect of booking the profit or
loss on forward.transactions is not however, uniform, In
India, also there is no uniforiity in the practice of
booking the profit or loss on forward transactions;some
banks do not bouk such profit or loss, while others do;
a few others provide only for loss on such transactions
and not for profit., Although thus, the basic principles
adopted in arriving at the gain or loss on foreign
exchéange business of Ind.an banks arc cn par with those
commonly adopted in other countries, there are variations
in the detailed procedure followed by banks, for instance,
in arriving at the components going to meke the exchange
positiocn, rate of cxchange to be cdopted for translation,
periodicity of income reckoning, etc. It is unde;stood
that a technical group is working under the aegis of

Foreign Exchange Dealers hssociation of India (FLDAI) in
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evolving certain standard rractices for adoptién by our
banks in ths booking of profit and loss on exchange
business. The Committee recommends that banks in India
should follow the 'time of transaction' approach for
accounting and should also book the profit/loss on
forward transactions. Subject to these general principles,
the technical group of FEDAI may work out. standardised
procedure to be adopted by banks in determining
valuation base, the components‘of currency position,
periodicity of wvaluation, valuation date, valuation

rate, etc.

6.25.4 While incorporating the financial statements of
foreign based entities in the consolidated accounts, the
financial statements of the foreign entities may have to
be restated in order to comply with accounting principles
applied in preparing the consolidated financial statement
and they will also have to be tranglated from the local
currency into the currency in which the consolidated
financial statement are expressed. Two different
épproaches are adopted for translation of foreign
currency. (a) Current Rate Approach and (b) Current/
Historical Rate A4vproach. Under the Current Rate
Approach the translation method is the current

rate method (also known as closing rate method).

The current rate is the exchange rate prevailing at the
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balence sheet dat?. Under this method, all balence
sheet items, cexcept sharchclders equity are translated
at the exchange retes in effect at the balance sheet
date. Income statement items are either translated at
the closing rates or at an average rate for the repor-
ting period. Under the Current/Historieal Rate Approach,
monetary assets end liabilities are translated at clo-
sing rate and oth.rs at historical rates, According té
the Financial rimes 1982 World Survey of Bank Annual
Reports the main methods of translating foreign curréncy
amounts are :
" ihe monetary/non-monetary method (temporal method):
monetary assets and liabilities are translated at the
closing (i.e. current) rate of exchange and non-monetafy
ass.ts are translated at historical rates.
The closing rate mcthod & 1l assets and liabilities
are translated at qlosing/rates of exchenge".
The survey findings cane tco the conclusion that "almost
half the basks surveyed disclose no inforimation about
tneir foresign currency trenslation policies. Even
zmongst those that do disclose a policy, the informetion

is often inadeguate or unclear",
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6.25,5 'the Indian banks' forcign presence is very
limited comparcd to international standards and most
of them clso do not have any substantial holding of non-
rmonetary assets and liabilities, At the sane time, the
profits of the foreign branches of Indian banks are not
insignificant comparcd to their profits from domestic
operations, 1In order to ensure that fluctuations in
exchange rates do not distort their operational results,
it will be desirable if banks do not take into account
any profit or loss on conversion of non-monetary assets
znd liabilities. In effect this would mean the adopti:n
of Current/Historical Rate Approach. Specifically, the
bainks will translate the various items in the balance
shcet and profit and loss account of branéres as follows:
a) Monctary cessets and liabilitics representing money
and claims wiil be translated at alosing rate,
b} hon-monetary asséts like premises and other fixed
assets etc. which aire carri.d at historical gost in the
books will bz translated at the historical rate, If
they have been revelued, the rate adopted at the time of

revaluaticn will apply.
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Profit and loss items will be translated at closing

rate for the reporting period.

a)

The prefit and loss on translation of monetary

assets and licbilities may be taken tc the income

sta

teolnent,

The accounting policy statement (vide annexure

V ) will indicate the position suitably.

5.26.1 While discussing accounting policies and indi-

vidueal items of the balance sheet and profit and loss

account, it has been indicated in some cases that certain

particulars are to be given by way of notes,

thesc relate to s

)

)

e)

£)

g)
h)

holldings in subsidiaries

changes in ampital during the year

int:rest rotes on different categories of deposits
valuaticn of securities

guidelinzs regarding sectoral allocation of advances
and rates of interest con different types of advances

particulars of revaluation and depreciation charged
on fixed assets

particulars of larger itewns of miscellaneous income

particulars of lerger items of 'other expenditure'
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A specimen form in which such notes may be
incorporaszd in the accounts is indicated in
Annexure V which also includes accounting policies,
Necdless to say, some of the items in the specimen
form of accounting policy statement and notes on

account in Annexure V are to be appropriately amended

to suit the requirements of individual cases.
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CHAPTER VII

NCRMS FOR CRBATING IFROVISIONS

771 The fifth term of reierence of the Committec
relates to the question of evolving suitable norms

for creating provisions for various purposes, more

v
Introductory | particularly for income tax and other
i

taxes, bad and doubtful debts, depreciation in
Government securities, etc on a scientific basis. Some
aspects of this issue, which is closely intcrlinked with
the other terms of r.ference, hive basen discussed in
passing in the earlier chapters. In thies chapter, the
focus will be mainly on the need ior prescribing norms
for various types of provisicns. While considering

the question of evolving suitable norms for making
provisions for various purposes the accounting
practices and conventions and the statutory require;
ments including guidelines issued by the regulatory
bodies will have to be taken note of.

7.1.1. A distinction needs to be made between

"Reserves" and "Provisions® since these terms are

¥
Reserves
and

i often indiscriminately used. According

7

]
Provisions § to the Companics Act, the expression

i

'provision' shall mean any amount written off or
retained by way of providing for depreciction,

renewals or dimunition in value o:r assets, or rctained
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by way of providing for any known li=bility of which the
amount cannot be determined with.substantial ac:uracy.
The expression 'Reserve' shall not include any amount
written.off or retained by way of providing for
depreciation, renewals or dimunition in value of assets
or retained by way of providing for any known liability.
A "Reserve" is thus a sum set aside from divisible profits
and retained in the business in order to meet any
unexpected or unknown losses or to strengthen the
financial position. "Provisions" are amounts which are
in effect charged to revenues either by direof debit to
profit and loss account or by deduction from income heads
to meet any identified or likely losses or to meet any
specific liability or to meet any dimunition in-.the wvalue
of any item of assets.

7.1.2 A distinction needs to be also made between
'general provisions' and 'specific provisions'. General

General and
Specific
Provisions

provisions will be those created to meet

a loss or liability which is known to exist

but which cannot be quantified precisely. It is a
provision in the sense that the loss, according to the
best of one's knowledge, is known tg exist but the amount
is dependent on several impondérables. Thus it is

generally known that advances involve risks and in a
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portfolio containing different types of credit risks,
a part is bound to turn out bad in course of time.
Past experience may indicate some 7ough relationship ~
between the amount of provision rejuired for such '
eventual bad debts and the total outstandings; but

the amount to be provided for will not be known
definitely. Such general prowisions may also include
general provisions created in terms of any statutory
requirements like provision for advances granted at
rural branches in India, The general provisions once
created are meant to ve utilised for the purpose for
which they are created. Specific provisions on the
other hand are created for known losses where the
amount also has been estimated with some degree of
exactitude. Thus if a particular debt hus become bad,
the provision created for the ra%ative loss will be a
specific provision.

7.1.3 ©The presoribed format for the profit and loss

account in the Third Schedule to the Banking Regulation

— v —
Purpose for which ! Act permits banks to show income
provisions are made} :
———=- = e-se-— ==L ]egs amounts set aside for

making 'usual and necessary provisions'. On this
basis, banks have been making various provisions as

indicated below, eitier by direct charge to profit



and loss account or by deducting from income heads,
mainly "interest and ciscount” and to 21 lesser extent
'commission and brokerage':
(i) provision for bad and doubtiil Jdebis:
(ii) provision for depreciation in securities;
(iii) provision for retirement benefits to staff;
(iv) provision for income-tix and interest-tax; and
(v) certain funds like exchinge fluctuation fund,
development fund, contingencies, etc.
7.1.4 The term 'necessary provisions' connotes an
element of compulsidn while the term 'usual' provision

Usual and
necessary
provisions

e ey @ —

the same significance as "specific" and %"general'

connotes an elewent of discretion. These

terms could ve considered to have some-what

provisions. The purpose and the amount of 'neccessary
provisions' will be specific. In pr.ictice, however, no
such fine distinction is made and o3nxks in Inuia create
provisions for various purposes as mentioned above and
often specific and zeneral provisions are combined. For
example, tue account "provision for bad and doubtful
debts" ma, comprise provisions made for identified
doubtful debts and also ad-hoc or floating provisions.
Broadly speaking, the necessary or specific provisions

do not have any element of surplus over what is required
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while the general provisions may include such an
element of surplus and to that extent may be deemed
to be 'reserves',

7.1.5 Section 15 of the Banking Régulation.Act

provides that a banking company shall not pay dividend

Legal aspectsi on its shares until a’l 1ts capitalised
;;;é;gggu(igéiuding preliminary cxpenses, cr.anisation
expenses, sShare selling commi$Sion, bro (erage, amounts
of losses incurred and any other items‘of_éxpenditure
not represented by tangible assets) have been
completely written-off. However, a banking company
may pay dividend on its shares without writing off

i) the depreciation, if any, on the value of its
investments in approved securities, where such
depreciagion has not actually been capitalised or
otherwise accounted for as lcss ii) the de_ reciation,
if any, in the value of its ing;stments ir shares,
debentures or bonds (other ‘han apurcved secufities)
where adequate provision for such depreciation has
been made to the satisfaction of the auditors.of the
banking company and iii) bad debts, if any,'where
adequate provision for such debts has been made to the

satisfaction of the auditors of the banking company.
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7.1.6 Section 38(1) of the State Bank of India Act
provides that after making provision for bad and
doubtful debts, depreciation in as:ets, equalisafion of
dividend, contribution to staff and superannuation funds
and for all other matters for which provision is necessary
by or under the Act or which are usually provided for
by banking companies, the State Bank of India may, out
of its profits, declare a dividend. There is a similar
provision for the associates of State 3ank of India in
the State Bank of India (Subsidiary Banks) act. The
Nationalisation Acts also provide that after making
provision for bad and doubtful debts, the depreciation
in assets, contriubtion to stafif and superannuation
funds and for all other matters for which provision is
necessary by or under the Act or which are usually
provided for by banking companies, a nationalised bank
shall transfer the balance of profit to the Centrél
Government. There are no indications in the various
acts as to tho manner in which such provisions may be
made. However, the scheme of the above provisions
seems to indicate that adequate provicion shall be

made to the satisfaiction of the auditors.
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7.2.1 The main business of a bank is dealing in

creditsy advances, therefore, not only form its

—
Provision for ! principal asset but they are also

bad and doubt-}
ful debts '

S 1
risk is inherent in lending, the gquestion of

the principal earning asset. Since

evaluation of the portfolio, assessizent of risk,
identification of doubtful,/bad debts and making
adequate provision therefor is of paramount importance.
If by any chance an advance has turned out to be bad,
both the income and the real value of the owners' funds
will be affected. It is, therefore, generally
recognised that it would not be correct to show the
Someof tham
advances/loans at the book value, if ti.g are likely
to prove irrecoverabie, or to account for the interest
on such advances in the income. There is, however,
no consensus as to the baﬁis on wnich nscessary
provisions should be made for the purpcse. The problem
seems to arise due to thc fact thuv = lcon may become
irrecoverable over a period of Eime, al though its
position as a bad debt may be given recognition only in
a particular year. Further an assessment of
realisability of the collaterals is also not possible
to be made with any precise degree of accuracy, in all

cases. Basically, the assessment of individual
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advances, the amount of provision to be set aside, etc
are determined by the perception of the management of

a bank itself, independently verified to some extent by
auditofs. The disclosure of accounting policies #s

set out in Chapter V of banks in various countries also
does not indicate the precise manner in which provisioning
is done, unless such provisions are made in terms of
legal requirements.

7.2.2 Generally, banks in India make provisicn for

individual advances which in the judgement of the

[]
Practice in India} management are considered as bad or
-5

doubtful of recovery. Provision is made to the extent

the relative advances are considered as irrecoverable.
In addition, provision is made on such of the advances
as are identified by the auditors as bad or doubtful

of recovery. To the extent additional provision is
required during a year, the relative amount is deduc ted
from income heads and credited to provision for bad and
doubtful debts. Such provisions are not deductitle in
computing taxable income. In addition banks make

ad hoc general provisions by way of contingz=ncies.

They are also subject to payment cof ti<. Banks are
permitted to make ad hoc provisions in respect of

advances at rural branches to the extent of 1.5% of
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their total advances at such branches. In the opinion

[

of some banks, such provisions may »e made every year
to the extent of 1.5% of the total advances at the end
of every year. Banks having foreign branches and
approved for the purpose are also permitted to create
a special reserve upto 40% of their income. Such
provisions and reserveg are deductible in computing
taxable income. While the practic« as described above-
is more or less uniformly followed by all banks, there
are certain nuances in the manner of making provision,
particularly in respect of advances covered by the
Deposit Insurance and Credit Guarantee Corporation Ltd.
(DICGC) and Export Credit Gurantee Corporition(ECGC).
Some banks make provision for the entire amount
considered irrecoverable ignoring the likely
reimbursement of losses from the Corporations, others
make provision only for the ne¢ amount. " Although the
former procedure is much more prudent and provides an
in-built cushion, the Committee feels that there is

no need for such over-provisioning and suggests that
provision need be made only to the extent that such
debts are not covered by DICGC/ECGC. The practice

followed may, however, be disclosed in the accounting

policy.
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7.2.3 Another aspect of the question is whether

provisions for bad and doubtful debts should be made on

Provision - |} a gross or net of tax basis. While banks
Net or Gross)
of tax ! may recognise a debt as ozd or doubtful
cvm—te

of recovery in a particular year and ma:z2 a provision
therefor, such provision may be allowed as deduction
by the tax authorities only after the relative debts
have been established to have become bad and deduction
is postponed until all steps for recovery are finally
exhausted and the debt is actually written-off in_the
books. The Committee discussed this matter with the
representatives of banks as well as professionals like
Chartered Accountants anc Cost Accountants. The
general feeling was that while providing for debts on
a gross basis, one should take into account the tax
laws as they stand and ignore the anticipa:icd tax
gains. The tax gains should be recognised only in the
year the debt is. actually written off and deduction is
permitted by the t;x authorities. This is in consonance
with the fact that the funds flow takes place only in
the year the deduction is allowed. On the other hand,
if provision is made on a net-of-tax basis, credit is
taken in the current profit and loss account for

anticipated tax benefit which may accrue in future years.
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while the Commiitee recognises that the question
involved is one of timing and the position may even

out over s period, it is of the view that as the tax
laws stand, banks should make provision on a gross
basis. In this context, the Committeé notes that

the PEP Committee appointed by the Rescrve Bank had gone
into the question and had recommended that the
Government might be moved to amend the tax laws so

that banks ¢ uld be allowed to charge the amount of
provision made for specifié advances, which either

in the judgement of the management or that of the
statutory auditors had proved or would prove
irrccoverable, in the year in which the debts were

so recognised and provided for.

7.2.4 An analysis of the position of the debts
considered bad or doubtful of recovery of banks

;rite off of? shows that there is‘e considerable

bad debts '
-—L time lag betwecen the recognition of

@ debt as bad or doubtful of reco?er; and its ultimate
write off with the result that banks generally carry

2 large amount of such debts at any point of time

in their books. In the year 1982 for instance, the
total amount of bad debts written off constituted

only about 1% of the total provision. The amount
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written off every year is thus insignificant with the
result that the amount of fully provided bad debts
carried in the booxs is substantial. There seem to be
several reasons for this position. Mainly the
situation is due to the tax laws. The relative debts
should be established to have become bad before they
are allowed as a deduction by the tax authorities.
This means that the banks have to exhaust all possible
avenues for recovery of a debt, including legal
recourse, The present framework of law is such that
recourse to collaterals such as stock-in-trade and
fixed assets without the intervention of court is
difficult save in exceptional cases. The legal
proceedingzs tend to get delayedy instances of borrowers
taking advaintage of the delays are also common. These
difficultics a2lso make bank officials lethargic in
vigorously purnuing legal action. Bank managements,
having maue necessary provision, also leave things to
take their normal course. In some cases, it also happens
th2t only =2 part of the advance has become bad. Such
part write-offs are also not very popular with banking
circles and very often, therefore, in such cases, the
bank management is satisfied with making provisions

for such part bad debts,
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7.2.5 The above .situation has certain far reaching
implications on the socio-economic objectives of
banking. Banks are required by the policies enunchabal
by Government and Reserve Bank to ensure that certain
proportion of their advances should be extended to
priority sectors and very weaker sections, etc. As
long as such levels are related to the total
outstanding advances, inclusion of bad and doubtful
debts, albeit fully provided for, in the total
advances and the various sectoral classifications,
would reduce the juantum of fresh disbursements to
the priority sectors. As the funds in blocked
accounts z2re not recycled, the number of new
beneficiaries of bank loans under thesec sectors woula
also be not as many as it should have been, were the
funds recycled or were the irrecoverable advances
written off. There is, therefsre, a need to ensure
thait debts recognised as bad are written off within

2 reasonable time after such recognition.

7.2.6 The Committee has considered the gquestion

whether there is need for any norms or guidelines in

-—* .
Normg for i the matter of making provisions for
provisioning; '
———-=- -~ =% bad and doubtful debts. The system

of review of the quality of advances portfolio and
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identificzition of doubtful debts would be the cruciai
aspects to be considered for the burpose. Banks being.
dealers in credit incidence of bad debts is inherent
in banking businees and with the grawing volume of the
advances portfolio and their multifarious nature such
bad debts may constitute a substantial charge on
profits. With the obligations cast on the banking
system to achieve certain_socio—economic objectives
and the exhortation to banks to extend credit on the
basis of viability of a project rather than security,
banks not only have per force to enter a higher credit
risk area but also have to deal with a very large
number of such borrowers. Similarly, over the years
banks have also had to carry accounts of a large
number of sick units involving the blocking of
substantial amounts. As at the end of June 1983, the
number of sicik units reported by the banking system
is in the region of 66,000 and the amount involved is
about .2793 crorss constituting 7.9% of the advances
of thebuinking system in India. Of these, 463 units
involying an amount of k.1913 crores ere comparatively
l;rger sick units with limits of i#s.1 crore and above.
A number of such sick units come under nursing/

rehabilitation programmes. Viewed in this context,
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the task of assessing the quality of individual
advances and identifying potential doubtful dgbts
becomes 1 difficult exercise. But a viable system for
achieving these objectives is necessary so that not
only o proper follow-up of advances is ensured but
also the necessary provisions made from current profits
¢cach yeér; Apart from the management of individual
banks, the statutory auditors and the Central Banking
authority are concerned with there éspects. The
statutory auditors would be primarily interested to
see that adequite provisions are created to absorh
likely loan losses and the profit and loss account
shows a true and faif balance of profit or loss. The
Central Banking authority's primary concern will be
with the solvéncy of the individual banks and to
ensure that they are in a position to pay the
depositors in full as and when tnfir clajims accrue.
The man:gement, while equally concerned with these *
aspects, wilil in addition be interested in early
identification of difficult advances, proper adherence
to loan policies and performance of officers at the
field level.

7.2.7 In the light of the foregoing, the Committee

— _
Health code | addressed itself to the question of

for advances)
- L evolving a suitable system of appraisal
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of the advances portfolio and review of individual
advances. One aspect of the question is whether there
should be a system of classification of individual
advénces according to their quality and if so what
should be the criteria to be followed for such
classification and the manner in which the system
could be used for assessing loan losses. The Committee
understands that the Pendharkar Working Group on the
system of inspection of banks has recommended for
introduction in banks a system of health coding for
Acgoumds: Briefly, the accounts would be classified into
the following categories -

(i) satisfactory (iv) advances recalled
(ii) dirregular (v) suit filed accounts
(iii) sick/sticky accounts (vi) decreed debts

Detailed guidelines formulated by that Committee on the
classification are given in the Annexure VIII.

7.2.8 The Committece is of the view that the system of
classification should be applied to all advances
irrespective of the amount. This is considered
necessary as the small advances in the aggregate
constitute a significant proportion of the total
wGvances of a bank and this will continue to be the
position in future 1lso. A statement showing the

cize-wise pattern of borrowal accounts as at the end
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of 1980 ,is given below:

(&._in crores)

Credit Liwmit DECEMBER 1980
Range No.of % to Amt. % to
accounts total out- total
stand-
e ——— e e e ing L
$.10,000/- and less 18920000 93.5 3453 14.6
Above s.10,000/-2and 1119000 5.5 4054 14.0
upto 5.1 lakh
Above .1 lakh to 157600 0.8 2656 11.2
$.5 lakhs
Above 5.5 1lakhs to 47000 0.2 6479 27.3
.1 crore
Above .1 crore 2900 - 7759 32.8
Corporate and 874 - 28 0.1
unclassified

The number of small advances with limits upto .1 lakh

is large and constitutes about 99% of the total number,
although they account for only 28.6% of the outstanding
balances. The nuanber of advances‘with limits ranging
between .1 lakh and .5 lakhs and 5.5 1ikhs and

s.1 crors is 11so not insignificant (eventhough they
conctitute only 1% of the total number): they account for
38.5% of the outstanding balances. The number of
accounts with balance of .1 crore and abové is

limited but they z:ccount for 32.8% of the total

outstandings. The sp:ead of accounts will thus tend
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to show th2t clasuification of accounts will h.ve to

be distributed over difrerent tiers of the bank like
branch, regional office, zonil office, Local Head
Office(if iny) and Central Orfice. The exact limits
upto which such classification is to be done at
different tiers of organisation will depend upon the
gize of "the bank, distribution of branches and the
pattern of advances within different 1limit ranges. The
exnct organisational arrangements for classification
may therefore be left to the discretion of the bank.

The system should however provide for verification 1t

a higher level of the classification done at a lower
level and 211 advances with limits above #.1 crore
should be referred to the Board for confirmation. As
regards checking by external auditors/Reserve Bank of
India, it may be sufficient if the system of classifica-
tion is studied and a test-check done of classification
of individual advances. Advances above 45.1 crore where
the number will be very limited may be seen individually
by them. It is also desirable to introduce simultaneously
2 system of review of the health code classification
¢very year. The review should be evenly spread

throughout the year.
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729 As regards making adequate provisions, the
necessity to make provision will arise only in
advances in categories (iii) to (vi) which may be
considcred as unsatisfaciory advances. In the case
of a well ruu bank, thess categories of advances
could be between 5% to 10% of the total advances
and very rarely will this rafio go beyond 20% of the
total advances. It will be necescsary to ascsess the
amount of doubtful debte in respect of larger advances
with balances of Rse5 lakhs and above individually
and to provide for the same. In respect of smaller
advances to the extent possible, the provisions may
be made on actual basis but as the number of such

' have to
advancas may be large provision may also/be made on
a percentage basis e¢pending on the loan ioss
expericnce of she bank. The. percentage naeds to be
reviewed periodically, SEV oqse in threé.years. The
above cchene; the Commitbtse fzels, will enable banks
to have gatisfzctory control over the cradit
portfolio and minimise losses, apart from ensuring
that adequate provisicn iz made for doubtful debts.
The Committee would, however, emphasise that the
banks need not disclose full details of the system

of classification and more particularly the aggraegate
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amount under cach category. If noed bc, the bankg should
be givon protoction from disclosing this information .

cxcept to tho Reedrve Bank/Government and auditors.
7¢%41 A related issue is the qguestion as to when

interest should cease to be charged to the advances

Provisioning! and credited to income. As stated
for interest) ~
---—- garlier, the loans and advances form the

principal reveanue ezarning assets of a bank. Revenue
recognition is, therefore, very important. According
to the Internatioral Accounting Standards Committee,
"Intercet and other revenues arising from holding of
ascets should only be recognised when no significant
uncertainty as to measurability or collectability
exists's The cxplanatory notes state 'when the
uncartainty relates to collectability and arises
subsequent to the time of sale or rendering of the
service, it is movre appropriate to make a provision to
reflect the uncertainty rather than to adjust the
amountdof revanue originally recordedV.

7+2.2 By and large, banks in India follow the practice
of not charging intercst on advences which have been
recalled or where legal proceedings have been init;ated
to recover the duess unless the amount is realised.

Besides, interest is also not charged on loans where
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the princiﬁal amount, either partly or wholly, is
doubtful of recovery. As in the casc of making
provisions for loans and advances, there is an

element of ad-hocism in this area as well. In the
Committee’s view, there is necessiﬁy to have a
systematic procesdure, as otherwise, the income for a
year could easily be understated or overstated. For
this purpose, the suggested system of classification

of advances should be helpful in deciding on this
aspect as well. Generally, no interest should be
taken into account unless realised on recalled
advances, suit-filed accounts and decrced debts. As
regards sick/sticky advances (category-(iii)) the
question of charging interest will depend‘on the
assessment of recalisability. Ideally, no interest
should be charged on such advances in this catezory
whare the principal amount ie considered as bad or
doubtful in part or in full excepf‘on a realisation
basis. But the Committese sces no objection to interest
being charged on such advances as are not considered bad
or doubtful eithsr in whole or part. As regérds
smaller advances in the catcegory, the Committee would
advocate that to the extent provision is made, inter«st

also should not be taken into account.
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7¢3¢3 In this context, the Committee is given to
underscand that banks face certain problems in the

S

matter of .ccounting interest on such advances vis-a-vis
the tax authorities. One of the methods followed by
banks is not to traat interzst charsed on such advances
as lncome and instead credit thc same to a suspense
account. This practice is based on the sound accounting
principle of not treating as income any item, the
vcalisability of which is doubtful. The Central Board
of Direct Taxes had issued a circular in 1952 to the
tax officers to the effect that interest accruing to

a money lender on loans considered doubtful of recovery
nced not be included in the taxable income if the
income-tax officerAdxs satisfied that there was little
possibility of the loan being repaid and the same
principle was to be applied to banks which credited
the interest charged on advanccs to a suspense account.
On the basis of these instructions, banks were being
allowed a suitable reduction from the taxable income.
Followiny a judgement in one of the High Courts, the
tax officers have sought to disallow such interest
credited to suepense account. On the basis of this,
som> of the Banks h:'ve changed the procedure and -

ceased charging interest altogether. For the sake of
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and
proper control/prevention of leakage of income, it

would be desirable if the interest on such advances
is bookzd and cwedited o :ivﬁ.ms_jt:-;&mrmsgmg. tax
income which is not likely to be realised merely
bacause it is accounted for in the books for the sake
of convenience and better control is also not
consistent with sound accoudting practice. Banks
nave roprosented against the revised decisions of the
tax authoritics,

7e4e1 In the prcceceding paragraphs the Committee has

discussed various issues relating to bad debts

. ———

v . .
Tax rebates on | provisiouning, interest on bad and
bad debtsg and ;

provisions, etc.) doubtful debts and the relative

— s v s

taxation practices. Thus, according to the taxation

practices in India, tax rebate on bad debts is allowed
only when a debt is written off, after exhausting all
measures for recovery. Similarly there is also some
uacaertalaty about the allowance of reéato On interest
charzed to bad and doubtful debts, when ‘such amount

is not takern te profit and loss account but kept in
suspense, In acrtordancce with the prevailing practices
in several couatrice, the Committee feels that it
would be decirable if the tax rebate is given to banks

in India also when a provision is made for bad and
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doubtful debte. This principle has alrcady been
accepted in the case of advances at rural branches.
Thus banhiks are bein: givea tax rebate at present on
ad hoc ppovisions in r=gspect of advances at rural
branches to the extent of 1.5% of such advances. The
Committee would supr~est that this concept may be
cxtended to all advancaes. In order, however, to
ehsure that banks do not make over provisions to reduce '
their taxable profits, a ceiling could be imposed on
the maximum outstandings in such provisions. If this
principle is acceptable, it could be extended also to
intercst charsed onted and doubtful debts, kept in

suspense account. The Committee therefore suggest

0]

that all provisions mads for bad and doubtful debts
and provisions mads by way of interecst on bad and
doubtful debts kept in suspensc account should be
:xempt from tax, provided the aggregate outstandings
in such proﬁis;ons do net oxceed 5% of the total
outstanding advancsg at tho end of the relevant period.
This procedure would also enable banks to write off
debts recognised as bad within a reasonable period of
such recognition and to thet extent would remove the
disadvanvages inhcrent in the system of carrying the

bad debts in the books indefinitely.
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7«51 According to section24 .of the Banking Regulation

act, banks have to maintain in India cash, gold and

B R L S PR

Ihvestments { unencumber~d approwved securities to
Depraciation)
E{ozigion - § the extent of 25% of their total demand
A 1 .nd bime liabilibies in India. This
provision is also referrzd to as the statutory
liguidity ratio (SLR) of banks. Although the Act
fixes SLR to be maintained by banks at 25% of the
liabilities, in practice the banks were directed by
the Reserve Bank of India from time to time to maiantain
a highzr level of SLE. By the 1984 amendments to the
Banking Regulation Act, the Reserve Bank has bzen now
ested with powecr to raise SLL from 25% upto 40%.
Currently the SLR is fixed~at %6%. As cash and gcld
are non;earning assets, by and large, banks comply
with the requirements of SLR by maintaining an adequate
level of approved securities. Approved securities
are mainly securities of the Centraf‘and State
Governmcants and those guarantzed by them. A scrutiny
of the iavestment portfolio of banks shows that the
approved sccurities constitute virtually the total
investmant portfolio and the other securities
comprising mostly shares, debentures,etc. constitute

only an insignificant prrtion of the total investments



- 18% -

rcughly about 1% of the total investments. Other

investments are usually beiang valued by banks at market

ct

rate if they are cuoted or at estimated realisable value
if they are not quoted. Banks usually provide for full
dapreciation in the valu2 of such securities. This
method of waluvation and provisioning for depreciation

of such

U]
mn

scurities is more or less universally accepted
and the Committ:e ccnsiders that the existing practice

may continua.

7.5.2 The great bulk of the investments of banks would

be in Government and other approved securities. An

]
Approved ! analysis of the investments in Government
scurities |} ‘ f
wems m—-——e=b gnd approved securities of the larger

N

banks reveal that such investments constitute about

38% of their demand and time liabilities., Currently,
the SLR to be maintained by banks is 36% of the demand
and time liabilitics. Thus, banks comply with the

SLE requirements practically by means of investments

in Goverament and approved scecurities. In this

context, the accounting of investments and the treatment
of such investmesnts in the apnual accounts become very
rclevant, Most banks carry such investments to
maturity. A few banks, however, do actively trade in

such investments; others confine their operations to



subscriptions to new issucs. OSwitch operetions are,
however, usually carried -ut by many banks with a
view to having a balanced portfolio, improving
current yield, etc.

7.5.3 Banks fiollow different practices in accounting
of investments. Broadly, thﬁ practicss are -
Accounting practices ?m(a) At the time of purchase,

in India ! _
— - — 4. the investment account is

debited with cost plus intercst for the broken period.
At the timec of salc, the invesstment account is credited
with the total amouant realised including interest for
the broken period and the resultant loss or profit

on each transaction in the account is thus recognised.
(b) At the time of purchasa, -ost =xcluding inberest
accrued for the brokcn period is debited to investment
account. Interest for broken eriod is debited to
Profit and Loss Account. {In somc cases, the broken
period interest is debited to an Interest Suspense
Account which is adjusted when the interest is
actually realiscd), At the time of sale, intersst for
the broken period is credited to the profit and loss
account and the balance of th: salc procaeeds, is
crcdited to the inveztment account and profit or

loss on the transaction is raocognis2d in the Profit
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and Loss Account. The Committece feoels that it will be
desirable to follow a uniform prectice in this regard
and suggests that banks may follow the practice
described at (b) above. It is understood that some
Income;Tax Officers have taken objection to the practice
outlinecd at (b) on the score that intercst accrued on
purchase of securities will havz to b2 capirvalised.
The Committee, hdwever, racommends th..c 1n the intercst
of sound accounting practiccecs, the Incou: Tax
authorities may be requested not to take objcction
to the practice recommended by the Committce.
7+54 As regards accounting of ianvestments in balance
sheets, the prescribed format provides that the mode

———————— e e

Accounting in Y of valuation i.e. cost or market
Balance shcet H

and Section 24 | valug,etc. should be indicated. In
of Banking :

Regulation Act, !

- Legal positica }

~-——-—-1 in the balance shect is higher than

case the value of investment shown

the market value, the markct value shall be shown
separately in the balancz sheoet. However, she Central
Government is empowered to give cxsmntiocrn to banks on
the recommendations of Reserve Bank of 1ndia from
showing the market value and such excemptions are
usually given freely. For the purpose of scction 24

of the Banking Regulation Act, that portion of the
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investments requir<d for complying with the mlnlmum
prcscribed under Scction 24
statutory liquidity ratio of 25%/is vilued at market
value. The balance of the securitices reckoned for
the purpose of the excess liguidity requirements is
to be valued at book valuc less provision, if any,
made for depreciation in thie valuc of such investments.
Under the amended provisicns the approved securities
are to be valued at a price determined ia a2ccordance
with such one or more or combination of the following
methods of wvaluation, namcly, valuation with roference
to cost price, market prics, bookx value as may be
specified by the Reserve Bank from time to time. It
is also provided that the market pricce of approved
gecurities shall be the price as on the date of the
iscue of the Notification or as on any earlier or
later date as may be notified from time to time by
the Reserve Bank in rospect\of any class or classes
of securities. It will be thus scca that for the
purpose of section 24 of the Banking Regulation Act,
the Reserve Bank has substantial rovorz o prescribe

the mode of wvaluation of the sccusrisizs.



7.5.5 Banks follow two main modes of valuation of

investments in Government and oth:°r approved securities.
Valuation of ! Some banks carry such investments at
securities for |

]

1

balance sheat cost ragardless of the changes in the

market valuec. Any gains or losses are recognised only
at the point of sale, unrcalised losses or gains beilng
ignored. The argument for not valuin? the sscurities
at current market value is that the securitics are
generally held till maturity and thore will be no loss
on maturity. Some of thase banks, however, provide
for depreciation to the extent possible depending on
the availability of profits.

756 The other method followced is to value the
securities et cost or market value whichever is low:r,.
The valuation is, however, done hy some banks on the
basis of stock exchange quotwtions while others take
the Reserve Bank of India rotes as the basis.
Similarly some banks take into account only the
depreciation, ignoring appreciction, i. any. while the
others take the net position. The fta. authoritics
permit either of the mod:s of voluation, provided the
method is followed consistently.

7:5.7 The Committcee has given considcrable thought to

the question of valuation of securities. Hxcept for
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a limited portion, thc investments arc in approved
securities (including Centrol Government, State
Government and other approv:d securities) and in

such case there will be no eventual loss if such
securities are carried to maturity provided they are
carried in the books at face value or less. Moreover
in thc abscence of an active market, the market
quotations may not be recalistic nor may it represent
the true realisable value. On these consideratioas,

it has been argued that there should be no objection
to banks carrying the securities at cost, uanlesgs a
security was acquired at a premium or discount; if they
are so acquired the book valus could be adiusted for
discounts/premiums over the period $till maturity.
Contrariwise it may be considerasd prudent to value the
securities at lower of cost or market value, particularly
in a period of continuous depreéiation in market value,
as a bank's ability to realise these scecurities or
raise finance against then wi&l be relatcd to their
realisable value and not the heclding valuce. Unless

the securities are valued at their current market
value, the principle of ‘'true and fair' position may
also be violated. The main difficulty in accepting
this practice, particularly at a tinc of coantinuous

decline in prices, is the non-avaiiability of adequate
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profits to book the depreciation, which is substantial.
The Committee made a detailed study of the depreciation
in the investment portfolio of a fow selected banks as
at the end of 1983, The position as revealed by the
study is indicated in the following statements:

I. Pattern of ianvestments
(RBs. in crores)

Bank Book value of investments in securities of

No. Central State others Total
Government  Governmeut (approved)
(€D ) - (3 1Y) (5
14 602 46 445 1093
(55.1) (4.2) (40.7)
2. 555 , 187 568 1304
(42.6) (13.9) (43.5)
Se 531 128 102 761
(69.8) (16.8) (1% .4)
4, 227 53 101 381
(59.6) (14..0) (26.4)
5. 2886 693 1769 . 5348
i (54.0) (12.9) (33.1)
Total: 4801 1101 2985 8887
(54.0) (12.4) (3%.6)

(Figures within brackets in columns 2, 3% and 4
represent % of the r -spective catczory to total)
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IT. Depreciation in securities

Banlz Tunoral

No. Govaornment
- @)
1 o4
(10.7)

2e 76
(13.7)

Se 47
(8.9)

q, 33
(14.5)

5. 326
(11.6)

Totals 556
(11.6)

% «t depre

ciation in

(RBs. in crores)

State Others Total
Gover—- (approved)

Central nment
Governnent
Securitize
to total
deprecia-
tion _ : i :
(3) (&) (5) (6)
92.95 - 5 69
~ (1.1)
85439 - 1% 89
(2.3)
97.92 - 1 48
(1.0)
100,00 - - b%)
100.00 - - 336
96.70 - 19 575
(0.6)

(The figurcs within brackets undgr columns 2 & 5
indicate perc:ntage of depreciation to the book
value of each category)



IIT.Maturity Pattern of Ccntral Government securi

- i —— " — . - - —— e e ———

i No. O - 10 yzeors - o : N 41 _to 15 years : _Over 15 years i Total e
Book Depre- eprccia- Book D2pre- Deprecia~ Boeek  Depre~ Depracie- Book Deprecistion
value cia- tion as % valuc cic- tion as % wvalue cia- tion 2¢ % value

tion of book tion of book ticn of book
o ) value . ~ value value _ .
) (2) (3) (&) ) (6) (/) (8) (9) (10) (11) (12)
1. 79.03 5. 04 %.85 125.73 12.5% G.89 306,75 48,90 12433 602.49 64 .47
(13.12) (4.72) (21.03) (19.4%) (65.85) (75.85)
2 12%2.28 5.72 4,69 87.83 & 07 919 543,79 62.2% 1510 554,90 76.02
(22.22) (7.52) (15.83) (12.62) (61.95) (81.86)
3 289,27 9.16 %417 84.3% 11.52 1% .66 157.61 26.67 16.92 5%1.21 47,35
(54.45) (19.35) (15.88) (24.3%) (29.67) (56.33)
4, 25.820 1.45 4,87 48,01 4.26 8.87 148,94 26.82 18.01 226.75 _ 2257
(13.14)  (4.46) (21.17) (13.10) (65.68) (82.45) h
5. 54435 5.6% 12.20 322,70 20436 .37 2508.58 3%08.85 12. 31 2885.63 375, 84
(1.83) (1.97) (11.18) (6.06) (85.94) (91.96)
Totals 575 7% 25,00 4,52 669.60 5674 .47 355,65 473,47 1%.32 4.800.98 555421
(11.92)  (4.867) (13.95) (10.20) (74:.056) (£5.12)
Thta_\s within brackets under columns 2, 5 and 8 iandicate the percentaze oFf soch meturity--wiise

category of invostments to tetal invasticats 1n Central Goverament Sccouri tlec. The ;J U
o .

brackste und:r columns 3, 5 and © indicebte the % of depreciatisn in ecoh Zroup to tol =l
deprceistion)



- 192

It will fe obs rved from the above statements that
the great bulk of the investments in approved
sccuritics in the case of all the banks studiced is
in Ccntral Goverament socuritics and ‘other approved!
gocuritics. The State Govoernment securities held by
banks varicd between 4.2% to 16.8% of the total
approved sccuritics. In the cese of four out of the
five banks the share of the Ccntral Government
securities constituted more than 50% of the
securitiess In the case of three out of the five
banks, 'other approved' s:curities constituted more
than 33%. Only in the case of one bank the 'other
approvad'! sccuritics wcere less than the amount of
the State Gov:irnment securitics. In the case of all
others, the fothoer approved' szcurities exceesded the
investucent in State ~cvernment securities substantially.
Although there is no dsfinite set pattern among the
banks in thoeir holding in Central Government, State
Govornment and 'oth.» approved! securities, the
atudy revcals thst as a rule banks prefer Central
Governmant and 'other approved! securitice to

~tate Govermment zocurities. This is apparently due
to various factors including availability of scrips,
congiderations of cligibility for raising finesnce,

marketability and interest yield.
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7.5.6 Of the total depreciation in the investment
portfolic, the Central Government securities accounted
for the bulk. In two of the five cascs, the whole
amount of dcpreéiation wag accounted for by Central
Government sccurities while in the remaining three
cases they accounted for more than 85%. State
Government scecuritics did not show any depreciation.
In the case of “othor approved sccurities also, the
deprociation was not significant compared to their
book value. As the market for State Goveranment and
approved securities is not active, the market
gquotations for such securities may not be realistic
and very oftcen may not rcpresent the current yield
pattern. Morceover, as many such securities are not
quoted, market value is often based on quotations
received from brokers which may not necessarily
represent the real market value. These factors could
partly account for such seccurities not showing any
depraciation. The amount of depreciation in the
Central Government sccuritizs constitutad roughly about
12% of the value of the Central Goverameat securities;
the individual perceanta;c varied from 8.9% to 14.3%
depending upon the proportion of securitiss held in

different maturity bands.
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7e5e7 The maturity-wise analysis of the Central
Goverament sccurities indicated that in the case of
only onz banik the proportior of investment in Central
Government cocuritics maturing within a period of

10 years to total such sccurities was more than'50%,
the ratio of the holdinge in sccurities of 10 years
#nd less to the total iavestmerts in Central
Covernment sccuritics in three caszs ranged betﬁeen
1%.12% and 22.22% and in the remaining case the
proportion was as low as 1.88%, The :epreoiétion

cn this group of securities was generally not material.
The investment in the maturity grovp of 11 to 15 years
of the fivs banks varied between 11.18% to 21.17%

of the totzl. This group acc-uatad for depr.:ciation
to the sxtent of 6.06% to 24.33% of the total
depreciation.  Ths amount of depreciation constituted
ebout 9 to 10 per cent of the book walue of the
invegsmonts in this proup excont in two cascs whore
the relative percontases were 13.7% and 6.3%. The
investmoennys in the group with a maturity period of
over 15 7 ars form move than 304 of the total securitiocs
in Centrel Govornment socuritice « xcept in the case

of onz bank whrrce the perceutize ' as 29.67«  This

gmctor accouated for more than!%}h of the total
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depreciation of Central Government securitics except
in the casc of the bank which had only 29.67% investment
in this maturity group. ‘The deprocistion in this
groun workad out to gensrally more than 15% of the
book values; the actual range being betweesn 12.31%

and 18.10%.

7548 Aithough there is no clzar—-cut set pattern in
the typesﬁof securitics held by banks in different
segments like Ceantral Goverament, State Government

and oth:r approved securitics, nor in the maturity
ranses of the invéstment, the study does indicate that
the depreciation in the investment portfolio is mainly
on account of Central Goverament securitics and that
too in respect of securities with a maturity period

cf more than 10 ycars,

7549 Although the Committece. was made to understand
that in the past sgeveral banks were valuing the
suecuritier at coet »r market value, whichever is less,
gince the continuous hike in the coupon rate and the
conscauent depreciatiop in the mrket value of
sseuritics courplod with the 0bligatibn cast on banks
to invest lerger and larger share of their resources
ia approved sccurities, many banks have not been

lately providing for the full depreciation ia the
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valu: of their sccurities. While some banks do
still provid:z deprociation in fullymany others
provic.: Inr such deprcciation only partly and some
do not tok: any substantial provision for such
deprociaticn ot &ll. There is thus no uniformity
in the mettur of valuation of securitiss and
provisioning for depreciation on such securities
whoreas for the sake of comparability of data such
uniformity is cssentizl. In this context, the
Committee ceonsidered various alternatives for
valuation of securities and making provisions for
depruciation.

7¢5.10 One method is obviously the recognised
prudent method of valuing the securities at lower
of cost or market value. This obviously has become
well-nigh impossible for banks to attempt. ZEven the
few banke which arc adopting this method at present
may cventually fiand it difiicul% to continue with
the practice unlese the market value of securities
picks up substantially.

745411 dvnother method would. be to value the
securitice at book value, the book value being the
cost price adjusted for deprocistion, if any,

provided not nzcescsarily to the full extent. The
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argument for adopting this mcthod of valuation is that
the deprociation in Government securities in relation
to markct valuc is notionsl and so long as the book
value is not Woye than the face value therc will be no
eventual lose te banke. In this context, a point has
b2en raised whether it is at all necessary to book the
deprociation and wirether banks could not value the
securities for teox purposecs at lower of cost or market
value and claim deprcciation without booking
deprociation ia the accounts. While this may be in
order as a matter of tax management, the Committee
does not endorse this suggestion. For ensuring
uniformity of income reckoning, if at all this mothod
is to be accoptable, the Reserve Bank will have to
indicate the extent of depreciation that should be
charged by banks. This could be on the basis adopted
by Reserve Bank of India for the purpose of valuation
of securitic: under scction 24 of the Banking
Regulation_Act, Thie procedure will thenxgnsurguthat
the securiticz will be valued on a uniform basis for
section 24 of the Baunking Regulation Act and for
bzslancc sheet purpocses.

75612 Another proposel for valuation of securities

suggested is the 'lover of cost or redecmable value!
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=

matnods Normally, radeemable value is the same as
face value and as such the proposal is more or less
to veluc th. securities at cost or face value,
wnichever ig lces. This method of valuation may be
zasy Go implement and would ensure that banks would
not suficr any losz on their investments on maturity.
How far this method will conform to the concept of
orudence 1s, howover, a moct point. Under this
method, banks will have to provide for depreciation
only if the cost price is more than the face value/
red:cmable value and Ghe burden will practically be
nil in the case of all the banks studied.

745413 Another proposal consicercd by the Committoe
in this contaxt is the bifurcstinn of investments
intzs two catezgories viz., permanesnt investments and
current investments more or less cn the model of
‘Investment sccurities' and 'dealing securities’
propound -d in the I4ASC Discusé&on Paper. The
propertica of such investments will be determined

by Reserve Banik of Tadia in Indian conditinns. On

this baelg, banks will classify the cxisting

investuents into two categories, all subsequent
purchaseswill =zlsoc be clasgified suitably. No

interchange of categorics will b: permitted. Banks
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will have to provide for depreciation, if any, in the
investments in the fcurreant' category in full. No
provigion is necessary ian respect of the depreciation
in the 'permanent' category' which will be valued at

_ (~r redemption) .
cost or fac./volue, whichev.r is less. Sale of

investncats in permaneat category will be permitted
with the provise that any loss on sale of the relative
investment will be bocked. The loss will be a charge
on profit aand loss account, but the profit, if any,
will be transferred to capital reserves. Considering
the high proportion of liquid asrsets which banks have
to maintain and the rather restricted market for
Government securities the scheme has much to coanmend
itself, There are, however, certain disadvantages in
the system to be reckoned with. There may be no
adventase in introducing the scheme for banks which
valuc the investmente on the balance sheet date at
low:r of cost or markct valuc. There will also be

a tendency Go book sccuritics with larger depreciation
in 'permanent' category and bulk of the depreciation
in the overall portfolio will then remain unprovided.
The scheme may not, therefore, alter th- position
materially while at the same time circumscribing the

discretion of banks in the matter of sale of
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securities, This position canh however be counterad
by fixing an appropriate ﬁréportiﬂn for levels of
'permanent’ and ‘current' componints. If tho level
of ‘permanent' catemory ie pitched hidpr, by transferring
the long dated Central Goveraumeut socuritz:ce to this
class, banks may gt somc substantial relief in
depreciation. By pitchins the level ~f permanent
securitics at a low level, the amount or depraciation
to b: charged may be raiscd. The prop;cticn between
'permanent' and 'currcnt' categories ma& have to be
prescribed by the monetary authorities and for the
sake of uniformity, chc levels will have to be
uniform for all banks. In appreopriate cases, banks
will have also to be givon time to make the change
over tc the new systcm.

7¢5¢14 Another aspect that has So be considored if
the procedure in the prodeding piaruore:n 1s adopted,
is the 'amortisation of deprecicvion’., The normal
concept of the amortisaticn practics followed by some
of the UK and USA bas:d banks 1ec to spr -ad the
premium or discount on purchase of a security (in
relation to the face value) over the period of the
life of the security. This practice, which is

followcd only in respect of ‘'investment' sccurities
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and not 'dealing' scecurities, virtually means that at
‘the time of maturity, th.r: %ill bec no loss or gain
and the loss or gain accruing on the redemption of a
scecurity in the investmeut catezory over the purchase
price will be spread over a period of time, that is
the remaining life of th¢ sccurity. It m:y not be,
however, nccessary to introducc this crncept ia
Indian banks at this stage.

7.5.15 By adopting the concept or 'permancnt' and

'current' categories for investments as indicated in
the preceding paragraphs, it may be ensurcd to some ¢
extent that banks charge deprociation on a minimum
proportion of their securities. The conccpt is also

in accordance with the proposuals in the IASC
Discussion Paper. As thes mathod can be adopted for
valuaticn of sccurities for the nurpos: of Scection 24
of the Banking Rzogulaticn Act also, there would be
uniformity in the valuation ¢i sacuritics for the
purposes of balance sheet and Scecticn 24 <& the Banking
Regulation Act. The mechavnism «f fixing thc proportion
between the two categorices may al=o t~ some oxtent
serve as a credit regulatory woasure, as by altering
the proportions suitably banks may be rcoguired to have

morec or less funds in their investment portfolio.



Considering all aspects, She Commivtre is of the
opinion thot the valuation basis proposad in the
preceding paragraphe aftcer bifurcating the investments
into 'permanent' and 'curreont' categoriset will be .
an appropriate mcthod oi troatmeut ~f ianvoetments

by banks for balaancc sheot purposes. FYor the
purpose of final accounts, the nermanert investments
will be valued at lower 2f cost or redemption value
and the current invsstments at lower of cost or
market value. Banks would b required to make
provision for depreciition on investments to comply
with the above mod: of valuation. The accounting
policy statement to be attachesd tn the annual
accounts will indicate the above bagis of

valuation. The notes on account will Iurther
indicate the differcnce bhetwocn the brok value and
the valuation adoptcd. THhe actual 1loval upto

which the sccuriticsz should be hcid in the

permanent and current catzzorics may be decided

by the Reserve Bank from time to time dcpending

upon the prevailing circumstances.

7¢6+1 - Normally, baaks have %wo retirement benefits,
ﬁEETEEﬁEEE—BEHETifT Viz.,'Provident Fund and

to staff :
- ——-L Gratuity. A few banks also




have pension schemes and in such cases, cemployces who
are eligible also for gratuity under th: Faymeant of
Gratuity Act may have threc benefits. Most of the
banks have set up recognised Gratuity or Pension Funds
to fund the relative liability. The prectic-s in this
regard have, by and large, stabilised. The Ccmmittoee
would emphasise thc need for cstimating such
liabilities on an actuarial basis and for funding such
commitments every year irrespective of the availability
of profit.

7¢Fe1 By and large, baanks follow a uniform practice

in the matter of making provisicn for income-tax. One

-
Provision for! of the issues raiscd is whether
income-tax ! '
-L provigion for payment of iancome-tax

should be made in respect of accrued interest on
investments. The practic: followed by banks is that
crcdit is taken in the accounts for intorost received,
interest accrued duc but not colleccted aad intercst
accrued but not due. TFor tax purposcz. heowovoer, the
interest accrued, but not due is not taken into account
since under the law it ig taxahle only in the year in
which it becomes due. The Committoe would suggest
that the entire interest taken to profit and loss

account should be taken into account for making
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provisiocon for taxes also.

7ePe2 The assossment of 1ncoma—tax by the authorities
ig undarstocd to be in arrcars for several years in
nmany banks. Thig pogitinn adversscly affects Ehe

liouidity nositicu ~f mzny. banks. In tho normal course

—

beceause of the large amount of tax dcducted at source
on thvir iavestment nortfolio, baanks are not required

to pay any tax; oan the other hand they sre expected
to ¢ b eubstantial rzfunds on complcetion of their

essiént by the authorities. By not taking out

ass
assessment in time, the banks arc thus deprivod of

-

cimely r:fund end their funds are unnecossarily

block:d wirh the Incoms Tax Departmente. The Committee,
therofore, su-ccets that the assessnients of banks be
taken up expeditinusly by the Departm:ont and refunds

ziven Lo banks without azclay.
7e7¢% Lccording to the sxisting
ceducted at scurce on Government securitios:@ 20%
(and surcharyc 2.5%) of interest. In the majority of
ccesos, the tex Guducted at source on ianvestments of

banizg is sunscantially mowe than the tax payable by
thene Several banke dn not have to, thereforv, make
any scpereie advaace navuaent of taxes and instead

they have to obtain subscantiel ref unds on comp:letion
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of their as<cssments. As such refunds are geancrally
made only aiter completion of the assessment, fairly
large funds of banks are biocked in tax deducted at
source without earning any interest. This affects
both the liquidity and profitability of banks. With
the increase in the costs of banks and the rise in
Eh: purcenta;;c of funds inv:isted in securities for
mceting reguircments ~f statutory 1iqﬁidity ratio,
the taxable profite of the bank as a perceantage of
total income has significantly dcclined and a rate of
drduction at source cf 22.5% is no longer realistic.
Tn give some relief to banks, the Committce feels
that there is a case for doing away with the practice
of deducting tax at source on Governmeat securitics
hald by themse In case it is not possible to do away
with such deduction of tax at source totally, at least
the rote at which the deduction is made will havs to
be substantially reduced, cay to 10% or so.
Ve Pk As repards the accounting asp:cts, while some
banks show the aggresate provision on the liabilities
side of the balance sh-2t under "other liabilities™ or
under "current, conbtingency accounts;etc.' and the
advance tax paid and tax dcducted at source on the
assets side, soma.others net out the position and

the net amount is shown ~n the liabilities or assets
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side, as the case may be. The Coimmittee would supgest
that the practice of netting off may be followed
paiformly by all barks. In the proposed format such
net - amount is to be shown in the balance shect

under the head 'other liabilities and provisions'

or ‘other asset

0]

7847 Besidcs the items discusscd in the earlier

paragraphe which could be considercd as nccessary
o~ - — ---f. L]
Other provisions! provieions, soveral banks have the
L

practice of creating provisions/funds for specific

purposz2s like BExchange Fluctuation Fuand, Dividend
Equalisation Fund, Dcvelopment Fund and Contingecncics.

The

(9]

¢ arc in the nature of discrctionary provisions

o

end ofven take the character of free reserves,

created mailnly to meet unfor?scen contingencies and/

or to strengthen the inncr financial position. Some

of these iteme are currently disclesed iq the balance
shect separately while othors afé added to
'continzency' accounts and included in deposits. Being
discrotilonary, craeation of such items is best left

50 the judgemasnt of individual banke and the

Committece would not like to make any suggestions in

thig regard. Howover, these provisions should be

shown und.-r 'Other Rescrves', if tho banks inténd t-
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disclosc them in the balance sh=cte If they partake
the character of ressrves and banks do not intend to
disclocse fhem.in the balance sheat'separately, they
should be treated as socret reserves and dealt with

accordingly in the final accounts.
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CHAPTER VIIT
DIRECTORS' REPORT

8.1 Apart from the two financial statements, viz. the
balance sheet and profit and loss account, the general

purposes reporting system includes algo the directors' report

Introductory é to the owners. In the earlier chapters, the

two financial statements viz. profit and loss account and

balance sh-et have been discussed and in this chapter it is
proposed-to discuss the directors' report. In addition to
the annual accounts and report, it may be mentioned, in some
companies there is also a practice of circulating a copy of
the Chairman's speech to the shareholders. The text of the
Chairman's speech to be delivered by him ih the::anaual
general meeting usually contains information relating to the
accounts, proposcd allocations, material developments in the
working of the company since the date of the closing of the
accounts till the date of the annual general meeting, future
prospects, ctc. In some companies, Yhere is also a practice
of dealing with some aspect of topical importance to the
company's operations in the Chairman's speech. By and large,
in India except in the case of a féw banks, the Chairman's
spcech normally does not constitute a significant component of
the reporting:system to the shareholders., The Committee

does not, therecfore, consider it necéssary to make any specific

rccommendations on this part of the reporting system.
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8.2 Although the annual reports of banks in different

countrieés in most cases include the financial accounts, notes,
—_— —

Position in ! statistical information, statutory details
forcign countries| ) _ .

—— e mimemm——i t0 be furnished, independent auditors’

report and als¢o a communhication to the shareholders from the
management, the details furnished in such reports vary from
country to country. In U.K., U.S.A. and other western
countries, either by convention or by statute, the directors!
report included in the annual reports contains information
relating to material changes during the reporting period in
the activities of the company, its assets and liabilities
portfolios, working results of the year and the financial
position, the number of persons employed and the remuneration
paid, donations and grants, directors! interest in the shares
of the company and in contracts, if any, with the company and
any other information which in the opinion of the directors
warrants disclosurc. The banks also follow the above system
of general purvoses reporting. Thus, a perusal of the published
annual reporvs of international banks reveals that the American
bapkswgenerelly include in such reports President's letter to
stock-holders, corporatec and financial overviews, financial
accounts and notes thereon, auditors! report, selected
statistical information, information required to be furnished

under the statute, information relating to board and management



A "

- 210 -
etcs While the accounts and notes thereto cover the operations
and changes in the financial position of the unit during the
year including data that are required to be given under
different statutes, the President's letter and the corporate
end financial overviews give a detailed picture of the economic
environment of the domestic and foreign arecas of operations of
the unit, technological developments, developments in the
coverage of financial services rendered, corpofate aims,
achievement of goals and future prospects, etc. In U.K., the
annual report includes a'statement by the Chairman, a regional
business survey covering particular geographical segments where
the bank opcerates, a report of the directors, financial account
analysis, notes on accounts and other statutory and statistical
information, repprt of independent auditors, etc. As in the
case of American banks, the statement b& the Chairman, the
dircctors! report and the regional and busihess survey cover
the aconomic cnvironment Qf the domestic and foreign areas
of operations of the bank, (in many cases countrywise profiles
are also given) as well as detailed information regarding the
corporave developments and position both in domestic and
foreign arcas of activitics of the bank. The reports of the
other contincntal, Japanese and more recently constituted
Arab banks ére also patterned on the same model but contain
comparatively less details than those of their counterparts in

Uo:{o aﬂd UoSle
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BeFe The Bhabha Company Law Committee made the following

observations in regard to the 'Board's report':

.

Position in India - | "As the Cohen Committee pointed out,
Legal provigions :
‘ .

most directors' reports are colourlesg

documents, which do little to inform or educate the
shareholders. It is difficult to make any 'a priori!
recomnendations as to how the dircctors!'! reports should be
designed and prenared; the matter is one that must be
rnecessarily left to the initiative and judgement of the
dircctors of a company. There is nothing to prevent them
from conveying such information as they like to the general
body of sharecholders. All that we can suggest is that in
addition to the information which the directors' report must
countain under sub-section (1) of Section 1314 it should also
contain information on all changes which may have taken place
in nature of the company's business or in the business of its
subsidiaries or in the class of business in which the
comnrpany has an intercst, whether a member of another

company or otherwise, during its financial year in so far

ag such information is in the opinion of the dircctors
naterial to an adequate understanding of the company's
aifairs by its members and is not harmful to the business

of the company or of its subsidiaries",
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8.302 Section 217 of the Companies Act reads as follows:
(1) There shall be attached to every balance sheet laid
before a company in general megﬁing, a report by its Board
of ‘Directors, with respect to -

(a) the state of the company's afiairs;

(b) the amounts, if any, which it proposes to carry
to any rescrves in such balance sheet;

(¢) the amount, if any, which it recommends should
be paid by way of dividend;

(d) material changes and commitments, if any,
affecting the financial position of the company
which have occurrcd between the end of the
financial year of the company to which the balance
‘sheet relates and the date of the report.

(2) The Board's report shall, so far as is material for
the appreciation of the state of the compahy's affairs by its
members and will not in the Board's opinion be harmful to the
business of the company or of any o@ its subsidiaries, deal
with any changes which have occurred during the financial
year -

(a) in the nature of the company's business;

(b) in the company's subsidiaries or in the nature
of the business carried on py them; and

(¢) generally in the classes of business in which

the compahy has ah interest.
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(24)(a) . The Board's report shall also include a stéﬁepent
showing the name of every cemployee of the company who -

(i) if employed throughout the financial year, was
in receipt of remuneration for that year which,
in the aggregate, was not less than thirty;six
thousand rupees; or |

(ii) if ewmployed for a part of the financial year,
was in receipt of remuneration for any part
of that year, at a rate which, in the
aggregate, was not less than three thousand
rupees per month.,

(b) The sﬁatement referred to in clause (a) shall
also indicate -

(i) whether any such employee is a relative of
any director or manager of the company and
if so, the name of such director, and

(ii) such other pﬁrticulars as may be prescribed.

(Explanation - "Remuneration' has the meaning
assigned to it in the Explanation to
Section 198).
(%) The Board shall also be bound to give the fullest
information and explanationslin its report aforesaid, or in

cascs falling under the proviso to section 222, in an
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addendum to that report, on every reservation, qualification
or adverse remark contained in the auditors' report.
(4) The Board's report and any addendum thereto shall be
signed by ite Chairman if he is authorised in that behalf by
the Board; and where he is not so authorised, shall be signed
by such numbir of directors as are required to sign the balance
sheet and the profit and loss account of the company by virtue
of sub-sections (1) and (2) of section 215,

Certain provisions relating to penalties for
non;compliance with the above provisions are also included
in the section.
8ol It will be thus observed that the provisions of the

Companies Act have spelt out broadly the nature of the contents

v
Practice in India - ! of the directors' report and have also
Companies :
—iL further indicated certain items which

should be specifically related in the report, like remuneration
paid tec certain categories of employces and information and
clarifications of the management on adverse notes and remarks
contained in thc auditors! ropor;; Conventionally, the
dircctors' report of good companies also contain in addition

to what is recuired by the statute a wealth of information

regarding corporate affairs. Thus, apart from proposed

allocations for dividend, bonus, reserves, etc the direcctors’
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report discusses the current economic environment with
particular reference to Government policies and other importap
developmehts affecting the main activities of the company and
its financial results. It is also customary for the company t,
roview the operations of the company during the year, in some
cascs on a division-wise basis where the company has more
than one¢ zctivity. Such obsecrvations on operations refer to
the technological and human resources developments and also
the position regarding supply of raw materials, cost aspects,
narket conditions for the finished products of the company, ete
The Government's fiscal and other policies and their impact
on the activities of the company are also dealt with in the
directors! report and sometimes even critically discusscd.
Other areas covered by the report are the proposed new
investments, mobilisation of additional résourééé; modernisation
plans, changes in direcctorships, appointment of auditors
and industrial relations. The mandatory requireménts of
furnishing particulars of employees required under section
217(24) of the Companies Act, giving comments on auditors'
observations, c¢tc are also complied with.
8¢5 In tune with the general practice prevalent among

companies in respect of their diresctors' reports, banks also

v " 3 3
Pogition relating! by and large cover in such reports certain
to banks i -
= s—~~——— .——L Hhroad arecas like the economic scenario

and environments, the policies of the monetary authorities
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and Government in relation to banking in general, operations
and working rcsults of the bank in the domestic and
international spheres, compliance with the various
socio-ecconomic objectives, changes in the organisational
structurc, development of human resources and man-power
planning, changes in dircsctorships, appoiatment of auditors,
information regarding employces, ctce In India, the reporting
system in the directors' report of banks in the public and’
nrivate ssctor differs to some extent. The rules applicable
to companies in general also apply to banking companies in
fhe private sector and consequently, such banks include in
their directors! report the items which are normally included
by companies in geaeral in their directors' reports. Although,
the provisions of Section 217 of the Companies Act are not
applicable as such to the public sector banks, which are
incorporated under separate statutes, they also prepare
the directors' report on a similar pattern as adopted by
companices. The instructions issued by the Reserve Bank to
nationaliccd banks by its eircular letter dated 29th April
1970 regardianz sccounts contain, inter alia, certain
guidclines in negord to the preparation and contents of
the report of the directors. By and large the guidelines
were on the basis of the provisions of the Companies Act and

the practices and usages prevalent before nationalisation.



- 217 -

The objectiv s of nationalisation were however kept in view

and banks were gpecifically required to indicate ;n the report

the progress made in the achievement of the socio-economic
goals entrusted to them. Thus the guidelines indicated:

"It is considered necessary that the Directors'
Reporteeses chould form part of the printed balance sheet and
profit and loss account. While it is not the intention to
prescribe any standardised form for the relevant report, it
will be helpful if they follow a generally comparable pattern,
Subject to essential modifications necessitated by the
circumstances of each case, it may, therefore, be ensured
that the report covers the aspects cutlined in the Annexure".
The Annexure prescribed that the follo%ing points might be
covered by the report. “

(a) General economic and banking developments of the
period.covered by the report including data regarding
the growth of deposits, advances and investments of
the scheduled banks in general.

(b) Bank's business.

Efforts and achicvements of the bank during the ycar

towards attaining objectives of'nationalisation

should cover:

(i) Depcsit mobilisation

(ii) Advances to the neglected sectors. The data
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regarding separate sectors may be given at
appropriate places in the body of the report,
as in the case of the State Bank and its
subgsidiaries while discussing the growth of
the advances to the respective sectors, instead
of giving as an appendix or annexure bto the

report.

(1iii)The banks may also present in their report data

(iv)

showing the extent to which small busincss has
been assisted and the impact of such assistance;
a breaﬁ—up of the limits sanctioned, percentage
of total advances to small sector (for example:
agriculturists holding 5 acres or less; small
scale units with investments of less than, say,
Rse1 lakh, etc) to the total advances in that
sector, volume of production of the neglected
sectors financed by the bank, typical instances
(example: village adoption scheme) where bank
finance has helped a community to improve their
lot, ctc will give a picture of the role played
by the banks in the financing of the neglocted
scctors.,

Arrangementi made for accelerating devclopmental
activitics - staff aspect, training programmec,

branch c¢xpansion - Bank's role in the lead bank
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scheme, branch expansion particularly in rural
areas, introduction of special schemes for
deposit mobilisation and diversification of
credit, improvement in service to customers, et
(c) Review of bank's general growth - depbsits, advances,

investments, forecign exchange, any other particular

field comparcd to previous year and compared to the
performance of the scheduled banks as a class.

(a) Profit and loss - comments on larger/lesser profits:
analysis of operating costs if of any particular
significancec.

(e) Other general matters.

It was also indicated that the advances to the
neglected scctors should contain data relating to the current
and previous year in respect of the number of accounts, limits
sanctioned and balance outstanding to various categories of
priority ggctor lendings and also exports.

846 Although thus an attempt was made by the Reserve Bauk

aftcr natiocnalisation to bring about some degree of uniformity

e |

Prescat position |
obtaining in banks]
: i

in the structure of the directors!

report, the position was not revicwed
e
subscquently. The post-nationalisation era has witnessed

several significant developments in later years and policies
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have undergone material altorations. In the absence of any
uniform guidelines on the reporting of such later changes,
individual banks developed their own independent style of
relating such aspects in the directors' report. The reports
of most of the public sector banks at present do contain all
material deveclopments relating to the bank during the reporting
period and are fairly exhaustive and informative documents.
A perusal of the dircctors' report of the major banks in
India shows that they contain detailed information regarding
the operations of the bank; achievement of social objectives
by them and other items of information which are normally
given by other companics in India as well as banks all over
the world. The contents of the reports may be classified
into threse broad sections. In the section on economic
cnvironment, banks give certain broad economic- indicators
and thc changes in the economic and monetary policies that
have taken place during the year. In another section, the
overall position of the banking indus§ry, the changes that
have baen brought about in the sector by the banking and
credit policies of the monctary authorities, the overall
scenario of the banking system, the growth in deposifs and
advances, branch banking and other general material developments
are covercd. In the third section, which again is subdivided

into suitable sub-sections, the reports cover the various
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faccts of the bank's domestic and foreign activities. Thus,
banks broadly discuss in this section under appropriate
sub-heads, the overall position of the bank, the tempo of
growth in mobilisation of resources, in the.dispensation of
érodit and in specialised activities like foreign exchange,
financing of exports, merchant banking, stc. The profit and
loss position, appropriations, changes in capital and reserves,
investments and other asscets and liabilities are also reported,
In some banks the social, community and innovative banking
aspects are discussed in a separate sub-section while in certa
others these aspects are dealt with under other appropriate
‘topics like advances, branch oxpansion, ctc. In almost all
cases, however, the various aspects of social and community
banking, the goals sct and the achievements made are dealt
with'in extenso. Thus, this sectipn covers the advances to
priority gectors under various sub-sections, implementation of
the socio-cconomic schemes like Differential Rate of Interest,
Integrated Rural Development Programme, Village Adoption
Scheme, Lead Bank Scheme, bank's own development schemes, ctc.
The- extensicn of the bank's services particularly to
underdeveloped and undeveloped areas, licences received and
utilised, population groupwise classification of branches,
position of the regional rural banks sponsored by the bank

and other developmental activities are also discussed. In



- 222 -~
certain cascs, where banks have a large numbcr of foreign
branches, a scparate sub-section is included in the annual
revort dealing with the international operations of the bank;
in other cascs the operations of the foreign branches are
dealt with under brancb expansion. In addition to the
specific topics mentioned above, the reports also comment
on the organisational structure of the bank, changes brought
about during the year, manpower planning and development
aspects, donations and grants given, changes in dircctors and
auditors, where_applicable, special features,if any, et als

S By and large thus the directors' reportsof major

banks ih the country as stated earlier, are fairly exhaustive
[

P.5.P.Committce's and cover major areas that ought to be

)
)
observations !
U]

covered. All the same, in the absence

of uniformity of presentation of data in the annual reports,

a comparative study of the performance of banks on the basis

of such reports has not been easy. It is in this context that
the PEP Committec in its report observed that though a fow
instructions heve been issued occasio&blly on matters to be
brought out in the report, particularly in respcect of public
sector banks, there was no uniformity in the actual presentation
of the salient aspects of the working of each bank during

the year. As such, an assessment of the comparative

performance of banks was rendered difficult. That Committce,
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therefore, recommended that the Reserve Bank should lay out
the actual skeleton of the annual report which should be
folloved by all banks and it should cover, inter alia, some
“highlights on the actual performance of the bank for the year
as compared to the broad objectives sect before it, future
strategies of growﬁh, branch expansion, particularly specifyin
the rural and semi-urban arcas covered; cost of bank funds,
commentary on the hunan aspécts, their deployment and training
the bank's fubure plans in this regard and any other tosical
issues. The Committee also suggested that the form of the
annual report should be reviewed periodically and such chaazes
effected as the situation demanded so as to ensure that the
standardisation was made adequately flexible to accommodate
changes which may take place in the banking industry. The
Committee, however, opined that banks should be free to add
any nertinent infofmation to highlight individual performance
in arcas not covered by the standardised report.

8.8 In the context of the practices prevailing in the
foreign couatries as well as in India, the relevant provisions

— ————— . o

Committee's views | of the Companies Act applicable to private
- . P &

i

sector companies and the special
cheractoristics of the public sector banking system, which
is the predominant component of the banking industry in the

country, the Coﬁmittee addressed itself to the question
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whether there is any need for further standardisation of the
dircctors' report and if so whether it would be advisable to
pressribe any skeleton format for such report, as suggested
by the PEP Committee. The only advantage in prescribing a
standardised form of directors' report will be that, to some
extent, the process will ensure inter se comparability of the
position reported by banks. This is, however, a moot point,
While data furnished in a standardised format may be compared,
the samc canhot be said of descriptive passages indicating
progress achieved in different fields, cven if they are
cresented in a uniﬁorm pattern. If the authorities would
require to make a comparative assessment on the working of
individual banks on the basis of their annual working, the
best way would be to call for a specific return in a
predetermined format for the purposece The directors' report
cannot be a mechanism for such comparative assessment.
Moreover different banks would be showing different levels of
achievements in different fields o( activities and an evaluation
of the coupuarative performance of banks on the basis of
directors' report alone may not be a very successful exercise.
In any event, pre¢scribing a skelcton format even with
. concessions fo: incorporating special characteristics of
individual banks will make the reports dull and colourless
and may not be in th: overall interests of good reporting.
This is particularly relcvant as most of the reports have

to circulate outside India also. If banks have the freedom
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to réport whatever they consider important, it is quite
likely that they would try to improve upon the repoxrting
overy year not only in the light of their own experience

and percaptions but also on the basis of what others have
reported and all banks endevouring to improve their reporting
system in this mannher could cﬁmulatively achieve mucﬁ more
than what the prescription of skeleton format, however,

well conceived, can achieve, The Committeec is, therefore,
not in favour of prescribing any rigid skeleton format

for the directors' report. |

8.9 Having said this, the Committee still appreciates the

object which PEP Committeec had in view while recommending

[} .
Suggested model! the skeleton format. This objective of
- P N f

a certain minimum standard coverage in the annual report could

be useful so long as it does not become a set pattern to be
adopted rigidly and banks are not precluded in the process
from trying to report nothing more and nothing less than
what is contained irn the skeleton. With this limited
objective of ensuring some minimum coverage in the report,
an attempt has been made to devise a pattern mainly on the
basis of what good reports cover at present and the expected
objectives of such reports. In the suggested pattern, banks
will cover the following main arease.

(a) economic background
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(b) banking developments
(c) position of the bank
i) Accounts, appropriation and position of the bank
ii) Deposits
iii) Zidvanccs
iv) saterial changes in other items of assets and
liabilities and specialised activities like
Zoreign cxchange, export financing, merchant
banking, ctc.
v) Social and community banking
vi) Branch banking

vii) Organisational structure and changes

viii) Recruitment and training of staff, man-power
planning and development

ix) International Banking Operations

x) Others
8.10 Some of the more important observations banks may
nake under various heads are broadly indicated in the
subsequcnt sub-paragraphs.
(a) Economic background

Ylhilc giving the broadhoconomic parameters and
discussing economic and monetary policies, banks are expected
to get their facts and figures from published official records.
Unfortunately in the past there have been occasions when
different banks depcnding unon different sources have given

different sets of figures in respect of some economic
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indicators. Banks should as far as possible use data
contained in official publications of Government and
Resaerve Ranlk of India only. Banks may also give their
comments and conclusions based on their own perceptions
of the implications of the policies of the authorities;
needless to say, such comments should be in good taste
and form.,

(b) Banking developments

The performance of the banking system in general in
regspect of deposit mobilisation, credit disbursement, branch
expansion, attainment of social obligations, etc may be
usefully mentionad under this head. This is to enable banks
to evaluate their own performancc in comparison with that of
the system as a wholes. The important developments in respect
of banking and monetary policies and banks' own perceptions
of the implications of such changes may also be covered in
this section.

(c) Position of the bank

The various aspects covered under this section may be
divided into suitable sub-sections with appropriate headings
as indicated earlier. Broadly . the ‘report may cover the

following aspects.
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(i) Accounts, appropriation
and pogition of the bank

The working results and the proposed appropriations
zad how they compsré with earlier appropriations, general
cbservations about position of the bank and any developments
during the period that have affected its fortunes in
particular may be furnished under this heading.

(ii) Deposits

The tempo of growth in deposits may be dealt with
under this head. MNormally, banks should give under 'deposits'
the comparative growth rate over a period and the bank's
performance in relation to the growth of the system as a
rihole, number of accounts and amounts as well as growth in
various categories of deposits, progress achieved through
special schemes of deposit mobilisation, etc. While
coumenting on the growth of deposits banks should also give
apart from comparative year;end figures, the comparative
position in respect of the'fortnightly average deposits.
Wide discrepancies in year-end and average figures should
also be suitably explained.

(1ii) Advancos

Comparative data as in the case of deposits, rate of

expansion of the credit portfolio in general and advances

To various sectors arc to be broadly covered in this section.
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The comparative position of growth in fortnightly average
credit also should be indicated and whore.necessary, reasons
for wide variations,\if any, between year-end and average
credit figures should be furnished.

c8

e n other main
S

(iv) Matcrial changes i
ts and liabilities

items of agse

In thie sub-section developments in regard to other
items in the balance sheset like capital and reserves, other
sources of funds, invsstments, premises,ctc and also other
features rilating to specific activities of the bank, which
it wants to highlight like foreign exchange business, export
financing, merchant banking and other specialised functions
and financial services. on which the bank has something to
relate may be reported. Improvement in efficiency achieved
during the year in functional areas (for instance, cash
and funds management, staff efficiency indicators, economy
in expenditure, etc) may also be brought out in this section

under suitable hcadings.

(v) Social and Community banking

Normally, there should be a separate section dealing
with the progress-achieved by the unit on social and communhity
bankinge. At present some banks cover these aspects under
advances and branch banking., Considering that one of the
primary objectives of bank nationalisation has been extension

of credit to the neecdy and weaker sections of the society,
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it is but appropriatec for banks to deal with this aspect
it the dircctors' report in detail. This section may,

shercfore, give an overview of the bank's performance in

O

priority scctor lending viewed in the context of the

tarsets fixed, as also detailed comments on the progress

‘

o

made in various sub-sectors like agriculture, small-scale
industry, transport operators, professional and self-employed
persens, small business, retail trade, education, housing, ctc.

It is the general practice among banks to give
scparate detailad comments on the-majorﬁgroups of priority
csector lendings like agriculture, small-scale industry, etc.
Thie preoctice may continue. Banks should also give in this
section comparative data for at least 3 years in respect of
the number of accounts, limits and outstandings apart from
the latest data vailable. Banks may analyse in this section
the goals expected to be reached and the actual performance,
studies made in evaluating the succeés of the various schemes
implemented by thom, comments on specific schemes introduced
by Government, Reserve Bank and other institutions like
National Bank for Agriculture and Rural Development,
Industrial Development Bank of India, etc for the benefit
of - the wcalzer sections. In particular specific comments
would be mseful on certain aspects like performance in

implementing schemes of national importance like Differential
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Rate of Interest Scheme, Integrated Rural Development
Programme, Village Adoption Scheme, Lead Bank Schene,
District Credit Plans, 20 Point Economic Programme, ctc

and other developmental schemes which banks themselves have
introduced from time to time. The observations under this
secticn would be interesting if banks could give instances of
success stories under various schemes, financial and
analytical studies made, difficulties observed in the
implementation of the schemes and how they have been overcome.

(vi) Branch banking

Banks may give in this parﬁ an overall Position of_
the bank's branch position, the population group-wise break-up
of the branches, penetration achieved in the underdeveloped
and undeveloped areas, the licences received during the
period under review, branches opened and other details. The
operations of the specialised branches, if any, and the
impact madce by the bank's branches in development of rural
and semi-urban areas, suggestions for improving the

banking services to the community through branch banking

and spccialised branches may also be incorporated in this
section. In =27Gition, the comments on the working of the
regional rural bauks sponsored by the bank may also be

included here under a scparate heading.
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(vii) Organisational structurs

g

The changes in the structural sst-up of the bank
during the period of the report; changes in the areas of
cenvrol and funeticral responsibilities of the various tiers
of the organisation,.changes and ilmprovements effected in
the intsrnel working in keeping with the dewveloping demands
on the baniiing scctor, etc may be covered in this section.
(viii) Steff recruitment and

training, man-power
planning and dzvelopment

‘Apart from indicating the ovérall position of staff
in various categories, changes in their cuployment terus
and othar related matters, banks should also report under this
head their achicvements in the implementation of Government,’
Reserve Bank guidelines oh recruitment and trainiang of
scheduled Caste/Scheduled Tribe personnel, handicapped persor
women and such other particulars as are necessary. JIn
addition, bauils may also give particulars of the training

arrangemsnts obtaining in the bank, the progress made in

ing training institutions‘and in imparting trainiuz

‘o btn: itcreaging number of candidates and other relevant
agptcts rulating to human resources develépment, starlf
melniiong, ctc.

(iz) Znterncsional banlking

-

Banks which have significant presence abroad may

1.ilms to have a seperate section to report the developments in



- 233 -
their international banking activities. In other cases
banks may include the relative comments under foreign
exchange opcrations, branch licensing, etces In this section
banits may review generally the international developments
that have taken place in the foreign countries which have
an impact on its operations in these countries. More
importantly this section should cover a detailed analysis
of the performance of their branches in different countries,
the growth in their deposits and other resources, advances,
significant changes in other assets and liabilities,
working results, etc. Material changes in the activities
of the bank in different countries may also be reported in
this scection. Apart from giving country-wise operational
data, this section should also give a consolidated picture
of the foreign operations as well,

(x) Other features

This section deals with other aspects that are not
covered in the earlier sub;headings. Typically, this
seéction may include the progress made in the use of Hindi,
donations and grants made during the year and other special
features like reaching a particular mile;stone (say diamond
jubilze), awards and recognition won during the reporting
period, etc.s In addition this section should also include

customary or mandatory items to be reported by companies like
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changes in directorate, auditors, remuneration paid to staff
ov.r certain limits and management's sxplanation on the
gualifications made by auditors, etc. Items of topical interest
currently exercising the minds of publiq, government, etc
(for cxample balancing of books, inter branch reconciliation,
mechanisation, frauds and other mishaps, customer service, etc.)
mey also be highlighted in this section. The endeavour should
be o bring out these aspects in their proper perspective and
to indicate the steps taken by the management to set right
the position where corrective action is called for.

8411 The Committce would again make it clear that it is
not its intention to prescribe any particular skeleton format
Tor the directors' report. It has only indicated certain
topics which could profitably be dealt with in the directors'
report and the order in which they may be presented. If the
board of any particular bank in its wisdom decides to
incorporate additional data and iq{ormation in their report,
it would be its prerogative and the Government and Reserve
Bank should not, in the opinion of the Committee, interfere-
with that frecdom.

* In Chovnter IX, the Committee has recommended

delction of this item from the directors! report.

Tf this recommendation is accepted, such
particulars may not be furnished in the report.
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MISCELLAJEQUS ISSUKS

9.1_ In this chapter certain legal and other

.
Introductory} issucs relating to the terms of

raference are discucssaed.

Q.21 In terms of Scction 31 of the Banking

Prblication of
annual accounts
of banks

Regulation Act, the accounts and

- a3 =) wn =]

balance shact together with the

b

Auditor's Report shall be published in the prescribed
manner, which has been indicated in Rule 15 of the
Banking Regulation (Companies) Rules, 1949. According
to the Rules, the balance sheet and profit and loss
account together with the Auditor's Report shall be
published within a period of six months from the
period.to which they relate in a newspaper which is
in circulztion it the place where the banking company
has its principal office. The object of this Rule

is to give publicity to the accounts of a banking
company so that its depositors and the public should
know the fiuﬁncial pesitsion of the bank as disclosed
by its published belance sheet, etc.

De2e2 The PuF Committeec which had examined the
izsue sugpested that only an abridged form of

balance shect and profit and loss account need be

published. Ia February 1979, the public sector banks
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werc advised by the Reserve Bank that while they
should publish the balance she:t and profit and loss
acccunt in full, together with the Auditor's Report in
ons newspaper to comply with the statutory requircements
of Section 31 of Banking Repulation Act, they should,
where it is coansidared necessary to give a wider
coverage to the salient featurcs of the banks’
operations, abridge the balance shect and profit and
loss account suitably for the purpose of publication
in additional newspapers, Jjournals, etc. This was
done at the Governmsnt's suggestion basically for
effecting economy in the expenditure of public sector
banks.

De243 The basic purpose of publishing the balance
sh@{F and profit and loss account is to give

publicity to the accounts of a bank so that its
dgpositbrs and public should come to know of its
financial position. The summarised version of the
provosed formats of balance sheet and profit and loss
account (without the»vari%%%Qggg%gﬁlgg}zg%tggagﬁ%ent
auditor'g roport attached thereto) suggested by the
Committec would -be best suited for the purpose of
publication in the ncwspapers i.c. for compliance with

Scction 31 of Banking Regulation Actt For this
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nurpose suitable amendments to Section 31 of Banking
Regulation Act and Rule 15 of Banking Regﬁlation
(Companics) Rules, if necessary, may be made. These
sumnarised formets will give to the depositors and
public all the vital informaotion relating to the
working/financiél posipion of the banks on a uniform
basis. This will also bring about reduction in the
cost of publishing lengthy statements as is bQingv
done at present.

9,3. ﬁ While the reguirements of publication

Amondmcntq to the Banklng. under Section 31 of the
Regulation Act for
introduction of the :
revised formats !

1

— -— an——

- -

Banking Regulation Act

will be met by publishing
the summarisced versicn of the balance sheet and
profit and ioss account as .indicated in the preceding
paragraphs, banks will be':equired to submit as
recturns to the Rescrve Bank the fwll set of final
accounts in the proposed fprmats including the
schcaulse thereto, accounting policy statement,
notes ou accounts as proposed by the Committee, as
also the auditer's report. Having regard to this
objective while amending the Act for introducing

the revised formats, only the summarised version

and schedules thereto will b~ prescribed as forms
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in the Third schedule. For the sake of convenicnce
and flouxibility, the Reservce Bank should be vested
with powere to give instructions to banks generally
or any bank in particular rogarding compilation of
accounts, accounting policics, notcs oun accounts and
other guidelines to be followed. The Reserve Bank
may issue such guidelines and instructions for
compilation on the basis of the recommendations made
by the Committec., Suitable amendmonts to the Banking
Regulation Act may have to be effected for the
PUTDOSEC .

9¢3e2 It may be mentioned in this context that
under Sub-Section(4).of Section 29 of the Banking
icgulation Act, the Centfal Government may after
iving appropriéte notice ameand the formats sot out in
the Third schedule. Government may consider whether
the form-t of balance sheet and profit and loss
acccocunt propcead by the Committee can be substituted
for the cxieting formats, pursuant to the amending
povizrs conferred on it by sub-section (4) of Section
29 of the Banking Regulation Act,; or an amendment to
she Act 1tself will be necoessary for the purpose.
Gven if the formor alternative is feasible, the Act

may have to be amended to ensure that the full sets
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of final accounts arc submitted to the Ressrve Bank
of India as roturns and also to enable Reserve Bank
to issue necessary guideclines to banks regarding
compilation of the accounts, accounting policy
statecment and notes on account.

Delte Sub;Section (1B) of Section 30 of the

Banking Regulation Act confers on the Reserve Bank

[4
Guidelines to Auditors | limited powers of giving
A

dircction to auditors of the bank requiring then

to audit the accounts in relation to any specific
transaction or class of transactions. Thesc
provisions have not been made applicable to the
public sector banke by Scction 51 of the Banking
Regulation Act. The Committee is of the view that

it would bu desirable if the Reserve Bank is cntrusted
with powcrs to dircct special audit, in certain cases,
similar %o those conforred on the Central Government
under Scection 23234 of Companié% Act. No doubt, the
grounds on which thoe Reserve Bank may issue such
dirzctions may, in kceping with the policy and the
scheme of Gh- Banking Regulation Ac¢t, be somewhat
diffcreat from those contained ian Section 233%A of

the Companics Act. The provision to be enhacted

on the linecs of Scction 2334 should bé made applicable
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to all bankse. Secticuns 30 and 51 of the Banking
Regulation Act nced to be suitably aménded for the
pDUrposa.

Q.442 Section 619 of the Companies Act provides
that in the case of a Governmcut company the
Comptroller and Auditor General of India shall ha&e
powers to direct the manner in which the company's
account shall be audited and to give instructions to
the auditor in rogard to any matter, relating to the
performance of his fﬁnctions as such. As the Reserve
Bank may also be required to give such guidelines to
bank auditors in respect of particular transactions to
be covercd by the audit, the Committee considers it
desirable to amend the Banking Regulation Act to vest
similar powers in the Rescrve Bank of India to issue
gsultablc guidelines to bank auditors.

9.5. Sub-Section (4) of Section 29 of the

Banking Regulation Act (prescribing Forms of balance

- P

Legislative provisioas
regarding amendment of
feras of balance sheet
and profit and loss account
—- company, vide Forms A and

sheet and profit and loss

accounts for a banking

- - - - =

B of the Third Schedulc to the Banking Regulation
det, 1949) provides that tho Central Government, after

giving not less than thrcee uionths' notice of its
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intention sc to do by a notification in the Official
Gazettoee may from time tc time by a like notification
amend the Forms set out in the Third Schedule. In
pursuancce of the provisions contained in this
sub-se¢ction, two notifications have to be published
by the Government of India after receiving proposals
from the Res.rve Bank of India. First such
notification coutaining the draeft amendments publishod
by Government will be for putting every banking
compahy dh its guard so that it may not be
-inconvenicnced by amendments suddenly tﬁrust on ﬁhem.
The final notification will be published by
Government thrce monthe aft:r the date of first
publication. The amendmcnt actually effected must be
substantially the same as that of which notice was
given. The Committec dces not consider it necessary
to make any chan ,cs in the existing provisions. A4s
the instructions to bc issuecd by‘¥he Reserve Bank of
India to banke regarding compilation of accounts,
accounting policics and notes on account will not
form part of thie statute or rules thercto, no legal
formalities will bc required for amending such
instructions.

9.6.1 The format of the profit and loss account
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prascribed under the Bankinzg Regulation Act requires

Particulars of recmunecration paid
to the Chief Executive Officer
and certain categories of cmployc.s

particulars of rcmuncratioén relating to the Chief

banks to furnish

a note containing

[ =10 =3 =0 =0 w3 =0

Bxecutive Officer under certain prescribed heads.

Banks arc complying with this requiremént currently

by atteching a statcement to the profit and loss

account containinz such infcrmation. The remuncration
of the Chief Executive Officers of the banks in the
public and private ssctors is fixed by Government/
eserve Bank of India and such remuneration is
standardised. There is therefore no need for including
the information rcelating to the remuneration of the
Chicf ®xecutive Officcr in the profit and loss
statement. The Committee has not accordingly made

any provision for inclusion of such data in the

revised formats.

9.6.2 Similarly ia % 'rme of Scction 217 of the
Compani:s Act, the report of the Board of Directors
should give particulars of the remuncration paid to

the cemployces of the company drawing a remuneration
of not leoss than Bs.36,000/- per annum during the
financial year or not less than k.B,OOO/; per moath

in the case of cmployees employed for part of the ycar.
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Although the roquircments of Section 217 of the
Companics Act arc not applicable to the public sector
banks, . which are not covered by the Companics Act,
and'they‘do not thereforc give such particulars

in their directors' report, in the case of private
sector banks, it is necessary to incorporate such
particulars in the directors' report and most of

the banks give such data in a separate statement
attached to the directors' report. The remuncration
of employees of private sector banks are, as in the
case of public sector banks, governed by settlements
and awards. They are also standardis:d and are well
known to the public at large. There does not
thercfore appcar to be any particular need for giving
such information in the directors' report in the

casc of private sector banks also. Suitable

gb]

nendnents may be made to the Comgsnies Act/Banking

ion Act to give effect to this recommendation.

d
ct

cgula

e

Q.71 section 36 of the Income Tax Act, 1961
has beon amcnded by the Finance Act, 1982 by adding

.,____..:.. -—— ,_,....;._...__.._r
Creation of
special rescerve

a sub-clausce in terms of which

- = w0 -

~' a scheduled banik (other than a

bank incorporated by or under law of a country outside

India) which is enzazed in banking opcerations outside
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India will be entitled to deduction in the computation
of its texable profits in respsct of any special
reserve cre.ted upto 40% of its total income. |
Howcver, this provision applies only to such scheduled
banks as =zare spproved by the Central Governmcnt for
the purpose of this clause, having regard to its
capital strueture, the  extent of the operations
outside India, its ncced for rescurces for operations
outside Indie and other relevant factors.

94742 It may be recallcd that the PEP Committee
in its rcport had recommended that banks be allowed

to transfer at least 40% of the disclosed profits

to rescrves, free of tax. The Jamdgs Raj Committee had
also made a similar recommendation. The recommendation
was made in the context of the nced for increasing

the capital base of Indian banks, which is very low.
Qe7e3 Tre Ceommittee agrees with the above
rceommendations, ~s therce is nzaed to increase the
capital base of all barks i.c. banks both in the
privgté and public sectors, As such, the benefit
should idesally be made available to all scheduled
commercial banks irrespective of whether they have
officecs outeide India or not. It may be added that

this bensfit has since been extended to all State
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Financial Corporations. For this purpose, the
Committee is of the view that necce-sary amendments
should be made to the 1ncome Tax Act as ecarly as
possible.

9841 Some of the foreign banks (including banks

which have branch:s in India) have been revaluing

Reveluation of
premises cetc,

their immovable properties on the

?
)
¢
—. bagis of market value and the

difference between the written down book value before
the revaluation and th: appreciated value is being
transferrcd to 'capital reserve' to strengthen
their capital base.

GeBa? Tt may be relevant here to mention that
the Receerve Bank had advised all commercial banks
in 1969 that the profit on salc of fixed asscts
like land, premiscs, etc should, from the point

of view of accounting principles and sound banking
prictize, be truated as capital Peserves, not
available for payment of dividend, etc. In the
case of Indian branches of foreign banks such
remittenc.g of capital naturc are also not allowed.
De8e3 There is no provision in the Companics
Act prohibiting companics from revaluing their

Ll

fixed asscts like buildings, premises,cte and
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many companics are observed to be resorting to this
practice lately. However, in the casc of a banking
company, the position is somewhat different. An
asscssment of the asszats and liabilitiss of a bank is
made primarily to sce whether the bank is complying
with the roquirements of Sections 11 and 22 of the
Banking Regulation Act. A revaluation oﬁ-assets will
inflate the rcal or exchangeable value of their
paid;up capital, reserves, provisions and other items
not in the nature of cutside liabilities, unless such
reservés crecated out of revaluation of properties

are ant reckoned as part of the owned funds.

9.8.4 quever, it is now the practice in some
forcign countries as well as companics in India to
revalue their properties and take the resultant
appreciation to Capital Rescrve Account. As compared
to forecign banks the equity base of the Indian
commercial banks is very low. Indian commercial banks
are at present in a disadvantageous position becausec
of their low capital base particularly as this is one
of the important factors taken into account for
sceuring agency/oborrowing arrangements outside India
and for participation . ian loan syndication activities.

Considering all rcl:avant factors, the Committee
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suggeste that it would be desirable if the Indian
banks are allowed to revalue their properties,
subJect tc Reserve Bank clcarance, by professional
valucrs at perdodical._intervals, prrvided the
consequcivial profits are transferred to capital
resaerves. Do some extent, such periodical
valuations may hcelp in giving an inflation adjusted
asscssment of the priacipal non;monetary asscts of
bankse. Revaluations if resortcd to should be
clearly indicated in 2‘3‘&5 balance sheet and/or
notes attached thereto of the bank. Where ascets
are revalued, depreciation should be provided on the
revalued figuree There should however be no
objection to thc additional depreciation due to
revaluation being transferred each year from the
Capital Rsserve to the profit and ioss account or

to the general reserves.
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CHAPTER X
SUMMARY OF RSCOMMENDATIONS

101 The Committee'!s major observations and recommendations
on the various terms of reference are given in the following
paragraphs:

10.2471 The Committeze has consideredithe disclosure

requirements from three broad aspects, viz. (a) truth and

Disclosure in ! fairness concept, (b) analytical data
published accounts |
-

—_—— - - — an¢ (¢) accounting policies. While

examining the 'truth and fairness' concept, threce main aspects
have been covered and they are (a) secret reserves and loan
loss provisioning, (b) grouping and offsctting practices and
(¢) window- dressing (Chapters IT to V).

10.2.2 The Committee is of the view that in indian

conditions the time is not yet opportune for practising full

—-———

Secret reserves and i disclosure in respect of secret

loan loss provisioning

—_————— e e e - — -~ pegarves and loan loss provisioning.
The issue, however, may be reviewed in due course. It is,
however, of the opinion that correct income should be reported
in the profit and loss account and the amount transferred

to contingencies may, therefore, be shown along with various
other provisions for depreciation on investments, income tex,

specific provisions for bad debts, etc as a "conglomerate!

item on the expenditure side. This would roveal the true
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trend of income and at the same time the procedure would not
reveal the amount of secret reserves and loan loss provisiopg
held by banks. (Paragrapbs 3%.23, 3.24).

10.2.3 The Committee considers that rationalisation cf the

practices relating to grouping and offsetvtirsy is necessary

T R . -
Grouping and nettings ! and that clarifications should be givg
— . ——i

when disparate items are grouped together or netsed. These

aspects have becn taken care of while devising the formats
for final accounts. (Paragraphs 3%.25.1 to 3.25.4).
104244 The Committee is of the opinion that by and large

bank managements are fully seized of the pitfalls of window

-

[
Window dressing! dressing &nd considers that there is nho case
i

for any drastic measures %tc weed out the practice. In
exceptional cases wherc bank managements resort to such
practices, the Reserve Bank should continue to caution the
concerned management. It could also in extreme cases of
indiscretion take punitive action against the d¢_inquent
officers. (Paragraph 3.26.4 to 3.26.%0).

10.3 The Committce has looked into the general practices
obtaining in some of the developed countries in the matter

i ]
Analytical data in { of presentation of analytical data along
the annual accounts! ,
——— e ¢ e ek with the final accounts and finds that

there is no uniformity among banks in such presentation.

However, there are certain broad areas where such analytical
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data are usually furnished by banks and the Indian banks also
may gainfully adopt the practice. (Paragraph 4.1 to 4,12).
10.4 The Committee is of the view that the Indian banks
may disclose their aécounting policies at one place under the

o~ = \

Accounting Policies ! head 'Principal Accounting Policies' and
-—— _—— e

has prepared a specimen form for the cnurnciation ¢f accounting

policies pursued. These will cover, inter alia, the following
arcas.
a) Basis of presentaticn of accouants
- b) Basis of valuation of securities
c¢) Practices relating to loan loss
provisioning and contingency funds
d) Mode of valuation of fixed and other
miscellaneous assets and depreciation
e) Practices adopted in making
provision for staff bcnefits
f£) Adjustments made before disélosing net nrofit
(Paragraphs 5.1 to 5.8 and Annexure Vf:
104541 For the sake of uniformity in the prosentation of
accounts and having regard to the neéd for disclosure of
;;;mats of ﬁ;iance Sheet and.T

Profit and Loss Account !
————— e memmee -~ - . pyblished accounts, the

adegquace information in the

Committee has suggested revised formats of balance sheet and

profit and loss accounts. The formats consist of summary
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versions of balance sheet and profit and loss accounts,
supported by schedules. The Committese has also indicated th,
coverage &nd contents of the various items in the balance Shey
and profit[fggs accounts and has preparcd necessary guidelines
for compiling the final accounts with a view to ensuring that
the final accounts so prepared by different banks wilf'be on
uniform, standardised basis. (Paragraphs 6.1 to 6.24 z=nd
Annexure VI),

104542 The Committee has further suggested a standardised
procedure for reckoning forcign exchange income and for
consolidation of accounts of foreign offices in the final
accounts. (Paragraph 6.25).

10.543 The Committee has also indicat=d where clarificatory
notes are to be given in respect of the balance shect and
profit and loss items and a specimen . form in which such
notes on accounts may be frrnishcd by banks has also been
prescribed. Such notes cover incres:e in capital, interéost
rates on deposits, investmeonts in subsidiaries/associates,
valuation of other investments, requirements of sectoral
allocation of advances and interest rates on diffcrent
classes of advances, revaluation of assets and major heads
of miscellaneous income and other expenditure.(paragraph 6.26

and Annexure V),
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10.6 The Committce's rocommendations on provisioning are

mainly as follows.

Norms for crcating various
provisions 'and accounting
practices - Loan loss
provisioning

-

a) Provisions for bad and

doubtful debts need be uwade

- - ) D = D wD -y

- only to tho &.ient such debts

are not covered by credit iasuranc> szencies (Paragraph 7.2.2).
b) As the tax laws stand alt prasent, banlis should make
provisions on a gross of tux basis.(Paragraph 7.2.3).

c¢) Debts recognised as bad should be written off within a
reasonablc time after such recognition. (Paragraph 7.2.5).

d) A suitable system of appraisal of the advances portfolio
and review of individual advances is considercd necessary

by the Committee in the context of standardisation of the
procedure for loan loss provisioning. The Committee is of
ﬁhe'opinion that bank advances should be classified on the
basis of health codes. Such classification would facilitate
identification of debts where provisioniﬁg is necessary.
(Paragraph 7.2.7 and Annexure VIT ).

e) It will be necessary to assess the amount of doubtful

debts in respect of larger advauces with balances ofi Eks.5 laikhs
and abové individually. In respect of smaller advauces to

the extent possible, the provisions may be made on actual
basis but as the number of such advances may be large,

provision may also have to be made on a percentage basis
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depending on the loan loss experience of the bank. The
percentage necds to be rcviewed periodically, say once in
three years. (Paragraph 7.2.9).

f) Gener?lly, no interest should be taken into account
unless realised on recalled advances, sult-filed accounts
and decrced debts. As regards sick/sticky advances the
quéstion of charging intercst will depend on the assessment
of realisability. Ideally, no interest sould be charged on
such advagces in this category where the principal amount ig
considered as bad or doubtful in part or in full except on g
realisation basis. But there is no objection to interest
being charged on such advances as are not considered bad or
doubtful either in whole or in part. As regards smaller
advances -in the category, to the'extent‘provision is made,
interest also should not be taken into account. (paragraph
7¢342)

g) One of the methods followed by banks in the matter of
accounting interest on advances not consider:d as realisable
in full is not to treat interest charged on such advances as
income and instead credit such amount to a suspense account.
In view however of some income tax ruling, banks have since
changed the procedure and ceased charging interest on such
accounts. For the sake of propcr control, the interest on
such advances should be booked and cweditekthe jwbevemt Suspens?

accowrt .
(Paragraph 7¢3¢3).
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h) All provisions made for bad 214 doubtful debts and
provisions made by way of iat...es7 on bad and doubtful
debts kept in suspemse account ahéuld be wxuimpt from tar,
provided the aggregate outztar ir33 in such provisions do not
exceed 5% of the total outstanding advances at the end of
the relevant period. (Paragrap’ 7.4.1).
i) Investments should be segre: ated into "permanent' and
‘currcnt?! categories. The aci~ ™™ level upto which the

ey v e — i gt | i & e

T

Valuation of | securitices shourd be held in the permanepu
‘Investments

—eeeeewd gnd curr.nt ca->: cries may be decided by the

Reserve Bank of India from t*.© ‘v time depondind upoh the
prevailing circumstances. The - “rranent investments will be
valued at lower of cost or r«* stion value and the current
investments at the lower of ~» st or market value. (Paragraph

7¢5.15),

j) Liability in re snoct of por  otircment benefits like
Retirement § ulutugtV<vni Peh81or Funds should be
benefits to staff !

- —— S, egtignbid o .amactuarial besis and such

rommitments should be-fundgd,evwrj year irrespective of the
vailability of profit. (Paragroph 7.6.1).

- The assessmonts in yegard o tax payable by banks

- —— 6 - —

7T
Asse¢ssment of tax by
the Tax Authorltle

i should > taken up axpeditiousl}
¢ Al

L by the Imcome-¥ax Department and
refunds glven to banks without delay. (Paragraph 7.7.2)
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1) There is also a case for doing away with the practice 4

- ———

,T
Dedugtlon of tax at sourc 3 deducting tax at sources on
on Government sccurutles i

o om mm e - =T Government securities heldlm

;banks; at l%gst'the rate at which the deduction is made wj)

have to be gubstantially reduted, say to 10% or so. (Pa?agq
7e763)0

1067 The other major rccommendations made by the Compij
are as follows :

a) The Committee does not consider it necessary to prescrik

-— — - ea—

Directors' Report | any skclet®n format for the Directo.s:
format and contents;

- — 4 report. Certain topics which could

profitably be dealt with in the Directors®! report and the
order in which they may be prescnted are however indicatcd.
(Paragraphs 8.8 to 8.10).

b) For tﬁe burpose of complying with the statutory requirem

of publication of balance sheet and profit and loss accoumJ

A 2 - ———— s

Publication of annual’
accounts of banks/
Returns to Reserve Bank

- — o —

(without the schedules, accountlng policy statement, notes

the Committee suggests that oaly H

sumharisced version of the formats

om0 0=

and auditor!s report) would be best ‘suited. Banks will »e
required to submit as recturns to the Reserve Bank the full
set of final accounts in the prescribed formats including &
summary version, schedulecs attached, accounting policy sta !

notes on account and also the auditor's report. (Parapraoh?
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¢) In order to give effect to the changes in the formats of

balance sheet and profit and loss account as also the

-
Amendments to ! publication of only the
Banking Regulation Act !
_ -+ rem——wel  summarised version, it may be
: : A
necessary to make certain changes in the Banking Regulation
\

Act. (Paragraph 9.%.1).
d) It would be desirable if the Reservc Bank is entrusted with

Guidelines to |
auditors !
L

e\t - @ vaes s

powers to dircct special audit in the case

of all banks and also to give guidelines

to bank auditors. (Paragraphs9.4.1 to 9.4.2).

¢) There is no need for giving particulars of remuneratio:
paid to the thef BExecutive Officer in the profit and loss
statement of banks nor for furnishing the information
'relating to remuneration paid to certain categories of stelt
in the directors®' report of private sector banks. (Paragraph
9.641).

f) The Committce is of the view th%t the benefit of creating
E;;;;;;;~&E~--~{ tax free special reserves conferred by

Special Reservej
-=~—L gmendment of Section 36 of the Income Tax

Act, 1961, should be made available to all scheduled commercial
banks whether they have offices outside India or not.

(Paragraphs 9.7.1 t0 9.7.3).
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¢) Indian commercial barks may be allowed to revalue theiy

Revaluation of
premises, etc.

s - s s~ s

T

?
v
1
)
-

!
roperties, subject to Reserve 3Bank clean
P‘ P $ J ar,

by profesgional valuers,r’t periodical

intervals, provided the consequential profits are taken g

capitalfressrves. (Paragraphs 9.8.1 to G.8.4).

M.N., Goiporia
Member

B. Ratnakar
Member

4bhijit Sen
Member

Y.H. Malegam
Membexr

V.G. Hegde
" Menber

Bdmbay
March 1685,

4., Ghosh
Chairman

R. Srinivasan

Member

Sampat P. Singh
ilember

N, Balasubramanian
Member.

R._Narasimhan
Mewnber -

M.L. Inasu
Member-Secretary



Annexure L

DISCUSSION PAPHR: Disclosures in financial
statement of banks

This Discussion Paper is issucd by the International
Accounting Standards Committec for discussion only
2nd does not necessarily represent the views of the
Governing Bodics of 1ts members.

In pursuit of one of its principal objective, the harmonisation
of accounting standards through its member bodies around the
world, thc International Accounting Standards Committece (IASC)
has initially selected for study topics applicable to business
enterprises generally. The IASC Board recoghises that
effective harmonisation of accounting standards will also
involve the study of appropriate accounting practices for
particular industries; this Discussion Paper is concerned

with the banking industry. As a result of discussions with
the Committee on Banking Regulations and Supcrvisory Practices
of the Group of Ten major industrialised countries and
Switzerland (the Basle Committec of Banking Supervisors),

who perceived a need to devise a stendard letter for
confirming inter-bank balancese. It was thought that it

would be helpfui as a first step to prepare a paper dealing
with classifications and disclosures in the financial

stements of banks. Accordingly, IASC agreed to undertake

{:his project. Both the IASC Board and the Basle Committee

of Banking Supervisors recognise that harmonisation of
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methods of veluation snd income measurement of banks will
requir:e further study, but they agree that a first step is
that of the extent of disclosures in the financial statements
of banks.

This Discusgsion Paper is put forward by the
International Accounting Standards Committee for discussion
and comment. The issue of the paper as a contribution to
the gencral deﬂate iz wclcomed by the Committee on Banking
Regulations and Supcrvisory Practices of the Group of Ten
major industrialisad countries and Switzorland in recognhition
of the benefits that they beliceve. arc to be derived from
work directed towards the narmonisation of the financial
reporting practices of banks throughout the world. .However,
the contents of the paper do not necessarily represcent ‘the
views of the governing bodies of the members of IASC or of
Basle Coumittee of Bahking'Supervisdrs. It is possible
thot, in due course, the IASC may issue a Statement of
International Accounting Standardston the matters covered
in this Digcussion Papcr.

The preparation of a standard inter-bank confirmation
request is being dealt with by the International Auditieg
Practices Committee of the Intqrnational'Federation of

Accountants.
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TARMOGISATIO
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NTRODUCTION:1.

2e

O
.

O

...5_
4 bank, or similar credit institution, is
generally understood to be an c¢nterprise with
the primary function of taking deposits and
borrowing with the objective of lending and
investing for gain.
To the extent that an caterprisce's activitics
corrcspond to those discussed and illustrated
in this Discussion Paper or are within the
scone of banking or similar 1egislation in its
own country, the contents of this Discussion
Paper would be relevant whether or not the
enterprisc has the word 'bank' in its nams.
The contents of this Discussion Paper arc in
two main scctions: first, a consideration of
the need to harmonisc bank finanhcial reporting
standards and second, guidclines, for the
deveiopmont of disclosurqp in financial
statcnente of banks.

FINANCIAL ZSPORTING OF BANKS:

4

Through-out the world existing rcquiremesnts
for disclosurc in thce financial statements of
banks ar¢ nost often established by
legislation and by practice encouréged by
govcraments through their official regulatory
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authorities. To datz, fow pronouncemctts on
banlz financial rceporting have becn made by
accountancy bodies and internationally
consistent practice have not yet developed
for the form of, and disclosures in, the
financial statements of banks. This is
becausc differing views are taken in
individual countries of the neéd for

desirability of, cxtensive disclosures of

_financial information, cither as to the

nature and details of bank's activitics or
to the extent to which capital resources may
be understated through the maintecnance of
hidden reserves. Reasons for this diversity
include the differing degrccs of importance
attributed to the role of disclosure in
financial statements of banks and its
contribution to maintaining stability in

the banking secter 2nd to an efficient
supervisory function.

A central question in considering the

financial reporting of banks is whethszr banks

should fall outsidc normal accounting

conventions and, toe whatever dcgree be
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troated differently frem -ther cntorpriscs,
both as regnrds disclosure of informaticn

~nd continunnce of the practice of
paintoining hidden reserves. This questinsn
will cchtinuo to be ‘debated.s Even if it is
conegidored that banks should conform te

normal accounting conventions, the disclosurcs
in the finaacinl stotcements of banks will
differ from those of othor commercial ond
industrial cntcrpriscs becausc of difforent
nature of the transactions ~nd opcrations

of banks.

In preparing this Discussicn Paper, %P Eas
bucn recogniscd that dcvolopmontsiqﬁf;n;ncial-
pgporting arc taking place in mapy diffcrent
parts of thc world., This Discussion Popor
renesscnts the Inturnational Accounting
Staondards Committee's initial ceoatribution

to and participation in thesc developnments.
The next scetinn of this Discussion Paper

suts cut guidclincs for the futurce fer
achicving consistency <f disclosure and

in the prececntotion of the financinl statomonts
nf borks. Those guidelincs arc prceposcd

on the bnsis of what is belicved to be best
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practice capable of practical appnlication
by banks, aside from any couastraintis
imposed on reporting by local law.

GUIDELINGS FOR DISCLOSUEWS IN FINANCIAL STATHEMENTS OF BANYS:

8. Thisz Discussion Paper does not propose
a speciiic format for the nresentation
of financial statements of banks, but
certain minimum disclosures are suggested,
An appendix to this Discussion Paper gives
an illustration of some specific
disclosures.

9. The guidelines are framed on the basis
that every International Accounting
Standard applies to banks unless such a
standard excludes banis from its
applicability.

10. All banks do not use the same metshods of
valuation and income measurement. While
harmonisation of these methods is a
desirable objective, it is beyond the
scope of this Discussion Paper. However,
International Accounting Standard 4.
Disclosure of Accounting Policies, requireés
disclosure of the methods of valuation and
income measurement to enable the users
of financial statements to understand

the basis on which they are prepared.
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11. A4mong the major considerations in requiring

Classirication of

disclosure in the financial statements of
banks arc¢ the demonstration of liquidity

and the solvency of the bank and the

‘relative degree of risk that may attach to

different assets and liabilitiecs and to
concentrations of assete and liabilitics.
Not all aspects of a bank's liquidity
solvency and potential risk can be
demonstrated in financial statements.
However, many (dnformative disclosures can
be made, such as those discussed in the

following paragraphs:

aseots and liabilitics by nature:

12, The most common approach to classifying

assets and liabilitices in the balance sheect
is to group theé by their nature and list
them in the approximate order of their
liquidity, which may cquate broadly to their
maturitics. Different categorisations and
groupings of assets and liabilities are
found in the balance sheet and may include
distinctions between current and non-current
dealing securities and investment

securities and balances with other ban¥ks

and balances with non-banks.
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Categorisations such as these have varying
degreces of uscfulness and applicability in
the financial statements of banks. It is
generally found that the current:non-curreng
distinction has limited usefulness because
of the nature of a bank's business.

1%2. It is gencrally considercd important in
the financial statements of banks te
distinguish betwecn dealing and iavestment
securitics. JdInvestment securities are
sccuritics acguired for the long term and
dealing scecurities are sccurities acquiraed
with the intontion of rcselling tham in thc
short term. Diffcrcocnt methods of valuation
cxist and it is usually considered important
that whatever categorisations arec used, the
basis of clascification and valuation

adopted is clcarly discloscd., For cxamplc

e

t 1s expected that the market value of
both dcaling and iavestment sccuritics
would bc disclosed if different from the

carrying amount in the financial statemcnts.
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14. Many banks distinguish between their
busincss with othcr banks, and their
businces with non-banks. This distinction
is rclcvant because of the different type

businces and to give an undcrstanding
of a bank's relations with, and dependance
on, othcr banks. However, making this
distinction may rot always be poseibla,
for ¢xamplse, in the case of denosits or
funds obGaincd through the issuc of a
bank's own certificatcs of deposit or other
ncgotiablc papcr.

15. The content of, and thercfore the
termimology uscd in, the financisl -
statements of barks diffcr in many
instancog frow thosce in the financial
statements of other industrial and
commereial entcrpf&scs. Conscquently, it
is important to makce clcar the nature of
significant itcms within the balance shect
captions of g banlz's financiol statements.
The following oxamples illustrate some

of the items that typically may be
includ.d under certain of a bank's balancc

sh:ct hoadin;s:



- 10 -

Notes and coin

Hloney morhet popor
Troasury papcere
Cortificatcs of deposit.

Lozns and advances
Commcrcial loang, Personal loans
Overdrafts, Leasing roccivablise

Accounts with dcpositvors

Sight or decmand deposits, Time Deposits,
Fix:.d torm decpsitse.

Acceptance and promissory notcs

Own acccptances, Promissory notcs,

Other ncogotiable paper issucd.

Significant itcms should not be grouped with

other items without scuparate identification.

Offsctting of items would only be appropriate
if o logel right of set-off cxists and the

cffec:

v

Ci
P
'—l-
)

ng reproescats the cxpectation as to the
rcalication or scttlement of the assct or liability.

Analyesis of aszcts and lisbilitics by maturitics

15. As woll as listing asscts and liabilitics in their
. approximate ordcr of liquidity, a further usvful
disclosurc is an analysis of individual asscts and

liabilitics by maturiticse. The maturitics of asscts
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and liabilities and the ability to replace, at
an acceptable interest cost, interest bearing
liabkilities as they mature are important factors
in a bank's liquidity management, which involves
having access to sufficient funds to meet
deposit withdrawals and to repay borrowings as
they become due,

17 .Banking practices and the availability of funds
to banks vary from country to country. In some
countries short term funds are available, in
the normal course of business or in emergency,
from the national market or from the central
bank, while in/other countries this is not thé
case., Accordingly, such evaluation of ligquidity
as is possible from a bank's financial statements
is made in the context of kno@ledge of local
banking practices.

18.Much of the business of banks is of uhcertain
termm. In many countries, deposits made with a
bank may be withdrawn on demand and advances
given by a bank may be repayable on demand,
However, in practice, aeposits made with a bank

and advances given by ’‘a bank are often maintained
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for long piriods without withdrawal or rcpayment.
4lthough thc contractual rcpayment period is oftun
not the cffcctive period, cither for deposits made
with 2 bani or for loans and advancos given by a
banl, a mcans of analysis of maturitics in the
financial statcumonts should be cstablishced the
problcm of contractunl as opposcd to eifcctive
nmaturity applics cqually to both asscts and
ligbiliticvs. Th. remaining pcriod to the agrecd
repayment datc is most: often uscd for the purposcs
of analysis in the financial statements of banks.
Maturity groupings that may be ap.licd to
individucsl asscts and liabilitics can differ
bctwecn banks and in their appropriatcnoess to

» . ~ .
varticular asscts and liabilitics, coxamplus of

" periods used maey include somce of the following:

Sight (maturing on thé next business day)
or demand,.

Loss than cight days.

Fron cight days to onc month.

~Frou ca2 nonth to threc months,

from thrce months to one ycar.
From onc yeor to five yoors.

From five yenrs ond over.



20.

- 13 -
Froquently thesc periods are éombincd; in
the casc of loans and advancces, for oxample,
by srouping thosc undcr onc ycar and thosoﬂ
ovir one year.. When repayment of an” asset
or liability is sprcad over a period of time,
the nllocation of cach repayment to maturity
groupings should be based on the rcmaining
period to the rgreed repayment date of cach
instelacnt,.
The motching and controlled mismatching of the
maturitics of assets and linbilities is fundamcntal
to the management of a bank, This is becausc
it is unusual for banks c¢ver to be completely
matched since business transacted is oftcen of
uncertain term and. of different %ypes'and an
unmatched position potentiaily cnhances
profitability. Howcver, whatever maturity groupings
ore ussd by 2 bank in its financial statements,
it is most uscful if the periods adopted for the
annlysig are similnr for asscts and for liabilitics
in order to moke clear the exteont to which the
maturitics of asscts and liabilitics arc matchod

and the conscquent dependence on other sources
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of liquidity, For a full understanding, such

information may need to be supplemented by

information as to the likelihood of repayment

within the remainins period.

Concentration of assets and 1iabilities:

21.

Uses of the financial statements of banks are
likely to be interested in whether there is sub-
stantial con;entration either in the distribution
.of the bank'é assets or in the source of its
liabilities., Such substantial concentration of
assets and liabilities, which might increase the
likelihood of risk to the bank, is unusual but,
if such coﬁtgntration exists, disclosure might
usefully be made., &nalysis by gecgraphical areas
or by customer groun, such as govermment, public
authorities and private enterprises, mizht be
examples of this disclosure. It mzy zlso be
appropriate to accompany such disclosures with

an explanation of the circumstances,
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INCOME_ STATHIINGT

22. Tho principnl types of income ~rising from
the oncrations of a bank arc intcrest incomo,
feos for scrvices, and dealing results.
Disclosurcs in the income statement of a
bank arc most appropriatcly mnde by type of
income rather than by source of, income,
although any furthcr analysis would uscfully
include disclosurc by source. Offsctting
of incom¢ ~nd cxpensce itoems would not be appropriatc.
23e. In ordcr to give a better understanding of the
composition of and rcasons for changes, in not
intocrost incomce, intercst income and intcrest
cxpcnsce should be discloscd scparatcly. Since
nct interest income is o foctor -both of interest
rates and of the nmounts of borrowing and
lending, a uscful undcrstandipg mey oftcn
only Be obtaincd if further information is givoen,
for c¢xemple, of cvernge interest rates, average
intersgt corning acsoets ond average intcerest

bunring linbilitics for the period.
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LOAN LO&SGHS =

24+ It 1s inevitable that in the ordinary course of
business banks suffer losses on loans, advances
and otvher commitments as a result of their
becoming nartly or wholly uncollectable. Losses
on loans and acdvances can have an important
effect on the results of a bank, and banks
gene;ally make provisions, by charges against
income, for possible loan losses. These provisions
are available to absorb both write downs of
specific receivables considered to be uncollectable
and to cover other loans and advances presently
seemingly collectable; which in view of the |
inherent probability bascd on experiencc may
subsequently prove uncollectable. Such a prévision
allows a matching of accounting income and
expense by adjusting for timing differences
between the receipt of income on loans, advances
or other commitments and any subsequent defaults
and by providing for the as yet unidentified
losses in a bank's present loans, advances and
other commitments. While an assessment of the

requirement for a provision for losses on loauns,

advances and other commitmeunts depends on the
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judgement and -experience of the bank's management,
the provision should be established and maintained
on a consistent basis.,

25+ It is considered important that disclosure is
made of the basis on which provision for loans
loscszees is made and of both the movements in the
proviszion and the amount of the provision at the
balance sheet date. These disclosures are
necessary to give an indication of the impact
that loan losses can have on the results of a bank
and its financial position.

TRUST ACTIVITIES

26. Banks commonly act as trustees and in other
fiduciary capaqities that result in holding or
placing assets on behalf of individuals, trusts,
pension funds and other institutions. Such
activities do not encompass:ﬂfe custody functions.
Provided the trustee or similar relationship

is legally supported, these assets are not

Hh

asscte of the bank and therefore should not be
included in the balance sheet of the bank. If
the bank is éngaged in significant trust activities,

a statement to that effect should be made in
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the financial statements because of the potential
liability to the bank if it fails in its
fiduciary dutics.

COMMITIMMNTS s

27. In the ordinary courgse of business banks enter
into many types of commitments, some of which arec
not binding, while others are irrevocable. The
user of financial statements of banks will need to
know at least about any irrevocable commitments
because of the possibility of potential losses
inherent in the commitments and because of the
demands the commitments may put on the bank's
liqdidity-and solvency. Thus a bank should
normally disclose the existence of uncovered
contract positions and the cexistence and amount
of guarantces, letters of credit and standby
letters of credit issued and irrevocable
commitments to extend credit that cannot be
withdrawn at the discretion of the bank,
without incurring expense or losse When the
amount of guarantees given by a ‘bank is
disclosed, some cexplanation of the nature

of the zuarantces is useful.
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UNDISCLOSED RESIRVAS:

28, Local circumstances or. legislation may require or
allow undisclosed free reserves to be maintained,
in addition to such amounts as may be necessary
to cover loan losses (sce para 24), in order to
absorb unusual losses without disclosing their
amount. Such reservez may result in opportunities
to distort, in varying degrees, the reported
earnings of a bank and to cause uncertainty—
as to the full extent of shareholders! interests.
In some countries when undisclosed reserves are
maintained it may be that the use of such reserves
and their impact on financial statements may bé
restricted to certain specified items. Nevertheless,
financial statements cannot present a true and
fair view as to financizl position or results
of operations if there are undgsclosed over-statements
of liabilities, undisclosed under—statements of
ass2ts or undisclosed accrual of amounts for

general or unspcecificd business risks.

(O]



- 20 -

29. An acceptable altornative found in some countrics is
for part of sharcholdcrs' jntcrests to be identifieg
separatcly as a discloscd contingency reserves .
Charges or credits to such a regsoerve would-form
part of net incomc disclosed in the income statement,

Appendix ¢ Tllustrauion of spcecific disclosures :

- — -

Soccific disclosurcs by banks might include :
t

(I) Belancc shcet items

Cash, Balanccs with central banks,

Moncy markst paper, Bills of oxchange,
Delaing sccuritics, stating the market valuc
if differcnt from the carrying amount in the
financlal statements, Investment securitics,
Markotable, stating the market value if
different from the carrying amount in the
financial statcements

Othors

Loans and advances, Property held for resalc,
Investments in associated companics,

Bank prcmiscs and cquipment

Customers?! acceptance liability

Accounts with dcpositors, Promissory notes
Taxation, Acceptanceg outstanding ‘

Cavital notes and dobenturcs, subordinated
loans, Shorcholders! intercsts.
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(ITI) Incom¢ statemont itcms @

Tatcrest income,-Intorest cxpense, Foees for
scrvicus, Dealing results, Investment gains and
loscsce, Net charge of crcdit to the provisions
losn losscs, Bmploycce costs, Taxes on incomc.

(III) Othcr disclosurcs

(a) Provision for loan losses at the Balance
Sheet date and movements of the period in

the provision, including charges and

recoverics, and additions or roelcascse.
(b) Amount of Letters of credit and standby

letters of credit.

Guarantces, indomnitiecs and sinilar
obligations.
Irrevocable commitmchts to coxtend credit.

(¢c) Bxistcncc of s

Trust and fiduciary accounts (asscts and
liabilitics in rcspect of\such accounts
should not bc includod within the bank's
balanc> shect totals). Forcign cxchange,
commoditics or gimilar dealing, and any

uncovercecd contract position.



SULLARY OF RESPONSES TO DISCUSSION PAPHR
"DISCLOSURES IN FINANCIAL STATEMENTS OF BANKSY
FIRST PUBLISHZD 1 MARCH 1980

INTRODUCTION

Te In March 1980 the IASC Discussion Papcr “Disclosurcs in
Financial Stvatcments of Banks™ was published as a contribution
to the goncral debatce on finsncial statcement disclosures and as
such was wclcomed by thoe Committcec on Banking Regulations and
Supcrvisory Practicos of the Group of ten major industrialiscd
countrizes and Switzerland. In the forcword to the Discussion
Papcr it was statcd that "both the IASC Board and the Basle
Committcc of Banking Suncrvisors rccognisce that harmonisation of
mothods of valuation and incomc measurcment of banks will
roquire further study, but they agrec that a first step is that
of the cxtent of disclosurcs in the financial statements of
banks."

2 In-addition th¢ paper recogniscd that "developments in
banks financial reporting arc taking place in many parts of the
world™. Hxamplis of recent and currcnt dovelopments in this
ticld ar: to be found in Australia, Carada, thé Europcan
Community (™ZEC") and the U.S.A.

3. Iy is in the cont.xt of these changes and of the gencral
rathcr than dctailsd nature of the Discussion Papcr that the
comicnts on the paper should be rcade Rosponscs came from

oanlis, banking associations, abanking officars' group, profissionsal
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bodics, mrofussionel accounting firms and individuals, but with

22ption were not made by central bank or supervisory

b4

on: ©
authoritics; the apvcndix to this summary lists the countries
from which responses werc reccived,

4, Rééponses fell into three broad categories: those based on
arguaent of a political or cconowmic naturc or influence, those
raising practical difficultics of implementation and those of

\

devaill in intcrpraetation, Whilc therc was support for certain
of the broad objectives oi the paper, strong opposition was
cxpressed on a ﬁumber of points on political or economic grounds.
This sumuary deals only with matters of particular significance.
The lesscr points which would also nced to be taken into account
in the event of the issuance of a standard arc also listed in
the appendi,

S5e Bccausc of thé many present developments, not lceast the
‘pronoscd HAC banking dircetive, the IASC does not intend
currcntly to issuc an exposure draft rclating to financial
statement disclosurc by banks., Tt will, however, review the
poeition from tim: to time in the light of developments and of
the application of other Intcrnational Accounting Standards

to banlis.
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Harmonisation of Financial Reporting of Bahks.
(Digcuzsgion Paper - Paragraphs 4 and 5)
Responces
6. Couments on this subject drew attention to the differences
fhat exlst poth betwesn banking”business and other forms of
trade and commerce and between the activities of banks in
different countries or sometimes éven in the same country. In

the words cf one respondent :

"By the nature of their business, banks frequently fall
outside the normal accounting conventions. Unlike
industrial companies, the composition.of their balance
sheets may be radically changed within the course of a
single day. 4 further distinction is that in terms of
numbers, creditors and potential creditors of banks are
likely Go exceed shareholders by a large margin'.
For these reasons and because of the overriding importance of
banking viability for the economy, th business of banks is in
all countrics mouitpred to a greater or lesser extent by the
supervisory authorities. Respondents poiﬁted out, however, that
the differing systems of control exercised by the authorities of
varlous gountries themselves introduced ddsparities into
renorting by banks and the interpretation of their reports.
It was, therefore, not sufficient to harmonise disclosures in
financial statements if the reader was not made aware of the
valuation systems underlying the disclosures and of the

implications of the disclosures in the context of the



supervisory sygtem.

7o Some rsgpondents argued that, since the detailed
information on banking operations required by the authorities
was not suitable for public disclosure, it was misleading to
looik to the financial statements for a critical appraisal of g
bank's licuidity and solvency. Buch an appraisal would require
hignly specialised lnowledgzge of the banking industry not
sasily acccssible to laymen. A

8. Respondents from continental Burope referred frequently to

the nzed not only for adequate but also for hidden reserves as

3]

n essential element in the maintenance of public confidence in
the banking system, 4 similar argument was also put forward
égainst particular disclosures that could disturb the public,
who might not be able to interpret them in their proper context.
The following quotation from Germany is typicai of comments
received on this point: *
"The special sensitivity of banks to public confidence
conflicss with a requirement for unrestricted disclosure
of reserves maintainecd fo: providing for risks as well as
with a recuirement for a full cexplanation of the valuation
methods in the published financial statements™.
S One respondentt.from India suggested that in leis developed
countries, where banking procedures werc less complé;, existing
reporting conventions should be allowed to continue with

minimum modifications,



_5_
TASC Comnent
10, .he Discussion Paper clearly recognised the different
interests in disclosures in the financial statements of bank
and the legislation and other developments taking place
throughcut the world.
11. The resoonsss cuphasise the special characteristics of the
business of banks, the need to supcrvise them, the political and
economic recacsons azainst zgreavcer disclosure and as a consequence
the rospondents! belief in the impracticability of harmonisation.
The arguments put forward in support of this view are based on
political or economic concerhs but do not have regard to the
need to have meaningful and informative financial stvatements
which may serve as a bsis for commercial Jjudgements by investors,
aepositors and 6ther interestcd particg,. Furthermore, a
better understanding of the special characteristics of the
business of banks would be provided by grecater disclosures.
12+ Although the supervisory authorities will, naturally, be
better informed on certain dectalils of @ bank's operations than
the rcader oflits financial statements, the existence of such
aupervision doés not permit an investor to make a rational
choice between diffecrent boanks or betwocn banks and another
lndustry, sector.s A bank acquiring an interest in or making a

dcposit with a forcign bank may itsclf look to the financial
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statements of that other bank for information on its performancg
and thc manpcr in which it conducts its opecrations. The
supcrvisory authoritics may also have to rely in somc measure
on financial statemcnts when information is requircd on the
'acti§itics of the foreign parent of a local branch.
¥ the supervisory body and the context in which

1%3. The role

Q

«©

v

it exzrciscs its control is cl:arly of great importance in

(@]

C

mointaining a stable banking sector. However, it is not
necessarily wholly understood by a rcader of a bank's financial
statencnvs. t could, thereforc, be of benefit if a bank's

.. financial statements, or the rcport in which the financial
statements arce included, were to describe the naturc of the
bank's opcrations in its national cnvironment and the cffoct

on thosc opcrations of supervisory and prudential controls.
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only a passing rofcrencs to it was made by the Discussion Papcr,
which suggested that the market value of both dcaling and

investment securitics would be disclosed if diffcrent from the

carrying amount in the financial statemcnts,
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15. 4Although rcspondcnts on this point agreed that disclosurc
nf markct value was aopropriatc for -dealing securitics, some
raiscd aucrics on the usefulness of such disclosurc for _
investment seccuritice. It was argued that the market value of
investment sccuritics was irrclevant and that the often geve:.c
fluctuatinng in such values could mislead the uscr of the
financial statementss. Furthermore, for a large portfolio market
valucs did .not necessapily correspond to roalisable .values.
Onc rcspondcnt belicved that such disclosurc was inconsistent
with the treatment of vory similar long—or modium-tcrm loans
that werc not cxccuted as debt securities.
IASC Coumcnt
16+ TWhile ths responscs underlina the nroblems of
detvormining market value aud the appropriatencss of its
anpplication to particular typcs of assect, it is considercd that
practical difficultics should not preclude the disclosurc of
such valuc where it diffors from thel‘carrying amouant, together
with any ncccsesary cuelifying information. The disclosurc of
such amount givee an indication of both the potential position

as rcgards licuidation of tho asszct and currcnt investment



Haturi kl’S

.(Disbussicn Yaper Paragraphs 16-20) '

17 Commonts on this topic reinforced the warnings given in
the Discussion Papoer that analysis by maturities needed careful
planning and appropriate qualification since maturity dates
HOI not al;ayu wnat they svvmvd.

15. Pcf onc was wmade Uot$at eloment of demand and short-tor

[}

eposits which-was of a continuing nature and one respoundcnt
susgestad that an attemnt might be made to identify this
olomont for the purnoses of the financial statcments. It'was
clzained that a simple classification of assets and liabilitics
by naturities could give a mislcading picture where, for
gzan~le, a bank was funded largely through the inter-bank
market or had access to the Central Bank to obtain finance

even for_long-”orm bonds 4 comment from Swedcen cxplained
that dc@osits from the public varying from demand to 24
months could always be withdrawn on payment of a cecrtain fce.
On the asscte side, although Swedish banks were legally
recuircd to receorve the rizht to require ropayment of all
loans within onc ycar, in practice much longar psriods were

agrucd.
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19. Some rospondonts cxpregsed doubts whether balance sheet
disclosurcs which are made at single point in time could provide
information thet would convey an understanding of a bank's
policies rczerding the metching and mismatching of assets and
liabiliticse. In particulnr, it was felt that detailed analysis
of vecry short-term maturities existiné at the balance shect
datc was inappropriate for financial statoments published
scveral unenths afterwards.

20, Although most comments on these paragraphs conccentrated
on maturity dates as an indicator of liquidity, a fcw drew
attenticn to their significance for the purpose of intcerest
rate management - a point touched on in passing by the
Discussion Papur. Bospondcnts pointed out that the oxistence
of 'floating rate! assots and role—-over dates on which intorcst
ratecs may be revisced may suggest that classification by final
maturity date is misleading.

2% The qucstion whether a maturitics analysis should provide
a classification by rcsidual meturity or by the original
contractual tcrn was raised by one respoandent from the
Nsotherlands. Ths rocspondent argucd that for assets and
liabilitice of a substantial naturc and considcrable diversity,
such as deposits and mcdium-term loans, classification by
contractual rcpayment period could be the more useful as it

sives a betocr insight into the busincss policy.



_/|O_..
TASC Commont
224 The difficulty of wvroescenting cecrtain information in
financial statements in such a way as to avoid the possibility
of migintorpresetion of misunderstanding is not a sufficicnt
rcason for non-disclosurc. To avoid the risk of .
misinterpretatibn, it is important that maturity disclosurcs
bc appropriatce To the busincss and that any factors relating
to the context in which they are disclosed should also be
clearly statcd. They will help in demonstrating the nature
of a bank's business and its comnmitted position; disclosurc
of the original contract period of ccrtain assets and
liabilitics may also help to indicatc the way in which the
bank is conducting its busincss.
23, Apart from providing an indication of the deploymecnt of

The ¢

D

sscts and liabilitics, maturity information may also be
of releveance in relation to interest 1evéls and hence to
futurc profitability.

Concentrations of Asscts and Liabilitics

(Diccussion Paper Psragraph 21)

Responscs

on,  Host of the comments recelved on this subject supported
the suggoestion made in the Discussion Papcer that when
concentrations of assets or liabilities exist they should

be discloscds One respondent recommended that to allow the

rcaders ¢f e bank's financial statements to obtain 'nogative!
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confort from the absence of such disclosure, criteria
should be ostoblished to determince whether or not a
substantial conccntration oxists.
25. A nuaber of respoundents claimcd that an analysis of
conccntrations of asscts and liabilitics could only provide
an adequate indication of risk if it descended to detail and
wes supported by information on such matters as collateral
reeeived and the exdistence of credit insurances or other
guarantecss. Disclosurcs at this level, however, could be
damaging to a bani by providing too much information on
its busincss policics. A rospondont from Switzerland
conmcntod that Swiss law and the guidelines of the Federal
Banking Commission rcguirc a thorough cxamination of risk
conccntration to be made by the independent auditor.
26, Othor roceponduents stated that a broad analysis by
geographical arca or customor,grouping quld bc acceptable
and smmck not breach banksr/customer confidentiality if
made at this levele Onc banking respondent from the United
Kingdon claincd that such information could be uscful in
agscssing the risks invelved in lending to other banks,
27 Thers was some discussion among the comments of the
difficulty of classifying a risk when the location or status

of a guarantor diffcred from that of the prime borrowcr.



IASC Ceommint

28, In some¢ countrics limits may be placed by supcrvisory
auﬁhoriticé oh the holding of somc assets and liabilities. Th,
reodcr of a bank's findncial statcmcnts is unlikely to be
awarc ol vhese, hence the suzgzestion in paragraph 13 above
that & statcment about the ¢ffect of supervisory controls
could bu helpful.

29. Clcarly the raturc of disclosurc of any conccntration of
sscts or liabilitics nccds to be accompanicd by sufficiocnt
additional information to cnsurc that its relevance and
importancc is undcrstood. Sincc therc may be aoubt as to
what constitutes a concentration of asscts there could be
merit in requiring the rogular provision of analyses on the
lincs of paragraph 21 of the Discussion Papor.

Inconc Statcement Disclosurces

(Discussion Papcr Paragraphs 22-23)

Rcspongcs

56. Most rcspondents commenting on this itom supported the
sugzestion iv the Discussion Papcr that intorcet incoms and
intorest cxpense chould be scparatcly dieclosecd. Somc referrcd
to the difficulty in many cascs of drawing a distinction

botweon dealing results and interest incomc.
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3. There was less agrocmcﬁt over the suggostcd disclosurc of
avérazs interest raves together with average interest bearing
assets and avera;e interest bearing liabilities for the period.
Some argued that the reader of the financial statements lacied
the necescsary background knowledze to judge such factors.
Others believed that informatinn on average positions and

races of return was narticularly relevant for the user of
financial statements of a bank in view of the greater
volatility of its assets and liabilities compared to those

of a non-financial company. It was rccognhnised that a meaningful
analysis of net interest income was only possible if average
rates ware disclosed. One respondent urged that disclosure of
couprchensive average balance sheet data for the year should

be required in rlace of the statement of changes in financial
nosition, which provided little insight into a bank's
activitics. Disclosure of information on averages was. clso
szen as going some way towards overcoming the problem of
"window dressing™.

I4SC Comment

52 IASC is pleased to note the support for the separatef/
disclosurc of interest income and interest expense. In the
light of the comments on averase positions and average rates

nI return, it continucs to be of the opinion that disclosure

of tThis further information would be of benefit.
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%%, The Discussion Paper recognised the difficulties which
could exist in distinguishing different types of incohe and
sugzested thet additional information would usefully include
disclosure by source. Linking two or mors types of income to

a source could Le helpful in assessing the quality of carnings
from thet source. Axamples would be the results of foreig
exchange trading or investment dealinge

Loan Loscses and Hidden Reserves

(Discugsion Paper Paragrapvhs 24, 25, 28 and 29)

Lesponsas

34, Many respondents endorsed the statement in the Discussion
Paper that "financial statenents cannot present a truc and fair
view as to financial position or results of operations if there
are undiscloscd over—statements of liabilities, undisclosed
under~statemcents of assets or undisclosed accrual of amounts
for gencral or unspecified business risks'. Some respondents,
however, repeated the assertions reported earlicr that
undisclosed rescrves arc nacuegsary to preserve the stability
of the banking systom. In particular, smaller banks argued
that the uneven incidsnce of bad debts in their business

réquired a facility to cover losses from undisclosed rescrves.
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%5 It was pointcd out that in some countries for political
and cconomic reagons disclosurce of rescrves is not requircd and
that the truth and fairness concept in the vicw of these
countrics is not impaired provided the financial statemonts
couply with legal and rocgulatory requirements.
36, A Netherlandes respondent referred to thoe practice in that
country rigarding the scparate provision for general risks
which is maintained as part of creditors. Transfers to the
provigion frowm incomc are reportecd but neither transfers out
nor the sizc of the balance is disclosed.
37 A numbcr of rospondents who supported non-disclosure of
the gencral provision for béd debts cxplained that they were
novervhelees opposcd to the maintenance of undisclosed reserves
through thce manipulation of assct vgluations.
IASC Communts
38. The approach to the way in which specific and, 4n
particular, the goneiral clements of thé\loan loss provision arec
provided is dopoendent on a varicty of factors, such as tax

regulations, rogulatory reguirements and whether disclosurce is

39, Thc dieclosurc of loan loss provicsions is a matter which
nay be of concurn from a political or cconomic point of vicw

but, b2causc of tht »Hotuntial significance of such provisions on
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opcrating rcsults, it is dosirablce that they should be
discloé&d. For the same «cason, amounts sot asidc in c¢xcess of
rcquirem:ntg, as rescrves, . to covir futurc contingencics and the
cxtent of thelr usc to absorb lossce, should be discloscd.
vhile it is rocogniscd that in practice making a distinction
between justifiable pnrovisions and cxcess rescrves may be
difficult, thc uscr of financisl statcments is cntitled to
cxpect that management has cexcrciscd its judgoment and

expericnce in determining ite requircncnts.

APFENDIX
4, Countrics from which responscs were recceived
Responses were received from banks, banking associations,
a banking officcers'! group, a regulatory authority, profcssional
bodics, profcssional accounting firms and individuals located
in the following countrics s

Australia
Bahamas

~

Bclgiun
Canada
Denmark
Germany
Hong Kong

Indin



Italy

lalaysia

Neoh.rlands

New Zealand ‘

Pakistan

Sri Lanka

weasn

Switzerland

Unitced Kingdom and Ircland

Unitcd Statcse.

Additional mattecrs which would rcquire consideration in

conncetion with the dovelopment of an accounting standard on

banlkzing disclosurcs.
(1)  Somc specific items which might be considercd for
disclosurce (scc the illustrative list in the Appendix
to-the Discussion Paper) arc )
- balancvs with banks, balancus with associatcs, moncy
at call, lcasing transactiouass

- sogregation of non-banking items in the income,
statemoent; disclosurc of deprociation

(= irmsvocable stand-by credits and total amounts of
assoets and liabilitius in forceign currcncics.

(2) Dofinitioasz of specific items whorc appropriatce.
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Whether corbain disclosurcs, for instance on average
positions and §§oragc ratcs, were roquired within the
bagic financial statcments or as supplcmentary informatio
The treatment for roporting purposcs of asscts held in
a fiduciary capacity.
The cextent of disclosure appropriate for various kinds
of comnitmcats. In determining disclosure requircments,
attention would have to be paid to tho intcrprectation
of ccrtain kinds of commitment in the light of the
businuss c¢nvironnent in which thosc commitments opcrated,
For cxamplc, it was pointud out by ccrtain resmondents
to the Discussion Paper that a disclosure requirement
covering all commitments to extend credit was too broad,
since under normal banking practice such commitments
were rarely taken up to their full extent.

The extent of foreign operations of a bank.

(LR E R EREEREEREER]



ANNZXURE IIT

Manner of presentation of
asgcets and liabilities by
banks in foreign countries

Section A
Liquid assets

- e —

The American banks show these items under the
followiny broad heads.
(i) Cash and due from banks
(ii) Time deposite with banks
Sometimes the clasrification is:
(i) Cash and noﬁ—interest earning deposits
(ii) Interest earning deposits
The French banks also have a similar system.
An illustrative classification is:
(i) Cash, issuing banks, treasury and post
office accounts
(ii) Banks and other institutions authorised
to deal or the money market
(2) demand depocits
(b) time deposits and loan
(In French accounts, some of the items show both debit
and credit balances).
In Germany, vhe clascsification of this item is
somewhat more elaborate as follows:

(i) Cagh in hand

(ii) Balance with Deutsche Bundesbank
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(iii) Balances with foreign Central Banks
(iv) Balances in postal chegue accounts
(v) Cheques on other banks, matured bonds,
interest and dividend coupons and items
racceived for collection,
Ta United Kingdom, the classification in the
balance shaet is wmore compacts
(i) Cash and short;tarm funds
(ii) Money at call and short notice
(iii) British and other Government treasury bills
Some banks also include under this head separately items
like bills eligible for rediscount, .commercial bills,
negotiable certificates of deposits, certificates of tax
deposits, special deposits with the Central Bank, etc.
Section B

Investments

The American banks show investments under the

following threce broad heads with some supplemental data.

(i) Funds s0ld and other temporary investments
(ii) Invastment securities -
U.5. Treasury securities
Obligiations of States and political sub-divisions
Cther securities
(iii) Trading account sccurities

Thz book value and market value during the current

year and previous ycar arc shown in the notese.
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The French banks also have a similar pattern. The
headin;s are:
(i) Treasury bills brought from or under resale
agreement
(ii) Securities transaction accounts
(iii) Investment securities
(a) Govornment boads and debentures
(b) Other investment securities
(iv) Iuvestments in subsidiariess and other holdin;s.
The German banks show more detailed information
under this item as follows:
(i) Treasury bills and non—interest‘bearing
treasury bonds
(a) of the Federal Republic and Laender
(b) others
(i) Bonds and debt investmeunts
(a) with a life upto fqﬁr years
(aa) of the Faderal Repu%lic and the Lacnder
(ab) of credit institutions
(ac) of others
(b) with a life of more than four years
(ba) of the Federal Republic and Laender
(bb) of credit institutions

{bc) of others
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(iii) Sccurities not included in other items
(a) shares marketable on a stock exchange
and investments funds certificates
(b) other securities
Value of bonds eligible as collateral f&r Bundesbank
advances and foreign cenvral bank advances is also shown
separately.,

In United Kingdom the classification is more compact,

Particulars of investments are given either in the body or by

way of nctes and show valuation of cecurities of, or guarant:ed

by, the British and other natioral Governments, those listed

in Great Britain, those listed oversens and unlisted. The

unlisted securities are valued at directors' estimate.
Section C

Loans and Advances

O e ———— .

shoet under the head 'loan'(net of uncarned income of Beseso).
In the relative notes, particulars given include data
regarding U.S. operations and Internaticnal opcrations
separately under the following sub;heads:
U.S. operations (i) Commercial, industrial and financial
(ii) Real estate - Construction
(iii) Real estate - Others

(iv) Consuner instalment
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Intcrnational (i) Commercial and industrial
operations :
(ii) Government and official institutions
(iii) Banks and other financial institutions
(iv) Loans to affiliates
(v) All others
Unearned income is also shown under the two main heads. The
notes also give an analysis of the reserve for uncollectible

¢

accrucd inter ¢t receivable and the related year-end loan
principal balances. The particulars of renegotiated loan and
the incom® thereon are also given. Movements in the reserves
for credit losses are also furnished. ‘

The French banks show the advances under the head
'"Loans to customers' with the following break—up.

Commercial banks

Other short-term loans

Medium term loans

Long ., term loans .

Customers! accounts in debit.‘
Some data rszarding nrovisicsns for short term loans and
thosc for medium and long term loans are also furnished in
the notes.

The Germah banzs furnish in the body of the balance
shxct advances by way of bills discounted, claims on credit

institutions, claims on customers secparately. Under the head

Bills discounted, particulars regarding bills rediscountable
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at the Deutschcesbank are given. Under the other two heads,
particulars regarding agreed life of the loans are also given,
‘In the relative notes, classification of the total volume of
credit under short and medium term, long term discounts,
lending_td credit institutions and claims on customers is
aleo giﬁen.

In Tnited Kingdom, the advances are shown under the
head fAdvenceg and other accounts'. In the relative notes,
bills, loans, equipment leasing, etc are shown separately.
Movemontvs in the resaerve for bad and doubtful debts are also

given in the notes. ‘Hxceptional items' are also separately
reported where applicablec.
Section D

Other assets

In the case of the German banks the 'otha2r assets'
include land and buildings, office furniture and equipments,
sundry assats, and transit items. Some particulars regarding
depr.ciation are furnished in the relative notes.

The american banks show separately

- Premiszs and equipments

-~ Accrued interest receivable
A break-ur of the 'Premises and Hquipments' items is given
by way of a ndéte indicating the value of (@) land (b) premiscs
including capitalised leascs (c¢) lease~hold accounts

(d) equipments and furniture.
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reciation and amortisation and maintenance and repairs

=
=
—

o®

(SN
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expensce for the last three years are given separately and the
total accumulated depreciation and amortisation are deducted
from the zross value of the assets to arrive at the figures
shown in the halance sheet,

he French banks show under 'other assets'
Gifforent heads like -

(a) Suspense Account and Sundrics

(b) Promises and other fixed assets.
Sorie details are also furnished.

U.X. banke show 'fixed assets' separately. Some of
the 'other assets' are included under the head 'advances and
othor accounts's A note is given in regard td premises and
equipments showing the cost at the beginning of the year,
exchange adjustments, additions, disposals and write offs
and depreciation particulare arriving at the net book value
at the énd of the year. The partiﬁylars of the premises are
zlven in rsspect of lease hold over 50 years unexpired and
lcaze hold ugve 50 years unexpired scparately. The valuation

bacls 1ig also indicatede.
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Section b
Deposits

The French banks show deposits under the heads:

Bank and financial institutions

Current accounts

Borrowingzs and term accounts

Customers accounts in crzdit

Corporations and individual proprietorships:

current accounts
times accounts

Individuals

current accounts
time accounts

Sundrics

current accounts
time accounts

Spceial savings accounts

Certificates of deposits .

In Germany, liabilitics to credit institutions and
other creditors ars shown scparately. Particulars of liabili
ghowing maturity wissrgrouping are also given under both the
Nnain grouns,.

The American banks give deposits under the heads-

- demand
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- pavings and tilume

; overseas offioces

The notes to the accounts give additional information
as follows:

>

Deposits consist of United
States Operations

Individuals, partuerships and Corporations
U.S. Government

States and political sub-divisions
Commercial banks

Others

International operatioas

Banks in foreign countries

Foreign Goverqmonts and Official Institutions

Other foreigh-dcmand

Other foreign-savings and time

In U.K., banks show deposits in the body of the
balance sheet under the head “current, deposits and other
accounts" _

In the notes to the bafénce sheet, particulars of

this item are given as follows:

Currenf, deposits and gther accounts

Current and deposit accounts
Notes in circulation
Current taxation

Other accounts ineluding accruals and exchangc risks
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Provisions for cstimated pension fund deficiencigg
Items in transit, net,.
Section I
Other 1isbilitics
The American banks show the following other items
liabilities in their balance shcet -

T

~ Federal funds purchased and securijies sold

under repurchdsy Smeneats 5 exvhek,

- Commercial paﬁér?:

; Other short-term borrowings

; Liability on acceptances

; Interest payable ‘

- Other payables and accrued liabilities

- Intermediate ton long;term debts.

Some banks also furnish notes on some of these items like
particulars of the funds borfowed, position regarding tax
liability, particulars of the notes vayable, ctec.

The French banks show, apart from deposits, amounts
due to banks and financial institutions, equity funds, notes
and debentures, etc the follow;ng,lgﬁms,aqﬁLg;%ar 1iabilities

Accounts payablo on collection

Equalisation accounts, provisions and sundry
Seeurity.dcalings. *

The British banks show apart {rom deposits and shareholders

“~
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funds, the following items on the liability gide of the
balance sheé%'fiw:}qu .
; loan capital

- taxation

- creéitors, ctc.
Notes are given to indicate the taxes and deferred tax
position and particulars oif 'Curvent Zeposits and other
accounts' also include sone items of  'other liabilities'.

Incomo and oxpspditure

The American banks show the total interest revenue,
the total interest expenses and the net interest revenue in
their profit and loss account. They also show separately
provision for loan losses (as a deduction from net interest
income).

Other items of incomes shown are :

- Trading securities
- Profit and commission
- Profit on foreign ewchange activitics

-~ Service charges on dcposit accounts

- Fiduciary activity fces

— Busginess service fcec

-~ Other revenues

Odﬁéhe sxpenditure side they show personnel expenses,
occupangy expenses,uequipment rentals, depreciation and

. kb . s .
maintenance and other cxzrznses., The appropriation of profit

i
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shows income;tax, extra ordinary items, etc. A break up of
interest received under different heads is furnished, ;hQWh
particulars like interest on loans, loan fees, interest ang
dividend on investment securities, intercst oh trading aceoy
securities, interegt on federal funds sold and securities
purchased under retsale agreement and net leasing revehue,
Similarly.interest on deposit liabilities, interest on othep
short;term borrowings, intérest on intermediate term dcbts
and interest on loné—term debts are given under the head
'interest expenscs! in tie body of the accounts. Notes cont
interest paid on domestic savings accounts, domestic time
accounts and foreign deposits separately. 4 summary of the
provision for taxes is also furnished in the notes.

The British banks show in the profit and loss accou
the trading profit before tax, tax and extraordinary items a
the profit for the year. An illustrative case is:

Profit before tax

(Tax)

Profit after tax

(Minority interest)

Profit after tax and before extraordinary items

(Extraordinary items)

Profit for the ycar

(Dividends)
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Profit retained
(Items within brackets are deduqtions)

The particulars given in the notes show -

interest and leasing income receivable

K

income from investments

listed
unlisted

share of profits of associated companies

- net profit on sale of realisation of premises.
Particulars of 'charges' show:

Interest payable on

e

- Deposit and other short-term interest
- Loan caﬁital

Provision for doubtful debts (net of recoveries)
Pepreciation

- Leased assets

’

- Premisecs
,-

- Bquipment

duditors' remuneration

Directors' emoluments

Amount written off premium arising on acquisitions,
etc.

The tax particulars given in the notes show taxes in

U.K. and overseas tax and the impact of deferred tax, etc.

In the case of another U.K. based bank, interest
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income, interest expenses, other income, provisions for bg
doubtful debts, staff costs, premises and equipments costg
other costs, exehange logsses on translation of overseas
working capital, interest on loan capital are the majBr it
shown in the accounts. The taxation particulare are also
given,

In the case of French banks, the 'Tfading account
shows separately banking incone, incbme from related
transactions, non-recurring income and recoverj of provisic

Under the 'banking income'’ head, income from short-term and

z

inter-bank transactions, income received from customers! .
accounts, income from leasing tfansactions, income from
securities portfolio and sundry income are shown sceparately

Similarly on the expenses side, the main heads are

-
~ banking expenses

- personnel costs.

=~ taxes and duties

~ general operating expenscs

= depreciation

~ Provisions less recoveries

~= non-recurring cosis

~ provision for non-banking items

~ staff profit sharing scheme

- income-tax

The banking expenses show separately

- cost of short-term borrowings

,» and inter-bank transactions

- interest paid on customers' accounts
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cost of leasing operations
interest on debentures

B B

other operating costs

The German banks show in their income and expenses
statemnent, income from lending and money market transactions,
commicsion and other receipts from service transactions,
other receipts including writing back of ﬁrcvisions for loan
losses and other purposes, writing back of reserves, etc,
Ou the expenses side the main heads shown are interest and
similar expenses, salaries and wages, other establishment
expenses, taxes, depreciation and adjustments on claims
and securities and allocation to provisons, etc.
Section H

Contingencies and Commitments

American banks do not show any item in the balanco
sheet under the head 'contingencies'!. 'Customers' liability
for acceptances' and 'liability on acceptances'! are shown in
the body of the balance sheet. Under the heads "commitments
and contingencics', by way of notes‘fo the balance sheet,
some remariks like the following are given:

(1) In the normal course of business there are
outstanding a number of commitmeunts to extend credit, letters

of credit, guarantee and letters of indemnity as wecll as

consractual obligations to purchase or sell securities or
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foreign exchange. In the opinion of the management these
agreemchts do not represent unusual risk for the Corporation
and losszos, if any, resulting from the will not be material.
At December 31, 1981 commitments under outstanding standby
letters of credit Bevesssees

The Corporation and its subsidiaries arec defendants in
a humber of legal procecdings arising in the normal course
of Business. -Among these are actions brought in 1976 Besesse

(ii) As of December 31, 1982 and 1981 commitments
under standby letters of credit approximated Beeeess. and
Beeeossess Irespectively.

The parent is not a party to any material legal
proceedings. The bank and certain subsidiaries because
of the nature of their business are at all time subject to
numerous legal actions, threatoned or filedeseseosess

The French banks show under the head contingent
1iabiliti§s in the balance shect separately.

- guarantees and other endorsements in favour
of financizl intermediaries

- guarantees and other cndorscments received
Trom financial intermediaries

- letocrs of credit confirmed in favour of
customers

- guarantees, cndorsements and security in
favour of customers

- other commitments in favour of customers
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equipment lecasing agréements
- property leasing agrcements
The U.X. banks show under the head "contingéncies
other obligations® in the notzs to the balance sheet figures
relating to
(a) bills rediscouanted

(b) confirmed credits and other engagements
on behalf of customers.

It also indicates "seesesees there were also liabilities under
forward exchangs contracts entered into as part of the normal
provision of banking services to custopers". No figures are,
nowever, given for this item,

In Germany, banks show contingent liabilities like
"endorsement liabilities on rediscounted bills" and liabilities
arising from guarantees given, etc by way of notes as well
us‘by way of particulars of the coverége of certain items

included in the balance shect.



Annexure IV

Section 4

Basis of accounts, consolidation of accounts
of subsidiaries and trecatment of invesbtmenpts
- in associatc companies

i) U.K. Dbased bank :

The accounts are prepared under the historical
cost convention and are in compliance with Seétion 1494
and 1594 of, and Schedule 8A to the Companies Act, 1948
epplicable to banking companies. In view of this, the
sccounts do not comply with certain requirements of the
United Kingdom and International Accounting Standards
and information based oan current costs as required by
United Kinpgdom Statement of Standard Accounting Practice
0,16 is not.given. The consolidated accounts are
prepared from the accounts Ofcececsseseees and its
subsidiaries upto 31st December 1982.

ii) U.S.&. based bank :

The consolidatzd financial statements include the
accouUNts Of coveesssssscncsasssey, 1ts wholly cwned
SUbs1diary ssseessesses and their majority owned subsidiaries,
after the elimination of all material inter-company
transactions.

Affijiates which are 20% to 50% owned are carried

under the equity metnod of accounting and the prorata



share of their income (loss) is included in other
revenue, Income for investments in less than 20% owned
companies is recognised when dividends are recéived.

Gains and Losses on disposition of branches,
.subsidiarics, affiliates and other equity investments
(including ventures. capital investments) and charges
for managcment?s estimate of permanent improvement in
valuc are included in other revenue.

iii) U.S.As bascd bank 3

The consolidated financial statements include the
accounts of seccesssecsecese and its subsidiaries after
elimination of significant inter;company balances and
transactions.s In the financial statements O0f eceeescscsss
investments in subsidiaries are accounted for by the
equity method.

Section B
Investments

British Government and other securities redeemable

i

at fixed dates, othir than those held on a short term

basis, are gtated at cost adjusted to give effect to
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amortigation of premiums and discounts on purchase

ovar pariods Go rcdemption on a straight line basis.
Listed investments, other than those dealt with

as describazd above, are stated in the aggregate at lower

(4]

cogst and aarket value and unlistoed investments atb

of
cest legg amounts written oif.
ii) Hongkoaz based bank

Guoted eouity investments other than in subsidiary
and associated companics are stated at the lower of cost

and marliet valus. .

Investiments in securitics redeemable at fixsd
dates and which are being held to maturity are stated at
cost adjusted to give effcct to amortisaticn of promiums
and accretion of discounts on purcahse over periods to
redemption.

This is a change in policy from the previous year
whon such sccurities were stated at th@-lpwer of cost and
market valuc.-

Undated sccuritiecs and those held for short-term
purposcs are svated at thoe lower of cost and market value.

Other unquotsd investments are stated at cést less

amount wricten oif.



e

-4 -
1ii) U.3.4. based bank :

Investment securities are carried at cost adjusted
for amortication of premiums to call date and accretion
of discounts to maturity. Gains and losses onh sales of
investment sccurities (computed oan a specific identified
cost bagis) and the related tax effect are stated in a
separate caption immediately preceding net income in the
narent company only and consolidated statement of income,

Trading account securities (including related
futurz and forward transactions) are carried at market.
Domugbically, such securities principally represcnt the
1nVentory Of eessseessesss 10t its opérations as a dealer
in U.S. Government and state and municipal debt obligations

nd seliing for its own account. Outside the
Upnited States, certain branches or subsidiaries engage in

types activitics, principally in scecuritics issued
by forzign governmental units. The liability incurred in
short sclce trancactinns, representing obligations to
deliver s curities, is included in other lisbilities.
Interest on trading account securitice is included in
interset revenue nes of interest cxpenscs on sccuritics
soid short, and gains and losscs from all sccuritics ‘
treding ectivitics, boﬁh rcalised and unrcalised, arc

included in trading account profits and commissions.
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No transfers erc made betwecen tradiung account
securitiecs and investment sccuritics.
iv) Japanes: based banlk : .
‘Marketable nationgl and lecal governmenté bonds
and ¢orporatc bonds (other than convertible bonds) owned
by the Bank are carricd 2% cos%. Othoer markctable socurites
are carried at cost or market veluc whichoever is lowuor.
Unlisted securitics owned by the Bank are valucd at coste
Securities owned by the comsolidated subsidiarics are
carricd primarily at cozt.
Sectioz C

Fix:d and other miscellansous assess

e — - — ey b e e e et

1) Hongkong bascd bank :

Bank premiscs and ovhoer properties are stated at
cost or valuation less d:zyreciaticn calculated to write
off the assets over their estimated useful livese. The
following principal depr-cilation ratos are apoliced to

land and buildings ¢
LN ‘ .

- Frechold land and land held on leases with
morc than 50 years to cxpiry is not
depreciated.

- Land held on le¢asss with 50 ycars or loss
to oxpiry is deorcciated over the unexpired
terms of the leascses

- Buildings and improvements thercto are
depreciated &=t the higher of 2% per annum
on a straight lincs basis or over the
uncxpired terms of the leascss
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- Furniturce, fitviags and cquipmsnt are staved
at cost loges deprociction calculatad on a
straight linc basis to writc off thc assets
over their costimebed useful lives,
[ J
i1) T.8.4. bas:d bank :

»

Fremises and cquinments, including loeaschold
improv.ments, are carricd et cost luss accumulated
doupreciation and emortisaticn.  Gunorally, deprociation
aud. amortisation arc computed on the straight linc basis
over the cebimeted useful life of the assut or thoe lcase
torme Meintenance and rcpair costs arc cxpenscd as

incuryse

Tl

N\

1ii) Janansse
Depreciation of premises and equipment of the
Banlz g conputcd by the declining balance method for
nildings, furniture and fixiturcs, and by the straight
~2ng method for other deprociable assots, based on the
satimated useful lives. Additicnal depreciation is

~iAcd Zer buildings in accordance with the Accountiag

N

by thoe Miaiztry of Financc of

O S e o T, - .
atancande for Banks issus

§

Dupreciation of promiesns and equipment owned
by 5 . consolidated subsidiarics is couputed primerily

stroicht line method over the cetimatod useful livos.
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Scction D
-
Provisions - basis of provieioning for loan losscs,”
unforuscen risks, contiagencies, otc. >

i) Hongkong bascd bank s

Provision is made for,doubéful debts as and whcn
they arc so congidcred and in addition amounts have been
sct aside as general provisions for doubtful decbts. These
provisions are deductcd from advances to customers.

ii). U.S.A._based bank :

Commercial loans are stated at their facc value,
net of unaarch discount and the allowance for possible
losscs on commercial loans,.

Additions to the allowancc are made by mcans of
the provision for possible losscs on commercial loans:
charged to expensc. Loan lozsses arc deducted from the
allowance and subscquent recoverics are added. The
level of net loan losscs TolM the year is a significant
factor in detormining the appropriate leovel for the
provision for possiblc losscs on commcarcial loans.

Bascd on Management's judgement as to thoe .appropriate
level of the allowance for possible losscs, the amount
actually provided may b.. greater or less than the net

loan losses for the ycar. Thce determination of the amount
by which the provision should c¢xcced or be less than nect

loan losscs Is based on manascment's curront ovaluation



of the ranticipated impact of domestic and intcrnational
sgonomic conditions, changce in the character and size

of the bortfolio, past and cxpected future lozs cﬁborience
and other pecrtinent irdicators.

When it is détermined as a résult ofwgvaluation
procedurgs that the payment of interest or prihcipal cn
a commercial lomn ig doubtful of collcction, the loan ¢s
placecd on a nonaccruél'basis. In an} case whoere interest
on principal is past due for 90 days or more, thc loan is
automatically placod on nonaccrual basis unless an
affirmative determination is made by scnior credit managoment
that the conditinon is not indicative of doubt as to the
collectibility of principal or intorcet. Any interest
accrued on a loan plac:d on a nonaccrual basis is reverscd
and charged against currcnt carnings. Intercest on nonaccrual
loans is thereafter inclvded in carnings only to the
cxtent actually rcceived. in cash.

Consumer loans are stated at their face amount
net of uncarncd discount and the allowance for consumcr
crcdit losscs.

Consumcr loans arc writtcon off automatically upon
rcaching a predetermined number of days past duc on a
contractual basis. Thc¢ number of days is sct at an
appropriatc level by loan product and by country so asg to

result in the recognition of losses on a basis which makeS
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the likoelihood of subscequent recovery .of thosc losses to
£211 betwocen 20% to 30%. Consumer credit loss cxpenscs
charg.d to carnings is built up as a composite of thrce
factors: (2) the actual net consumer credit losscs,
(b) o factor statistically calculated to reflceet the
likcly losscs associated with the most rocent growth in
the nortfolio and (¢) a further adjustment in anticipation
of potential losecs that likely cxist in the portfolio
but which arc not fully anticipated by the first two items.

Intcrost on discount loans is accrucd on a
declining basis which results in an approximate lovel
rate of roturn over the torm of the loan. Interest
accrucd on nondiscount loans is bascd on the principal
amount of loan outstanding.

iii) U.S.A. bascd bank :

Loans are carricd at the principal amount
outstanding., Relatcd loan fcecs are gencrally amortized into
igcomo ov:r the applicable loan or scorvice periods Immatcorial
amounts of fces arc crcdited to income as reccived.

v Interest rcvenuc on nondiscounted loans is
gonerally accrucd basced oh principal amount outstanding.
Intorest revconuce on discountced loans is accruced basced on
other methods that gencrally approximate the level yield
mothiod.

The rescrve for possible loan losscs is based on

& monthly cvaluation of the loan portfolio by managcmcnte.
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In ite ovaluation, management considers numerous factors,
includinz, but not nccessarily limited to, goncral cconomic
conditions, loan portfolio composition, prior loan loss

oxpericnce and mansgemens's cstimation of future potential

iv) Japancsc bascd bank

Tht rescrve for possible loan losscs of the Bank
is providcd in accordance with the Accounting Standards for
Banks issucd by ‘the Ministry of Finance of Japan, at the
ratc of 0.5 por cent and 0.7 per cent as of March 31, 1982
and 1981, respcctivecly, of the aggrogate of call loans,
bills discountcd, loans, forcign cxchange assets and
curtain othor asscts,.

Consolidatcod subsidiarics dctermine thoe provision
at thoe rceasonablc amount based on management's ésscssmont.
of thcir loan portfolio.

v) U.K. bascd bank s -

Provisions against idcantificd bad and doubtful
dcbts arc made on the basis of ycar-cnd revicws of advaneos.
In addition, furthor provisions are maintained against tho
risks which, although not idcntificd, cxist in the
portfolios of advanccs. The cmounts of such furthor

provisions arc rclated primarily to past expericnce and

currcnt levels of advances and augmented, when appropriatc,
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having rogard to cconomic conditions in particular

turritorics or trading scctors and taking into account
potential taxation relicof where this is nét immodiately
availablo., Provisions arc applicd to write off advancus

whon all sccurity has bocn realisced and all further rccoverics
arc considcred to be unlikely other than in tho U.S. where in
accordance with the rovenue practices and rogulatory

rccuiroments provisions arc applicd when the probability of

]

losge has beun identificd.

¢

Scection B

Translation of forcign asscts and liabilitics
and rcvenus and cxpcnditurce

i) U.K. bascd bank :
Assects and liabilitics in forcign currcncics,

including fixced asscts are translated into storling at

k3
[

rates of cxchange approximating thosc currcnt at the ond

of the year. Ovcrscas profits romitted to the U.K. during

the year arc dealt with at rated of cxchange ruling at
dat: of rcemitt-ncc. Other overscas profits arc translated

at ratcs approximating those currcnt at the cnd of the yoar;
Any not deficit or surplus arising on rcvaluation of the
opcning Groun forsiéﬁ.currgncy nct asscts as a rcsult of
cxchange ratc fluctuations, after taking account of any
unrcaliscd profit dr.ldssoé arising from the forcign
currvney cxchange agrocments roeferred to in Note No,24

is dcalt with through rcscrves.
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ii) Hongkong baswd bank

Fbruién currcncy balanccs arc principally translat.d
into Hongkonp dollars at approximately the ratc rulidg at
31st Duccmber.
1ii) U.S.A. bascd bank :

sscts and liabilitics of ovoerscas officcs arc

=

translatced to US dollars at cxchangce ratces currcnt at
voar-cnd, cxcept for premiscs which arc translated at
sxchange rates provailing at datcé of acquisition. XHcvonuc
and cxpensc, oxcupt depreciation and amortisation of ovcerscas
officcs arv translatcd to U.S. dollars at applicable monthly
ratc of cxchangc. Foreign vxchange positiqp,_ingluding

sﬁot and forward contracts, arc valucd monthly at

provailing markcet ratos. Gains and losscs resulting from
translating thce accounts of overscas officces and from
rclated hodging arrangements and foreign oxchange trading
incomz 2re includcd in forcign cxchange profits and
commissions,.

The Boaxrd of Governors of the Foderal Rescrve

[e3}

ystom reouires that investmeonts bBY seeeses in overscas N
subsidinrics and affiliatces bce carriced at a valuce not ‘in

-~
L

. 1 .
cxcces of underlying book valuc.-(g?9§2, charges rctained
corninzs with the amount of goodwill associated with

those investments to the oxtent roquircede In accordance
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with gen.relly acecpted accounting principlus, this
writv-olf of goodwill is not roflectcd in the cecececses
calance shacte Goodwill is gencrally amortiscd over the
cgtvinated poriod to be benefitted not vxcecding forty yearse:

iv) Japancsce bas.d bank

Tae firancial statcmeonts of all forocign subsidiarics
and affiliatcs have bucn translated into ycn at the cxchangoe
ratss prevelling at tho cnd of the fiscailycar of cach
company wxcept for the bogihning balancss of their carncd
surplus, which arc translatcd at thc cxchange ratcs
nrivailing at thg cnd of thc prcviéus fiscal y.ar of
cach company in 1982, Tho boginﬂing balances of their
carncd surplus were translated at the ond of the Bank's
provious fiscal year in 1981. - Forcign oxchange losscs
aricing from translation of carncd surplus as of the
beginning of the year are charged to carncd surplus.

Asscts and liabilitius ofythc Bank and its
subsidiarice ns of the ycar-cnd dencminated in forcign
currcneics nre translated into .ach domocstic currcncy
at tho oxchango rates preveiling af the cnd of cach
fiscal yoar. Income and cxponses denominated in foreign
currcvncics arc translatod into cach domestic currcncy at
the CXchango rat.s prevailing at the time of cach

trainsaction.
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Scction F

Taxation -~ basis of taxation
and dcferrod taxation

i) U.5.A. bascd bank ¢

Provision for dofourrcd taxce is made for itcms

¥

of rcevenue ~nd oxpensce roported in the financial statements
in diffcrent ycare than for tox purposcs, including an
appropriestc provision for taxcs on undistributced incomc

of subsidiarics and affili=tcs.

Inv.stment tax credits on leasced equipment arc
recogniscd over a period of time relatced fo the recovery
of the leasce investment which gijus risc to such crecdits,
Othor invostment tax credits are récogniscd in the ycar
the assct is acquirud.

(Bonk) nnd its subsidiarics file consolidated
faderal income tox returns. The provision for federal
income btnrxos of §?§9?2 and of cach subsidiary is rccordcd
onh the basis of filing scparate income tax rcturas,
naking appropriztc adjustments arising out of the consolidatced

fecderal income tax return regulntions.

ii) Ue3.4. bascd bank

a consolidatcd U.S. fodoral income tox roturh is
fil:d by the parcenv and includes the parcnt, the bank.
(including forcign brancheg), and thoir domestic subsidiarics.
St;tg, locnl ond forcign income—-tax roturns are filed
nccording tp the taxable activity of cach unit. A

combinced roturn is filcd in California.
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Genorally, the consolidatud and combinced ta
liabilitics are scttled between companics as if cach
company had filcd a scparate roturn. Payments arc madce
to the parcat by those companics with tax liabilitics on
a soparate bagis.e Companics with soparate losscs and
cxecess tax crodits that are usable in the consolidated or
combincd roturns reccive payment for thase benefits from

e

the parcnt. Bach company's incomc-tax provision roflcects
this scttlewont policy.

hpplicablce income toxes represcent the aggresation
of fcderal, stntc, local and forcign provisions for incomo
taxes bascd on the book income of cach ontity in the
counsolidatud group. . The liability for income taxcs is
includcd in other payables and accrucd liabilitics. -

Diffcrences botween tex incomc and book income
arisc from curtain transactions which arce roportoble for
tox purpescs in diffcrent yuars‘than rofleeted in book
income (timing) ond transactions which arc only reportable
for cithur trx or book purposcs (permancnt). Timing
diffcrences causcd the tox nrovision to differ from the
cctiunl tnx payable on the currcnt year's tax rcoturn,
rosulting in deferrcd troxcs. Tronsactions crcating
Gofurred taxes include lease fin-mncing incowme, thoe
provigion for locn lossos, the investment tax crodit, and

undistributed cvarninge of curtain forcign companics.



- 16 -
P.roan.ant diffcrenc.s cause the tox/provision to be
diffoerent thra it would be bascd on stututory tx rates.
The wnjor permonent difforence is nent.xable intorost
inceme r.oceiv.d on etote and locnl government obligations.

A-U.3. tox provieion is computed on the
undictribut..d orrnings of forcign joint ventvures ~nd
affilint.ese  fhis orovision is rocorded in applicablc
income taxcge Because thes. cornings are not taxed in the
U.5. until tho funds arc romitted the corrcsponding tax
linbility is rccorded os deforrcd tax.

Mo U.S. tax is nrovidced on the undistributced
coernings of forcign companics in which the corporation
hog more than a 50 per cent intorcst, sincc these carnings
arc gencrally rcinvested for an indefinite poriod; if
romitted, nveilable credits would substantially reduce
the taxes otherwisc payable.

Crcedits ngninst the currcnb yonr's tax liability
ars reeolived for investmonts in qualificd asscts during
che, yoore, For finnneirl roporting purposcs, tax crodits
ors anortizad over the lives of the asscts. The aggregatg

cmortized awount is recordcd ag o credit to cpplicable

inccue taxoes.
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iii) Japanese based bank ¢

The bank iz subj.ct to corporat. (national),
cnoernrise anl inhabitante! (local) tnxcs bascd on
income, which normally rcsult in an cffective tax rate
of cpproximntcly 56 ncr cont (54 per cont for the yoar
cnded Mrreh 31, 1981). Thore are limitations for
cortrin oxpens:g on the emeunts doductible for tax
nur sogcg, while roduccd tax rates arce allowed on the
nortion of income which is poid out as dividends. The
cnterprisce tox, onc of the Japanusc locnl Government
inconm: texees, is includod in "General and Administrative
Expenscs® in the accommonying statement of incomo.

Defcrrsd income taxes are not proVidcd for
tining diffcronces between the Bank's finnneial and tax
rcporting in the accompnnyihg financial statements,
although such doferred income tnx.s arc roflect:d in tho
finnnci~l strotimente of major consolidnt.d subsidicrics,.

iv) U.K. bas.d bank :

Frovisicn is mndo on the 1licbility bosis for the
trx cffects ~rising from all timing diffcercences other than
for thosc dzfurrad linbilitics which nre cxpocted with
nonsonntble probability to contiaus to be doforred into
the forcesscnble future. Mo provision is made for any
toxntion which would be payable if rescrves retained in
ovurs.ne subgidi~ry ~nd nssocintud compnnics were

digtributed to tho U.K.
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SPECTHAN FORM OF ACCOUNTING POLICIRS AND NOT%S
0N ACCOUNT

1. Principal Accounting Policies

Ths accompanying financial statemcnts have
been prepared on the historical cost basis
and conform to the statutory provisions and
. practices prevailing in the country.

(2) Trancssctions involving foreign exchange

(a) Monctary ascsets and liabilities have
been translated at the exchange ratcs
prcvailing at the close of: the year.
Non-monectary assets have been carried
in the books at thc historical cést.

(b) Income and expenditure items in respect
of Indian branches have becn translated
at the exchange rates ruling on the daté
of the transaction and in respect of
overscas branches at the cxchange rates
Irevailing at the close of tho year.

(c) Profit or loss on pending forward
contracts has becen accounted for.

(3) Investmouts
(a) Ianvostmnents in Goveranment and other

3 L3 . ] ‘I -
approved securitics in India ¢chsist of



(i) Permanent investments which are
intended to be held till maturi%y and
(ii) Current iavestments which are
intended to be held as liquid assats
which may be so0ld beforc maturity.
Fermanent investments are valued at the
lower of cost or redemption value. Current
investm-onts arc valued at the lower of
cost or markat value.
(b) Investments in subsidiary companics and
.ascociate companics (i.c. companiss in
which the bank holds at least 25% of the
ghar: capital) have bzen account.d for
on the historical cost basis.
(¢) All other invesiments are valued at the
lower of cost or market wvalue.
(4) Advancu.s
(e) Provieions for doubtful advances have been
made to the satisfaction of the auditors:;
(i) in respect of identified advanccs,
bascd on a pzariodic review of advances
and aiter taking into account the
portion of advance guaranteed by

the Depogit Insurance and Credit
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Guarantee Corporation, the Hxport
Crcdit and Guarantee Corporation
and similar statutory bodiecs.

(ii) in respect of gensral advancas, as
a percentege of total advances
taking into account guidelines
issued by the Government and the
Reserve Bank of India.

(b) Provisions in respect of doubtful advances
nave been deducted from Advances to the
cxtent neceseary and the excess has been
included unver "Othar liabilities and
provisions";

(¢c) Provisions have becn made on a gross
bagis. Tax reclief which'will be available
when the advince is written off will be
accountaed for in the year of write off.

(5) Fixed Assets A%

(a) Premises and other fixed assets have been
accounted for at their historical cost.
Premices which have been revalued arec
accounted for at the values determined
on the basis of such revaluation made by

professional valuers. Profit arising



on revaluation has becn credited to
Capital Rescrve.

(b) Depreciation has boen provided for oa the
straight line/diminishing balance method.

(¢) In respect of revalued ascets, depreciation
is provided for on the rovalued figures
and an amount c¢qual to the additional
depreciation consequent on revaluation is
transferred annually from the Capital
Reserve to the General Reserve/Profit and
Loss Account.

(6) Staff Benefits

Provision for gratuity/pension benefits to
staff has been made on an accrual/cash basis.
Soparate'funds for gratuity/pension have been
crceated.

(7) Nat Profit
(a) The net profit disclosed im the profit and

loss account is after 2;

(1) Provision for interest tax and taxes
on incom¢ in accordance with statutory
requirements.

(ii) prevision for doubtful adfvances

(iiidadjustments to the valuec of "current"™



Al
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investments and other investments
valued at lower of cost or market
valuc.
(iv) transfers to coantingency funds
(v) other usual or necessary provisions
(b) 411 the above provisions/adjustments
have bceen grouped in the Profit and
Losc Account undcr "Provisions and
contingencies™,.
(c) Contingency funds have been groupcd in
the Balance Sheet under the head

"Other Liabilities and Provisions™.

(1>) Notes on Accounts

(1) Capital

| Capital has been increased during the
reporting period as follows:
By iscue of fresh capifal
By capitalisation of reserves

/%y contribution from Government

(2) Deposits !
The interest rates on deposits in India
arc fixed by the Reserve Bank of India

from time to time and werc as follows



(

)

(4)

(

)
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on thc balance sheet date.
Dcmand deposits
Savings Banlc Deposits

Term deposits

Investments in Subsidiarics/associates
Name of Paid-up Bank's holding in the
subsidiary/ capital paid-up capital of the
associate subsidiary/associatec
(O @) (3)
Face value Cost
Rse Rs.

Other investmonts

(a) In respect of permanent investments,
the redemption value excecds the book
valuc by Bks.

(b) In respect of current investmcnts and
other investmegnts valucd at the lower
cf cost or mapket value, the market value
eXCCeds.the book value by &se

Advances

(2) According to prevailing instructions of
the Gevernmgnt and the Recerve Bank of
India, the bank is requircd to advance
about 1% of its advances to the very weak
szctors of socicty and not less than

40%:of its advances to the 'priority’
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sectorse.

(b) The rates of interest on different fypes
of advances which have been fixed from
time to time by the Reserve Bank of India.
were s

In respect of the very weak

sectors of socicty .eeessed

In respect of advances to between ceeese
the priority sectors and evevee

In respect of others between seeeso?
and ......%

(6) Fixed assets

(a) Premises having a book value of Rsa _
have been revalued on the basis of
revaluation made by professional valuers
on .. Capital Reserves shown
in Schedule 2 includes profit on such
revaluaticn to the extent of BRs.

(b) The rate of depreciatdon charged on
premises during the year panges from
to __ and on the other assets

from to .

(7) Net profit/loss on sale of investments,
land and buildings and other assets.

This item includes profit/loss on

revaluation of _ (indicate

nature of assets) to the extent of Rse _ .

- — et
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(8) liscellaneous income

(9)

In schedule 2 attached to the Profit and
Loss account, the item 'Miscellancous income'
includes the following items (indicate nature

and amount)

— ——

Other expenditure

In schadule 4 to the Profit and Loss account,
the item 'Other expenditure' includes the

following items (indicate nature and amount)




Annexure VI

Part T
Proposy

BALANCE GHEST

e W A B s b em W S T Mm. A e S a s . Mk met A - e . e

(000's omitte=d)

B e — - B Wt e MM ———

Capitel & Liabilities ©Schedule As at 31.12 As at 31.12.

—— e A wm s e omam e e e v e e i e o m

Capital

Reserves & surplus
Deposits
Borrowings

Other liabilities
and provisions

Total

Assets |

Cash and halauncass with
Reserve Bank of India

Balances with banks and
money at call and short
notice
Investmaents
Advances
Fixad Assats
Other Assets
Tetal

Contingent liabilities
Bills for collection

W 2

\n

7

w

current vear Provioug yoar

o e m—e—- . -~ - — — - -
——— - - - - a—— R e - -
—— . e —— . C——— - ———— . —
Wea e e W e siS e A ai: Beem e e A e e Amme e e



Scheduls A - Charadilas

FOR_NATTONATISED BANKS

Capital (Fully own&d by
Central Government)

Authorised Capital

( ghires of
RBse each)

Issued Capital

( sharez of
Rse cach)

Subscribed Capital

( sharcs of
Bse cach)

Called-up Capitval

( shares of
Rs. cach)

Lesg ¢ Calls unpaid

Add : Porfeitved shares

AS .at 51-12. J.C.\.S at 51012-
Currenty ycar Previous year

L T e --— -
e e B b e e e e e SE—— e ans —— . ..
— s e — - — [P, - - P



I.

II.

SCHEDULE 2 - RESSRVES & SURFLUS

Statutory Reserves
Opening Balance

Additions during the year
Deductions during the year
Capital Recserves

Open;ng Balance

Additioans during the year

Deductions during the year

ITTI.Share Premium

Iv.

V.

Opening Balance

Additions during the year
Deductions during the year
Revenue and Other Reserves
Opening Balance

Additions during the year
Deductions dufing the year

Balance of Profit

Total

As at 31.12. As at 31.12,
Current year Previous year

. . o P —Sns ¢ & My Seip e e & G 8 e an P
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I.

II.

III.

i)

ii)

SCHEDULE 3 - DEPOSIuS

Demand Dceposits

i) From banks
ii) TFrom othurs

Savings Bank Deposits

Term Deposits

i) From banks

ii) From othors

'L'otal

PDeposits of branches
in TIidia

Deposits of brauches
outside India

Total

‘As at 31,12, &As at 31.12.
Currcnt Year Previous Year




SCHZDULE 4 - BCIRCWINGS

Lhs at 31.12, As at 31,12,
Current Year Previcus Year

I. Borrowings in India

i) Rescrve Bank of India

ii) Other banks

iii) Othcer institutions
and agencies

II. Borrowings outside India

Total

Secured borrowings included

above Rs,



SCHEDULE 5 - OTHER LIABILITIES & PROVISIONS

As at 31.12. As,a% 3112

Current year Previnus year

I. Bills payable

II. Inter-Office
adjuctments (net)

IIT.Interest accrued

IV. Others (including
provisions)

Total




SCHEDULE 6 - CASH AND BALANCES WITH RESERVE BANK OF JINDI

As at 31.12. As at >1.12.
Current year Previous year

I. Cash in hand

(including foreign
currency nhotes)

IT. In current Account
with Rescrve Bank of
India

Total

——— - s = —— -




I.

IT.

SCHEDULE 7 — BALANCES WITH BANKS AND MONEY
AT CATL, AND SHORT NOTICE

In India

i) Balance with Rezcrve
Bank of India (other
than in current
account)

ii) Balances with other
banks in India

Current Accounts
Deposit Accounts

iii)Money at call and
short notice

With banks
With other

institutions

Total

Outeide India
i) Current Accounte
ii) Deposit Accounts

iii) Money at call and
short notice

Total

Grané total

As at 31.12. As at Z1.12.
Current year Previousg year

— —— e




SCHZDULE 8 - INVISTHENTS

As at 31.12. As at 31.12,
Current year Previous year

I. ZInvestmenis in India
i) Government secuvrities
ii) Other approved securities
iii) Shares
iv) Debenturzs and Bonds
v) Investments in
subsidiaries/associate

companies

vi) Others

Total
II. Investments outside India
i) Goveruament securities
(including local
authorltles)
ii) Others
Total e

Grand total e

—— e e e s o ey e = =



2CYLDULs 9 - ADVANCES

As at 31-12-
Current Year

A. 1) Bilis pu
discount

T H
20

igcoun
i13) Cash crzcits, ovardrafts
eand lnens rapeyabla on
deaxana

|—ts
1de
e
~ 7
3
]
o]
P
)
'.._l
O
o
3
4]

Total \ T
e 1) Srcursd by tangibls assats
311, Conv-.r=d by Bank/Government
Suarantes
1i1) Unsacured
Totel T

C. TI. Advarcis_in Jndia
i) Prjority scctnrs
1i) Fublic ssctor
144) Zanks
iv); Qthurs

—— e — . g ———

IT. fGvanc. 3 _ouoside Thidg

et . PR - IS T D I [

To tial T em T e
drand Total e e

As at 2l-12-
Previous Year

- A & ——————

S . — . % > g

T r S A S P
. - aw . E— e ———
a——— . e w4 e m s neemma o
— - - -
e - - - - ———
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3CFIDULE 10 - FIXED ASSETS

Sl ey - R ~—1

As at 3l.19o-
Current Year

Promiszg

At cost &s at 21lst Dacember
Adgitionsg durdir: tre yeear
Deduc tions during the yoor
Deépreéciotion to dete

Nghar Tixed Ass-ts (includ-
ing furniturs & fixturegs) .
At cost a2s at 31st Deccmber
Adcitinng during the yesar

Deguctinns during the ycer

~Depreciation to dete

Total




1T,
ITT.

IV,
V.

SCHEDULE 11 .- OTHSR ASSETS

Inter-Office adjustments
s (net)

‘Interest accrued

Tax paid in advance/tax

deducted at source

Stationery and stamps

Others

Total

?

As at 31.12. As at 31.12.
Current year Previous year




I.

IT1.

I1T.

IV,

V.

SCHEDULE 42 — CONTINGSNT LIABILITIES

As at 31.12,
Current year

As at 31.12,
Previous year

Claims against the bank
not acknowledged as debts

Liability for partly
paid investments
Liability on account of
outstanding forward
exchange contracts

Guarantees given on
behalf of constituents

a) In India
b) Outside India

Acceptances, endorsements
and other obligations

Other items for which the
bank is contingently liable

Total




dnnexure VI - Part I1
Eroposed Format

PHOFTT _AND 1055 ACCOUNT

. 0f

Profit and Loss Account for the year ended

————— e —

—
)

ome

c
Tnterzst earned
O ther {income

Total
sxpenditure
Interest expended
Operating expens.s

Provisinons and
contingencies

Total

Appropriations
Xet profit (Loss)
for the year
Profit (Loss)
brouzht forward

To tal

Transfer to statutory
regirves

Trensfer to other reserves

Transfer to Government/
Provosed dividend

Balance carried over tn
balance sheet

Total

3lgt December

Schedule

No.

Year ended
3l-12-
Current Year

(000' s Omitted)

Year ended
31-1:~
Pr:vioug Year

— e A —- . — ot - st

——— ——. | ———

PR

NOTE: 1., The total income includes income of foreign

branches at Rs.

2. The total expendjture includes expenditure

of forzign branches at Rs.

————— = S — ———————r



SCHEDUIE 1 - INTEREST BARNED

Y~2ar ended Year ended
31.12. 3112,
Current year Previous year

I) Interest/discount on

advances/bills

II) Income on investments

III) Interest on balances with
Reserve Bank of India
and other inter-banic funds

IV) Others

SCHEDULE

2 - OTHER INCOWE

Year ended  Year ended
31e124° 31,12,
Current’ year Previous year

I) Commission, exchangc

and brolerage

II) Rent

ITTI) *Net.profit on sale of
investments, land and
buildings and othcr assets

IV) *Lzss: Net loss on =ale of
investments, land ard
buildings and cther asscts

V)  *Net profit on exchange

transactions

VI) *Less: Net loss on exchange

transactions

VII) Miscellaneous income

* as applicable

Total

el



D
11)

I11)

1)

I1)
IT1T)
IV)

V)
VI)

VII)

- D=

SCHEDULE 3 — INTBRUST BXLNDAD

Interest on deposits
Interest on Ressrve Bank
of India/inter-bank
borrowings

Others

Total

Year ended Year ended
51.12 31.12
Current year Previous year

SCHADULR L — OPRRATING EXPENSHS

Payments to and
provisions for employees

Rent, taxes and lighting
Printing and stationery

Advertisement and
publicity

Depreciation on bank's
property

Directors! fees,
allowances and expenses

Auditors! fees and

expenses (including branch
auditors' fecs & cxpenses)

VIII)Law charges

IX)

X)
XI)
XII)

Postade, telegrams,
telephones, etc.

Repairs and mainteuance
Insurance
Other expenditure

Total

Year ended Year ended
511.12 31.12.
Current_year Previous year
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Aanexure VI - Part T1T

NOTES AND INSTEUCTIONS FOR COMPILATION

The formats of balence sheet and profit and loss account cover all items 1ikely %o appear in these

ste tements., 1In case a bank does not have any particular item to report, it may be omittcd from the formets.

Corrasponding ~omparative figur35 for ths previous year are to be disclossd as indjcated in the formats.
The words 'curren’ year' and 'previous year' uged in the formats are only to indicate the order of pressn-

tation and mey not appear in the accounts.

Fizurzs should be rounded off to tie nerrsst thousand runees, Thus a sum of Rs,19,75,821.20 will appeer

in ths balancs she=t as §.19,76,

Unless otherwise indicated, the term 'bank/s' in thesz statements will includc benking comp2nics, nationa-
.
liscd banks, Stats Iank of India, Associate Danks and all other institutions including cooperatives carryin:

on tht business of tanking, whethér or not incorporatesd or operating in Indie,

T™e ¥indi version of the balance shect will be @ part of the annual riport,



Lo 3c¢chedule Gnvera g Notes and _jnsiructions for compilation
Cepl- 1 Ya tionalised Banks The Cepital ownzd by Ccniral Govirnmént as on the datc of the
ta Capital (Fully owned by balance shect should bz shown.
Central Government)
Qther Banks (Indian)
Authorisesd Capital In the case of Other Indian banks, Authorised, Issued, Subscri-
(eveseee.o.Shares of Ks, each) bed, Called up capital should be given szparately. Calls-in-
Issued Capital arrears will be d:zductsd from the called-up capital while the
(eveceeseaadheres of R cach) vpajd-up value of forf:ited shares should be added thus arriving
subscribzod Capital at the paid-up capital, *here nectgsary, items which can be
(esveeceessSheres of Rse gach) combined should b- shown under onz hetad for instancc 'Issued
Called up Capital and 3ubscribsd Capital',
(eoeveseoassdharss of gs. cach)
Lesss Calls unpaid
Add ¢ forfuit:d shares
raid up Capital
Banking Compani¢és incor= In thz case of Banking CompaniGs Incorporatsd outside Indiz,
porated outside Indis the z2mount of deposit képt with Reserve Bank of Indic, under

sub-g2ction 2 of suction 11 of the Bsnking R3gulation Act,1v4s
should be shown undsr the head 'capital'y the 2mount, howcver,
shouvld not be =x%:ndecd to the outsr column,

Nokes = GSneral

The changss in the above items, if =ny, durinz th.
frosh "ont41bu tionr mads by qov‘rnm nt, fresh iss
cepitzlisction of rosirves,etec may be expleinzd in the noteq,



Ltam schrdule Covarags Notss and _instructions for compilation
RCsTIVeES Iy statutory Reserve Reserve created in terms of Section 17 or any other section of
and 2

surplus Banking Regulation Ac% must bs separatuly disclosad,

IT7) Capital Régerveg The expression 'capitel reserves' shall not include any amount
rcgarded as free for distribution through the profit & loss

account, Surplus on reévaluation or sale of fixed assets should
be treated as Capital Rsserves,

I7T) Share Premjum Premium con issue of shar¢ capital may be shown seéparstely under
this head,

IV) Révsnus and othar Riserveg The expression 'Revernus Reserve'! shall méan any reéscrve other
- than capital reservs, This item will include all resirvis,

other than thos: sfparatily clessifisd., The expression 'rég rva!
shall not includs any amount writlten off or retainsd by way of
providing for deprecitiion, rencwals or dimunition in velus of
asscts nr Troteinid by way of providing for any knnwn lisbility,.

V) Balarc: of Profit Includes balancs of profit aft.r appropristions. In cess of

3

loss the bilane:. may oo shown 3s & deduction.
Hobis = Enors]

1) mGmehnts in various cat torics of roscrves sheovlc Lo shown
s indicated in ti: schodulz,

s o0



i1) from oth<rs

IT. Savingg Bank Déposits

TTI. T=rm Deposits

i) from banks

ii) from others

Notes and instructions for compilation

Includes all bank deposits repayable on demand

Includes all demand doposits of the non-benk séctors. JIredit
balancts in overdrafts, cash credit accounts, deposits payabls

at call, overdue deposics, inoperative curr<nt esccounts, matured
time deposits and cash c:rtificatss, stec arc to be included under
this catcgory,

Includés all savinzs bank deposits (includinz inoperstive savings
bank accounts).

Includes 211 types of bunk deposits rapayable aftir a sn=cifisd
term, *

Tocluds=s all Typ:s of dénosits of the non-bank scctor ronaysule
sftr & secfeifisd term, TFixsd deposits, cumulative and recurring
diposits, cash cirtificolss, annuity dsposits, decposits mobiliscd
vndér vorious schames, orcinery staff depesits, forsian currency

A

non-resident deposits zcenunts, “te &rc to be includ-d uadsr this

Ce 3L 80T Y »
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vyirags

B. 1) Déposits of branches
in Indija

i1) Deposits of branchss
outside India

PR XD L e e

The total of thess two itcms will agrse with the totel deposits

Notes_=-_Geéneral

a)

b)

-

ol

Interest payable on d:posits (whother accrusd and dus and
accrued but not due) should not be included but shown under
other 1iebilitizs. Deposits, Iepaymint of which is subject
to restrictions by its very nature, 1iks margin déposits,
sscurity deposits from staff, ¢tc also should not b: includsd
under déposits but shown undsr 'other liabilitics'.

4
[

Maturéd time deposits :nd cash céirtificat s,stc should bse

trzated as demand doposits., \
Deposi®s undsr special schrmas should be included urder +-rm
dsposits if they ars not payablé on dfmend. ‘then such deposits
have motured for payu-nt they should bs shown undir dimend
dépesits.

Deéprsihs from benks 111 include dsposits from the barking

systim in India, co-op Tative banks, foreign banks which may
At msy not tavs g prssinces in India.

..._/J:O



1tm . Schedul: Covirags Notes and instructions for compilation
Borrowings 4 I. Borrowings in _India
i) Rescrve Rank of India Includas borrowings/refincnces and rediscount obtainsd from
Reserv: Bank of India
ii) Other banks Includes borrowings/refincnes and rediscount obtainzsd from
commeércial banks (includinst co-op=retive banks)
iii) O0trer institutions and Includes borrowings/refirn:re~ and rediscount from Industri-
agencies 2l Developmeént Bank of India, LZxnor *~Import Bank of India,
National Bank for Agriculturs &¢nd Rural Divelopment and
o*her institutions, agzenci=s (including 1isbility against
participation certificatos, if any)
TT. Borrovings outiside India Includss borrowings and rediscounts of Indizn branch:s
abroad as well as borrowings of foreign branch:s,
Secured borrowinzs includsd This item will be shown s:tparately., Includes sscur:d
above borrowinis/r=finance in India &nd outside India,

Notes - Gfperal

i) The total of T & IT will agrez with the total
borrowings shown in %the balence shi. t,

ii) Inter-office trsans:cchions should not bo shown as
borrowines.

114 Tunds rzais:d by for: gn branches bJ ey of contifis
catés of dsposits, nctss, bends, @tc should =
classified, dcpendinc uncn uOCchht *icn7 as '3.0053Ts
‘bo'<~nnj§,atc.

iv) Refirance obhtained by hanks from Rosirve tank of
Indid and various gngb tuiiong eré boinz prouznt
undsr tht Mced 'Eorrewings' . Fonet advancos crill be
shown &t tra  joss cmoun. nn ohe essets side.

b



ltem

€ ther
liabili-
ties and
nrovi-
sions

Coverags
I. Bills Payable

ITI. InterNffice adjustments
(net)

I7T., Intsrest accrusd

IV, Others (including provi-
sijons)

Notogs and ing tructions for compilation

Includss drafts, telegraphic trensfers, mail transfsrs payabls,
pay slips, banksrs cheques, other miscellancous items, €tc,

Thz inter-office adjustm:nts balence, if in credit, should be
shown undsr this head, Only nct position of inter-offics
accounts, inland as wsll as forsizn, should bs shown hers,
Includes intsrost due and payable and in* rzst accrued but
not due on deposits and borrowings.

Includes net provision fror 4ncomz tax and othsr taxcs like
int:rest tax (less advarc: payment, tax deducted at source,
ste ), surplus provision in bad di¢bts provision account, sur-
plus provisicns for dépriciafion in sccuritiazs, contsniincy
funds which are not disclosed as reserves but ars actually in
the nature of reserves, propossd Gividend/transf:r to Govern-
ment, other liabjlitises =itich ars not discloszd under any of
the ma jor héads such as unclaimed dividsnd, provisions and

funds kept for spec ific purposss, unexpirsd giscount,outstand-
ing chargss 1like rent, convsyancéy etc. Certain types of de-

posits 1ike staff security deposits, margin deposits,cte

where the repayment is not frea, should elso bs included under
this head,

teg - General
i or arriving at the n:t balance of inter-office adjustments
all connected inter-office accounts should bec ageregzated and

the nst balance only will be shown, répreseniing mostly items
in transit and unadjustsd items,
11) The interest accruing on all dsposits, whsther tre payment
is due or not, should bs treated as a 1liability,

iii) It is proposed to show only pure deposits under the hsad

'deposits' and hence all surplus provisions for bad and doubtful
ebts, cnntingsney funds, secret reserveés,ste  which are not
dettg& £f 1'g]xg?ﬁj,nyt the felativs agsets should be brought under
%he heag '"Othérs (fncludinyg provﬁswonsf'. .. .6.
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I. Cash in rand
(including foreign
curiency nntes)

I7. In Current Account
with Régerve Bank of
India.

Notes and instructi~ns for compilation

Includ¢s cash in *and including for-ign currsncy notes
and also of foreign branchcs in th:z case of banks having
such branches,

)

Includes the balances mzinteinzd 11th *ths Reserve Bank

of Tndie in Current Account.

e o .7.
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21 call &nd
xhort notice

Coverage

-

T. In Incis

ii)

i) Balances

v

~.

with Regerve Bank
of India (other than in
current account)

Balances with other banks
in Incdia

.urrent accounts
De»osit accounts

Money at call and shor%
notice with banlg and oths
ingtstutinnsg.

[

IT. Qutsids Tndia
1) Current accounts

i11) Depnosit accounts

141) Money at call and short

noticse

2r_compilation

Includes balances held wish the Ressrv: Benk of India other
than in current accounts, if any,

Includes all balsnces with benks in Indic (including co-
oncrative benks), Balanc~s in curr:nt accounts and drposit
sccounts should be shosm scipearctely.

Inuludes deposits repeyabls within 15 days or less than
15 days! notice lent i the inter-bank call moncy mrrket.

Includes belances held by foreizn branchts and balances held

by Indian branchesg of the hanks outside India., Balances held
1ith forejgn branckes by othar hranchzd of the bank should
not be srtown under this hzad but should b2 included in jnter-
branch accounts., The amounts held in 'current accounts!

and 'deposit accounts' should b2 shown stparatisly,

Includes deposits usvally classifiad in foreign countriss
as money at call and shor i notice,



3¢hzqule Coverage
8 I. Invostments in _Tndie

i) Govsrnm:nt sscurjtis

e
e
-

Cther approved securi-
ties

shares

Deébventures and Bonds

Investnents in subsidi-
aries/associa te companics

vi) Othsrs

Noteg and instructions for comnilation

Includes Central and 5State Government securitiocs and
Government treasury bills.

Sscurities other than 9

the statuts are ftrzsted o
ded here,

vernnsnt securities, which according to
as approved sscurities, should be inclu-

Tnvestments in sharss
in item (ii) should b+
Investmants in debentures aend bonds of companjcs and Corpnre-
item (31) should be

of compani¢s and cerperations not included
inciud<d here
ircludsd “¢re,

tions not includsd in

Investments in subsidieries/assnciatz companies should be

incluced h3re, A company will be considared &s an assnciate

[¢
m

company fnr ths purros<c of this classification if mnr2 than

z5% of the ghare cepi=zl of that comnany s *=1d by

s

Tncludes residual inv.sim:nis, if any, 1ike =gold.

411 foredign Geovernment securiftizs including

by local authorities may be classified under

A11 othzr invesbtments outside India



~dvance s <

1i1)
3. 1)

ii)

Covarage

Bills Purchased and
Discounted

Cash credits, overdrafts
and loanls repayable on
demand

Te¢rm loans

L N

A

Securad by tsnzible assets

Covered by Bank/5G-vernment
Guarantee

Unsecured

vances in Tndia
rinrwty sectors
Public

"J'Qa

secter

IT fcvences outside India

Due from banks
Due from others

Notesg and 3instructionsg for compilation

In classification under Section 'A', all outstandings - in
India as well as outside - lsss provisions mad=, will be
classified under three heads es jndicated and both sscured and
unsecured advances will be incluced under these h-ads.

All advancszs or p:srit of acdvsnc: s which are securcd by tangible
asséts may be shown hers, Th: item will include advancss in

Indis and outside Inaia.

Advances in Indis and cutaide Indin to the extent they are
covarsd by guarantess of Indidan gnd forcign governments and
Indien and foreizn barks are oo be included,

A1l edvancas not classified uni-r (i) and (1i) will bz inclu-
ged h=ra

hdvences should be broadly classified inte 'Advances in India'

and '&dvances outsids Tndja', A4dvances in India will ke fur=-
ther classified on the sectorsl basis &s indicatsd., Advances
to s:ctors which for the time beinz are classified as priority
sectors sccording to the instructicrs of the Reserve Bank ars
to be classified under the heed 'Priority sectors'. Advances
to C=ntral and State Governments and othcr Govarnasent under-
takings including Govzrnment companij¢s snd corporations which
ars, according to the statutes, to bs tristed as public sector
companies are to be included in the cateanry '"Public 83ctor',
All advances to the banking ssctor including co-oparative
banks will come under the hszg 'Banks'. All ths roemaining
advancss will ba included urd:r this head 'Oth:rs' ond typi-
cally this catsgory will includs non-priority advances te the
private, joint and co-operativs s=ctors.

..o.gao



- 2.

Notes and instructions for compiletion

Notes - _Goneral
i) The gross amount of zdvances jncludinz refinance but
excluding provisions mede <o the satis”zctinn of

auditors should ba shown =s advanc:ss.
ii) Term loans will bs loans not repeyable cn demand

iii) Consortium advances would vz shown net of reenvsries
from othér participating beniis/institutions.

eeolO,
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Cnverags Notes_and instructions for compilation
1. Premisss Pramises wholly or par*tly owneéd by the benkirz company for the

purnos: of business jncludirg residential premisés sheculd be shown
against 'Premises'. In the cas: of premis2s and other fixed
assets, the previocus balerce, edditions thereto and deductjions
there from during ths year as 21lso the Total deprecistion written
off should te showvn., Wh:I': sums have beéen written off on reduction
of capitel or revaluation of asscsts, every balance shect after the
first balance she€t subscgu:znt to the reduction or reveluation
should show the revised ficur>s with the deots and amount of revi-
sion made,

11. Ctrer Fixed Ascsts Mator wehiclee-and all cther fixed asects other than premiscs
(including furniturs 4 ‘o £ . . P s o i R o
Sl but including furniturc and fixtures should ke shown undcr this
end fixturss) _
hsad,
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Ccverage

IrterO0ffice adjustmants (net)
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Stationery and stamps
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Notes and insiructions for compilétion

:

The jnter-officé adjustments balance, if in debit, should be
shown under this h-=24, Only net pnsition of inter-office
accounts, inland as well as foreign, should be shown here,
For arriving at the net bzslance of int r-officc adjustment
accounts, all connectid inter-nffice accounts should be
aggregated and the n:t belance, if in debit, only should be
shown repressnting mostly iteéms in transit and unadjusted
items.

Int:rest accrued buc neot cus on invistments and advarnces and
interest due but nos coll:ctsd on investménts will be the
main componchnts of thig item, As banks normzlly debit %oh
borrowsrs' account rith intirest due on ths be=lancs
date, usually ther- may not bz any emount of int rest dus
advences, 0Only such int rest as csn b= rsalissd in the
ordinary cow <2 mmXy should b¢ shown under this hrad.
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The amount of tax d'duct:d at source on securitiseg, advance
tax p2id,etc to th: 2xtent that thsss items ars not set off
~zainst relative %t:x provisicns should be shown agajnst this
30oim,

A}
Only exceéptional i<:ms of eéxpenditure on stationsry like
bulk purchase of sscurity papar, lncse leaf or other ledgers,
ete. which are shown &s cguasi-asszt to be written of” over a
period of time should b2 shown har=, The velue should be on
a rralistic basis =nd cos* escalation should not be taken
jnto account, as thost itéms are for intsrnal use,

This will includé non-banking assets and items like claims
which have not besn met, for instancs, clearingz items, debit
items representinz ddicvion %tec assets or reduction in lija-
bilities which hav? nct bezn adjusted for technical reasons,
want of particulars, < tc, zdvances given to staff by 2 bank
as employsT and no% as a banker, etc, Itzms which are in the
nature of expenses yhich arc pending adjustmsnts should be
provided for and th: provision netled aczainst this item so
that only realisabls velue is shown und:r this hsad. Accruced
income other than interest may also be included herc.
.l.12.



Item Schedule Coveraze
Contin- 12 I. Cleims against the bank not
gent acknowledged as debts
liabili-
ties IT. Liability for partly paid
investments
ITI. Liability on account of out-
standing forward exchange
contracts
IV. Guarantees givei on behalf of
constitutents
a) In India
b) Outside India
V. Acceptances, endorsements and
cther obligations
VI. Other items for which the bank
is contingently liable
Bills - -
for
Collect-

icn

- 12 -

Notes and instructions for compilaticn

Lisbility on partly paid shares, debentures, etc will be
included in this head.

Outstanding forward exchange contracts may be included here.

Guarantees given for constituents in India and outside India
may be shown scparately.

This item will include letters of credit and bills accerpted
by the bank on behalf of its customers.

Arrears of cumulative dividends, commitments under underwriting
contracts, estimated zmount of contracts remzining to bs executed
on capital account and not nrovided for etc are to be inciuded

here,

Billzs and othor it
adjusted will be s

v ip the course of collection and not
only. DINo separate

ams
nown azalilnst this item in the summary version
schedule is proposed.



Profit and Loss Account

Ttem Schedule " Coverage " " Notes and instructicns for compilation
(1) __L2) (2) — (&)
Interest 1 I. Interest/discount on advances/ Includes interest and discount on all types of loans and
earned bills advances like cash credit, demand loans, overdrafts, export
loans, term loans, domecstic and foreign bills purchased
and discounted (including those rediscounted), overdue
interest and also interest subsidy, if any, relating to
such advances/bills.
II. Tacome on investments Includes all income derived from the investment portfolio
by way of interest and dividend.
ITTI. Interest on balances with Reserve Includes interest on balances with Reserve Bank and other
Bank of India and other inter- banks, call loans, money market placements, etc.
bank funds
IV. Others Includes any other interest/discount income not included in
the above heads. 1
Other 2 I. Commission, 2xchange and Includes 2ll remuneration on services such as commission on
income brokerage. collections, commicsion/exchzuge on remittances and trans-

fers, commission on letters of credit and guarantees,
conmission on Government business, coumission on other
permitted agency business including consultancy and other
gervices, brokerags etc on securities. It does not includs
foreizn exchange income.

II. Rens Includes rent on properties, lockers and cther leases.
L 9

ITI.*Net profit on sale of X Tacludes profit/loss on sals of securities, furniture, land
investments, land and buildings) and buildings, motor vehicleg, gcld, =silver, etc. Cnly the

] b _'|

h

other sssets. ) net nosition should be ghowne If the net position is =
) locs, the amcount ghould be shown =g a dzductist, The nes
IV, *Less: Net loss on sale of ) profit/icss on ravaluation of aggets amny n~loe L clown
investments, land and bulidings) una.r this 344 .
and other assoets )



() (2) (3) )
V. *Net profit on exchange ) Includes profit/loss on dealing in foreign exchange, all
transactions ) income carned by way of foreign exchange, commission and
) charges on foreign exchange transactions excluding interest
VI. *Less: Net loss on exchange ) which will be shown, under interest. Only the net position
transaction. ) cshould be shown. If the na2t position is a loss, it is to
) be shown eg a deduction.

VII. Miscellaneous income Includes reccveries from constituents for gedown rents,
security charges, insurance, c¢tc and any other miscellaneous
income. In case any item under this head exceeds one per-
centage of the total income, particulars may be given in the
notes.

* as applicable.
Interest 3 I. Interest on deposits Includes inverest paid on all types of deposits including
Expended deposits from banks aud other institutions.
IT. Interest on Reserve Bank of Includes discount/interest on 211 borrowings and rocfinance
India/inter-bank borrowings from Regerve Bank of Incdia and other banks

ITI. Others Includee choou L/lntArect on all borrovlqg:/rb¢1n°”"e irow
financial irstivuticons. 411 other payments like intercst
on participation certificates, penel interest p=z2id, etc
may also be included hare.

Opecrating 4 I. Payments to and preovisions Includes staff selzrics/wages, allowances, bonu~7oth3r stail
Expenses for cmployezs benefivs like provident fund, pension, gratul liveriss un

IT. Rent, texes

Hn
joN]
—

lighting

!
i
—
*

Printing anc stationery

o
staff, leave farc concessionz, staff welfare, ubmlcfl
allowsnece to staify, ctce.

it s cn b

0 g paid

a snd ot

l " Lo and ot

gt zhoula oo noed v

nrovisions for omsl

Includes bootg and ateticnory uscc by the bank
and other nrinting ‘e oo neh incurred by way of
sublicity cxpenditu



(3)

_3_

)

iv,

Ve

VI,

VI1¢ Auditors! fees

VITT

LX.

e
Ne

XTI,

Advertisemens and publicity

Depreciation on bank's proverty

Directors' feesg, 2llowances

and expenses

and exnenses
(including branch auditors'
fees and cxpenses)

.Lovw chargss

LODUage,U clegrams, telephones,
tCn L

Repa znd Maintenance

Insurancs

Includes expenditure incurred by the bank for advertisement
and publicity purposes including printing charges of
publicity material.

Includes depreciation on bank's own property, motor cars
and other vehicles, furnlture, electric fittings, veults,
lifts, leaschold propertics, non-banking assets, ctc.

Includes sitting fees and all other items of expenditure
incurred on bechalf of directorge The daily allowance, hotel
charges, conveyance charges, c¢te which though in the nature
of reimbursemcnt of expenscs incurred may be included under
this head. Similar expenses of local Committee members may
also be included under this head.

Includes the fees pald to the statutory auditors and branch

auditors for nrofessional scrvices rendered a2nd all expcnses
Tfor performing their dutieg, yV“ﬂ thouﬁh they may bc in the
nature of reimburscment of expe . IL external zuditors

have bicn eppointed by banks themelVbS for intornal
inspecvions and ﬁudlts and other s2rvices thc expenscs
incurred ina that context including fees may not be includced
under this head but shown under 'other expenditurc®.

All legal expensces and reimbursement of cxpenses incurrcd
in conncction with legal services are to be included here.

Includeeg all postal charges like
tclephones, tcleprlntor, atc.

Includes
charpes,

stamps, telegram,

repairs Go their raiatcnance

C‘tC .

bank's properdy,

= 1’\t11,’7 l...L_, uranec
gorantas
rocovered from

promia »aid to Deposgit .
Corpor311nn, eve to the ¢g“ent they are
the cancerned partics.

Inclucces ingurance chargos on baniz's
Irsurance ¥ 2



(1)

(2

2

(4)

Provisions
and
contingencies

XITI. Other expenditure

A1l expenses other than those not included in any of the
other hecads, like, licence fees, donations, subscriptions
to papers, periodicals, entertainment expenses, travel
expenses, etc may be included under this head. In case any
particular item under this head exceeds onc percentage of
the total income particulars may be given in the notes.

Includes all provisions made for bad and doubtful debts,
provisions for taxation, provisicns for dimunition in the
value of invecstments, transfers to contingencies and other
similar items.



ANNEXURE VITI

Guidelines on Health Codes for Classification
of Advances

Code 1 ¢ Satisfactory

This category covers all borrowers where

a) conduct of the account is satisfactory:

b) all terms and conditions ﬁlike punctual
submission of stock statements quarterly
operating statement wherever applicable
balance-sheets for annuai reviews etc,
execution of annual acknowledgement of debt
and security, etc.) are complied with;

a) ali accounts of the borrowers are in order ;

d) the safety of the advance is not suspected.

Code 2 s Irregqular o

This category of borrowers covers those accounts
where the safety of the advances is not suspected,
though there may be occasional irregularities
Whiﬁh.may be considered as a short-term phenomenon,
viz,

i) The accounts are overdrawn beyond the drawing
power (based on'the ¥alue of security less
margin) or the sanctioned limit for a
temporary period. It should be noted that

. .. frequent dyenirawings*in aceounts are not
to be construed as a short-term phenomenon.

ii) Instalments/interest/retirement of import



iii)

- 2 -

Bills under L/C, meeting the commitments

under Deferred Payment Guarantee if they
e

are overdue for a period not exceeding

3-6 months.

Some of the bills advanced against (not exceeding

"10%~ 15% of the total outstandings in the bills

purchased /discounted account of the borrower)
are overdue for payment beyond the due date
by 3 months and/or refund in respect of

unpaid bills is not forthcoming.

Code 3 s Sick/Sticky

Accounts of borrowers under this category are those
where the irregularities mentioned above persist
beyond a period of say 6 months and there are no
immediate prospects of regularisation. Alternatively
or in addition the accounts could throw up some
of the usual signs of incipient sickness, such as,
(i) apparent stagnation in the business as

reflected by slow/negligible turnover

in the account;
(ii) frequent requests for overdrawings or issue

of cheques without ensuring availability
of funds in the account;

(iii) undue delay/failure in payment of bills

payable the borrower and/or in realisation
of bills drawn by him;

(iv) bills purchased/discounted drawn by the



(v)
(vi)
(vii)
(viii)

(ix)

(x)

(xi)

(xii)

(xiid)

- 3 -

borrower remaining overdue beyond 2/3
months or returned unpaid and/or the
recovery of such bills from the borrower
posing difficulties;

unexplained delays in submission of stock-
statements/quarterly operating statements/
balance-sheets and other information required
by the bank;

slow movement/stagnation of stocks
observed during inspections;

low/negligible level of activity observed
during inspections or suspension/closure
of the business;

persistent delay/non-compliance of vital
requirements like execution of documents,
proaducing additional security when required.
etc

diversion of funds to sister units/
acquiring capital assets not relevant to
the business/large personal withdrawals.,

avoidable non-adherance to project
schedules lending to substantial cost-
ascalations and requirement of additional
term finance;

.pressure on the liquidity lendind to non-

payment of wages to workers/statutory dues/
rents of office and factory premises;
’ )

any grave. features observed by the. auditors
of the Bank which remain to be rectified;

basic weaknesses revealed by the financial
statements of the unit such as continued cash
losses beyond one year.

It should be noted that the above indications are not

exhaustive and not all of them may simultaneously be observed.
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The Branch Manager should essentially rely on his judgement

based on the above guidelines while classifying the borrower.

Sick units, which are considered potentially viable and put

under a nursing programme by the Bank will also come under

this category.

Code 4

Code 5

Code 6

2
L4

Aldvances recallad

This category consists of those accounts whare the
repayment is highly doubtful and nursing is not
considered worthwhile. If a decision has been
taken (or likely to be taken) to recall.the
advance such borrowers will be classified under
this code,

Sujit-filed Accqunts

This category consists of accounts where legal

) action or recovery proceedings under the Public

Debt Rzcovery Act wherever applicable has been

initiated.

Decreed Debts

Those advances where suits have been filed and

de@ree obtained will come under this category.



	CR 357_0001
	CR 357_0002
	CR 357_0003
	CR 357_0004
	CR 357_0005_1L
	CR 357_0005_2R
	CR 357_0006_1L
	CR 357_0006_2R
	CR 357_0007_1L
	CR 357_0007_2R
	CR 357_0008_1L
	CR 357_0008_2R
	CR 357_0009
	CR 357_0010_1L
	CR 357_0010_2R
	CR 357_0011_1L
	CR 357_0011_2R
	CR 357_0012_1L
	CR 357_0012_2R
	CR 357_0013_1L
	CR 357_0013_2R
	CR 357_0014_1L
	CR 357_0014_2R
	CR 357_0015_1L
	CR 357_0015_2R
	CR 357_0016_1L
	CR 357_0016_2R
	CR 357_0017_1L
	CR 357_0017_2R
	CR 357_0018_1L
	CR 357_0018_2R
	CR 357_0019_1L
	CR 357_0019_2R
	CR 357_0020_1L
	CR 357_0020_2R
	CR 357_0021_1L
	CR 357_0021_2R
	CR 357_0022_1L
	CR 357_0022_2R
	CR 357_0023_1L
	CR 357_0023_2R
	CR 357_0024_1L
	CR 357_0024_2R
	CR 357_0025_1L
	CR 357_0025_2R
	CR 357_0026_1L
	CR 357_0026_2R
	CR 357_0027_1L
	CR 357_0027_2R
	CR 357_0028_1L
	CR 357_0028_2R
	CR 357_0029_1L
	CR 357_0029_2R
	CR 357_0030_1L
	CR 357_0030_2R
	CR 357_0031_1L
	CR 357_0031_2R
	CR 357_0032_1L
	CR 357_0032_2R
	CR 357_0033_1L
	CR 357_0033_2R
	CR 357_0034_1L
	CR 357_0034_2R
	CR 357_0035_1L
	CR 357_0035_2R
	CR 357_0036_1L
	CR 357_0036_2R
	CR 357_0037_1L
	CR 357_0037_2R
	CR 357_0038_1L
	CR 357_0038_2R
	CR 357_0039_1L
	CR 357_0039_2R
	CR 357_0040_1L
	CR 357_0040_2R
	CR 357_0041_1L
	CR 357_0041_2R
	CR 357_0042_1L
	CR 357_0042_2R
	CR 357_0043_1L
	CR 357_0043_2R
	CR 357_0044_1L
	CR 357_0044_2R
	CR 357_0045
	CR 357_0046_1L
	CR 357_0046_2R
	CR 357_0047_1L
	CR 357_0047_2R
	CR 357_0048_1L
	CR 357_0048_2R
	CR 357_0049_1L
	CR 357_0049_2R
	CR 357_0050_1L
	CR 357_0050_2R
	CR 357_0051_1L
	CR 357_0051_2R
	CR 357_0052_1L
	CR 357_0052_2R
	CR 357_0053_1L
	CR 357_0053_2R
	CR 357_0054_1L
	CR 357_0054_2R
	CR 357_0055_1L
	CR 357_0055_2R
	CR 357_0056_1L
	CR 357_0056_2R
	CR 357_0057_1L
	CR 357_0057_2R
	CR 357_0058_1L
	CR 357_0058_2R
	CR 357_0059_1L
	CR 357_0059_2R
	CR 357_0060_1L
	CR 357_0060_2R
	CR 357_0061_1L
	CR 357_0061_2R
	CR 357_0062_1L
	CR 357_0062_2R
	CR 357_0063_1L
	CR 357_0063_2R
	CR 357_0064_1L
	CR 357_0064_2R
	CR 357_0065_1L
	CR 357_0065_2R
	CR 357_0066_1L
	CR 357_0066_2R
	CR 357_0067_1L
	CR 357_0067_2R
	CR 357_0068_1L
	CR 357_0068_2R
	CR 357_0069_1L
	CR 357_0069_2R
	CR 357_0070_1L
	CR 357_0070_2R
	CR 357_0071_1L
	CR 357_0071_2R
	CR 357_0072_1L
	CR 357_0072_2R
	CR 357_0073_1L
	CR 357_0073_2R
	CR 357_0074_1L
	CR 357_0074_2R
	CR 357_0075_1L
	CR 357_0075_2R
	CR 357_0076_1L
	CR 357_0076_2R
	CR 357_0077_1L
	CR 357_0077_2R
	CR 357_0078_1L
	CR 357_0078_2R
	CR 357_0079_1L
	CR 357_0079_2R
	CR 357_0080_1L
	CR 357_0080_2R
	CR 357_0081_1L
	CR 357_0081_2R
	CR 357_0082_1L
	CR 357_0082_2R
	CR 357_0083_1L
	CR 357_0083_2R
	CR 357_0084
	CR 357_0085_1L
	CR 357_0085_2R
	CR 357_0086_1L
	CR 357_0086_2R
	CR 357_0087_1L
	CR 357_0087_2R
	CR 357_0088_1L
	CR 357_0088_2R
	CR 357_0089_1L
	CR 357_0089_2R
	CR 357_0090_1L
	CR 357_0090_2R
	CR 357_0091_1L
	CR 357_0091_2R
	CR 357_0092_1L
	CR 357_0092_2R
	CR 357_0093_1L
	CR 357_0093_2R
	CR 357_0094_1L
	CR 357_0094_2R
	CR 357_0095_1L
	CR 357_0095_2R
	CR 357_0096_1L
	CR 357_0096_2R
	CR 357_0097_1L
	CR 357_0097_2R
	CR 357_0098_1L
	CR 357_0098_2R
	CR 357_0099_1L
	CR 357_0099_2R
	CR 357_0100_1L
	CR 357_0100_2R
	CR 357_0101
	CR 357_0102
	CR 357_0103_1L
	CR 357_0103_2R
	CR 357_0104_1L
	CR 357_0104_2R
	CR 357_0105_1L
	CR 357_0105_2R
	CR 357_0106_1L
	CR 357_0106_2R
	CR 357_0107_1L
	CR 357_0107_2R
	CR 357_0108_1L
	CR 357_0108_2R
	CR 357_0109_1L
	CR 357_0109_2R
	CR 357_0110_1L
	CR 357_0110_2R
	CR 357_0111_1L
	CR 357_0111_2R
	CR 357_0112_1L
	CR 357_0112_2R
	CR 357_0113_1L
	CR 357_0113_2R
	CR 357_0114_1L
	CR 357_0114_2R
	CR 357_0115_1L
	CR 357_0115_2R
	CR 357_0116_1L
	CR 357_0116_2R
	CR 357_0117_1L
	CR 357_0117_2R
	CR 357_0118_1L
	CR 357_0118_2R
	CR 357_0119_1L
	CR 357_0119_2R
	CR 357_0120_1L
	CR 357_0120_2R
	CR 357_0121_1L
	CR 357_0121_2R
	CR 357_0122_1L
	CR 357_0122_2R
	CR 357_0123_1L
	CR 357_0123_2R
	CR 357_0124
	CR 357_0125_1L
	CR 357_0125_2R
	CR 357_0126_1L
	CR 357_0126_2R
	CR 357_0127_1L
	CR 357_0127_2R
	CR 357_0128_1L
	CR 357_0128_2R
	CR 357_0129_1L
	CR 357_0129_2R
	CR 357_0130_1L
	CR 357_0130_2R
	CR 357_0131
	CR 357_0132_1L
	CR 357_0132_2R
	CR 357_0133_1L
	CR 357_0133_2R
	CR 357_0134_1L
	CR 357_0134_2R
	CR 357_0135_1L
	CR 357_0135_2R
	CR 357_0136_1L
	CR 357_0136_2R
	CR 357_0137_1L
	CR 357_0137_2R
	CR 357_0138_1L
	CR 357_0138_2R
	CR 357_0139_1L
	CR 357_0139_2R
	CR 357_0140_1L
	CR 357_0140_2R
	CR 357_0141_1L
	CR 357_0141_2R
	CR 357_0142_1L
	CR 357_0142_2R
	CR 357_0143_1L
	CR 357_0143_2R
	CR 357_0144_1L
	CR 357_0144_2R
	CR 357_0145_1L
	CR 357_0145_2R
	CR 357_0146_1L
	CR 357_0146_2R
	CR 357_0147
	CR 357_0148_1L
	CR 357_0148_2R
	CR 357_0149_1L
	CR 357_0149_2R
	CR 357_0150_1L
	CR 357_0150_2R
	CR 357_0151_1L
	CR 357_0151_2R
	CR 357_0152_1L
	CR 357_0152_2R
	CR 357_0153_1L
	CR 357_0153_2R
	CR 357_0154_1L
	CR 357_0154_2R
	CR 357_0155_1L
	CR 357_0155_2R
	CR 357_0156
	CR 357_0158
	CR 357_0159_1L
	CR 357_0159_2R
	CR 357_0160_1L
	CR 357_0160_2R
	CR 357_0161_1L
	CR 357_0161_2R
	CR 357_0162_1L
	CR 357_0162_2R
	CR 357_0163_1L
	CR 357_0163_2R
	CR 357_0164_1L
	CR 357_0164_2R
	CR 357_0165_1L
	CR 357_0165_2R
	CR 357_0166_1L
	CR 357_0166_2R
	CR 357_0167
	CR 357_0168_1L
	CR 357_0168_2R
	CR 357_0169_1L
	CR 357_0169_2R
	CR 357_0170_1L
	CR 357_0170_2R
	CR 357_0171_1L
	CR 357_0171_2R
	CR 357_0172_1L
	CR 357_0172_2R
	CR 357_0173_1L
	CR 357_0173_2R
	CR 357_0174_1L
	CR 357_0174_2R
	CR 357_0175_1L
	CR 357_0175_2R
	CR 357_0176
	CR 357_0177_1L
	CR 357_0177_2R
	CR 357_0178_1L
	CR 357_0178_2R
	CR 357_0179_1L
	CR 357_0179_2R
	CR 357_0180_1L
	CR 357_0180_2R
	CR 357_0181
	CR 357_0182_1L
	CR 357_0182_2R
	CR 357_0183_1L
	CR 357_0183_2R
	CR 357_0184_1L
	CR 357_0184_2R
	CR 357_0185_1L
	CR 357_0185_2R
	CR 357_0186_1L
	CR 357_0186_2R
	CR 357_0187_1L
	CR 357_0187_2R
	CR 357_0188
	CR 357_0189
	CR 357_0190
	CR 357_0191
	CR 357_0192
	CR 357_0193
	CR 357_0194
	CR 357_0195
	CR 357_0196
	CR 357_0197
	CR 357_0198
	CR 357_0199
	CR 357_0200
	CR 357_0201
	CR 357_0202
	CR 357_0203
	CR 357_0204
	CR 357_0205
	CR 357_0206
	CR 357_0207
	CR 357_0208
	CR 357_0209
	CR 357_0210_1L
	CR 357_0210_2R
	CR 357_0211



