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INTRODUCTORY 

1.1 B,qnl~s publish their annual accounts in tha forl:J.ats 

pr8sc_!'ib(~t un(1cr th:) Bankinc; RegulCltir,n Actp 1949. There 

Bctckgr(~li:-:-iGT were sugg·~sticlns that having regard to the 
_. _____ ._i. 

large scale 8Y:pansi0n in banking operations and to iIJ.prove 

the presentRtinn ')f the accnunts, there 'was neee! for 

rev?-sing these form3ts. The question of banks noving 

towards gre2ter or full disclosure in the publishej accounts 

was also raised. Before taking a decision on these issues, 

it wns felt that a Committee of Experts should go into 

them. Accorc1ingly in March 1982 the Reserve Bank ()f India 

app~inted the followi ns Cocmi ttee to consider these and 

certein other relAted issues -
" 

1. Shri A. Ghosh 
Dy. Governor 
Reserve Bank of InJia 
Central Office 
BOMBAY 

2. Sh.ri V.S •. Natarajan 
Managing Director 
.3t:=tte :Sank of India 
Central Office 
BOMBAY 

3. Sh~i R.Raghupathy 
Chairnan 
SyndiCate Bank 
MANIPAL 

Chairman 

Member 

, . 

-do-, 
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4. Shri M.V. Bubba Rac 
Ch.,sirman 
Indian Bnnk 
MADRAS 

). Sl~i P.8rinivQsan 
ChairmC1n 
Allah.~1bc:\(1 B2L1k 
ClJJCU'I'TA . 

6. Shri SEl!llpnt P. Singh 
Professor 
National Institute of 

Bank Manar;ecrent 
BO]\f3AY 

7. Shri Abhijit Sen 
Dy.Chnirman 
National Insulate~ Cable 

Co. of India Ltd. 
NleCO HOUSg~~ 
2 E3re Street 
C[:LCU~ITA 

8. Shri N.Balasubramanian 
Direct~)r (B9nking) 
GovGrnoent of India 
Ministry of Finance 
N!!:W DELHI 

9. Shri Y.H. Malegam, FCA 
Mis. S.B.Billimoria & C0. 
Cbarter8d Accountants 
BC=vIEAY 

-'1 r \ 
,l.l • 

/j/j 
~ ;. 

S2ri H.V. Sundara~ 
rrintipal Lagol ~dvisar 
~~S~~V2 3ank 0f India 
1~"':)lt:!BA1~ 

S):~r:i. M. IJ. I nasu 
A?~1.Chi0f Officer 
:':~\3fh~:'~'V8 'Bank c·f India 

Member 

-do-

-do-

-do-

-do- r 

-c1o-

, . 

-do-

Member Secr2tery 
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COQs~quont upon retircment/rGsignetion of Sarvashri V.S. 

N8ta.r2jan, R.Rac;hupathy, Hi.V. Subba Hao and N.V. Sunde.ram, 

the :'::ollowing were coopted ClS members to the Cbmmittde:-

1. Shri M.N. Goiporia 
Ch:"1irman 
z,ank of ;Bnroda 
Bm.rRAY 

2. 81lri B. Ratnakar 
Chairman 
Canara Bank 
BAl'l"GALORE 

3. Shri R.Narasimhan 
General IvlanagGr 
State Bank of India 
Contral Office 
BOn/IBAY 

4. Shri V.G. Ragde 
Principal Logal Adviser 
R~scrvo Bank of India 
BOMBAY 

1.2 Th8 terms of reforence of the Committee wer0 as 
---------- --7' 

Terms 0f rQfcrence follows :-

(a) to oxamino tho dosirability of groater or full 

disclosure in thG publishcd CJccounts of 'Banks, having regard 

to the n80d for disclosur~, public accountability of banks, 

roguir-JnloQt of maint0nanco of confidentiality between 

banker Clnd custom~r and the l:'oquircment of maintaining thG 
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cra~itw0rthin8Ss of banks, 

! f) '\ J_ 'J '" I J 9 q -,,~ -'-'~~ L· o..J" .waL. if greater or full disclosure is not 

to rT1 k Z! ::1 n y fur t i 1 G r pro vis i () n sin the ex is tin 9 1 a w :3 , 

(c) to 3UgQost s~ita~le changes/amendmonts in the formats 

of b'11anc8 sheet and :Jrofit and loss accounts having 

i) the need for greater or full disclosure, 

ii) the 8xpnnsion of banking operations both area 

wise and soctor-wise over the period, 

iii) the need for iTI~roving the presentation uf 

account8~ 

. , 
LV) the Jresentatiun of accounts of other 

(d) to lo~k into bro~dly the practices followed by banks 

in dscoJntinq!classifying various items of liabilities and 

Cl~;S8tS as well ~1~3 incoma 2nd ax :J8ndit'JI8 and to suggest 

st2ndnrd accDunting concepts ~hich would facilitate Jniform, 

com:Ja~able pr8sent~tion of such items in the published 

<l CCOiJ nts C! nd com 01 iance 1..1 it:1 va r iO'J s s t8. tu tory requ irements, 

(8) to consider th:~ question of evolving suitab18 norms 

;'01' crp-:1tinq or.ovisions for. vQrious !'Jurposes more FJarticu-
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for income tax and other taxes, bad and doubtful debts, 

depreciation in Government securities, etc 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, Centrql Office, Bombay. 

1.3 The Committee was expected to submit its report 

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

Reasons for the delay in , delays in getting the , 
submitting the report , , , information from banks and 

difficulties in holding the mc;eti~~s looking to the 

convenience of the members, the report CQuld not be 

submitted in time. Beside~some of the terms of 

reference of the Committee, particularly that relating , 
to disclosure were sensitive issues with f~~ reaching 

implications and needed thorough and detailed discussions 

at various levels and study of the pr8ctices prevailing 

in other countries. 
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1.4 The first meeting of the Committee was held on 

11th May 1982 in Bombay when the modalities for conducting 

the studies for the purpose of examining the various , 
Committee Meetings; terms of reference were finalised. 

r 

The Committee thereafter iesued a detailed questionnaire 
. . 

to banks, accountancy bodies and others interested in the 

subject for eliciting their views on the various terms of 

reference. The Committee subsequently held discussions 

with Chair~en of banks/representatives of the Institute of 

Chartered Accountants of Indio, Institute of Cost and 

Works Accountants of Indi~, Chambers of Commerce, etc at 

Bombay, Calcutta, Bangalore, Madras and New Delhi on the 

various points covering the terms of reference • 
. 

1.5 In Chapter II, the first two terms of rdference 

of the Committee relating to the desirability of greater or 
--y 

Scheme of : full disclosure in the published accounts 
the Rep.ort: 
_____ -J.K 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 three broad aspects of disclosure viz., truth 

and fairness concept disclosure of particulars of 

significant items by way of analytical data and disclosure 



- 7 -

accounti~1:;00lici2S a.!'e discussed. In Chapter VI, the next 

two iteos in the terms of reference Telating to formats of 

publisl'l0ci accounts and standard accounting concepts which 

are int·::c'rlinkod ha~re been examined. The topics of the fifth 

term of rJforenca of the Committee relating to the question 

of'evolvinc suitable norms for creating provisions for 

various ~urposes, mor8 particula~ly for income tax and other 

taxes, bad nnd doubtful debts and depreciation in Government 

securities have been examinod in Chapter VII. Chapter VIII 

discusses the contents of the annual (or directors') report 

of the banks which forms an integral part of the annual 

accounts. In Chapter IX,certain miscellaneous issues 

are discus~ed and a summary of the recommendations is given 

in the final Chapter. 

1.6 The Committee would like to make it clear that the 

discussions and raco~mendations in the raport are mainly 

rela.teCl to commarcial banks, both in the' public and private 

soctors. It has not considered the position of regional 

rural banks anC! co·~opel.'ativo banl~s separately. The structure .. 
of the acsete aad liabili~ie8 of co-operative banks, differ 

ITlCltt:lrially from. that of commercial banks and the Banking 

Regulation Act also provides for separate formats for the 

financial accounts of such institutions. As regional'rural 
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banks are commercial banks, tte findings of the 

Commi VC8~-~ may be made applicable to them with 

modiiic2tions, whe~e necessary. 
'/( "6':2-

1.7.1 i.I'i:lCl Committee gratefully acknowledges its 

thank:? to the Chairmen of banks, representatives/members 
.-~ ·--~-···--"""--·i 

Acknowledgements ! of CentI'al and Regional Councils of 
,_._. ___ -_ ._. -i.. 

Insti-bute of .chart2red Accountants of Indta, Institute 

cf Cost & Works Accountants of India, Chambers of 

COiJJ.merc8, Managemont Institutes, etc for the help 

:,_'endered to the Committee in discussing the various 
tAL 

items oflterms of reference of the Committee and also 

in formulating the revised formats of the balance 

sheet au& profit and loss account for banks. 

1.7.2 I'he Committee has also made sUbstantial 

.:;38 of tt.,) findings of the Financial Times 1982 

'dc·rlc~ ,sl.l_rvGy of Bank Annual Reports and the published 

ca:an.ce shsets of various foreign banks in examining 

';[.:.D P~:C1/; ti'J28 prevaL~nt. in foreign countries in the 

, -"(:::;:>:' C)£ b::.:nk accountic.s. ~he Indian branches of 

': \)iIlt~ ~~/f ·~;~1E:· :eo.7.:'eign ba nks l1ave also helped the Committee 

rJ:L'~;h not0'.·.:3 on the .systems and prac tices prevailing 

• '-6.2. 1ht.. -r~crft \.\)u f\Y\o..l\ht.L. be,\ot .. t~ ~"lrQ.S~tct.ti~ ~ 

\)'l\\cNl ~~ -kr \~gS-8E, amcl ~ atrncmclnntm-ts pTr~ in"iht.. 

f \~(.e B,U ~ l'\ot "'U.r(\ ta.k~ ,~o Q.{.c.0\JJ'I'\t .. \V~iltL 

J.\k,\.l.Sr&\'nJ SOW\ct.. o~ -\~ 1:oy\c.s i.., ~ 't~crrt \lk~ ~)O"isiuns 

~ \,c:u\.. Clrnc:l cl~t1-~ o\.t.l,ts "'r' .... ~feU; of ~OIY\C~ at 
'1S'WlrcJ.. 'o..,.c:unc.ht..& I de... 
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• 

in foreign countries including their parent 

C ol::.n"G:cies. 

TIH~ Cammi t tee VJould 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 Chief Officer and Shri H.L. 

Kotian, Banking Officer. 
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CHAPrJtR II - ...... ---
A,sPEC'I'S OF DISCLOSURE --... ---- -------. 

2.1 Tile firs t tVJo terms of raference of the Committee 

relate to tIll.' c13sirability of 'greater or full disclosure' 
.. ----- -~ .... _.,.. . 
'l'erms of ; in the} published accounts of banks and the 
reference; 

___ . __ .• _..i. nocessity to make any further provisions in 

the existing laws, if such 'greater or full' disclosure is 

D.ot considered necessary or appropriate. The various issues 

involved in these two terms of reference are intricate and 

int8rlinked. For the sake of a clear exposition of the 

issues involv3d and discussed, a brief outline showing how 

the Committee has dealt 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 th~ 

differences in the extent and quality of disclosure practised 

in di£feronob countries 21'8 brought out. In the next three 

chEl.ptors, the three broad aspects of disclosure p namely truth 

and fairness concept, disclosure of particulars of significant 

items by way of analytical data and disclosure of accounting 

polici8s are discussed. The 102;8.1 aspects are discussed in a 

lator chapter. At the bG8inning of each chapter the broad 

aroascovered by the chapter are also indicated. 

2.2. A business entity has normally three types of 
-----r r' 

Financial : accounting information :
St9.terr18nts: I' 

___ 0 __ --1. - operating information giving details of 
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operations 
I' 

- management accounting information used 

mainly for intdrnal control and planning • . . 
- financial accounting information which is 

used both by the management and external users. 

~8 end products of the financial accounting process are 

mainly two financial statements viz. the balance sheet and 

t~G )rofit aud loss account. A third statement usually 

furnished along with the balance sheet and profit and .. 
loss account now--a-days is the statement of changes in the 

financial condition. The balance sheet is a 'status report', 

.as of a particulnr moment of time. The other two are 'flow' 

statements summarising,the flows over a specified period 

of tim3, usually a year. In the case of banks the statement 

of cllan;.,:;es in the financial condi tion may not be of much 

practical us~ •. In the first instance a conventional funds flow 

stater-tent showing cha.nges in financial position can h:J.rdly 

reflect t~o enormous volume of transactions that takes place 

in ab3nl;: it". til.::: course of a year. Secondly, many of the 

transactions li~e Guaranteos, letters of credit, acceptance 

business, 8tC undertaken by a bank cannot be adaquately 

.I'8flected in th3 funds floVJ statement. At best the funds 

floVJ st8t'3i-al3nt of a bank CB.ll teflect 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 Wl1.iIe the accounting statements of banks would then 

be mainly the balance sheet and profit and loss account, 
-.-- ._._------y 

Non-fiQBncial; significant information and analytical 
reports l 
--.--- v study are also provided in the 'annual 

reports' of banks. Such annual reports also are deemed 

·co 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 the benefit of the shareholders but 

also for meetins the information needs of the other users 

of the roport. These other users include financial market 

analysts? i)rC:3'3S and media, depositors and C!-reditors, other 

banks (including foreign banks and financial institutions), 

central banks and supervisory authorities, employees, 

government and tax authorities. vfuile it is idle to hope that 

the information ne~ds 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 

sh8et, profit and loss account and annual reports which 

together should give a total, true and fair vi0~ of the 
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status Lnc: profitability of the unit, background 

information wllich would enable the users to appreciate the 

data furnish,3G in the fin2tlcial stntemente as well as other 

material particulars r2lating to its Gperations and 

future prospects. 

2.4 In pursuit of one of its principal objectives, viz. 

tho harmonisation of accounting standards through its member 
.. -.- .. ~.---.... _.- --r 
IASe Discussion ~ bodies around the world the Int2rnationnl 
Paper & Response~ 

-------------------~ Accounting Standards Committee (lASe) 

brought out in 1980 a Discussion Pap8r on guidelines for 

disclosures in financial statements of banks. A copy of the 

Discussion Paper and the Summary of Responses to the 

Discuesion Paper iesued by IASC in March 1982 is given in 

Annexure I. The guidelines for disclosure in the Discussion 

Pap8r relate to classification of assets and liabilities 

by nature, analysis of assets and liabilities by maturities, 

concentration of assets and liabilities, income statement, loan 

10ESOS, trust activities, commitments and undisclosed 

reserves.. Ti13 Discussion Paper also gives an appendix 

indic2ti~!.g the structure of the balance sheet items, income 

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

requirements ara minimal. 
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2.5 The question whether the banks are unique organisations 

deservini.~ t:;he right to an exception from the general 
----·---"f 
Variations in; 
quality and I 

Gxtent of 
reporting 

r3porting principles which could mean a 

- ... - - - _._. __ .---
privilege to conceal sensitive information 

like '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 

'.tiidely in coverage, content and quality from country to 

country and even within the country from bank to bank. 

This has b8,'.m vividly brought out in the findings of the 

Financial Times 1982 World Survey of Bank Annual Reports. 

The survey cov8red 100 of the largest banks in the world 
'\ 

and the rosults of final gradings in descending order are 

as follolJJS :-

U.S.A. 
Japan 
Germany 
U.K. 
France 
Others(including Canada, 
Spain, Switzerland, 
Australia, Netherlands,· 
frgent~na, Brazil{ Hong-c 
Kong, Korea, Gtc.) 

Totnl 

No.of 
A B 
,1 2}. 

" r' 

-I'· I· 

~. ;=.-

i"'< .... 

banks obtC!:i_l!.hng gradeE-..-
....Q .Jl .1! Total 

I' 
24 

~. 15 17 

f3 ?- 10 
6 6 

3 2 1 6 

11 21 5 37 
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2.6 The Quthors of the survey have indicated in their 
~-.--" ---------r 
Elements of~ 
Disclosuro ; 

report that they were looking for the 

following information" in the annual reports 

of banks in ordor to assess the quality of reporting by 

uifferent banks. 

Financial StatGments 
-'-~"'---' " , " 

- A consolidated balance sheet and profit and 

loss account providing detailed information 

(ei"(ih8r on the face of the acc ounts or in the 

notes). 
I" 

- Analysis of advances and deposits, split between 

banks and other customers and a maturity analysis. 
I' 

- A clear statement of all material accounting 

policies, including consolidation methods and 

valuation ruleS 9 changes in policies should be 

prominently displayed and their effect 

c;uantifiec;1. 

- Segmental data by geographical area and customer 

group covering revenue earnings, deposits 

alld advanc as. 
I" 

- Accounting data adjusted for the impact of 

changing prices for revenue, operating 

profit advances, total assets, deposits, 

reserves, current profit attributable to 

shareholders and earnings per share. 

- All information in the financial statements 

covored by an inaependentaudit opinion. 
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NOll-financial statement --------------.----I-

- An employment report, giving details of employment 

objectives, industrial relations, employee welfare 

and training, profit sharing, employment costs 

and .statistics. , . 
- A statement of prospects, with some evaluation 

of likely future results and details of planned 

future development. 
I' 

- A statement outlining the general business back

ground and conditions, against which the results 

for the past year can be judged. 

~he above items of information should normally be sufficient 

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

banks bot widelY different rankings on these bases would go 

to indi'c.=I.te that the quality and content of disclosure differ 

very much between ba.nks. 

2.7 The very nature of financlal statements, both 

balance Sh88t and profit and loss account) is such that ~ 
-.- --"- ; 

Broad analysis of . ~ can bo either very cryptic or 
disclosure requiremonts i 
--------- -- ___ --1. open, cautious or optimistic. By 

a system of srouping and aggregation, netting and offsetting 

it is possible to conceal quite a lot of material information 
, . 

from tho financial statements, while by a process of dis-

aggregation or through explanatory notes and supplementary 

schedules, the same set of financial statements can be made 
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to rcv3al all the required information. Keeping in view the 

basic objectives of general purposes reporting that the 

financial statements should show a 'true and fair' view of 

th.? state of affairs and profit and that the information 

furnished should be ad0quato for the purpose of users, the 

Committoe feels that the basic disclosure requirements may be 

grouped into three main areas as follows:-

I. Financial statements (Profit & Loss Account and 

Balance Sheet) should show a true and fair view of the net 

profit and the position of the assets and liabilities. 

II. To ensure that the information contained in these 

statements VJould be adequate for the purpose of users, they 

should contain, to the extent necessary, sectora~ segmental 

and g8o~raphical analysis of the major items included in 

th0sG statements. 

III. For a proper apprGciati~n of the financial position, 

"ehe flccounting principles and policies adopted in the 

pr8pa~ation of the financial accounts should be clearly spelt 

out, \·~:lure n·Jcessary. These three broad aspects, namely, 

- Truth "md fairness 

- Analytical data 

- Accounting policies 

:::<re discussed in detail in the following three chapters. 
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CHAPT'tIlR III 

THUTH AND F AIR1\fE::S CONCEPrS 

3 .. 1 III this chapter, the main aspects of the/ 'truth and 
i 

Introductory: fairness' concepts ar.e discussed under the ______ ..1. , ' 

following broad heads -
, . 
- Secret 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 conclusions are given. 

3.2 If the financial statements are to give a true and 

fair view, the income and expenditure items and the assets 
- . ..:---- ·---.....L.;.f 

Truth ecd Fair-: and liabilities will have to be shown 
ness Concept ~ 
-.---- -.--- J.. at their correct monetary value in the 

statemerlts of accounts without any atte1;!lpt at concealment. 
\ 

T!~e 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 advantae;es. 
. . 

There are, hmvever, certain circums tanc es where, either by 

convention or by statute, a view has been taken that 
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concealment will be in the beFt int~rests of the unit. In 

the case of credit institutions like banks, where the 

continuing growth of the unit is very much dependent on 

public confidence,s3veral 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 th8 unit itself. If such 

concealment is not to enable the management to secure any 

advantage but to project an even sustained growth of the 

instiitution it can be justified as a necessary mechanism to 

protect the interests of the comp~ny and its shareholders. 

Many authorities thus consider banking as distinct from other 

manufacturing or service activities and advocate creation of 

secret reserves by banking uniis. 

3.3 l'ho esr::ence of creation of secret reserves (sometimes 

described as 'hidden reserves' or 'inner reserves') is the 
--------~ 
Secret R.eserves ~ retention of profits without disclosure 
Passive and 1 

active creation of such retention in a manner that ______ . ____ .-l. 

would reveal its character of being a reserve. The 

general objoctive is 'Gv8ning out' of the disclosed profits 

for ffi2sting unusu~l losses without disclosing in the 

balance sheet either the nature or the extent of such 

lossos. There is a 'passive' creation of secr~t reserves 

whon an asset like property appreciates in value by 



I I I I 

- 20 -

affluxion of timo. As accounts are prepared on 'historical 

cost' b3Sis, such appreciation will not be reflected in 

tha finaD.c.,i..al stEttements unless inflation accounting data 

are furnished. Occasionally such assets are revalued and 

the profit on revaluation is booked; the 'secret reserves' 

then become disclosod. The real value of such 'secret 

resorves' will, how3ver, depend on several factors like 

inflation, 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 

lik8 inventory or by writing off of capital expenditure as 

revenue expense. In some other cases a part of the earned 

income, though taken in the books of account, is dir9ctly 

deducted from the relevant income heads while preparing the 

final accounts Clnd transferred to a conting"ency account. The 

contingency account is not separately disclosed in the balance 
'\ 

shoet but clubbGd togeth::r with some. other liability item. 

Under this system neither the Gxistence of ,secret reserves 

nor the amount thereof will be disclosed nor inferred from 

the financial statoments. A variation of this form of creation 

of sGcret r8serves is to credit the whole income in the 

accounts but simultaneously create compensatory expenditure 

by making excess provisions for certain items of assets 
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where provisions are traditionally made, like depreciation in 

the valu3 of aSE'ets, income-tax, provision for bad and doubtful 

debts, etc. The excess provi~ion in such case~ will constitute 

the secret resarves. 'Prudenc,J I demands that banks make 

adequate provisions for such items. If such provisions are 

created in ·excess o£ the estimated requirements and if such 

excess provisions are not separately shown in the fioaQcial 

statements, it would amount to creation of secret reserves. 

3.4 Whatever be the mode o·f creation of secret reS8rves, 
-------.-,-----------1' 
Impli6ations of creation : 
of secret reserves ~ 

,., ___ -11. 

it has two implications : 

- S0cret res(:!rves will have a deflationary effect 

on thG real income in that particular year. 
I' .. 
- the assets will be under-stated ~o ·the extent of 

~he secret reserves or the liabilities will be 

over-stated to that extent. 

Creation of secret reserves thus goes counter to the concept 

of 'truth and fairness' in income and position reporting. 

3.5 The advances portfolio being the principal asset of 

a bank, exce8S loan loss provisioning is fairl~ commonly -------- _._------_ .. _._.,,-
Oreation of secret r 
r;.:)s-'rvos through 10<'ln ! 
loss provisioning ~ 

__ . ___ . .-1. 

reso~ted to for cr8ation of 

secret reserves. Advances cannot 

obviously always be reported in 

the balance sheet at their book value for some of them 
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may have become un-collectible or may have ceased to e~rn 

interest. Bad debts are incidental to banking and such bad 

debts, though booked in a particularY8ar, may have become 

bad not nocessarily in that year but over a period of time. 

Banks have, therefore, a tendency to create provisions for 

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

be recognised 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 eloment of 'surplus' provision. In case provisions 

for lossos in advances are made conscioJsly in excess of actual 

estimclted requirements, again secret reserves are created. The 

(lU8stion wheth(:)r such excess reserves and the amount thereof 

Dill be reflected or can be inferred from the financial 

s ta te~;lo n ts will depend on the manner in which they are 

tr.::a"cecl in the accounts. 
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3.6 There are no universally accepted guidelines 

regarding provisioning principles and it is, therefore, 
I 

Accountinc practices and ; necGE'sary for banks to 
disclosuro requirements : 
of.loi~ loss provisioning I indicate the principles 
_. ______ .. ____ ._._ .. _---1. 

adopted' by them in making provisions; whether as a matter 

of prudence or in compliance with statutory requirements 

and conventions. Some of the more commonly accepted accounting 

principles rela tint::; tlJ 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 recognise the 
uncertainties inherent in business decision~. 

(b) Interest and other revenues arising from holding of" 
a2sets should be recognised only when no significant 
uncertainty as to measurability or collectibility 
exists. 

(c) '1'h8 basis on which provision for loan loss is 
mode is to be disclosed. 

Ideally, the disclosure requirements on the loan loss 

provisionin3 principle~ and accounting practices should 

stipulatG~ 

(a) Provisions should relate to existing 10sE'es 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 elanent 
of hidden reserves in such bad debts provisions. 
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(b) Balnnce in the provision account and movements in such 

provisions should b2 disclosed including recoveries 
of amounts previously written off. The provisions .. 
should also be analys2d according to the type of 
business. 

(0) Information relatinG to non-performing loans and the 
relative policy should also be disclosed. 

3.7 The practices obtaining in different countries, 

however,do not conform to the principles enumerated above. This 
-.-- ---.----r 
Practices on loan loss : is probably due to the fact that 
provisioning in : 
different countries : there are no standard accounting 

-------~ 
policies on provisioning which are internationally acceptnd 

and the system of keeping secret reserves in vogue in several 

countries dopondsupoQ' bariking legisla-t.;ion,company law B.nd 

taxation rules. In most of the countries, provisions made 

for bad, debts are allowed either fully or partly as items 

deductible from income for tax purposes. The actual tax 

implications, however, differ. In some countries, the 

supervisory 31&l.thorities require banks to --{'lake certain minimum 

provisions and these are accepted by the tax authorities. In 

some other countries, the tax authorities prescribe certain 

lev2ls upto which banks may make provisions, which are allowed 

for tax purposes. Although, theor~tically banks are required 

to makG provisions according to their perceptions about the 

r.:.:,coverability of a debt confirmed by the opinion of auditors, 

in pr0ctice, the regulatory provisions of the supervisory 

authorities and the tax regulati6ns have a great say on 
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management decisions in making actual provisions for 'loan 

10sc8s. In most of the countries, particularly like Austria, 
I 

Belgium, ~Grmany, Korea and Switzerland, no information is 

civen in the financial stat3ments on the accounting policies 

in regard to the loan 1025 provisions, while in countries 

like Hongkong and Japan, the disclosure of policies is not 

~~~ meaningful. In Austria, Germany, Switzerland, etc where 

tho policy is not disclos3d in the, financial statement, 

statutory provisions enable banks to keep 'secret reserves'. 

In Arcantina, Canada, France and Spain, only some of the banks 

disclose their accounting policies.. In Australia, Brazil, 

Italy, U.K. and U.S.A. the accounting policios 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, ~eneral provisions 
~~b \Y\ 

arc also made in respect of loan losses. L"untries which ,. 
do nOG di,selos,; accounting policies and a few others which 

mako cnly partial disclosuro in this regard do not also 

fully disclos8 tlio quantum of provisions made, movements 

the.t'oin and t}',_' amonnte actually written off. Although 

banks in somo countries like France and Germany eive certain 

information relatin3 to quantification of provisions charged 

to income,apparently such amounts are shown after netting 

and also, include other 10sEes which _ffect the clarity of the 
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dcd~a furnished. Banks in some o"f "the-' countries like U. K. and , 
.. , . 

U. 3. A. whic:q. _ discloS0the f>olicy! 'regarding" provisions also 

disclose the amounts of provision "and movements in the provision 

accounts. On the whole, the practices relating to disclosure 

in regard to the quantification of provisions, movements in 

such provisions and the charges to profit and loss accounts 

by VJay of provision and tvrite':"offs, differ and the information 
I 

furnished is often by no means comprehensive. Many of tho 

banl-::s oxcept those in U.S.A. do not indicate the policy 
I 

, " 

~;GC;tlrding non-performing loans nor the amount of such loans. 

;':::11,; int2rest element of such non-performing loans anq their 

s~ctoral cl~ssification, etc are also-generally not furnished. 

3.J The general conclusion that could be arrived at on the 

Jasis of the above discussion is that by and laree the user 

community of financial statements do not get full information 

of all types of secret rdserves. They would like banks to give 

a true pictu~G of their lo~n loss provisiohing practices, the 

quantum of specific and.General provisions and the full 

details of tho tl1Qv:~ments in such provisions. Another area 

where users would lik2 detailed information is in regard to 

non-pprforming loans, interost on such loans and sectoral and 

country-1iJise breale-up of such loans. On the other hand the 

perception and prC'lctices of the banking community on these 

issues ure divided. 
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3.9 Excepting American and U.K~ banks •. fulldisc16sure of 

secret ,-c'eSQrves 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 t~:~llingly brOuf~ht out by the following extract 

from Financial Times 1982 World Survey of Bank Annual Reports. 

n A 'reasonably disinterested judgement on the liJ·:ely 

existence or otherwise f)f hidden reserves in banks of tbo 
," 

c ountries cov~'r(-)d by th8 survey is as follows:-

Country 

1 
ARGEN'llH::-A 

AUSTHALIA 

AU8TRIA 

B~i;LGlm;I 

CANADA 

F]~AHCH.J 

(~'-GmJANY 

~~O!~GKONG 

Inner Undervaluation 
res- of assets other 
crVGS than loans -2-' -~-----. 

Com men t s 

-'---, ~. T~--"------
No 
No 

Yes 

Yes 

No 

No 
v, .... ~ 
..LV.;:i 

Yes 

Yes 

Not significant 
Not significant In some batiks the gem~.t'al 

'eiement of loan provision 
could be hidden reserve 

Yes Hidden reserves permitted 
by law 

Yes Inner r(~serVes takes form 
of "internal security fund:7 

Not significant Obligatory 3% loa n provi-' 
sion means potential over
provision 

Not significant 
Not si3~lificClnt 

Yes 

Yes 

Inner reserves take the form 
of undisclosed reserV8S 
in current liabilities. 
Hidden reserves per~itted 
by ~aw . 
Hidden reserves permitted 
by law 
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ITALY No Not 

J:iPAN No Yes 
KOR8A No Yes 
N_GTT:{ti~RlrA?DE) Yes Not 
SPAIN H0 Yes 
S\VITZ-~~RLAFTI Yes Yes 
U.K. No Not 

U.S.A. No Not 

I • . . 
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:2 
significant 

significant 

significant 

significant 

4 ------ ----------
Tax-allowed provisions 
may be e,~cessi va 

, . 

General element of loan 
provision may be excessive 
Unallocated loan loss 
provision may be excessive;1 

It will be apparent from the above statement that despite the 

professed policy stand asainst secret reserves in some countrllis 

banks in these countries still manage to have secret reserves 

in some form or other. The findings of the survey are that 

such secret reserves may not- be significant in some cases, but 

these observations are qualified by the notes giyen in the 

'CQ;~~,lents' column. What is not practised by such countries is 

probably maintenance of undisclosed contingency accounts, but 

undervaluation of assets and GXC3SS phovisions in loans are 

not uncommon even in these countries. 

The· v8.rious issues rela ting to secret reserves, 

however, created, have been examined by several authorities 
-- - _ .... --.-- -- ---r 
Views on secret . ~ but no consensus has emerged as yet. In 
reserves in diff-: 
erent countries ~ the United Kingdom, the Jenkins Committee 

. r 
___________ . __ ~_ n(. 

in 1962 rocommended by a majority'vote that secret reserves 

should bo maintained. The Companies Act of 1967 of the U.K. 

left the mat~er to the discretion of the Board of Trade. 
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The London clearing banks are now volun'tarily making full 

disclo2ure and not maintaining any secret reserves. In the 

United StatssJthe Saxson Committee recommended full disclosu 

a pra8tice now being followed by most of the American banks. 

In Canada, enc,uiries by the House of Commons Banking & 

COIDi1J.CrCe Commictee in 19L~4 and 1954 concluded that publicati 

of unexpE~cted and exceptionally high losses in anyone 

year might adversoly affect confidepce in a bank or even in 

the ban~{ing system as a whole. Later, howeve.r:o, the Porter 

Commission (1964) obs8rved: "It is our view that there is no 

compelling case against disclosure and ,we are satisfied to 

leave the mat'cer in the hands of the authorities and shClre-

holders concerned • • • • • • • tax paid reserves should in 

an;y Avent be incorporated in published shareholders equity.:! 

As a whole, the Canadian banks are also not resorting to 

creation of secret res,arv8S at present. On the other hand, 

most of the European banks like theaa in France, Germany, 

Austr~a, Belgium and Neth2rlands do maintain secret reserves 

::-lnd the locsl statutes do not object to this practice. 

ThGre ar8 8130 3(lU811y strong advocates for maintenance of 

secret r8servas by banks. Br. Colin Martin, Commissioner 

of Ban~in6, Honskong in his paper submitted to the 

International Conference of Banking Supervisors in September 

1981, has st3ted " :.." ••• for ill Hongkong we fully subscrib8 

to the concept of inner reserves for our locally incorporato' 
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banks to whicfi transfers are normally made before publishing 

a profit figurs. In fact, we not only allow, but positively 

encouraGG our banks to maintain inner reserves, full informatiot~ 

on which is availablo to me as CommissionGr of Banking but 

not to tho public. Ind~2d,this principle is enshrined in our 

~aws ~·ola.tin2~ tu the preparation of annual accounts of banks 

:i_ncor?oratod in IIongkong and I would not wish it to be 

otI-lx'rwise:1
• Mr.Hugo Colje of Nederlands Bank in his paper 

to the same Conference also indicated " • • • • • • • The real 

question, therefore, would seem to be whether hidden 

.:i:'oserve:= should or should not be permitted. \"fuat should the 

answer be? It must be admi~ted 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 8dmitted at the same time that in periods of 

temporary difficulties due to bad debts and unforesaeable 

expens·JS, which could undermine con~idenc3 in, or even lead 

to a run ona bank which is basically sound, hidden reserves 

ma~7 most c'3rtainly prove useful. Nonetheless care must be 

taken to G1J.stue the.t no improper use is made of this 

possibilitylt. 

3.11 According to the Discussion Paper issued by IASC 
... --------.---.- ---,- , 

IASC Discussion Paper : in 1980 (vide Annexure I) aLocal _________ ._. ____ ._-L 

circumstances or legislation may require or allow undisclosed 
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froG .t'os\.'rVGS to be rr.aintain0d in addition to such amounts 

as may be necossary to cover loan losses • • • • in Qrder to 

absorb unusual losses without disclosing their amount. Such 

reSGrves maJ- result in opportunities to distort, in varying 

degrees, tho reported ecrni2gs of a bank and to cause 

uncertainty as to' tha full l:3xtent of shareholdars' intcr0sts. 

In som~ countries where undisclosod rOS0rves arc maintained 

it may be that the use of such roserves and their impact on 

financial statements 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 

liabilities, undisclosed understatemonts of assets or 

undisclosed accrual of amounts for g3neral or unspecified 

business risks H
• The response to tho Discussion Paper also 

revea18d differont perceptions on this issue. Many respondents 

endorsed the statemonts in the Discussion Paper. Some 

r3spondcnts, ho~ever, repeated tho assertions reported 

earlier that uadisclosed .resorves are necessary to preserve 

ths stability o~ the banking system. In particular, smaller 

banks argu3d ·c~[l.:,t the unevon incidence of bad debts in their 

business ~equir8d a facility to cover losses from undisclosed 

reserves. It was pointed out that in some countries for 

political and economic reasons disclosure of reserv~s was 
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not required and that the txuth and fairness concept in the 

view of these countries was not impaired provided the 

financial statements comply with legal and regulatory 

requirement,s. 

In India, the Banking Commission had gone into 

this question in some detail. According to it, the main -- -.---.- ,-
Views in India l reason for the maintenance of secret . ________ ._. __ ...L 

reserves is the aSEumptior: that such reserves will act as a 

cushion for meeting the unforeseen demands. However, the 

validity of secret r0serves beine; able to nwct unforeseen 

demands rGmains to be tested. The 'present tY:'Gnd abroad is to 

discontinue the maintenance of such s8c.ret r'Jf'lJrVl~S. The 

Commission has examined the position obtaining in different 

countries and observed that the reason that secret reserves 

may be reouircd as a cushion to meet unforeseen contingencies 

does not apply to the national banks. The Commission thus 

concluded "In the result, t~e provisions relating to the 

balance sheet and profit and los~ account of banks may be 

modified to ensure full disclosure by banks of all their 

assets and liabilities. Consequontially, Soction 34A of the 

Banking Regulation Act, 1949 may have ~o be repealed. Having 

regard to the purpose for which the secret r,~SGrves are 

maintained, such reserves of banks, existin~ on 'the dates 

on which the provisions providing for full (:,isclosure become 
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effective, should be requirad to be transferred to the bao 

general reserves". The recommend"tions of the Banking 

Commission were not, however, accepted by th3 Reserve Banki 

on the grbund that it would not be worthwhih) for even publ 

sector bahks to discontinue the 0xistin~ practice, especi~ 

when they have embarked on large scale financing of weaker 

sections in fulfilment of their social obj8ctiv,JS and also 

on the ground that the creation and maintenance of secret 

reserves cannot have any undesirable rep~~cussions in nati 

banks. The Working Group on Banking Costs. Operational 

Efficiency &, Profitability of Banks (PEP COrnLlittee) did 

not go into this question specifically but. 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 -bhe Committee 

considered it necessary for banks to maintain secret reser 

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 Bnd othar professional 

connected with bank accounts and management$. ThC) argumen 
, ' 

for the system are :-

(a) The stability of the banking system is vital 

national int:.'r,)st and as such the confidence 
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c!lbpositors' within thccQuotry'as,'woll as of the 

outside world in tho system shduld outweigh the 

interests 0f shareholders. Any largo adverse 

variations in tho earnings of banks may raise 

doubts in th0 minds of the' public and thus affect 

the stability of the system. By a judicious use of 

secret res3rvcs, the banks can maintain a position 

of stability in their incomo. For this purpose 

banks should be i'rGe to buil6 U'P reserves during 

good years and draw en these reserves during 

periods of adversity without in any way affecting 

the confidenc0 of the public in their stability. 

(b) Disclosure of writ8 off, etc could give rise to 

incorrect and misinformed inferenc8s with 

unfortunate consequences. A bank has to take 

cred'i t risks in the ordinary course of business. 

The bad dGbts written off·do not necessarily 

rolate to a particular'year and their effect has 

to be sproad over a period of timo and provisions 

are created not only for sp2cific bad debts but 

also as a cover for the rile'. t<H"t riskrl inherent 

in advancJs. Full disclosur8 will overlook these 

fundamental cha.rac t(~l.'istics of banking acti vi ti8s 

and the quantum of bad debts written off or 
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provided 'fer:'. in·Q year willbli highlighted. 

uninformed criticism at various levels which 

follow the full disclosure of bac debts will 

a psychological impact on the bank management 

particula:'ly at -chefield level ant they woul 

tend to become overcautious and conservative. 

Their attitude towards existing loans and 

investment'J '.'Jr ... ich are in 'an unsati-sfactory 

condition and towards making frosh:oans to 

sectors which carry more than the normal elem~ 

of risk will bo affected. Tho 'secret reserve 

system encourages bank manazcrs to take risks 

undertake innovative banking which they might " 

unwilling to assume, had they to disclose sha~ 

variations in income which a venturesome policJ 

might entail. An 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 thai 

dealings of a customer with the banker. Thus 

there could conceivably be a violation of the 

privi -by of contract betwoen the banker and cust' 

(c) It is difficult in any ("vont to determine bank 

earnings unlike in the casu of other units sine 

the result of bad jlldp;omonts may become apparen 
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much later. The need for having secret reserves 

is, therefore, more important for banks than for 

other units. 

Cd) One of the arguments against maintenance of secret 

reserves is that it enables bank managements to 

escape public accountability by concealing losse~ 

caused by their ineptitude and misdeeds by 

recourse to secrot reserves. The existence of 

secret r8serves and the amount thereof will be 

largely known to the supervisory authorities 

cuntrolling the hanking eystem and it would not 

be easy for banks to misuse such hidden reserves. 

To that extent~ this argument will not hold good. 

(e) After all, the balance sheet is the status 

statement at a particular momeot of time and it 

is made available to the public after the lapse 

of a few months. The -1?osi tion 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 

d8velopments are also reported, which in many 

cases may not be ;:'pos:sible. 
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(f) Even in countries where full disclosure is 

practised, banks are maintair.ing S8Cr(~t reserve 

to some extent in some form or the other. The 

argument thElt many countric)s 0:'8 now practising 

full disclosure is thus only partly true. 

3.14 The more common arguments against maintenance of 
---.---.-- ----'I" I' 

Arguments against: secret reserves are -
secret reserves ; 
------.---. -.- -' 

(a) Maintenance of secret reserves will preclude ba 

from showing the true and fair position to the 
I' 

shareholaers 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 managemea 

are performing • 

. (b) Secret reserves will enable tho ~unctional 

Gxecutives andlihe management 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 exploit such situations to 
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project an imaGe of a bank which may not be 

warranted by its performance. 

(c) Wharo the practice of secret ras;.:"'rves is in vogue, 

the users Rre lulled tnto a belief that banks 

would be having secret reserves. In reality they 

mayor may not have any significant reserves and 

consequently the users do not try to make any 

objective aesessment of banks' performance. 

Cd) 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 

particularly important at this juncture as the 
,-' 

capital - assets ratio has been showing a steady 

decline during the last few year2. 

(e) The psychology of full disclosure will necessitate 

the management to be aler~ and consequently would 
1, 

i:nprove the quality of management. The discipline 

of public disclosure is good for management. o 
(f) 'JIh:) L~I.'gu~l-:mt that public confidence will be 

aff3ctad 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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So far, we have discussed only the general aspects 

relating to secret reserves and loan loss provisioning and 
-----~ --------_---<-..:...y. 
Indian Practices - i the practices prevailing in other 
General ~ 
------ --- --- ___ J_ countries. 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 reasons, the Committee has not attempte-d to make 

a study of the quantum of secret reserves available in the 

banking system. All tho 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 

necessary 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 .. some cases direct write off of loans, axtraordinary 

losses, etc. In addition, banks also transfer certain funds 

for general conting~ncy 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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year as well as in the amount of dividend/transfer to 

·Governmonti, rJhich does not in any event constitute a significant 

proportion of tjh0 published income. The profit and loss 

account thug tends to be a chimerical exercise; it concGals, 

as far as tr00o. and quantum of actual profits are concerned, 

more than whet it r:-)vears. 

The ulements of secret reserves available in the 

Indian banking sys:Gom are mainly under the following heads: 

3.16 

- Provision for bad and doubtful debts. 
I' 

- Provision for depreciation in the value of 
securities. 

;. " 

Undisclosed contingency funds. 

- Appreciation i~ the value of fixed assets. 

In India, the charge to the profit and loss account 

of a provision for bad debts is not a deductible item for tax 
-------------------~(·~f ' 
Indian pr8ctices -: purposes. Banks, therefore, provide 
Provision fo~bad ~ 
and doubtful debts; for the gross _____ ---1. 

irrecov2rable. When the relative 

amount .of debts considered 
\ 

debts are actually written 

off, banks get tho tax benefit. There is thus a substantial 

cushion for bat:.ks in the bad debts provision representing at 

the current le'v·el of taxation about 55% of the amount of 

provision creati.)d. Again tc::..x laws stipulate that. all efforts 

for recovery should be made before debts are written off. 

The credit insurance agenc;ies also expect banks to make 

reasonable efforts before writing off bad debts. The 
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supervisory authorities too usually frown upon larGo 
I' 

scale rJritie ·offS, unless banks have examined in detail 

the circumstances under which debts have become bad and 

as a rule write offs ovon for comparatively small amounts 

have to bQ approved by the b.onrds of banks. All these cause 

delay and the usual tendency among banks is to postpone the 
I' 

write -off as far as possible even though they would be 

getting sUbstantial t:lX benefits by resorting to it. This 

gives rise to accumulation of debts to be written off and 

consoquentl;)T tho 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. 

The depreciation on securities also can conceal some 
I 

secret reserves. Almost the 0ntire amount of the investment 
--_._- -. _'0 - - _. ~::"'-f 

Indian prnctic8s - ; portfolio of banks cons1ats of Government 
Provision for ~ 
depr3ciation in the: or Gov'2rnment guaranteed securities 
v2luo of securities: 
---.--.. ,. -- i called "a Dproved securi ties 7l

• The 

proportion of approved securiti3s to be maintained by 

banks is not dctGrmined by individual banks according to 

their discretion and on considerations of operational 

offici8ncy, but is determined by the monetary authorities 

~'ccording to economic compulsions and a~1 on any reckoning 

uuch more than what is warranted by liquidity and safety 

C 1J''J.siderations. Of late, the coupon rate has been increasing, 
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bringing dorm in its i,;Jake the market value of the scrips. 

The banking legislation provides that banks should disclose 

the !Tl.i·1rket value in the balance sheet unless exempted. The 

amount of depreciation in approved securities is substantial 

and providing for such depreciation every year in the context 
,~ 

of incroasinz coupon rate and compulsorily-imposeq increasing 
'. 

holdings bocom0s [I difficult task for banks and as a result 

th8 practicos 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 

purposes and they are permitted to follow a consistent system 
cost (h' 

of valuing the securities either at cost or atLmall'ket.price, 

whichovor is loss. Any change in the system will require 
.\ 

npprov01 of th8 tax authorities. In the circumstances, 

a bank rvhich w~lu8s tho .securities Elt cost, may not get any 

tax benefit if it makes only part provision for depreciation 

in securities. If it has to change over to a system of cost or 

market price, whichever is le~s, 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 tho portfolio much can have substantial secret 

reserves, as on maturity the securities will yield full 

face value. These reserves, are, however, subject to tax 

payment, as on maturity the difference between realisation 

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 aale of depreciated securities and 

purchase of fresh issues at par will not have much secret 

reserves, as the redeemablG value and book value will not 

in such cases be showing much difference. In fine, the 

element of secr0t reserves in the investment portfolio 

depends on the accounting practices adopted by ban~s. 

After providing for bad debts and depreciation on 

securities, the surplus, if any, in the real profits over --.- ._-_ .. _---_ .. -~~. 
Indian Practices -: ~h3t is required for the proposed 
Undisclosed : 
contin~bncy funds : apprcpriations is transferred to tho _ ... ___ .____ --l. 

continGency account. The amount of such contingency funds 

8nd the transfers thereto in recent years are not considered 

to be large. 
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Anathar area where banks have sacret reserves will . 
bE: i~1. the value of its fixed ass2ts. The banks in India do 
-----•. --.-------- f' f" 

Indian prn8tic0s - ~ not normally revalue their invGstments 
Appreciotion in the ~ 
vTIlu0 of fix,~d a'ssc.:ts ~ in ir.!Lllova.ble prop~rty but it is _. ____ ._, ______ . ___ . ____ t 

ganerally r8cognised that the properties of the b8nl~ h8ve 

substontinlly appreciated in value. Considering .that the 

inv(~stments of the public sector banks on premises and 

buildings in 1982 was of the order of b.138 crores constituting 

nbout 23% of their capital and reserves, the extent of secret 

roserves in properties for the syste~ as a whole can be 

substantial in the cont0xt of the upward movements in 

:")roperty prices. 

The surplus provision for bad and doubtful debts can 

be 8stim3tcd only if the bad debts are ·themselves estimated. 0.---- '--'-- -.. --'--TT 
Indian Dracticos 
M.:, a s ure ~n() n t .of ' 

, The surplus provision in securities is 

secret rGS2~VGS r again a nebulous conc0pt; the surplus ___ --l. 

can be estimat,~d a~);ainst bool;: value or. redemption value. Both 
\ . 

have limitaticns and at best can show the position only at 

a particular mom(~nt of time. The contingency funds can be 

asccrtain,::"Q ~ as thJSO arc kept in separate accounts and will 

not bo rcprosonting any outside liability. The surplus 

availablo in tl'w vnlue of properties can also be ascertained 

with SOlle degree of objectivity~ but the availability of such 

surplus as a cushion for losses is limited on a going concern 
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basis. Still the properties can be revalued and the surplus 

can bo usod to COV'Jr unforeseen losses. Even assuming that 

an evaluation of the various elements of secrat reserves is 

possiblo, the real value of such 'secret reserves' will again , . 
depend upon various oth8r 'imponderables'. A reserve -

published or secret - Gxists only if the realisable value of 

the total assets excoeds the total outside liabilities by an 

amount more than the book value of the paid-up capital. Such 

a valuation is possible not by valuing the various components 

of secret reS\3rves as indicated above but by making an 

evaluation of all the assets and liabilities. 

Although the Reserve Bank of India does not call for 

any specific returns from banks relating to their secret 
.. --_._-, - -- .. ---......-.-.. .. . ~.~ 

Indian procedures - ~ reserves, an attempt is invariably 
Exchangeijl~ value of: 
secrot roserves ; made during inspections of banks to 
_e. __ e. _. ______ . , ______ ---i. I ' 

find out the real or exchangeable value of their paid-up 

capital and roserves. In effect this exercise involves an 

evaluation of the v3rious items of assets on the going 

concern basis and estimation of tho outside liabilities 

including contingent liabilities which are likely to crystalli 

or matorialise into 8.ctual liabilities. The difference 
.. 

bot;;Jeon tho realisable value of assets and the estimated 

outside liabilitias will represent the real or exchangeable 

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

of assets is such that a strict evaluation of the secret ... 
!'cscrv<"'s· by thi:3 process may not be feasible. Thus, while 

advancos a:c\.; 'lalu3d on th8 basis of their realisability 

accordin;:'; to -iJh8 perception of the inspecting officer, there 

are no hard EHld fast rules regarding such valuation and the 

estimated realis8ble value of the advances can possibly vary 

dep8nding upon the perceptions of the individual inspecting 

officer. Moreover, bad debts are estimated on a gross of tax 

basis. Similarly investments in securities are valued on the 

hasis of their market value. In a 'going concern' concept, 

this basis of valuation may not be very realistic in Indian 

conditions whore banks do not make any distinction between 

'dealin3' and 'investmcnt' securities and where the Jevel of 

invcstments is determined by considerations other than 

liquidit3T and solvency. Premises and other assets are valued 

at the book value and the appreciatio~ in their market value 
. \ 

Valuation on the abov~ basis may not, strictly 

speaking, rof12ct the tru~ element of secret reSGrves built 

up by tho Systoill but at the same time it gives a limited idea 

of the true value of reserves. A rough conclusion can be 

drawn th8t excess of thp real or exchangeable value over the 

published oVJned funds could be th::: secret resorves. It could 
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be actually more, assuming that the properties which arc 

valued at book value would have a higher market value and 

that the investments would fetch much more on maturity. On 

the basis of tho oV3.1uation of assets and liabilities 

adoptod for inspection purposes, the position in regard to 

the socrot resorves available in banks has been found to 

differ m2terially from bank to bank. By and large, it would 

also be correct to say that the provisions actually made by 

bank for loan losses ara 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 banks 

~hen the advances are actually written off. 

The various aspects relatinc to the 'truth and 

fairness' concept~, namely, the necessity for creating 
-- -- -.- --_._---------.-, 
Discu~sion on secret 
reS8rV8S and bad debts 
provisioning with banks 

I 
I , 
i 
I 
I 

and prof~csionals ; 
_______ •.... _. __ ... _ .. ____ .---1. 

secret reserves and the neod f'or 

disclosing the relevant inforID9tion 

ragarding loan loss provisioning 

havG been discussed by the Committee with bankers and 

professionals in the context of Indian conditions. The 

replics to tJ'~u C1lL :::tionnairG issued to banks have also been 

taken into con,'3i(~kration. Broadly, the view point expressed 

by:banks during tho discussions and their replies to tho 

que~tionnaireis that they should not be required to disclose 

their contingency funds and provisions for loan losses. 
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Apart from tho arguments in favour of maintenance of secret 

r0scrV08 indic~ted in para 3.13, banks have stated that in 

Indian conditions there is hardly any need for disclosure of

such sGcrot rGserv~s. The banking system, except for an 

insiGnificant proportion, is under public ownership. The 

qucetion of shareholders' interests being jcopardised by the 

sy,::,tem of socret reserves has, therefore, not much validity in 

India. The interests of the depositors and other cr~ditors3re 

0180 fully protected either by virtue of public ownership of 

banks or by tile Deposit Insurance Scheme. Moreover, in Indian 

conditions, the Government who are the O\vners and Reserve Ban!.c 

who are the supervisory authority both have access to the 

information rolating to s)cret reserves. They have also their 

nominees on the boards of the banks. Even the employ8e sector, 

which is another usor of the financial statements of banks, 

has rapres~ntation on the Board. On the whole, in India, all 

the major us,'!r segments of bank financial statements have thus 
\ . 

access to tho information rolatin:3 to secret reserves. Only 

the general public do not have such information and their 

int~roQtc i~ ~nv -' "-' '...J ,~. .J. f ........ r.,' caSG are protected. The disclosure of secret 

resorV0,s is thus not necessary in Indian conditions. 

3.22.2 According· to banks, not only is disclosure not 

n(;CCssClry in Indian conditions but disclosure might be 
17 

counter-p.t'oductivr3. The role of a bank and the objectiv;.~s sot 

b::forc it in the context of social banking are not necessarily 
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det·3rmined by profit motives or 'operational' efficiency 

considorations, but by the need to subserve the social goals • .. 
Ext8n~ion of credit facilities to the weaker sections is one 

of tho most il~portant of such social objectives. Normally, as 

such credits .Jre 'high rislc, low yield' areas, if left to 

themselves, ba~ks would be guided by profit motives and 

'considerations of oprational efficiency and in consequence the 

relative; proposals would receive very low priority in their 

hands. In order to goad them into und8rtaking such activity, 
I 

the system provides banks \,li th risk insuranc e and refinance 

facilities. Nothing should be done which may turn out to be a 

disincentive to banks in undertaking such taslm. Full 

disclosure may prove' such a dlainc.enti "0"0· ... For, under full 

disclosure, banks may have to reveal the aggregate provisions 

made, the charge to the profit and loss account for creating 

provisial'2s a nd the advances written off. This could lead to 

uninformed criticism and bank managements in order to forestall 

such criticism may try to So slow and play safe on such. 

sponsored policies. The field staff who are likely to be 

faul ted for tho) bad c18bts incurred while implementing the 

polici2s may also lose h38rt. This tendency can really become 

a disincentive and can impede the imp10mentation of the 

government sponsored socially oriented policies. The above 

line of argument lilay look somewhat tenuous and can be 
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coun-c0red by saying that the defaulting personnel can be 

changed. Th8 Committee, however, feels that the apprehensions 

expressod, tho~ghbasad on PSlchological considerations to a 

largo 8xt~nt, cannot be brushed aside on that count. These 

fears and appI';~honslons have been brought to the notice of 

the CODllUitt(;8 in all sincerity by people vvho are in the know 

of things and 'who 2re vitally concerned with such matters and 

should be given due weightage. 

The accounting and management professionals have, 

hm'.'ever, certain reservations on th~ system of secret reserves 

and concealment of bad debts and provisions. Their arguments 

were more or less on the lines indicated in para 3.14. In 

particular, the accounting profession has argued that 

maintenance of secret reserves and non-disclosure of bad and 

doubtful debts provisions go counter to the basic tenet of 

'truth and fnirness' 'of ganoral purposes reporting. They, 

however, agree that professionally they cannot have any 
-1" . 

objection to banks maintaining secret reserves, ~ the 

logislation enables banks to do so and the financial statements 

make the position cle2r. Another argum.ent advanced by 

accountants as' ~"lell as by representatives of Chambers of 
I' 

Commerce and ManagGment Institutes is that non-disclosure 

discourages accountability. It is not only Government and the 

Reserve Bank but also the general public (who, under public 

ownership, are the real owners of these institutions) and 

market analysts acting on their behalf; who should have the 
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information regcrding secret reserves. Unless the management 

~oxpoSGd to public scrutiny and allowed to be evaluated . 
publicly by their performance us reflected in the fi~ancial 

, , 
statements thero cannot be any true inter se comparison of the 

performance of banks and thoir manaGements. For such 

comparison and evaluation, 'actual figures without any sort 

of adjustments arc necessary. Any management that does not 

have to be so accountable to the public and which conceals 

its inGptitude throuGh the mechanism of secret reserves cann.ot 

be effective or purposeful. In the interests of healthy 
I' 

competition - a principle which is recognised by the fact that 
I' 

the various public sector banks operate as separate entities -

it is only just and proper that banks roveal their true position. 

Such disclosure will also creato a psychological atmosphere of 

alertness in the management and will be good for the overall 

efficiency of the banking system. Another valid argument which 

emerged during th,' discussions is that social banking is not 

without ,.fl cost. By not disclosing the true st'ate of affairs, 

the public wrongly gain an impression that everything is fine 

with tho system, while in reality social banking may have 

eroded tho profitability of banks. Unless the true state of 

affairs is brought home, the clamour tor banks doing more and 

more 'high risk, low income' social banking will only t~nd to 

increase and may ult~mately lead to an intolerable situation. 

They, ho~ever, agree that proper monitoring of secret reserves 

by Government and Reserve Bank of India can go a long way in 
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improving tho system, even if it may not be as effecitve and 

purpos0ful 2S an exposure to informed public evalu~tion. They 

also concede that an 3xposure to general public scrutiny of 

loan 10s8 datR c~n lead to uninformed criticism which can be 

3 disincentivo to certain areas of innovative social banking. 

By and large tha trend of opinion is that full 

disclosure is a healthy objective and should be the ideal to be 

['ir.lOd at. In Indian conditions, however, in the context of 

:3ocic,l bankins, there is a strong case for continuing the 

system of secret resarves for soma more time. The position 

should, howover, bo reviewed periodically. In the meantime 

there shemld be a systematic, cO~.tinuous monitoring of. secret 

rOeerv8s by tho Reserve Bank which has acc(O',ss to th\.~ 

informati0n, with a view to preventing any misuse of the system 

by bank mana5Gmen~for concealing losses or erosion in profits 

coused by their ineptitude and lack of operational efficiency 

in the unit. 

The Cocrmi tt:)C agroes with the above views that in 

Indian cc,n6itions tho timo is not yet opportune for practising 
-_ .... ~---. ---··-·-r 
Committeo's ; full disclosure in respect of secret 
conclusions on !, 
SGcrc~t r0sorvos i r~:~serves. The need for such full disclosure 
---.• - ••• - --.•.. - .•. ___ I~ 

is also not as strong a$ in countries where the banking 

system is under private ownership. The issue, however, 

requires- to be reviowed in dUG course. 
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.3.2/-l.1 As full disclosure in r2spect of secret reserves ,is 

not considerod by the Committee to be in the best interests of 
-- -~- -- ... --r 
PE'l'tiE!l ~ the bankinc; system at the present junctur(~, the 
Disclosure ~ 
------- --..L question whether any partial disclosur8 

~ill be dosirable may now be ~xamined. One main drawback in 

not hE!.vilJ.~~) full disclosurl3 is that the true trend of the income 

is not reflect8d in the accounts. As SUbstantial deductions 

sr8 mado from gross 'interest income', the interest income 

of tun dOGS not indicate the trend of the interest earned. 

7::l1..1SJ do spite tho substantial hiking of interest rates and rise 

in the volumo of advancos, the interest income does not show a 

~)roportioncrt8 rise. This style of proscnt2tion could lead to 

'~;rong inferencos that interest incomo is not rising 

proportionately b8cause bad debts prOvisions are larGe or tho 
, . 

!1on-p,,;rforming loans arG on the increas8; whilo in reality the 

8ituation could be the rosultof syphoning of larger funds to 

undisclos8d resarves. In extreme cases, this manner of 

presentation of accounts could also lORd to an anomalous 

situatipn whoro the interest earned is less than the interest 

pctid. Obviously, 30m8mod~fic8tions in the style of 

:)resenca-cion of accounts .'3re nec3ssary to take care of such 

anomalias. Dna sugsostion 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 contingencios bG shown along with various other items 
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such as proviE'ions for depreciation in investments, income 

tax, specific provision for bad debts, etc as a 'conglomerate' 

item on tho er;)onditure side. These provisions will also hot 

bo disclos1Jd in tho balance sheet separately but will be 

shown as at prosent or in some other modified form without, 
I 

hO';Jovor, disclosing in any manner the nature of the various 

provisions held or tho balances in such provisions. Under 

tLlis system the income will thus be reported correctly and 

it will then rovcal tho true trend of income and at the 

same time the procedure will not reveal the amount of 

secr0t reserves held by banks. Some foreign banks have 

more or less a ~imilar practice. 

The above proposal was also discussed with banks 

and representatives of other professional bodies. While the 

latter have endorsed the proposal k?eping in view its general 

aims, banks l1.aVe expressed some reserva tions mainly on the 

ground thcdj presentation in the above manner might defeat the 

purpose of maintaining secret reserves: Their argument is 

'th~t disclosure of even consolidated figures of provisions 

will enable an intelligent 8nalyst to make out a fairly 

reasonable aSS8SSrlent of the se.cret reserves and provisions 

for loan losses over a period of time. Moreover, the 

consolidated fiGuro will bo 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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fluctuations. By the very'nature of secret reserves, 
I 

which, implies largo transfers during periods of prosperity 

a.nd 1,JSS or neg'::ltive 'cransfc:rs durinr:; periods of advdrsity,. 

it is to some extent true that the consolidated figure will 

show sUbstantial fluctuations and that itself will kindle 

th2 curiousity of the users of the financial statements. 

Even as~uhling that legal protection is given to banks for not 

giving the break-up of such consolidated figure, the inferences 

that would be drawn from the flu:::tuations in this omnibus item 

may be more adverse than even a full disclostire. 

It has to be conceded that the consolidated item of 

hHovisions will be large and will show sUbstantial variations; 

the apprehen15ion that it will reveal the quantum of bad and 

doubtful debts provisions or secret reserves over a 'period of 

time is, howevor, unfounded. 'In this ,connection a statement 

has been prepared showing the disclosure of profit and loss 

iteills 'und(~r thu Gxisting and proposed methods in three cases 

for two Y8ars, which is given in Annexure II. It will be 

observed therefrom that the amount of provision's which is now 
a. 

pro]?osed to be shown separately will belsignificantly large 

item on the:;xl)enditure side. This item also shows significant 

variation durin2, tho t'jl10 years covered in the study which, 

howevor, is to be expected in an item of this nature. The 

variation is not hovwvor 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 discloscd during the years 1982 and 19S3 do not 

diffor ffinterially wherea's the gross income shows sUbstantial 

increases. Th8 increase in the gross.income is set off by 

increase in oxpenditure in two cases and in the third case 

partly by such incroased expenditure and partly by increased 

provisions. Th8 existing procedure doos not reflect correctly 

th,-1 changes in the quantum of provisions made, while the 

proposed procedure ~ill iridicate such changes. Further, in two 

C8S3S tho/profit before provisions has actually decreased, 

although the publishod profit has been disclosedat a'marginally 

higher lovel. The proposod procedure will indicate the true 

trend of growth in income and oxpenditures as also the amount 

of provisions 1.11ade. Considerinf, all aspects, the Commi ttoe 

feols that the prinCiples underlying the proposed change are 

sound and also necessary from the point of view of proper 

accountint~. Accordingly the proposal is i·ncorporated in the 

suggGsted formats of profit and loss accdunt and balance sheet 

discussed later. 

A s(3cond area, INhere the truth and fairness concepts 

are infringod is in the aggregation, netting and offsetting 

practices adopted by banks. If, ~articulars of such ------_. ------, 
Grouping and nettingsj agg~egations and nettings and the 
,______ _____ I 

amounts involvod are disclosed in the financial statements, 
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therG cannot be any valid objection to the practica, as for the 

sake of compactness in reporting, such aggregations and 

nettings are necess3ry. But vary often such particulars are 

not furnishod and tho practice leads to conce~lment of vital 

information. According to lASe Discussion Paper, "significant 

items ~hould not be grouped ~ith othor items without separate 

identification. Offsetting of items would only be appropriate 
, ", 

if a legal right of set-off exists and offsetting represents 

the expectation as to tho realisation or settloment of the 

asset or liability". On thG Income statement the Discussion 

Paper of lASe states "offsetting of income and expenditure 

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. 

~jith the increasing trend towards greater disclosure 

in published accounts, by and large, the use of groupings and 

ag~r3g8tions, netting~ and offsettings for concealing vital 

information is on the decline. If at all such practices are 

still in vogue it may mainly be due to the compulsions of the 

formats proscribed for reporting and the defect can be 

rectifiGd only by changing the format. 

In India the more conspicuous practices of groupings 

and nettings are resorted to mainly for the purpose of 
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preserving th0 secret nature of hidden reserves •. Though the 

accounting precticGs are not necessarily uniform, there is a 

fair degree of similarity in the procedures adopted by banks. 

Thus the item ucurront pccounts, contingency accounts" etc on 

th,3 liability side includes secrGt reserves (often called 

contingency funds), although obviously such secret reserves are 

not in th~ natur6 of deposits. Similarly the provisions for bad 

dob0s to the extent required by auditors or considered 

necessary in the opinion of the management as well as provision 

for depreciation in investm:mts are netted off against advances/ 

securiti'3s and excess provisions are again shown along wi'Gh 

contingencies under the head 'Deposits & other accounts'. In 

the Income and Expenditure statement, as already indicated 

earli8r, tho amount of secrot reserves created during theyeor 

are deducted from the income heads like 'Interest & Discount' 

or 'Commission, Exchange and Brokerage', more commonly the 

former, and tho amount traneferred to contingency accounts. 

Those practicas ara by and large resorted ~o for the purpose of 

maintaining secret resorves. 

Otherinatances of nettings and groupings adopted by . 
banks arG mainly' to comply Vii th the requirements of reporting 

indicntod in the specific fOrIDElts. Even though the formats 

=~re pro,scribed, thoro is still an element of diversity in the 

~r8ctices adopted by banks in grouping of items under the 
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various he.Jds of the formats. Standardisation of such 

prectic8s is necessarily a function of the formats and the 

notes/schedules attached to such formats. The Committee feels 

that such rationalisation of the practices is desirable and has 

also considor'~d it necessary to give suitable clarifications 

when dispara'co items are grouped together or netted. These 

aspects have been taken care of while recommending the revised 

forma-cs and ,schedu12s for preparing the balance sheet and 

profit and loss account. 

Window dressing is the third area vJhore the 'truth 

and fairness' concept is often flouted in corporate reporting. 
------··--f 

Window Dr3ssing : \/indow dressing involves inflating some ______ . __ . ____ .1-

of the key items of assets and liabilities, 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 

earned in advance or postponing expenditure incurred during 

the Y3ar to the next Elccounting period. Published profits 

can also be enho.ncod by not making .adequate convcntionid 

provisions or transfers from out of the sGcrot reserves. 

So long as the system and establishment permit 'secr·:':!t 

reserves', a certain degree of adjustments of profits is 

unavoidable and m.ay have the sanction of the concerned 

authoritiGS. 
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Other forms of 'window dressing' and 'cosm2tic 

accounting' to show a better picture of the growth and 
• 

structural patcorn of assets and resources do not have such 

justification. Still many banks in different countries 

resort to such practices. The key areas where such window 
,-. 

drc.~s8in:': is v,)ry commonly resorted to are -.. 
- increasing resource base items like deposits to 

indicate that the bank has attained substantial 

grmvth in c omparision with i ts competitors , . 
- showing larger amounts of liquid assets like cash 

and bank balances and securities and reducing the 

volume of advances to show bet·i.;er liquidity 

position 
, . 

- jacking up various items of assots and liabilities 

to show a better aggregate of balarice sheat assets 

.. 

and liabilities and hence working funds. \fillk~re tho 

bonks 8:'_',.' graded on the basis _of working funds, 
1, 

this practice enables them to promote their 

~3nkings in such lists 

- meninulatins tho profit and loss accounts to show 

e tet~;or picture than is actually the case by 

mGf' SUl.'O S not permitted by the. requirements of 

maintaininG secret reserves 

- manoeuvring data to show compliance with legal 

or prudential norms of supervisory authorities. 
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3.26.3 To? cartain extent, b~cause of balance sheet and 

year end adjustments, the financial statement figures are 

bound to be more impressive than the interv~ning period data. 

Li-ka in other manufacturing and sorvice industries, in banks 

also, there is a general tendency for the figures to pick up 

tc)vJc~rds t1::.e end of the closing period. This is due to a 

varioty of reasons. Traditionally, the achievement of targets 

is asse,s~"Jed at the year end (intervening reviews ara provisional 

in natur8) and the field staff put in extra efforts to beat the 
, . 

tiB.rgots towards the year-end showing in th8 process genuine 

bett;er r03sults. Some of the bank clients also have a feeling 

that t,he;y should increase their deposits with their banks and 

:r::oducc) thoir loan outstandings at the year end. Without any 

conscious effort on the part of the bank management or field 
, . 

staff, the YG8r-end figures thus get distorted enabling banks 

to project a picture they like to reveal. It may b0 difficult 
,-' 

to taka any stranB objoction to such YIJar-end phenomena, though 

they contributo to window dressing in banks, to some Gxtent. 

3.26.4 '1h8 more objoctionable feature: is, however, the 

practice. of banke' consciously resorting to unethical 

measures in boosting up their deposit and/or the total asset 

position. Instances of reciprocal funding between banks~ 

moroly by resort to book entries, are common. It is also 

not uncommon for banks to delay or prepone making entries 
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which ';-Jill othDrwise advarsely affect the final picture. For 

instance, cheques and bills' to be debited to deposit accounts 

arc held ov,:;r to tho new year v;hile similar instruments 

lJ'oc-Jivod for crodit to an account arc booked bofore realisation 

durin3 the year by debit to a suspense account. Othar·instanres 
I' 

are by way of postponement of entries to int3r-branch or 

int0r-bank ~ccounts to the new year. Similar tactics are 

adopc3d even in respect of contra items, to show these 

figures at a higher level. Banks have even been found 

to resort to creation of temporary advances and suspense 

account entries in the namos of certain constitutents to raise 

deposits. Similarly large withdrawals towards year end are 

suppr~.~sr:8d from deposit accounts again by resorting to suspense 

entries. While these practices are considered by banks as 

'innocuous' as they do not undertake any risk in the process, 

tho practicds adopted are novertheless unethical; more so, is 

the tendc~l1cy of banks to shmv better profits by taking into 

eccount incomo pro~)erly attributable tol , next year or by 

~)ostponil1[~ th·,3 accounting of expensds rightly to be accounted 

f d . -or urlng year or by not making adequate provisions on a 

prudent busis for items like loan losses, depreciation in 

investments, etc. 

WIndow dre::'sing in any form does not help individual 

banks or tho Qanking system. ThG disadvantages are obvious. 

If all the banks follow tho same practice, there is no 
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CO:llparntive advantage to anyone bank. The only way one can 

get soma lovarage is to resort to a greater degree of window 

dressing. The system thus bagets greater cosmetic ~anipulatio~1 

If once such prccticas OP0 resorted to, a bank is willy-nilly 

compelled to resort to ~~ and again, lest the subsequent 

figures show a decline in growth. Very often the officar 

who has resortod to window dressing in one year 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 
I' 

affect,;)d. Where the supervisory authorities monitor mid-term 

data on weekly or monthly basis, banks often find themselv8s 

in an unenviable positionf~ having to explain the sudden 

decline ~n deposits, liquid assets, etc after the year end. 

On all counts, th2r8fore, window dressing serves no purpose 

and the c!rgumcnt that it helps the public to have confidence in 

in the institution looks s?ecious. 

T~10 lS['Ue I.;i38 d iscussed with banks and the 

profJssionals connectod with bank management and there is 

almost a consensus that in Indian conditions there is no 

8['S8 for vJindow dressins at all. It has been pointed out 

during the discussions that even the dubious argument that 

c:::8cuti v;::s of banks get a bett8r chance of promotion or 
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cxtsQsion of sorvice by resorting to window dressing, is 

not valid in Ind ian conditions, as continuous performance 

monitoring includin~ inspections by the supervisory 

au~horitiQs precludes the hopes of the derelictory management 

of concea.ling the tru\3 state of affairs from the authorities 

concerned. Moreov3r, \TJhen,3ver such instances come to the 

notice of the supervisory authorities, invariably explanations 

ore oalled foruod disploRsure conveyed to bank managements 

by the authorities. As a result of such salutary measures, 

the extent of window dressing in baq.ks has considerably 

doclined lately, . although the practice has not beGn 

completely rooted out. 

Some of the suggestions made during the discussions 

for doing away with even the remnants of such practices arc -
I' 

- The Reserve Bank should do away with rankings of 

banks on the basis of deposits. Ranking, if 

necessary, . should be on the basis of various 

parametors like growth in aV<ll'age deposits and 

advances, compliance with the social objective 

guidelines regardins.extension of credit to weaker 

sections and pr8fcrred sectors, expansion of 

banking to the lesser developed centres, 

profitability, innovative banking measures 

introduct1d, etc. 
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The auditors should be advised either to qualify 

the report where banks have consciously resorted to 

window dressing or ~ven to adjust the figures to 

thJ extent of such window dressing. F8ilure 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 . ' 
al1gnmGnt with yeor-end figures. 

The Committee, however, feels that in the pr~sent 

circumstances wh~ro bank managements themselves are fully 

seizod of the pitfalls of window dressing, there is no case 

for Clr>..y drastic m8asuros. In excGptional cases, where banl-c 

managements resort to such practices, the Reserve Bank should 

continue to pull up the concc~rned management. It could also 

in extreme:; cases of indiscretion take punitive action against 

the delinQuent officers. Besides, the Committee has recommended 

elsGwhere, in tho context of the overall requirements of 

disclosure, th::.''G banks should indicate in the annual report,s 

their aVGra.=;o doposits and [ldvances and the growth in such 

avora;o figures. 

3.26.9 A more disturbing f8ature of cosmetic accounting, 

hOV.lOV8r, is tho propensity of bank management to suppress 

losses so that the working results show some reasonable 
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profit. Unfortunately, bank~,both in tho public and private 

S(~~ctor in Innia are very reluctant· to show any oporational 

loss in thoir income and expenditure statement, even though 

circumstanc~s may warrant such a course. Though rare, there 

have b:::;ou in.stances where the banks have concealed their true 

stato of op(~r8tional results by suppressing certain items of 

los::os \-vhich have already been incurred or by [lot providing 

for dobts which havo already crysta~liscd into bad debts. To 

tho extent such losses are extraordinary and are taken care 

of by sacret reserves, the practico 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 true state of affairs in 

unambiGuous turms. In the caSd 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. 

3.26.10 An approhension has been expressed that in the case 

of private sector banks, disclosure of the actual state of 

affairs may l08d to a run and the eventual closure of somo 

banks. The supervisory authorities, who in any caS3 would 

be aware of tho situation through their monitoring and 
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inspection 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 

various remedial measures in such situations and the 

Reserve Bank should take recourse to such powers in the 

long t0rminterests of the banking system without hositation. 
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CHAPT.~R 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 ----_._-, 
Introductor3T

; pe.rticulars of significant items of assets ____ . ___ . _ .• 1. 

and liabili·Gie,s and inc0me 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 

statenent indicating the aggregates of incomes and expenditures 

for a specified period classified under certain broad heads 

and hence it is possible to prepare balance sheets and profit 

elld loss accounts in different forms and on different bases. 

The utility of these financial statements will however depend 

on the extent and Q.ual:i-ty of information that is revealed in 

these statements. As.a ru.le the more compact the size of a 

balance sh0et, the lesser the informatio~ it is likely to 

contain. This is also true for the profit and loss account. 

In actual pr2cticG it is, therefore, customary to strike a 

balanco between extreme compactness and extreme ." 

comprehensiveness. The balance sheet and profit and loss 

account usually classify all like items together and all such 

significant and material groups are shown in the financial 

stGtements separately. \lncre necessary su?plementary 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 it38s on the basis of Decounting groups, type of 

business, source of funds or 1Qoome, geographical and sectoral 

distribution, etc. The mAin objeo·tive of giving such analyti03.l 

data is to enable the users to appreciate the position of the 

reporting unit intelliS3ntly and meaningfully. Such data give 

an insight; to a limited extent jnto the quality and character 

of the assets and liabilities and income and eA~enditure which 
" tho consolic!2tcd quantitaJGive data alone may not reveal. 

Comparison of peRr groups is facilitated by such supplementary 

d0ta and an evaluation of the performance and future prospects 

also becomes possible again to a limited extent. 

4.2.1 Coming to bank accounts, an analysis of the typos of 

business undertaken by banks will indicate th2t they raise funds 
-', -------,-
Bank Data ; frOl;]' v:lrious sources like owners' funds, deposits 
____ ~-.I .. 

and borrowings and deploy them in liquid assets, investments, 

advances and infrastructural assets. In addition, banks also 
.', . 

have various contingent accounts, especially whera they nct as 

ag8nts and trustees oud dAta regClrding such business are also 

to be incorpor?ted in the financial statements to some extent. 

Ide3lly tho su~)p13mcn tqry data furnished by banks, therefore, 

should show: 

- liquidity of funds, their maturity and ownership. 

- break-uD of investcents to show concentration, 

• 
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liquidity and possibilities of depreciation. 

p3rticulars of adv::1nces to indicate liquidity, 

type of borrolfic:rs, country-wise exposure, 

conccntrntion of risk, socuri ties available. 

pGrticulars of other assets. 

par·ciculars of deposits indicating maturity, 
\ 

ownership nnd country-wise break-up. 

particulars of other liabilities. 

bJ:ea].l:-up of incol:1e and expenditure on the basis 

of activity Qnd source and also on geographical 

basis. 

particulars of cOlnmitmonts clUd contingencies. 

Tho particulars rcquir8d by ~[l.y of supplemental data 

nre in some casos presented by the reporting formats themsclvc.s 

or ara disclos~d by suitable notes. It is also v3ry rare that 

all tho supplc~ontal data are furnished by all banks; very 

oft~n, dopending on their own perccpti~ns, traditions and 

s t;J tutos , only D £.:.'V1 items whic~1 arc considered important 

by them ar~ fu.:'nished by banks in their accounts. In the 

follorJins ::;<.11', :;raphs, th0 general pr8c ticGS prevailing 

amongst iu·cerr.;-. ·1.;ionnl banks in respect of disclosure of 

~he abovJ broad itccc aro discussed. Certain additional 

porticulDrs disclosvd by bnnks ar8 also indicated. The ox:f;ent 

·co which such sUQplonentary data should bG furnished by Indian 



banks riill depend on th3 format, the Committee ,prol)oSGS to 

proscrib0 for findncial accounts and has bOGn Gxamined in a 

later Ch3pter. The objoctive of this Chapter is thcrGfore 

mainly to indicato tile gonernl requirements montioned in IASC 

Discussion Paper (Annoxuro I) nnd tho pr.c1cticGs adopted by 

foreign banks. 

" 3 Lt" • Ono of the primary functions of the financial statemen~ 

of a bank is to display its liquidity and solvency, the 
---- ... _- ---r-

IASC guidolines ; rolDtiv~ degree of risk that may att0ch _______ l 

to differont assGts and liabilitios and tho concentration of 

assets and liabili-cL:~s. VVhile it may be difficult to furnish 

all informa tion that is relevant for anassl.)ssmcmt of liquidity 

and solvency within the confines of tho financial statoments, 

tha IASC Discussion Paper has indicated certain guidelines in 

this r3g3rd. Tnos0 includd grouping of like items in tho 

b"'\lanco shoot and listing of 3SSc:.:tS and liabilities in tho 

a9proxima-co order of liquidity/maturity. Investments are to b8 

c lassifie:d into I dealing' and 'invQstI!l.o nt' socuri ties. In 

rugvrd to profit and loss account the Discussion Paper states 

that incomo should bo clas,sifiod by its type rathor than by its 

sourC0. Analysis by sourco would be a useful additional 

(~isclosu.rc. 4-1 though thus thore are no intornationnlly accepted 

norms indicating what ar0 th0 itoms to be necossarilj shown in 

'cho financial statoinonts E\nd the manner of their presontation, 
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IASC Discussion Paper has indicat8d cGrtain itums to be 

specifi83l1y disclosod in the fiu2l accounts. 

4.l~ Almost all tho rocognised banks in tho world at 

prOSI;)[).t giv~; information rcL.'Iting to the significant groups 
---.. --._- --------i" 
PracticQs in oth;.;r ; of E\ssots and liabilities and income 
countries I 

------.---.. ~.- .. and expendituro in financial accounts, 

but tho quality and 8~tcnt of supplcm3ntal data furnishod 

differ matorially. Tho ~;;r;Jctic0s obtailline; in regard to some 

of tho major itoms sro discussed in the following paragraphs. 

4.5 The tnDnn·:,r in which cash and banl:~ balances aro shown 

by soDa of th~ foreign banks is indicated in Section A of 
----- v 
Liquid assets ~Al1n()XUre III. Tho scope and range of the 

i 

items included under this hoad .vGrY from country to country 

3L1d thoro is 31so no uniformity in the su~)plementary data 

furnished in rospoct thereof. Th0 predominent practice is to 

include undor this head cash, balances with Ce ntral Bank and· 

other ba n~;:s ir: currcn'c acc ount . and torm-\doposi ts, money at 

call end short notice, atc. 

4.6 The nethod of prdsontation of this item followed by 

bonl:s in S01!1.0 of the forGiGn countrios is illustrated in 
---r 

rnVG8t:lc:n·lis~ Sectj.on B of Annexure III. By an. largo, the 

inv~stmont particulars giv8r. in the balance sheot revGal 

8lassification by source of issuc,markot valuation and in 

soue C3SJS Qaturity classification as well. Classification 
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of invGstrlonts on tho basis of 'dealing' and 'invostment' 

socuriti3s although r0commonded by lASe Discussion Paper is 

not a uniform. ~rQctico. Obviously in many countri~s, banks do 

not make:: such ~1 distinction ctnd the quostion of such 

01assi1'ic2 ticll r:.~:"y not; th:;reforo arise. Tho system of 

voluCltinn of E.~cli.ritius elso diff.:;rs_ from country to country and 

markut valuos c,r·:; not uniformly disclosed. How8ver, tho node 

of valuation is generally indicatod in the rolativo accounting 

policies or othorwise. Investments in subsidiaries arc not 

included in inv(stmcnts but shoVJn soparatoly by somo banks. 

/1 r7 1 T. . Although the lQaning practicos and tho torminology 

used in tho balanco sheet vClry from bank to b8nk and it is not 
l' 

Loans and advances ; uncommon to soc sono baru{s including odd ___________________ -L . 

itoms of dobit balances also in advances, thoro is generally 

no difficulty in identifying what items constituto loans in 

the balance shc8t. Tho loans portfolio is tho single largest 

item in the balanco sh0ut on tho assots sido in all the 

balance shoets studiod. According to the lASe Discussion 

Paper bo nJ:s [;I.re oxpu8t;Jd ·co Oi8Closo D.:l turity analysis, 

goographical an81ysis and s0ctoral analysis in respoct of loans. 

~Pho national bdn~dng loc;islation and customs in different 
• 

countrics howcvor differ and the roporting systOI.:lS 3.1so, 

thoroforo, do not show any uniforoity in presontation of this 

itom in the balance sheet. Souo instancus of prosont8tion of 

this itom in tho balance sh'ut ar0 given in Section e of 

Annoxuro III. 
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Most 6f tho bonks provide some sort of analysis of 

loans by I:1cturity. How~~vor thore is no consistoncy in this 

regard. In SOITIO countries banles classify thorn on tho basis 

of originnl maturity wheroBs in other countrios banks classify 

maturity nccording to tho period of loan that romains outstandmg 

at the balance sh;:.;et dati,). There is also no cloar-cut 

difinition of 'short' 'medium' and 'long term' loans. 

piffcrent banks h.JVC: diffcr0nt local I!J:..;nnings assigned to 

such terms. A fev! bunks do not provide any sort of maturity 

analysis at all. Information regarding loans by way of type of 

borrowors is also not provided by many banks. 'Even whore it 

is provid~d in tho accounts ·there is little uniformity in the 

prasentntion;,howev0r amounts duo from banks and non-bank 

custoI!l.ers aro s'oparC1tely givGn in a numbor of caS0S. A fow 

banles also give a classification based on tho type of advances 

like loans givon for agriculture, commorcial and industrial 

activities, loans givon to other banks, ·'otc. 

Disclosuro of security-wiso and geographical break-up 

of advr:nc\.,;s. is by ano large; poor. An analysis of tho loans· 

givon by banles bas0d on tho ~conomic dovolopment of 

tho bOJ'rowers' base country, it is 'stRtod, can' be very useful 

as it \'iill indicate to~vha"t extunt th0 oxposuro is on 

undordevoloped~less dGvolopod and dovolopcd countri0s. Vory 

rarely, howuvor banks att0mpt such an analysis. Tho dvgroo 
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of disclosure in respoct of loan loss provisioning, 

non-pvrforning advonces, ctc varios froB country to country. 

4.8 Nlbst of the banks do not give much information 
------··T 
Other 8ssctS: undor '0thcr assots' excepting -___ ... __ ---1. 

a) Cot·Jgorisc. tion of tho naj or i t.Jms incl Ud0d 

under this head 

b) Iuforr!l:ttion re lating to promises and uquipments 

dopr~ciation charged on such fixed assets, etc. 

A f0W instances of prosentation arc furnished in Suction D 

of Annoxuru III. 

4.8.2 By and larg0 tho other assets form a very insignif:icant 

proportion of thG total assuts, constituting less than 5% of 

the assets and it may not bu, thorofore, osscntial to giv0 

dotcdlod inforI!lation rogarding those items in th0 balance shoot. 

Prc8ises and oquipments in any. C2S0 constitute a large 

proportion of other assets and th0 particulars regarding modo 

of valuation depreciation chnrgod, etc of such assots nre 

usually furnished by banks. 
• Tho Dodo of prep-ontation of deposits also varios 

":" , 
DC:..1Josits ~ from bank to bo.nl:· Gnd c(;rtc.lin illustrations arc 

.,1.. 

furnished in Soction E of Annexure III. 

As loans are Q bnuk's principal assut, so are 

deposits its principal liability. Bocauso of diff(;ring 
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n.'~,tional and rogional be,nking practic0s and traditions, banks 

usuclly rC.is(" diff,)rcnt ty'D.3S of doposits Elnd quasi-doposi ts. 

By and largo, hoi~Jev..:.:r, benks do not faco any probloms in 

clns,sifying difforent for~':1s of deposits roc~ivcd by thom under 

the g.)nol'sl· hOGd 'dCll?osits'. Somo banks also include in current 

deposits inner r0s-.;rv-:s dnd Q f:Jw of thom furth;Jr indicato by 

wc:.y of not:,)s that inn0r rJS,jrves and provisions are includod 

und.::r this heCld. There are no specific international standards 

fo~ r~porting of deposits. A fow banks give maturity-wiso 

cU131ysis of deposits [IS rJOll as classification of doposi ts 

by t;'Yrpc of business. Tho maturity classification is not, 

howvv..:.:r, indicated by specific timo periods and vary often tho 

naturity is indicntJd in goneral t0rms by classifying d0posits 

as time deposits, docnnd deposits, instalment deposits, 

nogotiable c0rtificatos of d0posits, savings d0posits, other 

ti['1..) deposits, otc·. Tho pnllctico of classifying deposits by 

typo of businus8 
-l, 

is elso provCllcnt only·in some countries 

Glthcush a broad classification of doposits from banks and 

othcrs is not uncoInnon. In a fow countrios. li1m Franco, tho 

standard fori.:1at gives analytic:]l data of sourco of deposits li1m 

pri vC\t-.; indi viduElls, banl~s and financial institutions, 0tC. 

4.10.1 Ap,:'.rt from d,)posits and stock holders funQ..s thoro is 
t 

Oth::r li8biliti-.;s ; no uniforopr:Jctico r.nnong banks in tho 
I 

rwnnc.:.r of ~)r.Jsont:-:tion of oth.Jr ite:ms on the liability side 
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of tho b,':'.lnncl1 shoot. Section F of Annexure III shows how 

the s\~ i tOl:'1S aro presented by sarno banks. 

4.10.2 Tho norn~l practico is to show the matorial items 

scp8rately. Such mntcrinl it-Jlns will vary according to th\:,;o 

typo of business handlod by tho b;:mks. Some of the moro 

cODDon it....:Els includvd under other liabilitiQs and shown 

'"'opC1rD "G;)ly arc borrowinGs, notes 2nd dobonturos, bills, 

acccptuncos, sundry creditors, interost payable, suspense 

2ccount, sundrLJs, sccuri ti')s account, tax and dividond 

pay,':!blo. 

LJ·.11.1 Most of thu banks givo particulars rogarding 

Inc OIIlO D nd 
Ex-p.:;ndituro 

tho itoms of incomo and oxponditurv as indicated 

in tho lASe Discussion Papor. Tho. major itoms 

of income and oxponditur0 thnt tho Discussion Paper roquires 

to be disclos0d in tho incomo and oxp0nditur0 statement Clre 

- int~rest oxpenso 

inv~stn~ntB gnins ~na lassos 

- n-Jt charge or crodit to th0 provisions 
(for loan lassos) 

cnployc-J costs 

t:\xes on income 
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4.11.2 Th0 ~Qnncr 0f disclosure again v8rics from bank to 

b2nk und country to country. In SOLla countrias, thoro is no 

Sep3r?to inco80 ~nd 0xpunditux0 account and only an 

r E'D~)ropriati~)Q' account is furnishod. Particulars of tho ffi[\jor 

1t.:;::1S of incora,; nnd 0xp0nditura arc, however", disclosod by woy , 

of noteE·. 'rl10 pr~cticJs follow'...;d by some of th.J banks in 

diffQr0nt countries .:::r,) -.)xploinGd in Sl3ction G of AnnoxurJ III. 

It 1Hil1 b0 svon therefrom thnt banks generally givonot only the 
. 

njnioum io.forI:lationroquirod to ·be .S-ivon according"to,·tho 
\ 

lASe Discussi0n P['p..;r but also particulars of ~ll the major 

heeds of inCO!lJ.0 [tnd expenditure. Many b:.::mlcs 81so show 

Eourcu-'ais-.; br0Cllc-ul? of tho principC\l honds of inco[10 cmd 

0zpondi tur;) , i.)C1.rticulClrly interost income and intorost o~"P0nsQ. 

Disclosux0 of geogrnphicCll distribution of inco[1o and 

oxpcnditu.!'0 is ratnor rnro. 

4.12.1 In, tho ordinnry courso of businoss banks entor into 

twn;y types of tr~nsactions that generatc'''financial contingJnc:iDs 
._-------,-

ContiL'lccmci·..)s 8nd ; orconnitnonts. Tho 0xistonc0 Qnd 0xtont 
CO:J.[:it:'j0nts : 

~ of such conting0nci~s nnd conmitmonts have 

to be rc:portvd 2S th-.;y hev0 potontial to g0nera\t. significant 

losses. Th-:.; it0LlS usu3lly roportod under those hoads are: 

guerant0cs 

- stand-by facii1ties 
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lott0rs of cr8dit ~nd ucceptancos 

- forT.~iurd for0ign oxchnngJ business 

- other forg~rd business 

undro~n 102n fncilitics 

- future i2K'.rk,jt posi tic:ns 

4.12.2 According to th0 IASC Discussion Papor, a bunk should 

nornnlly disclose thu 0xist:":ncu of uncovcr;:;d contrElct positions 

and thu cxistsnce and the amount of guarantuus, lottors of 

crodit and stGnd-by lottors of crodit issuod and irrovocabla 

commitnbnts to 0xt~nd crodit that cannot bJ~itlidrnwn at-~ho 

discretion of tho bank without incurring eXpunse or loss. Sooo 

inst~nc0s of r8porting nrc g~vcn in Section H of Annexure III. 

4.12.3 By [lnd lorge, banks shoVJ tho ncture and thuextent of 

such conmitrwnts in their balance sheots. . Th0 quality of th8 

disclosuro is, howevor, not.unifoxo. In soma countries, banks 

r~ro oi thor pUITlittod or roquircd to disclose cort~in Co2. tcgori0s 

of contingont liLtbility on the f2cc of tho belance sh;Jot" as 

contr2 it08~. In other countries the practico is to show thoso 

i tons 8t th,J bOttO::l of tho b::\lnncu shoet without including them 

in th..:; tot[\ls~ 

4.13 In the preceding paragraphs, the COillQittco has analysud 

the S,,'L18r'~1 mann0r of pr,.~s..:;ntC\tion of the IDoin itoms of balanco 
, 

Concluding ~ sh~)ot cmd profit [md loss account of banks in 
obs-.:~rvGtions i 
--------------.' soma of tho duvelopod countrios Qnd tho 

addition~l purticulGrs furnishod in }''-.;spoct of such itorns. 
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EXC0pt in son0 core nr0as, thoro is hnrdly nny uniformity 

~88ng b~nks in th0 pros0ntntion of th0ir accounts. Still 

th0 brond aspects discussud abovo havo boon kept in mind 

whilo. cOQsidering th0 fornats of tho balanco shoot 3nd profit 

snd loss 3ccount for the Indinn banking syst0m, which ar0 

discussod in Ch8ptcr VI. 
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CHAPrER V 

ACCOUNTING POLICIES 

Anothor m2jor nron of disclosuro rQl~tcs to 
f 

Introd.uctory . r 'accounting l}olicics I. Financial st3to~0nts 

nro pr0p~r~d on diffcront basos to comply with locel 

convJntions ~.t1d stc.tutos. Banks, thoroforo, fool that thoro 

is no lLCd to ;;xp18in thoir accounting policios in thv 

financial stc1t0[;10ntis. Howu'vor, to th.:J usors of th3 financial 

st2teoonts, who 2rQ not wvll ncqubintcd with locnl customs 

and st~tutos, w~nt of such inforrnnxion will cause difficultios 

in undorstrmding thG published dnt8 and approciating thorn 

in a correct porspuctivo. 

According to thG IASC atand~rds, thrOQ bnsio 

assumptions that underlie the preparation of financial 

statements noed not bo mentioned as npart of the accounting 

policy, unless they are not followed. These are the 

concepts of _ 

a) Baing concurn (that tho entarprise will 
continua in operation in future) 

b) consistoncy (tho accounting policies 
adoptud arc in agr8cment with the 
policios adopted earlier) 

c) accrual basis and not cash basis irevenue 
and cxpensGs arc rocognised as they are 
incurrod and not doalt with on a cash basis). 

The IASC standards also require that financial statements 

should· provide clear and concise disclosure of all significant 
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accounting policios preferably at one place. Changes in 

accounting ?olicies should be clearly indicat3d. Comparative 

figures fox the preceding periods should also bo disclosod. 

An ,-:x3~inu tion of tho financial statemonts of somG 

of tho int0rnational banks indicates that the accounting 

policies outliG(jd in thoir roports refer mainly to the 

followin~ items :-

- Basis of accounts, consolidation of accounts 
of subsidiaries and tr0ctment of investm0nts 
in associato companies. 

- Investments - amortisation and valuation. 

- Fixed and other miscollanoous assets - mode 
of valuation and basis of depreciation. 

Provisions - basis of provisioning for loan 
lossos, unfor8s00n risks, con~ingencios, etc. 

- Translation of foroign assets and liabilities 
and revenu3"· and oxpenditure. 

Taxation - busis of taxation and deferred 
taxation. 

The Comillittoo discussed tho ouostion of disclosure 

of acc0unting ~olicios with tho membors of tho auditing 

profossi':"ln and banks. B:;.~ .s.ncl 13~go, tho consonsus has 

bo()n that disclosur;) of 8ccounting policios is dosirable 

and nocossary and ovon if the banks aro purmitted to 

maintain SGcrot ros~rvos, thoro should bo no objoction 

to disclosing tho accounting policios. Although most 
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of tho foreign banks discloso thoir accounting policies under 

tho brood hoads indicated in thJ proceding paragraph, the 

mannor and dogroo of disclosure vary from bank to bank 

Gnd country to country. Comments on the accounting policies 

disclos0d by some of th8 foreign banks on a ropresJntative 

oosis oro given in subsequont paragraphs. Tho Committoo 

hus 31so l.'<Jcommcndod undor each hoad th0 mnnor in which 

accountinG "901ici0s may bo disclosod by Indian banks. It 

may be clarifiod in this context that banks usually show 

thoir accounting policios at ono placG and tho Indian banks 

also may disclose such policios at one placo along with 

notos on tho accounts. 

In cortain countrios iiko U.K., U.S.A.; Australia, 

Jo.pan,0tc some form of consolidation of group accounts is 
-------,--. --r 
Basis of accounts, consolidtition ~ mandatory, whi10 in some 
of Bccounts of subsidinrios and : 
trcatmc:ot of investmonts in : others liko B'Jlgium, 
aSSOCla~c compani0s : 
-----,-.--.-.. -,,- ... - -_._, _ .. __ ---1. Franco' Italy, etc thero 

aro no such statutory provisions. Tho mothods of intogration 

3dopted in the C8,SO· of subsidiaries a'ro total integration and 

~roportional i~togration. In tho first mothod, tho 

corri.Jspondin,s .')ss~ts, liabilitios and profit and loss it0ms of 

tho subsidiari0s arc added to thoso of tho parent company 
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aft\~;r oliminating matorial intra group transactions. 

Th:) outsid8 intcrGsts arc shown s()pnratcly.. In thu 

s~cond m~thod, tho proportionat0 vnluc of tho assets, 

liabilities and profit Rnd loss itoms of the subsidinry 

.!'cprcsontod by tho value; of the interost in tho equity 

of th0 sUbsidiary by the paront company is add~d to tho 

r~2-~I,-;ctivo itums in thG final accounts of tho parent 

compnny. 1:0 minority inter0st nuod th.:;r.:;foro bo shown 

sopar~toly. In tho caso of associate companies, th0ro 

will be no consolidation oithuron total or proportionate 

baEd_s in tho accounts of the principal company. Tl10 

cqui"Gy method of prcs0ntation is usuolly adopted in su6h' 

C2S0S. ThJ oquity owned by tho principal company in tho 

associute comp8ny is thus shown as invostmont at tho 

book vDluo t .:~djustod for chang0s in tho aggrogato profit/ 

loss of tho associatQ companios, subsoquent to th..J dat0 

0f th0 acquisition of shares. 

Exc.Jrpts from a few typical casos showing how 

banks ha'J"~ indic!1t·~!d their accounting polici-.,s in this 

rogard nro 8i vun in Soction A of Annoxur() IV. Banks gone;rally 

indicate unac:.:' this head tho basis of pr0.8cntation, 

consclida tion of th3 DCCOUn"Gs of subsidiary companies 
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and mann'-.)r of pres0ntation of tho inv0stmonts in associatos. 

Thv bQsis adoptod by most of thu banks in prus0nting thoir 

accounts is tho historical mGthod. A fvw banks, howov..Jr, 

indicnt,-; sarnu date rulating to inflation accounting. 

Sov,-ri)l mothods lik0 cu~rQnt/const:;nt purchasing powor 

mothod and current cost accounting mGthod havG b0cn adopted 

by banks for measuring tho t.:ffoct of inflation on th0 

financial '9osition nnd th~ working results. Somo of the 

countri0s hav0 pr0scribud oithcr by statuto or through thoir 

accountancy institutions certain norms for inflation 

accounting. Most of the banks do not, however, give any 

realiable information regarding inflation accounting in 

their financial statements. 

In the Indian conditions, banks follow the historical 

cost accounting. Indian banks have also very few subsidiary 

companies or associate companies in which they have substantial 

int8rcst. The question of prescribing''consolidated or 

group accoun-ejs may not be of much relevance to Indian banks. 

For our PlXpos es, it vdll be, the roforo, sufficient if banks 

follOilJ the historical cost mothod of presentation of 

invostmonts in associatos and subsidiaries. This can be 

so indicatod in tho accounting policy statement on investments. 
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In addition, the banks may give in their financial statements 

by vJay of a note a list of the ir subsidiaries and/or 

associates in which they hold substantial financial and 

Clanar;et£!.ent intorest and indicate the extent of their 

holdings in such units. 

Investments constitute the bulk of the liquid 

assots of a bank and it is customary for banks to give 
--.-----. --y 

Inv,:)stments : the accounting policies adopted· by them in _____ . __ .--1. . 

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

practices ar~Cl dictated by local statutes and/or conventions. 

Excerpts of accounting policies furnished by some banks in 

thoir annual roports arc given in Section B of Annexuro. IV. 

It will be seen from the annexure that essentially 

tho accounting policy should indicate the. basis of valuation 

of different s~curities and the manner of treatment of 
\ . 

discount and Dremium. There should not bo any difficulty 

for Indian banks to abide by this roquirement. 

5.4.1 Horo also the accounting policy disclosure by 

banks mainly relatos to mode of valuation, depreciation 
.-.--. --- --.--- -- ---,-

Fixed and othoL' miscellaneous assets : charged, etc as . ___ . ___ --1. 

will be see II from BoctionC of Annexure IV. 
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As the disclosure practice rogarding accountinG 

policy in respect of fix0d and othor miscellaneous assets 

is thus only to indicato tho modo of valuation and deprociation 

mothod ()doptod the Indian banks should not havo any difficulty 

in furnishinG such information. 

Banks which maintain socrot rCSGrV0S givo very 
. " 

li'ctlu information regarding tho accounting policies 
---.----- ,- "-'.'------.----~, 

Provisions - basis of provisioning ~ 
for loan losses, unforos0cn risks, ; 
conting0ncios, etc. ' ; 
________ , r 

followed by them'in regard 

to provisioning for loan 

losses, unforcsdcn risks, contingoncios, Gtc. The information 

furnished by such backs is largc~y of a general and innocuous 

natur(l. Tho banks which do not maintain secret resorves, 

however, furnish detailed information in this respect. Tho 

oxcerpts givon in Section D of Annexure IV arc illustrative 

of both t:l.J mothods. 

By and large, the accounting p~icios' disclosed- by 

bants in rospoct of loan 108s provisioning only indicato on 

IIJhat basis accounts are treated as bad and doubtful and 

provid0d for and how they arc treatod in tho accounts. It 

should not bo difficult for Indian banks also to dcscribo 

COl1o rEllly thl] circumstances under which the dobts arc 

providcCi for and how such provisions arc deductod from the 

adVances aI:lounts in the balancu sheot. If provisions arc 
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mndo orr the basis of guid01inos fram~d by tho ResJrvc Bank 

of Indi8/Gov,Jrnmcnt that fact also may bo disclosod. The 

practic8 of making nd hoc provisions for rural advances 

olso may bo disclosod generally. 

Her\] 91so th0 practice is to indicate mainly tho 

basis on whicl".. curroncy translations have b.:..:en 0ffected 
------- . f 

Translati'on of foreign assuts and ; for the purpose 
liabilitius and rOV0nUQ and expenditure; 
------------ ---J.. of tho financial 

statJm~nts. C0rtain oxcorpts -are givun in Scction E of 

Ann,Jxurc IV. 

The accounting policy disclos8d- by banks in rOGard 

to curroncy translation is mainly a stat0ment of thu 

prac tic0 followed by thQ banks. in the rna ttor and tho 

Indian banks should not havo any difficulty in furnishing 

this information in tho financial statements. By and largo, 

tho Indian practico is 81so in conformity with intern3tional 

practic,J in this rogard. 

Tho disclosuro m8do by somo of tho banks regarding 

taxation arc illustrated in Section F of Ann0xuro IV. 

Taxation - basis of t8xnti~n 
and deforrud tax~ticn 

Many baqks indicate tho 

procoduru.adoptod by thorn in 

r,--sp0ct of taxa tion in th(; acc ounts. As tho taxat ion 

-------------------

provisions vary fro~ country to country, an onunc~~tion 
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of t:::x:Jtion prncticc; adopted by tho bank will b-::: helpful 

to und0rst0nd tho fin3ncial statcm0nts proporly. Tho 

Indinn b3nl{s may also adopt this pr3ctico. 

Before Wi..) conclud,) this discussion it may bo 

..-.----
thoir accounting policios in ruspcct of certain oth~r 

it(;ms Ll1so. Tho prc-.ctico is mainly to indicato tho 

cr~nnor in which th~ r01ativo items nrc accountud for in 

the books. SomG of th0so. i toms arc : 

- 10380 financing 

- stClff bon0fits 

As b·::mks arc not und0rtaking 10D.sing busin0ss in India 

dir,)ctly, thu quostion of disclosing tho accounting 

policy in this rogcrd dOGS not arise at presont. Under 

tho hGad, 'staff b0nofits', Indian barurs may indicato -', 
whether the retirement benefits are accounted for on 

cash basis and whether the liability is fonded. 

5.8.2 On the basis of the discussions in this chapter, 

the Committee has prepared a specimen form in which 

accounting policies may be disclosed in the financial 

statements (Annexure V). It is customary to include such 

enunciation. of the accounting poli'cies adopted in the 
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preparation of accounts in the IINotes on the accounts:! 

attacheC!;~o the financial statements. The items to be 

includec in -ehe lINotes on the accounts" other than 

I acconuJeinc policies I are discussed in Chapter VI. 

The accountj_ng policy statement as proposed, . 
wi th ne::ess8.r-.t modifications to suit individual cases 

will form part of the final accounts. 



- 91 -

CHAPTER VI 

FORMaTS m' BiiL4.LNCE SH-gET/ 
PROFIT liND LeSS ACCOUNT 

6.1.1 'l'he next tvlO i terns L"?_ the terms of reference 

relate to forma.ts of 9ublished accounts and standard 
------- " I 

li.1trouuctory i accounting concepts 0 'i'he terms of 
----- -
r;~ference indicate that the chc:..nges/amendmen"ts in the 

forrrta"::'s of the balance sheet and profit and loss" 

account of bc:,nJ(s are to b~ examined, h6ving regard to 

ths need for grea.t'2r or full disclos\,lre, the expansion 

of banking opi:;rations both area-wise and sector-vlise 

over the period, the need for improving the presenta-

tion of accoun"cs, the presentation of accounts of 

oth8r ccmpcnies, etc. The standar(i.~sation of accoun-

tlng concepts has been suggested in the context of the 

118(!d for c;. uni for!n, comparable presentation of the 
.. -1, 

i 'c2rns of ass.-.~ts and liabilities a"s well as income and 

ex:pendi-i:un~ in the published accounts. 'l'hese two terms 

of refer:,ncc 2rc incerlinJ<:.ed and have been examined 

jointly to th.:::: extent possible. Certain other aspects 

of stc:..ndClrdisa"tion of accounting COIlCl~pts are c;xamined 

elscwh~r8 in the report. 

6.2.1 The balance sh::..,ct from an accounting point of 

view 1n2Y be uefine:d as a formal arrangement of facts 
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and figur8s in an intelligible manner, showing the total 

Gb j ~.:ct of Bc.lanc_e __ ~_heet~.J vell uc;s of assets owned and total 

amount of liabili ties ow-..k by a business on a particular 

date or at the end of a particular period, so that the net 

vlCrth of t.h2 business m2y be ascertained. In some 

countries, it is 21so ~(nown as I ::,tatement of Financial 

E'osi tion I. 'l.'hc func·tion of a balance sh~et is to show 

tho share capital, reserves (distinguishing those which 

are avail2.bl.::.; for distribution as dividends from those not 

regarded as so available) and liabilities of the company 

at the: date at which it is prepared and the manner in which 

the t01:.2.l .noneys representing them are distributed over the 

severe.l types of as-sets. h bc.lance sheet is thus a histo-

rical documen'c 2nd do(;s not, as a gUl1eral rule, purport to 

she,·! thG net worth of an undertaking at any particular 

dat(;;!· or the.:! present realisable value of such i terns as 

goodwill, l;::m.j, plC'.r.t 2nd machir:Gry, nor except in cases 

'(-!here. tile: roalisabl--: vc:l U2 is less than the cost, does 

i·t LO:C.i1l~;lly show the realisable value of stock-in-trade. 

i--ccol.ding to the Companies hct, every balance sheet of a 

co,or·any shall gi V0 a 'true and fair' view of the state 

of affairs of tho:.; company and every profit and loss 
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account shall gi va a true and fc..ir VL::vl of the profit 

or loss of the company. Al-though the above requirements 

do not strictly apply to the banking companies, as they 

are 8x~mptcd from disclosur~ of certain matters by the 

statute und..:;r which they op<.Jrate, the auditors neverthe-

less report in the case of be-:m),- accounts also 011 tho 

'true cmd fair' aspect of the: final accounts subject to 

such limitations of disclosure. 

6.2.2 strictly speaking, it C<:c:1not be s2id that the 

balance sheet shows the true financL,l _90si-tion, unless 

the assets and stock ar~ rcvaluod as on the date of the 

balanco sh0ct. As the Cohen Committee point~d out, if 

the balanc~ sheet w~r(;: to att8mpt to shm" the net \A!orth 

of tho undc=rtaking, the fixc:d assets would reQuire to be 
-1, 

rcv2_1 ued at frequent intc:rval s c.nd the inforrn2.tion thus 

given would b8 dcc~ptive sinc~ the value of such assets 

whilQ the company is a going conC8rn, will in most cases 

have no relation to th ___ ir valu,-, if the undertaking foils. 

6.3.1 Banks in Ii.die. 2.re set up a.nd governe;;Q by differ.::nt 

Statutory provisions relating 
to bolancc sheet 

statut~s. Thus the state 
-____ . __ -.-J 

Bank of India is sc·t up undc:r the.: state Bar,;:: of I:ldia Act, 

1953, the associat,:; banks und.:..;r th-:- stc:C(; is::..;-]'C cf India 
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(Subsidiary Banks) hct, 1959, th~ first group of 14 

nationalis~cl banks und.;.;r th(.; Banking Compani..:::s (A.cqui

si tiul1 and .J..;ransf\..-r of Und~rtakings) I.ct, 1970, the 

sc::conJ. group of 6 nation<llis0d banks und..:.:.r the Banking 

Compani.::s (hc0.uisi tion and 'l'ransf<,.;r of Und....::rtakings) 

l: .. ct, 1980 and th", private sector banks und ... ;r th...; 

COiTlpani~s Act. '£h-..:;s....:: statutes und;;.;r which th2Y arc set 

up, howcv~r, do not gov~rn tho forma~of balance sh(.;c:t 

and profit and loss account to b.:: pr~parcd by th""HI. 

Scparat~ founats for such final accounts by banks have 

b-.;on prescrib-.::d unu.:..;r thi,,; provisions of th....:: Banking 

Regulation l~ct. In te:Dns of Section 29(1). of Banking 

RL:gulation Act, Uat th(; <3xpiration of .::ach ca18ndcr 

y.:.;ar ....:v'..:ry bank.ing company incorporat~~d in India in 

r02sp.:..;ct of all business transacted by it and evc;ry 

banking co.npa"1Y incorporat~d outsid\.J India irj r,::sp..Jct 

of all bus.irk:ss transacted through its branches in India 

shall pn,,:p2r._ v!::_th r,,;f . ..:r,_nc,-, to that year a balanci..; 

sho,-,t and profit c..ncl loss account as on the last 

working day of th"" y..:.ar in the: founs set out in th\.J 

'l'hird Sch.:.;;dul....: or as Ih ... ar;- th;;.;r--::tc as th....:: circumstanc(;!s 

admit". Sub-section (3) of ,:"e;ction 29 of the Banking 
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R...:gulation f,et furth~r provid,,:;s: IInotwithstanding that 

the bal cnc,--, sh-...:,~t of Cl banking company is und""r sub-

sL:ction (1) r --.!(,'ui r-.:.:d to b,-, pr.:.:par-..;d in a fOLln oth~r than 

the; form s...:t out in J?art I of ::>ch\Jdul-.:: VI to the 

Compani...;s hct, 1956, th-.: r-.:quir""m(.;nts of that Act rL:la-

ting to th-..; balanc...: shcLt and profit and loss account 

of a company shall, in so far as th~y ar~ not inconsis-
, 

tont with this Act, apply to th~ balanc~ sha-.:t or profit 

al1d loss account, as th __ ca£(.; may b..::, of a banking 

company". 

6.4.1 'l'h,-- quc.;stion of prcsL:ntation of final accounts 

by banks WeS L~xcrninc:d by th,-, Banking Commission 
Ea"rll-.:r ..:;xamlnatlon ':-1, 
Banking .fOITU'1isS.ior:!... __ ' (Chairman Shri l~.G. Saraiya). 

I'h...:.; 2ariJ;::ing Commission opin-.:.:d that the provisions r..::la-

ting to bal ailC,,; shc-.:t and profit and. loss account of 

banks migh't b,; modifi-...:d to ,,:nsur,~ full disclosur-::: by 

banks of all th...:ir ass(;ts and liabili ti(;~\ In cffc;ct 

'tho...: Commissioil r. co :~,,~iiLcl doing away with the practice 

of banks maintaining s-.:cr.:.: t r",s._rv.:::s. The Rc:s .... :LVU Bank , 

how,-v,--r, did not accept this recoHhfl--,ndation. 
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6.5.1rh. .. ~ l?i;.r>. COiTtlU.tt,-",:: had also consid....;rcd c..:!rtain 

asy8cts r.~ l. ating to th . ..: ,--xi:=ting fonnat of balanc...:: sh....;ct 

p~ii:_~~.~0Iili~1itt~j and profit and loss account of banks, 

th", pr~s,-,ntation of annual accounts,.:::tc. and propos...::d 

r,--structuring of th~ formats, th,-,ir d~sign and mann~r of 

)r,--s,-ntation so as to bring th...::m in tun8 "Ii th th~ role, 

functions and r0sponsibili ti...::s of banks. In ttlis con-

i:_x-c, it had sugg-.:s·tL:d sirnplifh.:d and r.::.vis...::d fonnats of 

b':llancc: sh· __ .t and profit and loss accounts. The COITh'1litt,::;-.:;'s 

S')gg--:stions 2.nd the: rationale; for the n.:.vision as also th...:: 

ccr:c...::pts w...:r...:: circulat,;.:;d by R...::s(;rv(; Bank among the larger 

banks, including for-..:ign banks cmd th...:: Indian Banks' Asso-

ciaticn for th_.ir vi....;ws. As th~r.:: W8r(; div(;rg.:..:nt views on 

c-..:rtaifi cCJrJc....;pts/i t",InS, such as, undisclos...::d provisions 

held, valuatior:. of inv...::stm(!nts in s...::curitios, as also 

tr-.:atm...:nt of c,~rtain i t.;.;ms of incom.:: and ...::xp.:::ndi turc, tho 

6.6.1 .;)ur::'ng ,:1 ...... lc~st t'tlO dccad.;:,;s consid .... rablc chang-:.:s 

hav...: ta}:.:i1 pla,.:,- in t.h-:.: scop....;, p.:..:rsp(;ctiv\.:. and objL.:ctivL:s 

~\i'~'~~_!~r~_c~_a~~;l of banks and bank·ing. 'rh .... own...:rship 

of ,najor banks which w .. ..:rL: in th....; private s..::ctor has bo,-,n 

ta}~,-,n oV.....:r by Gov.:..:rmn...:n"c upon nationalisation of 20 major 
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corTllTI __ rcial banks in two stc:g-:.!s. 'rhc b~:mks arc now 

call·~d UpOlJ to cat;.;.r to th\.- nC:0ds of a vast multitude 

of borrO\tJ~ IS inclll'.:Ling thos..:: of hi th-.:;rto n.:.::gl~cted 

op;-!rations both functionally and t;.;.rritorially which 

hav-.:: brought in their wak(.; structural chang....;s in th,-,ir 

lnanagc:m~nt and organisation. 'l'h,:.::rc has b-.::cn thus a 

s..:;a-chang;,.. in th~_ op._rations, cov(;rag~, manag~m..::nt and 

organisational structur~ of banks. The balanc~ shc~ts 

of ottL;r compani-.:.s hav...; und(;rgonu substantial chang~s 

during this p~riod and th~ presentation and formats of 

thei r final accounts have bc..:;n struarnlin~d and stan-

d2.rd::'s....;d to a larg'-! .:;.xtcnt. Th.:..: practic(':s in other 

countri....;s hav,.; al so chang .... d in accordance wi t.h the 

changing lL.:..:ds of ti.n..... Th .... formats and pr-:.:scntation 

of accounts of banking companies in In(li a hav....;, how-

'~v-..;r, r<....:main",d virtually unchang.:.:d since 1949, i.c. 

aft_ r th __ cnactm,-,nt of BarJking. Rugul ation Act. 'l'hc 

,-,xi sting formats of profit and loss account and balance.: 

sh~·--,t do gi VI,.; information r...:lating to the significant 
, 

:L t ..... -ns 1 aid down in th~ Il~SC Discussion ~ap~~r (vide 

Ann.:..:xurc I) and to that L:xtL:nt th:~ cov-:.:ragc.: may be 
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consid-..;r_d to b-..; satisfac·tory. j~ll th(..; same, th.:.: 

g(.;n-..;ral opinion in banking circL~s as w-..;ll as th...: audit,-

1IJing profcssior, is th2t th,-- formats aro lengthy, do not 

pr...:scnt in a corr,-c;t and int __ llig....;nt manner thG status 

posi tion and op _rational r..::sul ts and do not rcfl--.:ct tht... 

~xtcnt of social banking 2.cti vi tL~;s und:...rtak~n by banks 

nor th....; cost of such activitics, ~tc. Som~ of the moro 
s~c.\fk. 
Llimi tations of tht..: prcsc:nt formats brought to the notice 

of th-:.: CG:>rnmi tt-.:;e rel ate to th~ followi.ng asp,-,cts :-

i) Th~ profit and loss account docs not r~flect 

th~ tru~ trend of profits. vJhilG this is :rartly du~ to 

th;:.; fact that banks are -":X";i11pt..::-d from disclosing c·..;rtain 

it;.;;tns if! th,-ir publish-.:;d accounts, ~v<Jn within such 

constraints, i~ should not be difficult for banks to 

sl1o"o/" a tn.k tr-..:nd of th . ..:i r profits. 

ii) 1.'h,:,,; main i t..;ms o~ the profit and loss statc:-

i\1t..:nt - iryter...:st income and intorest cxpe:ndi tur<..! - do not 

gi v...: a cOillprd"1o.:nsi V2 vi-.::w of th~ sectoral break-up, 

sourc..; analysis, etc with th,- re:sul t that th-:.: real cost 

of diff~rL;nt activities unde:rtak~n by banks does not g~t 

r.:..;fl~ct(;d in th,_;ir annual accounts. 

iii) '.L'hL; pr-.:s.~nt classification of advances on the: 
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basis of security and types of borrowers lik·..; dir,,-ctor/ 

officer conn,,-ct~d cat~gori~s of borrov~rs, ~.tc is l~ss 

,rel..:;valit to mod.:.:.rn rc.;c:uir",ffi,-:nts than classifica.tion on 

tho...; basis of types of borrmLrs' based on activi tie-s, 

wh~n banks ar'-.; und ..... rtaking conc,_ssional lending to 

priority and w~ak~r sectors. 

iv) Banl<s do not follow a uniform proccdur-_ in 

r~gard to accounting and ·tro...;atmc.;nt of various i teffiS of 

ass,-,ts and liabili ti_s. Hc..:nco...; stanJ.ard accounting 

practice, not only in r~gard to accounting and pr,,-scn

tation of vaI.·ious it~:.:ms of ass'-.:ts and U.abili tL.:s but 

also thL: syst·.::m of making provisions for d:Lffcr(.;nt 

purposl.!s, c.:tc hav.; to b~ cvol vee. '!io th<:,.t th.:..: final 

accounts of diff,-,r~nt banks can b,,; cornpar .. :d "'vi th some 

dcgrc.;(.; of ~xacti tudl.3'. 

v) ;l'h-..:: publication of th.:..: pre.scnt formats in 

full is unn;..:c ..... ssary and costly and such publication of 
I' 

a summary v ..... rsion will yield comparatlv-...;ly b(..;tt~r cost-

effective results. 

vi) 'l'he cat~gori sation of data gi v:.;n in the. st2.tu

tory r..:.:turns lik;..: r~turns und,-_r s,-,ction 42 of R<..;s",rvc 

Bank of India 1'.ct, r~turns und~r s(.;ction 27 of Banking 
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R,-"gulation Act and that furnish,.d in the ....;xisting 

formats of balanc~ sh~~t and profit and loss account 

arc: not strictly id..:;;ntical in r .... _sp(;ct of a numb_r of 

i t,.ms. It will be n(;;c,.::ssary to have uniformi ty in th~ 

matt(.!r of pr,"-,sc:ntation of various i terns in th,-, re:turns 

as well as in th~ balanc·-.,; sh.ct. 

6.7.1 'l'hc Cornmi ttc":;; hc:;s had d~tailc:d discussions on 

th-:.: subj;.:.ct wi th bank..;rs, Charnb~·rs of Comn,:...;rc-..:, auditors 

Propos,-,d fODllats J and oth .. rs who' ar~ associated wi th ____________________1 
bank accounts. 'l'h-.:.re was a consensus cn the: nC2d for 

changing th~ ~xisting fonnats of balunc~ sh~~t and 

profi t and loss account. 'l'h.: . .: formats ~~ug~~st..:::d by th'-! 

fl.E.P. Co:runitt.::c are g..;n,"-,rally acc-.::ptabl.:..; to them, 

sub j -.:ct to certain modi fications • The COi-il.'l1i ttec: has 

accordingly consid,.rcd tho..; various asp,_cts and it is of 

thL: vie\'l that th-...; formats sugg'2st-...;d by the: P.i:.J? 

Comnittc\...! with certain modifications can form the basis 

for th..:: r(.;vis~d fonnats of bal ancc sh..:::·.~t and profit and 

loss accounts for banks. In devising the formats and 

sch..:;dulcs, thL: Commi-ttcc hc:.s tak~n into consid.:.::ration 

disclosure r\...!quir-.:.mcnts practised by international banks, 

thL: r-...;corrun,-,ndations in tho.:; n::..sc Discussion Pap~r, l....;gal 
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a.nd Cl..lstOnl8.ry rc;quir~m:.:nts in India, th....: Cornmitt.:..;-:,..' s 

vi,.ws on disclosur,-- r.j!.uir-"':HLnts ~xpoW1d.:;d in ....;arli·_r 

Ch2pt::.:rs end O'l:h,-r r....:l,--vant factors. Th~ r(;vis.::d fonnats 

?ropos.::cd bJ 'ch_ COliui ttc....; ar~ gi v,-,n in hnncxurc VI. This 

hDJ.l·...;xur~ consists of thr(.:c parts : summary v,-,rsion and 

sch .. dul.8 of Dalunc.:; sh..:.;,..;t, sumcla.ry v-.:rsion andsch-...duL.s 

of profit <:mcl loss 2.ccount and notes and instructions for 

cOl:rl.)ilation. COHli11...::nts on th~ various it(';lTIS ar .... furnished 

in the following p2.ragraphs und..;r c...::rtain main h(.;ads. 

6.8.1 .1:h....: balanc....; sheet. and profit and loss account will 

bc pL .. sC:!lt..::d in a V...;rticBl form inst~ad of ".L'I fonn as at 

G~nerai] pr....;s....;nt. ·l'h .... Compcmi<..!s Act also provid~s for a 

v(.:rtic(:~l for,11 of pr",s,-,ntation of accounts for oth; . .;r 

com~)anL ... s. ""hile th~ for.nat prcscribe:d for companies 

!ila~~ not b...:: sui'c2blc: for pr...;s-.:ntingbank accounts, th.:.; 

p2.tt_rn Ci....i."J b .. adopted ~or banks too. 'l'h(: fonnats suggcs

t-:.;d b\l tL--: COITF:1i'ctoc contain broad h,-,~"tls giving a sumna
~ 

iivn'ls of-
:ds..:;;d st<::t\.:~L(.;nt of signific;:mtLass..:;;ts and liabiliti ... s and 

-this p2rt is c21L....:d th...: summary v'-..!rsion. Details will 

b,-, giv...;n by wC:.'l of schcduL_s. Comparati vc figur~s for 

pr...::vious y_ar v!ill a130 b..:.. gi v....;n in th;;:; final accounts. 
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'1'h __ 2..i11ounts in th~ bal2..nc_ sh:...~ t and profi t and loss 

account: ",!ill b..:: round_d off to th(; ncarost thousand 

rup,--,-,s. G-.;n,-,rally, it is th,-, pr2.cticc among thl..: intur

n<.ltion;:~l b<::nking community to pr-...;scnt th~ vc:: rious i tuns 

of ,~ss-.;ts C'nd li2Lili ti..:..s in th....: ord....:r of liquidi ty of 

uss-.;ts 2nd. th,-- period of ffitituri ty of liabili tios. 'l'hus 

most liquid ass....:ts lik,- c2sh a.nd bank balanc..;;s arc shown 

first on th....: ass~ts sid..:: follow~d by inv8stm8nts, 

2.dv2.nc,-s, fixed 2.ss-.:.:ts, ....:tc. Or: the liability side, the 

ord....:r of prcs·_mtation in some: C<l.S-...!S is dcposits, borro

wings, t....:rm liabili tics and stock hold.:.;;rs I funds. 'l'hc 

Cormni ·ttL.:"":, hm·i....:v....:r, fc~ls th<lt, as th __ rc is no unifonn 

pr2..cticc: 2.ffiong b;::;.nks in this rcgcrd, our existing 

puttu:n IlK:,y continue:. Al though the formnts incl ud8 all 

usu,",l i t....:ms, it is not n,--ccssary that banks which do not 

h2.V~ c'.ll.'l pC'rticulc'r i t·..;ffi to report should incl ud.:: su<;,h 

i t.:.::m in -ch....: L .. lc:.:.tiv....: stat....:mcnts and show I nil I balcJ.Dccs 

against th....:"i. If LO 2.lTIcunt is to b...:; r...:ported against 

any i t....:m, th....: ccnc,:..rn\...;d i t(.;In may be ..::xclud..::d. 

6.9.1 :in th....: ..::xisting fODllat of bal ance sh..::(;;t, cc..pi tal 



- 103 -

-r 
Capital ~ of public sector banks is shown as under: 

1 
---~--.... -~--... -~. 

C8pital 

(Paic1 \.::..p capital wholly owned by Central Government). 

In the oriv2te sector banks, the following 

particulars are given : 

Authorised 

( shaI'es of Rs. each) 

Issued 

( shares of Rs. each) 

Subscribed 

( shares of Rs. e8Gh) 

Paid up 

( shares of Rs. each) 

6.9.2 Only paid up capital will be shown in the summary 

version of the proposed format. In the case of nationalised 

banks the capital is wholly owned by Central Government. 

'The schedule to this account will sho';" the capital 

owned by the Central Government as on the date of the 

bd13nce sheet. A·'::dition to the capital during the year 

OJ· fresh contributions made by the Government as also by 

c~~pitalisation of Reserve Fund will be shown in the 

notes. In the case of private sector banks authorised, 

i2sued)subscribed and called-up capital may be given 

separately. Calls in arrears will be deducted from 

che 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. ~~here necessary, items which can be 

combined may be shown under one head, for instance, 

Ii ssued and subscribed capi tall. The changes in the 

above item, if any, during the year may be given in the 

notes. 

6.10.1 CEhe particulars in regard to"Reserve Fund and 

Reserves and SUrpl"US] Other Reserves" are presently 

given in the balance sheet as under : 

Ueserve Fund and Other Keserves 

NO further details are prescribed in the format, 

although some banks show IReserve Fundi 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 hec.:d 'Reserves and Surplus'. In the relative 

schedules details ~Ilill be furnished under the following 

heads 

i) statutory Reserves 

ii) Capital Reserves 

iii) Sha re P remi urn 

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 reserves 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 the bank including surplus 

provisions in excess of the provisions required for 

various purposes and which are intended to be disclosed 

are to be cl ubbed together and shown under "I<evenue and ... 

Other Reserves". Reserves and surplus provisions which, 

are not intended to be disclosed are, how:::ver, not to be 

included under this head. 'rr.e bc..lance of profit may be 

shown separately. Loss balanc.e, if any, will be shown 

as a deduction item in this section. 

6.11.1 The deposits are present:y shown in the balance 

Deposi ts] sheet more commonly as under : 

Deposits and other Accounts 

Fixed Deposits 

i) From banks 

ii) From othe rs 

iii) participation Certificate Deposits 



·tUo ~ 
.; 

Savings Bank Deposits 

Curral t Accounts, Contingency Accounts, etc. 

i) F rom banks 

ii) F rom others 

6.11.2 In the proposed format, total of all deposits will 

be included under the head 'Deposits' in the surmnary 

version. In the relative schedule, deposits under three 

broad heads viz. Demand, Savings. and 'l'erm wLL 1 be shown 

separately. Deposits from other banks under De.nand and 

Term doposits will also be ShO~l separately. A separate 

classification of deposits in India and Outside India will 

also be gi ven. The deposi ts 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 

deposi ts, deposits mobilised unc~er 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, like margin 

deposi ts, securi ty deposi ts from staff, etc may not al so 



be incl uded under deposi tS, but may be shown under the 

head 'Other liabilities and provisions'. 

,6.11.3 ;1'he classification of deposits under the above 

broad heads with separate data for bank deposits should 

be adequate to meet the internationally accepted require-

ments of disclosure 0 In India, the deposits under the 

three mcin broad heads b2.ve definite repayment conno-

tations and a further classification on the basis of 

maturi ty may not be necessary. '1'he notes to the accounts 

may further clarify the interest payable on different 

categories of deposits. 

6.12.1 At present 'borrowings' ~re being classified on the 

~~;?~~;~~.l basis of location, i.e. 'In India' and 'Out

side India' and as 'secured' and • unsecured I as under: 

a) In India 

b) Outside India 

Particulars : 

i) Secured (stating the nature of security) 

ii) Unsecured 

6.12.2 In the proposed summary version of the format, 

the total amount of banl:' s borrowings as i!ldicated 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, nationalised banks, other banks (incl uding co

operati.ve 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 classified under 

two main heads - 'Borrowings in India' and 'Borrowings 

outside India'. 'l'he fi rst category will ag,,:ir: be S1...ID

divided to show the sources and will thus indicate borrotJ

.ings from Re~erve Bank of India, banking syptem, 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 arid various i.nsti tutions 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 natuIB 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'. 'I'his 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 S012rce of' borrowings will large:y indica".:e the 

securi ty. Information reI ating to the "coto.J. secured 

borrowings is, however, to be g'::"ven :1/1 th8 .3cl"'e~.tule. 

6.13.1 The note to 

Other li-abili ties 1 
and provisions I 

the existing proforma of balance 
• 

sheet says, "Under this head may be 

inc) uded such i teins as the following : 

Pension or insurance funds, unclaimed dividends, 

advance payments and unexpired discounts, liabilities to 

subsidiary companies and any other liabilities". 

6 .13.2 The existing proforma sholtJS 'Bills Payable' as a 

separate item cf liability in -t:-le Balance Sheet. As the 

amount s00wn under 'Bills Payable' is not usually size-

able, there is no particl.tlar need to, show t:iis i '~em as 

a 'significant' separate head in the balanc~ sheet. It 

may conveniently be included u:-lde::- the" hC2o. l ')1:her 

Liabilities' • 

6.13.3 At present there is no unifonr.ity alTIOC1g 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 • Other liabilities and 
, ' 

.. "i th prov1s10nS n e proposed ~roforma will consist of 

i) Bills payable 

ii) Inter-Office aljustments (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 '~ills Payable' into bills payable in ~ndia and 

those payable ou'tside Indi a is not necessary. 'rhe 

balance in inter-office adjustments, if in credit, may 

be shown as a separate i~ceIl1 under this .nain 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 Rre to be shown 

separately on the liabilities and assets sides. For 

arriving at the net balance all corJnected inter-office 



accounts should be aggregated. For instance, some banks 

h;:.ve separate inter-office <:tccounts for originating 

debi ts, local brc::nches adjustm,~nts, etc. All such 

accounts will be aggregated and the net balance only will 

be shown in tho balance sheet representing mostly items 

in transit ard unadjusted items. 

iii) At present banks h2ve no uni form and consistent 

accounting procedure in the rna t·ccr of interest d.ue and 

payable and interest accrued hc .. t not payal)l~ Oll deposits. 

Some banks classify them as depJsits, while oth2rs 

incl ude them in I Other liabilities I. For the sake of 

uniformi ty, it will be desirable to shovJ this item 

separately under the broad head 'Oth~r liabilities I • 

1'he bulk of the interest payabl-3 item will relate to 

tenn deposits of different types and the practice 

adopted by banks in accounting for such interest differs. 

In some cases, -the interest due is cledi ted to the 

relati ve deposit account at periodical intervals when 

the interest is calculated, wl:ile in othl:r cases the 

interest due is kept in a separ2.te interest pa.yable 

account. SOIre banks calculate such il1t~.cest for "che 
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purpose of balunce 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, inte~st should be 

,credited to the account at the stipulated intervals. 

b) In the case of tenn 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, periodic()l interest should 

be credited to the account at stipulated intervals fixed 

by the bank in accordance with the instructions of the 

Reserve Bank. A similar procedure CC'1n 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 account, for instance, cash certificates. 

v~here such deposits are paid prematurely adj ustrre nts may 

be made at th~ 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. In cases where interest is 
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payable separately and such payment is not necessarily 

linked with the repayment of the principal amount also, 

the 5Clme procedure can be adopted. As and when interest 

1s paid on such.accounts, the debit will be made to 

the interest payable account. The interest payable 

::~cccunt should be periodici?-lly balanced along with the 

principal amounts and the &nount outstanding will be 

S~'lC)wn if; all returns including balance sheet under the 

he"ld I interest pay2ble I • 

d) Fer the purpose of balance shuot, it maY'become 

necessary to calculate interest for broken periods and 

banks ma.y not necessarily work out the interest payable 

in indi-viilual accounts in such cases but may make ad-hoc 

provisioL fer such accrued interest on the basis of 

balances outstanding, p2..st experience of average interest 

paid, .l:")'2ric,j, to rL,n till the balance sheet date, etc. 

Such provisieon:; for interest are usuallY'- reversed after 

the closi~lg -== b~':)ks. For th'3 sake of convenience banks 

may show S'l_-~Cll cl,_,-·hoc provis :_on for the broken p<i::riod as 

'interest accru~d' in all cases and reverse the entry 

after' thIS closing of books. The amount of interest which 

will become: due and payable at stipulated intervals will 
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thereafter be credited on due dates to the deposit 

account or 'int,,-,rest payable' account as appropriate. 

e) In effect, the interest accruing on all 

deposi ts, 'iJh<."xher -th8 lJaY:[lent is due or not, should 

appe:lr as 2- liability, in one fonn or the otter, 

.L1C'_Dcly deposit, interest payabl~ or interest accrued, in 

the balance sheet. 

iv) aOthers (including provisions)" will be the 

next main item under 'Other liabilities'. So far banks 

have been including surplus provision for bad and doubt-

iul debts, contingency funds and secret reserves as part 

of deposits. As we are proposing to shoH only pure 

deposi ts under the head 'Deposits' , it becomes necessary 

to shew all provisions, which are not netted off against 

th8 reI c ti ve ass(.;ts, under a corrmon head 'Provi sions' • 

These provisions will include 

a) .!?n)vis icc for interest tax and taxes on income. 

b) 3urpl us j)rovision in bad debts provi sion account. 
'1'h8 'r;_:::cc~s<~ r~" provision 2_S required by audi tors 
will be n8-t-ced off against the advances. 

c) SUIplus provisions for depreciation in securities. 
The 'necessary' provision to show the value of 
securities at the adopted valuation will be set 
off against sGcuritiGs. 

d) Contingency funds which arc not disclosed as 
reserves but are Qctually in the nature of 
secret reserves. 
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e) other liabilities which are not disclosed under 
2ny of the other major heCtds. 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 lleposits, etc where the repay
rnent is not free. 'rhis item will be, thus partly 
in the nature of 'secret reserves' and partly an 
outside liability. 

Assets Side 

6.14.1 Presently in the balance sheet'Cash' is shown 

as the first item on the assets 

Cash 

In hand, wi·th Reserve Bank of India and State Bank of 

India (including foreign currency notes) 

In the proposed. swnmary version of the format, 

'cQsh and balanc~s with .theReserve Bank of India will 

include cash on hand including foreigh currency notes 

C.S well 2S balances mc.intained with the Reserve Bank of 

India in Current hccount. 'rh<3 relative schedule will 

show separJtcly -

i. Cash in hand (incluuing foreign currency notes) 

ii. In current account with Reserve Bank of India. 

NO furtlkr particulars are considered necessary. 
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6.15.1 'l.·h~ second item in the existing balance sheet 

Bala-rices wi th-other'-banks 
and money at call and shoI·t 
notice •.. _-_._-------_._----' 

format is 'Balances with 

other banks' showing 

whether cn depositor current; acc"Oun:t. 'rhe other parti-

culars requiF;)d to be shown are : 

In India 

Outside India 

Funds placed' in inter-bank market arc shown as a 

separate item on the assets side of the balance sheet 

a.t present under the heed "'loney at cellI and short 

notice" u l\iO furth~r particulars are given under the 

head. 

6.15.2 In the proposed format, balances held with 

various types of b2.nks/financial institutions will be 

clubbed together and shown under the head rBalances 

with b2.nks and money at ciJ.II and short notice'. How-

. ever, in the rc;lc:.tive schedule the particulars will 

be furnished as under : 

I. I~ India 

i) BGlances ~~th Reserve Bank (other than 
in current account) 
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ii) Billc:nces with other banks in India 

Current Accounts 

Deposit Accounts 

iii) dQncy at call a"rid short notice 

hi th banks 

\iH tb other institutions 

II. Outside India 

Current accounts 

Deposit accounts 

l'loney at call and short notice 

Balances held outside India will include 

balances held by foreign branches and balances held 

by Indian" branch€s of the banks outside India. ~ The 

money market funds vlill incl ude funds kept with bclnks 

and oth-.:.:r institutions approved for-l{le21ing in the 

inter-bl.~nk money market. B2.1ances held with foreign 

branch2s by Indian and oth8r foreign branches will 

not be shm-?n under this he2.d but will be included in 

inter-branch accounts. The question whether 'short 

notice' should b8 defined v!as 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 tre<:::.t...:d ,:5 [HOlley at call and short notice. The 

deposi ts fClr lon\~er periods of notice as well as term 

depos.i ts <-Te not to be incl uded under this head but are 

tc b..:: shov.'l-:' t;2pcT2.tely. Schedules to the proposed format 

require fundt; plc~ced in current ticcounts and deposit 

ticcounts to be shown sepc::rC1.tely. The funds placed in 

inter-bank markets in InJ.ic:J. will also be shol,oTn separately. 

1-~s th3 terms are nov' more or less well defined and unuer-

stood, the Committee is of the view thc:J.t the existing 

prtictice Cun continue. In foreign coun~ries, however; 

the 15 days· notic8 concept is not in vogue. DalClnces 

wi th foreign banks may, therefore, be classified ClS 
• 

curront accounts, deposit accounts and monay at call 

an<l short notice, as is normally un,:lerstood in sl_lch 

countrt'::8. 'l'he Corrucu tt'.;..e is further of the opinion that 

b2lancl;;s \vi·th ·the heserve Bank of India only need be 

shown se tJ2.rc..tely anJ b':::.larjc8s wi th the other banks can 
I 

be grou:ped together. 

6.1::J.3 ·.I.·:le classification of the b2.1ances in inJ.ia and 

outside India indicates broad sources and maturity 

pattern of the item. h segmental and sectoral classi-

fication on the above basis would be sufficient to make 
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an assessJTlcnt of the liquidity and realisabili ty of 

those funds. 

6.16.1 In th~ ~Jrc:sent balance sheet format, the parti-

- "---~---'I 

Investme_~~j culC).rs of investments are to be shown as 

und.or : 

1nvestments 

i) Secur,i.tiGs uf the Central and state Governments 
clOd oth2rl'rustce Securities, including treasu.ry 
bills of the Central and state Governments. 

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

iii) Debentures or bonds 

iv) Oth~r investments 

v) Gold 

In case where the value of the investrre nts shown 

in the outer colwnn of the balance sheet is higher than 
-" 

the murk.:. t vo.l ue, the market vGlue shall be shown 

scparat...:!ly in brackets. 

6.16.2 Seme of tho particulars of investments being 

given are not rc:levLlnt at present. 'l'he summary version 

of the proposed formc.t will give the to·tal amount of 

investments of a bank under the heud II Investments ". In 

the relative schedule, classification of investments such 
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as inv2stll18nts in Cencral and state Government securities, 

othc~r 2.hJprcvcd sGcuriti:.::::s, shares and debentures, and 

othL:r lnvestillents :may be given. Investments outside 

IlJdia may b-:; givGl1 separately. 

6.16.3 rot he\S been provided in the note (f) appended to 

t~l:; forIa of balance sheet prescribed under Banking Hegu-

lc:'cion Act that when the book value of investments of 

bar:.]):s is higher than the market value, the market value 

should be shown se~.)ar2tely. At present almost the 

entire investrre nt portfolio of banks consists of Govern-
\ 

:'k;Ilt or Government-guaranteed secun ties and other 

I ;:pprovecl securi tics I. ,The propoLtion of approved secu-

ri tL::s °to be maintained by banks is not determined by 

illdividu2l ban]::s according to ti,eir discretion and on 

consiJooraotioLs of operational efficiency; but is d~ter-

rained to (} lurge 2xt2nt by the monetary authorities 

2.ccor:dLlO tc eCO~lc'ilic compulsion s. Of late, the coupon 
~ . 

rClt.::: hcs b2eD I..;nhanc(:do from time to time bringing down 

°th;.; J;iurk0t value of scrips: l'he banJdng lc::gislation 

provi:los th<3.t b2.!lks shDuld disclose tho market value in 

the; balance sheet unless exempted. Considering that the 

deprGcicltioil iIi such cases i"s largely notional and also 



- 121 -

that fluctuations in the market value of securities are 

causej by changes in Government/monetary policy, it may 
-~ 

not be necessarv to disclose the market value of all 

invostmonts of a bank. Tho mod\) -of valuation of 

invest~ont8 has bocn sGparately discussod in Chapter VII. 

6.16.4 Acco rdi ng' to the lASe requi rements, banks are 

required to show 'dealing' and' investment' securities 

separately. Investment securities are securities 

acquired for long term purposes and dealing securi ties 

are securities acquired with the intention of reselling 

them ii.: the short term. These securities are valued 

differ"ently but the basis of classification and valu

ation should be disclosed. It is expected that in both 

the types the maD(et value will be disclosed, if different 

from the carrying amount, in the fInancial statement. 

Al though t;ns is the recoITUTI€nded approach, many banks do 

not have such classification nor do they indicate the 

mark,:=t v.::J.I ue. 'l'his issue as "nll as the incidental 

question relating to the system of making provision s for 

deprecia.1:.iorj in securities has been considered in 

Chapter VII. ~t is also proposed to provide suitable 

clarification regarding valuation in the accounting 

policy statocont and ,oota6 Oil accouot. 
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6.17.1 In the existing format, under the head 'Advances' 

Advances Clnd Bilis. pur-I. 
chased and discounted the particulars of advances are ._---_ .. -
being shov:n as· under 

Advances (other than bad and doubtful debts for wh ich 

provision has been made to the satisfaction of the;;" 

auditors) 

I) Loans, Cash Credits, Overdrafts etc. 

i) In India 

ii) Outside India 

II) Bills purchased and Discounted (excluding treasury 

Bills of the Central and state GovernmE11 t) 

i) Payable in India 

ii) Payable (,lJtside India 

2articulars of Advances : 

i) 

ii) 

iii) 

iv) 

v) 

08bts considered good in respect of which the 
Banking COITlpany is fully sGcured. 

Debts considered good for which the Banking 
Company holds no other security, other than 
debtors I pE~rsonal security. 

Dehts consid:2red good, secured by the personal 
liabilities of one or more parties in addition 
to th2 p2rsonal sGcurity of the debtors. 

Debts cons idered doubtful or bad, not -provided for. 

Debts due by directors or officers of the Banking 
Company or any of thEm either severally or jointly 
wi thany other persons. 



vi) 

vii) 

.' Debts'due by companies or firms in Which the 
directors Of .tho b:anking, company are i·ht ere sted' 
as' di rectors, . parbw'rs, or managing agents, or, 
in the. 9Clse o.f :pri vat~ companies ;as members ~ 

1'laximwn totel .c:;.t.i1ount 'of adV<';inces including: tempo-" 
rary advances made' at any time during the year to 
directors or managers or officers of the banking 
company or any of thun either severally or jointly 
wi th Clny other persons* . . 

viii) i1aximurn tctalamom1t of advances, inoluding tempo
rcity '-'advances' ~gra~ted 'during the year to companies 
or fi.rms in }'lhiCp ; th,e !ii~eC!tq+6 of., tbe banking 
coinpanyare"intGrest'ed as directors, partners or 
managing agents or, "inthq, case of private 
companies as inembers"A . 

ix) Due from banking compan'ies 

* Haximuil1 total 'outs tanding bal ance in all such 
accounts as a unit, on any, dGiY during the year' 
should be given under thi"s heading. 

6.17.2 It may b~ observed that the"existing classifica

tion .cf advanc::;s is elabotate ~and some 6'£ the particulars 

like advSlnces to. directbrs',o£ficer~'"l.etc of the company 

ar8 no lon'ger relevant. ' Besides, security-wise olassil'i-

cation of advances also is not very material in the 
I 

pres8nt context, particularly when banks have changed 

th~ ir systC3~n of lending from • securi ty oriented' basis 

to 'purpose oriented' basis. In -Several instances banks 

2.rc specifically instructed not to ask for extra securi-

'c.ics Qth,~r than the assets' created out 6f the lendings. 



124 

~ such a context it may not be appropriate to requiIB 

banks t8 classify advances from the security point of 

view particularly those granted to priority' sectors. 

All'. the saine, a. broad security-wise spectrum will be 

necessary for th8 purpose of assessing the overall 

realisability 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 

2.lready 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-

tic;s side and gross amount of advances on the assets 

side in th2 balance sheet. 

6.17 .4 'i'he advances presently shown in the balance sheet 

are oth8r thur1 bad and doubtful debts for which provi-

sion h2.S been wade to the satisfaction of auditors. In 

effect, the auvances which have become. bad and for which 

provisior, is i:li: ie by a bank are allowed to be deducted 

fro~n the tote: 1 ailount of advances. 

6.17.5 Detailed sectoral classification of advances on 
, , 

the basis of size, mat uri ty, Qto. involves considerable 

time and labour and such classification may not se,rve. 
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.TIucl"i useful purpose. All the salle, particu~ars regardiI'Q 

advances portfolio will have co be available in the 

balance sheet for a pro~er assessment of the general 

character ffild overall realisability and liquidity of 

advances. This can be done by gi.ving (a) a Droad matu-

ri ty-wise pattern by showin <; bills, loans repayable on 

demand and term loans separately (b) a broad security-

wise analysis of the advances (c) a geographical break-

up of advances showing advances 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 p.roper <J.ssessm~nt of the true posi-

tion, it would be essential that this item should be 
.. 

stated at the IItrue and fair" value. 'i'he true and fair 

val ue does not necessarily mean the face value of the 

• advances, as some of the advances ,nay be uncollectible. 

It is, therefore, necessary to ma~L provisions for advan-

ces which are considered as no"c reali sLJ.ble. '.i.'he question 

whether such provision should be shown separately or 

should be netted against advances has been considered 

by the Committee. The Committee feels that in the Indian 

conditions where it has already recommended that the 

practice 0 f secret reserves should continue, the advances 
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are not to be shown gross of provisions but vTill have 

to be necessarily shown after, deducting the amount of 

provisions freD the advances. This is .ncre or less the 

practice in other countri~s as well. 

6.17.7 In order ·to give an idea of the realisibili ty 0 f 

the advances portfolio banks may also mention in thei r 

accounting policies that certain types of advances are 

indicate in the notes to the account the obligations 

cast on them by the Government guidelines on social 

banking. It may not be pr.-acticable to classify the 

advances according to the inter;:.,st rat(!s rangus 1 but the 

• notes can spell out the range of inLerest chargeable on 

various sectors of lendings. 

6.18.1 1:> resently I Premises and Furni ture c..r:~ Fixtures 

etc. 'are shown separately _ on the ass"" cs siu8 of the b 

bal ance sheet as under : 

Fixed Assets] Premises less depn::ciation 

F~niturc & Fixtures less 

depreciation 

In addition"Non-banking assets acquired in satisfaction 

of claims (statirg mode" of valuation)" has also to be 
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shown separately. In the re12tive notes, it h2s been 

stated "Premises wholly or partly occupied by the 

banking company for th0 purpose of business should be 

shown against "premises less depreciation". In the 

case of fixed capital expendi t,.;ure, th-.:: ori gj_nc~1 cost, 

and additions ther"eto and deductions therefrom during 

the year should be stated, as <::1sc the total depreci-

ation written off. Where sums have been written off on 

a reduction o"f capital or revaluation of assets, every 

balance-sheet after th~ first ba12nce sheet subsequent 

to the reduction or revaluation should show the reduced 
I 

figure with the date and amount of the reduction made. 

6.18.2 It is further provided in the Ci:'se of • non-banking 

assets' that value shown shall not exceed the market value 

and in cases where the mark8t value is not ascertainable, 

the estimated realisable value. 1 typical instance 

showing how these requirements are :nc-: ';/i th i_l »ractice 

is given below : 

Premises less depreciation 
Cost upto last Balanc::e sh0et 
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 

simil ar manner. rfhe non-banking asset is shmm 'Non-

Banking assets acquired in satisfaction of claims (at 
, 

book val ue) • 

6.18.3 In the proposed summary version, however, the 

total amount of premises and other c3pital expenditure 

will be clubbed together and shown against 'Fixed Assets' 

'1.'he relative schedule of fixed assets shows separately 

'(i) Premises (ii) Other fixed asse'ts (including furniture 
; 

and fixtures). Premises wholly orpc.rtl:i;' occupied by a 

banking company for the purpose of bus iness should be 

shown;, against 'Premises I. DnJer' each head, the previous 

balance, additions thereto anJ. deductions therefrom during 

the year as also the total depreciation written off may be 

shown as at present. v~here adjustments 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 revised figures with the date and amount 

of the revision made: Non-bullking assets, being 

insignificant need n~t bo ropcrtcd saparatQly "but nay 

be included under "Othur' assets". Tho ::'.rdc of 

valuation of fixed assets n.nd the neth:""ld 0f 
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dapracinti~n adopted may bo indic~tod in ~he accounting 

policy; particul~rs ~f revaluatinQ and rate of 

dGpr0ci9ti~n charg8d may be givon in the n~tes on 

accr-mnt. 

6.19.1 The note tr. the existing proforma~of balance 

shl~et says "under this heading nay be incll1dcd such items -_._------,.. 
Other Assets ~ as the f ~\llowing, which nus t b~ s~own under -----.. --.~ . 
headinCjs suitably describod : prelininary, fort:1ation and 

Qrganisa tion expenses, dev(~lopnen t expend i ture, 

cOBmission and brokerage on shares, inter(')st accrued on 

investnents but not collected~ investB3cts in shares of 

subsidiary companies and any other ass8ts· 7
• 

6.19.2 Like YOther liabilities'? there is no uniformity 

among banks in classifyinG these itoms. IJ."'he main items 

under 'Other Assets' now being shown oonsist of inter-

Office Adjustments (net debit balance), interest accrued 

on investments/advances, tax paid in advance and tax 

deducted at source and oth'br miscellane0us i terls. Other 

mtscellaneous iteLls will include prepaid expenses, 

deposits with Gove:t'nment departnents, rent/commission/ 

exchange r~ceivable, clearing adjustments, sundry debits, 

stationery, etc. A typicAl jnstRncn in(1icnting hnw this 

item is being shown at prasent is given telQw. 
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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 ('l?emporary advances/suspense, security 
deposits, outstanding rents, clearing 2nd other 
adj ustment accounts, etc.) 

6.19.3 In the summary version, all asseL:S net classified 

under any other major heads will be groupr=d and shown 

under the head 'Other assets'.· Although a residual, con-

glomerate item, it is necessary that adequate particulars 

are furnished under this head, as in many cases the amount 

shown under this heading is quite substantial. 'l'he rela-

tive schedule should therefore give particulars under the 

following major sub-heads -

i) Inter-office adjustments (Net) 

ii) Interest iJ.ccrued 

iii) Tax paid in advance/tax doducted at source 

iv) Stationery and stamps 

v) Others 

(i) Inter-office adjustments ( net debit balance) is 

corresponding to credit bala.nce under tllis head shown 

under 'Other liabilities' c:.nd ·the rema.rks relating to 

that item will also apply to this i tern mutatis mutandis. 



(ii) Int;erest 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 investments. Accrued interest normally 

may not arise in the C6se of a.dvances as banks charge 

interest on advances on or about the balance sheet date. 

There could be, however, certain instances l,i\rhere interest 

may hcve been taken to profit and loss account but not 

debi ted to party's account due tC\ SOlTIe r~d8on or other~ 

Such amounts should be shown under • others' • Banks 

should ensure that only such interest as is realisable in 

the ord'inary course is shovm under this head. 'i'his is 

a basic assumption anU no notes or policy statements in 

this respect are considered necessary. 

(iii) The net amount of tax paid in~dvance or deducted 

at source, i.e. the 2mount of such taxes less provision, 

if any, made towards relative tex dues, if the balance 

is in debit, only wi II be shown against this item. If 

the net position is increc~.i t, th2 re12.tivs LlITIOunt will 

be shown und8r oth3r liLiliilities. 
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(iv) The stocks of stationery and stamps on hand should 

be shown on a realistic basis. l\Jorrn2l1y the practice is 

to treat most of the stationerI 5.. tem8 as n~VE;nue and only 

exceptional items of expenditure like bulk purchases of 

security paper, loose leaf or other ledgers, etc are 

shown as quasi-asset to be wri-tten off over a period of 

time. Banks should ensure that the various items included 

in this head do not take into account any subsequent cost 

escalation, ae such itens er~ nennt for internal 

consumption Jnly. 

(v) 'Others' will include mainly unadjusted sundry/ 

suspense debits, clec:ring items, debit items representing 

addition to assets or reduction in liabilities, which 

have not been adjusted for technical l.:-easons, Went of 

particulars,etc and also all income other th6n interest 

which has Ibmlr accrued. Non-banJcing Clssets will also be 

included und~r this head. 

6.19.4 It may not be necessary to prescribe any further 
., 

particulars 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 thei r book value. 'rhus doubtful 



items like law charges, rscov-c;rClble expenses not a::ljus-

ted etc should be:; Quequ2,tely J)lovi;.l(~'-~ for <:":fl'} such' , 
provisions should be ne i:teJ. off 2.gaL:!:;t ch..: relative 

dcbi t items incl udt .. d un;]er thi s hc2.~. 

6.20.1 1'. contingent licbili ~y exi sts vlhen 2. current 

si tuation may result in e. li2..bili ty upon th~ occurrence . . 

~til~9;;;-.L~~~bi"litY-·1 of some future event, but the 

possibility of the event occurring cannot rcasona~ly be 

predicted as of the balance: sheet da.te o It is customcry 

to show the volume c!: such trtlnsC'ctions in the balance 

shE.:etto shm',' the contingent future 1.iabili ty inherent 

in such tr2nsac·tions. 'l'he existing form2.t of balClnce 

sheet provides for showing sLlch contingent liabilities 

separately in the b~,l2.nce shcc;t under the follovling 

he2..ds : -, 
i) Claims against 2. ba.'1king Cl)m~J2.ny not c_cknm'Jledgc:d 

as debt. 

ii) 

iii) 

iv) 

l'4onoy for whieb the "b!loking comp:lOY is 
c,ontingcntly _liable s:;hD\ying sO~8ratc!.y t113 £loount 
of guarQotG~ givon by tho banking o QUP8 oy. 00 
bahalf of directors or officers. 

Arrears of cumul<lt .. i .. v8 prcfcrc;;ncE.:; dividend. 

Liability cn bills of GXCb2nge discounted 

vf Liability on 2.ecount of outst<.mding ForwC'rd 
Exch2nge Contracts. 
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6.20.2 'l.lhe contingent liubilitie:s nOLr;;::lly shovm by 

international be..nks rc:l2. C2 to i t,,;!TIS like 

Guarllntces 

Standby facilities 

- Letters of Credit 

Forward ExchiJ.nge Positions 

- Oth",r forward positic,ns 

Undrawn loan f2.cilitic:s 

- Future market positions 

6.20.3 The I.A':;;C recommendations 2.150 indicate that a bank 

should norm2.11y disclose th~ ~xis~c~ce of uncovered con-

truct pbsi tions and thE; existing <'mOL:nt of guarant~es, 

letters of credits 2nd st2.ndby 1~tt2rE of cr~~it issued 

iT'fc,,,d"C.~ l t, 
and tr CPt '-oh CO.1Uni tffie:nts -t._ i...;X teL.:.; crGc1i t thtit can-

not be withdrawn at th..:! Jiscrcticn cf t he bL~nk without 

incurring expenses or los·s •. Several bClnks, hOVJ.:..;ver, only 

report th~ I=:xistenc(; ~.:.nd nature of th0SG contingenci..;s 

but ·Jo not in;licatc tn...; u.ffieun t involved. l;lL~ny b2.nks al so 

do not show them ClS pvrt of the: bc::.l<:.ncG sh...::ct, but as a 

note to the 2.ccount:s. Consill.: .. ;ring all <J.sp(:;cts and the 

pr2ctice adopted. by ether companies in Indi a, the 

Cerruni ttee fccl s thClt the b':::'i,ks fL-l<:Y sh(,~-J. theso i tons 118 tl 
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schc~,lulc;; t:c the b'-ll p·nce sh~et. .l'he items to be shovm 

nc;c.:cl t,- b-...: cc·nfin.od tCl the follov-Jing brond heads.:-

i) C12i::1S 2gctnst the bunk not u.cknowllJuged as debts 

ii) ':"i:-Dil.i.."i:y f~)r partly paid investments 

iii) 

i v) 

.Gic.b:Lli tv en accolint of outstLtndlng torwu.rd 
C:XCh21192" contr2cts 

Gu~r2.nt8es givcIl on behalf of constituents 

v) Accept~nc~s, cndors~nents ~nd other obligations 

vi) C~h::;r itullS for v-lhich the b2.nk is contingGntly 
liublc 

6.20.4 It is not cuns .,L:r-;;.d nec~ss2.ry tc h<:.:vl3 Cl. sep2..rate 

hC2.ding fGr th..; 2rrl....u.rs of cwnulo.tivc divide:nds ClS the; 

amount involved, if r.!.t 2.11, will be: very nominal. The 

cblig2tions under. tho und(;;r-writing commitm.;;nts may not 

;}l so be 1 c-.rgc 2nd nL;cJ not thcrcforc: be shown scp::rately. 

·J.'he: .:J.bCV0 i terns c<'.n be incl ud\J,l, "Jh(;r'~ ncc.::ssary und-.::r , 
i t:.:;m ~ vi). GUilFmt~cs in Indic. G.nd outside Indi2. will 

6.20.5 In II:Ji2r1 cc'n,-li:cions ",·Jhl..:re bulk ·,)f th~ ulvcmccs 

is given unl(~r Cr>.sh Credit or Ov,-rdr2ft system it ffi2Y 

not be possibl.:.: fer b.::nks to in:1icut.:::: th-: extent of 

cc:mlt1itm~nts Hl;-,d,:,;; to cxtcn:l cr....-:dl t. Similu.rly it m2y not also 

b,j f...:2sibl(; tr.,; show the 2mOUl1t 0 f undrawn lo<::.n f0Cili tL .... s. 
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.such ;Jut;:· .-:rc 2.1so not furnished uniformly by 211 bQnks. 

'.L; o.king 211 f2.ctcrs into C(';l,}S i,l~rc::.tion the Commi tt~·...; duus 

Lidicc. 

C(J·~_~~~~:·.~c::nts I i t~ms ;".r.:; : 

i) 

ii) 

Li2bili Li,-s sLl~ 

~i11s for coll~ction 
b~ing 8i 11 s r,::;c(;)i v::'bl(;, 

. "S P ~ r COllt ri". 

l.cci.:.:pt;:-~nccs, -..;ndorsc
m8nts :::.n.1 oth"",r obli
g2.tions, 2.S p,-,r centr2. 

Ass..::ts side 
.--~ .... _. 

i) Bills r,~cci vc-blo.J bo.Jing 
Bills for coll~ction as 
p .... r contr2. 

ii) Constituents' li~bili
tics for ucc~pt~nc(;s, 
c..:ndorse;mlJnts ,nd 
oth~r obligations as 
per ccntrc:1. 

Al though th.:::sc items ffic!y represent actu2.1 liOOi-

1i ty (and. a eorres;,xnding ;c:..sset)' of 2. bank und the 1ic:.'.bi-

Lt-ti'-.:s L_n~i (th8 corresponding c1v.ims) ffiny be on ·liffcrcnt 

leg~'-l ellti tics ·"'n.]. c::'.J.":;not be, thcr~forlJ, set off, b2.si-

c<'llyl:.h(;y ,.i~ n'::it rCf)~.:..;scnt 2 cryst2.11iscd li2bi1i ty (or 

,'.ssc:t) 01: the b2_1<.'.i.lcC sheet dc.to. If they hc::.d crystal-

th0Y Vlnuld h~vu b'Ocn ·trontod r\S lirtbilitics .;nd 

c::.:~s..:;t.:;~ in tho orJ.iIlClry c()urse. 'rhus at a point of time, 

th~S8 i'Loma inuicc::·_te business transactions of a. parti-

CUi;:T n·:·.ture in hmKl os at that tim8, but the licbL-

liti0s Fll1d ElS80tS. rapr~sG~ted by ther.! ah')uld be doomad 
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tc be of ;:~ r:...:.. turG di ffer2nt from oth(;r liabilities and 

assets. It is quite conceivable that in individual 

c(":ses ,C'- liClDi.Li ty' m2y crystalliso while th0 corresponding 

2.sset 1-..1<.:.Y not ffi2.te:ri al ise. It will, however, be inappro-· 

priCl.tc for the st'J<:c of covering the possibility of such 

exception2l CClses tc' incl ucle Clll su:::h contra items in 

the balc::.nce sheet as assets and liabilities. l'loreover, 

in cuses where iJ. liLbili ty is likel y to cryetRlliso end 

ar. asset not likely to be realised, it is customary to 

provide: for the: eventual li2..bility, in which cc:.se the 

provisions ilwde will be reflect0d in the balance sheet. 

So,ne i terns like gU'::T2ntees enJ. acceptances a.re shown by 

bClnks, sOifletimes und;;;r contra items, sometimes under 

conti.ngent li2biliti~s c::.fJ;.i still sometimes under both 

h2<::1s. i'he Conunittee is cf the opinion th2.t i·t is not 
1.. 

no. !~,.:::lly neco:.: ~ary to shoVJ any i tern, incl uJing guc:.r2.ntees 

Clnd 2.cccpt2.nces tvlicc ii. the.: bal ClDCG sheet. Items which 

cT8 shm'H1 in contingent li2bili ties n.3ed not be, there-

fore, incl uled in i:.he centre: items. Guarantees und 

,3.ccept2.nC2S vrc proposeJ.t..:; be shown as contingent lia.bi-

1 i ty unJ. need not, there f9rc, be 2.gain ShOvlil as contra 

items. Bills f;'.T collection mClY be shown separu.tely in 
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the suoo~~y v3rsian and not as part of the total 

a~ects an~ liabilities. 

6.22.1 'I'he profit and loss account (or statement of 

income and expenditlITc) is an integral part of the 
. __ ._. ___ 4.- •• _ •. _ y 

Profit9nd Loss : annual reporting systen of business 
Account - General: 
-_. --L entities. According to the lASC 

j)i8cussion Paper the profit and loss account of banks 

should show soparctely the following major significont 

item.s .. 
- inter2st income 

- intGrest expense 

fees for services 

- dealing results 

- invGstments gains or losses 
, . 

, . 

net charge or credit to the provisions 
for loan losses 

taxes on income 

6.22.2 H:1ving J:.~gcu·c1 to the fi:1Ct that the Cotlmi ttee is 

in f3VOll1' oi Indian banks Buintaining secret reserves, 

banks in Indic ffi3Y nbt be required to shaw in their 

profit and 10S8 o'2coun-c sOllle of the above items parti

culilrly l1 no t ch.:.trge or credit to provision for loan 

losees" and :7taxes on income ll
• Subject to these 
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im~::)OrtiJ.nt qu2.1ifications, th~ accounts prepClred by 

banks in Inuia at present in the fODn2.t prescribed in 

Form B in the Third Schedule t L , the Banking Regulation 

i.ct, by 2n ~ 12.rgc, furnish all Inateri<ll information 

required by the Ih&C .Discussion Pape r. HO\"lever, apart 

from the: data so furnished in the pr,,;;;scribed fonnat, 

banks 40 not give 2ny Cld~itional materiul or supple

mentary information., 

6.22.3 In order to proviue thl.) users of this statement 

with a meaningful pictur~ of the operational results, 

it is nocessary to give in this statement adequate 

particu12rs of the main heads of income and expenditure, 

vThich 2r~ • interest received" and I interest paid'. One 

of the incidental points discussed by the COimni ttee and 

which has beetJ consistently brough' to its notice during 

th,:,: meetings by professionals connected with bank 

iJ.ccounts is th~t incoine should be classi fied according 

to thc: source uS Hell <.lS the type of u.ctivities.Another 

suggi:;stLm that h,,~s been rnu.de is that the interest 

incmnc; and int8rcst exp8ndi ture should be classified 

iJ.ccorJ.ing to the customer segments as well as the 

in terest rc:.ngcs. Apurt from tre question whethE.r a 



I' 

140 

det':::.iled breClk-up of income on such di fferent bases 

woulJ. be of material 2.ssistance for the user community 

of the financi2.l statclI1ents, th2re is a basic difficul ty 

in complying vIi th the suggestions, because the present 

tlccounti1l9 prClctices in bCl;J~;::s do not generllte such 

sector-wise and segmentCJ.l information readily. Unlike 

in the case of banks in foreign countries where the 

accounts are computerised and the requi red data can be 

produced with C2se along vrlth the completion of the 

accounts for the financial year, in Indian conditions 

prep2.ration of any inforffi2.tion that is not readily 

available from the account books will pose problems. 

Even if the inforlTlCttion is aV<J.ilable readily in the 

account books, consolidation of the qata at the Head 

Office level involving thousands of branches will be a 

time c:::·nsurning affClir and it will be difficult for 

banks to cons·~)lidatc:: such date. in time for inclusion 

in the fin2.nci2l accounts. ].'loreover, foreign banks 

also do not uniformly gi. ve such data. Taking an overall 

vi ':...:.v.:, the Co:mni ttee doe s not consider it necessary that 

b2!l1ks SDould furnish such detailed supplementary infor

lll2.tion in reg.:~rd to the main items of income and 



expcnc~i ·tl.lre 0 ·.i'he question whether bc>nks should give any 

geogruphical cLLlssificaticL of income and expelJditure was 

3.1s 0 c::xamincd by the COll1fni ttee • vjhile it was not consi-

aered n8cessa.ry tc gi V0. 2..11/ detailed geographical break-

up of the vc.rio"L's items inLhe profit and loss account, 

it would be desirtible if the profit and loss account indi-

C2.tes th8 share of the foreign brL'.nches of a bank in the 

totul income and E:xpenJ.i t ure. 

6.23.1 '1'he formats prepared· by the Committee and furnishc.,j 

in Annexure VI - Part II take into account the vurious 

F~-~~-tBJ constrcints and the COl11mi ttee I s considered ViCvlS 

on thz::se issues. As proposed in the CRse of the balance 

sheet, tho proposed formi:lt of the profit Llnd loss account 

is to bc prel)ared in a sUlTunarised form duly supported by 

schGdll.les giving c..i...1J..i ti or. al information, "mere required. 
\ 

·i'he figur..:;s C:Te tv be furnished for two years and the 

Ll,noun·ts need. be shm,m only in thousands of rup..:;es. The 

c::.ggrcgu.te .i.llcome and 8Xpenditure of foreign branches 

will be L1~cated by Ll note in the summary version of the 

profi·t i1nu loss account. The summary version also shoVls 

the apprc;priation of profits. 

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

~ :i:~on~ profi t . unO. loss account after deducting the 
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~rovisions nade duripg tho. ye[lr for bad and. doubtful debts 

and other usu,:'1.1 or neccssC"ry provisions. The various items 

v-ihich app~C.r und2r the hec:c1 'Income' in the profit and loss 

,account iJ. t. vrcs\..:nt 2.r.::.; as under 

1. Interest 2nJ. Discount 

2. Conunission, l!:xch2nge tind Brokerage 

3. Rents 

4. Net profit on sale of investments, gold anJ silver, 
12.nd premises 2nd oth· . ..;r assets (not crec.li ted to 
r.;...:;:serv~s or, any particular Func.l or Account) • 

5. i'-let profit on rev&luation of investments:, gold'and 
silver, land and premises and oth~r assets (not 
credited to Reserve or any particular Fund or 
Account) 

6. Income from non-banking assets ana profit ·from 
sale of or dealing with such assets. 

7. Othe r receipts 

8. Loss (if any) 

6.23.3 in the proposed formC'.t of profit and loss account, 

the inC01:1e :L s split into two broad heads i.e. 'In-cerest 

earned' 2nd 'Other Incoi-ne'. In the sununarised version of 

the format gross amount of 'Interest earneJ.' and 'Other 

income' only will be shown. No deductions \lJill be made 

frOl~l incolne he2J..s for usual and necessary provisions. 

Interest income will consist of in terest and discount on 
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all bank bcl2nces, securi ti es -and loans ,~Qd advances. 

I Other ,Income I will incl ude all o,ther incomes, in 

particulur, commission anu exchange, rent, net profi t 

on sale of investments end other assets and not profit 

on exch2.nge ·transactions. 

6.23.4 In the schedule relating to 'Interest earned', 
I 

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

be given c.s follows : 

i) 

ii) 

iii) 

iv) 

Interest/discount on adv2nces/bills 

Income on investments 

Interest on bcl ances with Reserve Ban]( of India 
and other inter-bank funds 

Others 
, 

6.23.5 '.L'he schedule rel ating to 'other income' is 

intende~ to give a break-up of the major items under this 

head. 1 .... s such income vlill not be s{gni ficant, it is not. 

customary nor is it necess,:ry to give any detailed break-: 

up of such i teiTIS. All the same, the nature of the items 

include:] under this h.:.;ad is expected to give an idea 

of the different sources of incoille 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 Clvailable in the present format. 
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i) CmrunissioD, exchange 2lnd brokerage 

ii) 

iii) 

iv) 

v) 

. I 

~(~nt 

bet profit on sale of investments, land 
and .b,.Li.ldings an_I. other assets 

l.~et profi t on exchange transa.ctions 

:'iiscellaneous income. All ;income not classified 
under any of th e sl)eci fic categories listed. in 
the scheJ.ule will be includ.ed under this head. In 
C2.se any of the items included under this head 
exceeds L~ of the total income, pa.rticulars should 
be furnished in the notes to the accounts. 

6.23.6 In the existing format of the profit and loss 

z~pen_d~ ~~ur.~ accoun"t, the expenditure side consists of 

tlT2 f(;llo','ing i terns : 

, 
.L • 

") 
"-. 

3 • 

Interest p<:liJ on deposits, borrowings, etc • 

Sal<:J.fics and allowances, Provident Fund and' 
gratuity contribution 

.Ji r(~ctors I a.nl i.local Cornmi ttee .'Unbers I Fees 
GnJ. i.llowal ces 

4. ~<.ent, 'I ;oxes, Insurc:.llce, .Gighting, etc. 

5. .Gaw charges 

6. i?OSt,:g2, 'i'elegrCllns and stamps 

7. \ i-\.u'.Li tors I Fees 

8. we;?!:'<3ciation on c:nd rep<J.irs to the bank's property 

9. Stu.tL.nery, Printing, Adve rtisement, etc. 
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10. DOSS from s&le of or dealing wi th non-banking 
C'..ssets 

11. Gth8r e~~enuiture 

dOst of the ite,ils given :LfJ the existing format except 

interest ~x:.id c::.nd s,laries and allowances are compara-

ti vely insigni ficant and m2hy inter-national banks do 

not give p qrticu12rs of such items, although some of them 

do give some such infonnation. In the proposed summary 

version of fornt::.t, therefore, exp·enses may be divided 

into three broad groups viz. • Interest Expended' I 

'Oper2..ting .c:xpenses' and 'Provisions and contingencies'. 

In the relative schedules, necessary break-up of the 

first tHO items may be given. As it is our intention to 

pend t banks to maintain secret reserves, the break-up 

of provisions vlill not be furnished in tre published 

Rccounts. 

6.23.7 Interest expended will include interest on all . , 
ty_lGS of deposits, discount/intE::rcst on borrowing am. 

rc~inanc8 from b&nks 2nJ. other institutions and all 

o-tJ"ler interest payments like inter·est on participation 

cc:=;rti fic2..tes, penal interest paid, etc··. Tho rola"t-1 ve 

sch0dulo will giv~ a broak-up of this itoo uoder 

tho following.hoods -



i) Interest en deposits 

ii) In-ce:rest on Reserve Bank/inter-bank borrowings 

iii) Othe:L's 

No further clo.esification of the source of payment of 

interest is considered necessary. It is also not 

necessary to indica-ce separately interest on different 

types of deposits and bo}rowings. The payment of 

j.nterest to different types of clients like banks, non

bank clients, 2tc will also not be material. As in 

Indian conditions, interest rates are administered, a 

break-up of customer-wise source of interest paid is 

not likaly to be of much use. The notes ·co the accounts 

will, however, indicate this position as well as the 

range of interest rates on different types of deposits. 

6.23.8 'Operating Expenses' in the summary v(~rsion will 

include per~onnel expenses, rent, taxes and lighting, 

printing and stationery, depreciation and all" other 

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, etc. 

This·discipline is also made applicable to banks in "the 
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existing formats and the CO:tiicli tt.ee is of the opinion 

that this prc:.ctice can profitably ccntj_l1ue. j .• scru.tiny 

of the profit and loss accounOc shows thot 2pc.rt from 

the items mentioned above, the (')th;:::r significant over-

head charges arc post;::;.l ch<:Tges, advertisement and 

publici ty, law ch arges, repairs ,md maintenance and 

insurance. 'rhe relative schedule may, therefore, give 

a break-up of this i te~n under broad sub-he2ds like 

i) .t?ayments ·to and l)l.-ov.isions for employees 

ii) Rent, taxes and lighting 

iii) J?rint.ing and stationery 

iv) hdve'rtisement and publicity 

v) .0eprecia·tion on bank's property 

vi) uirectors' fees, allO\'T(nc~s ': n.:1 experjses 

vii) j~udi tors' fees anJ. expc:nS2S 
(incl uJ.ing bra.nch Cludic.ors' fees ClUJ. .expenses) 

viii).Gaw charges 

ix) };)ost~, telegrc.ms, telephones, :::: tc 0 

x) kepairs ..... mainten2Ilce 

xi) Insurance 

xii) Other expenditure 

, The' oth~r ex',..JenJ.iture' is a residual composite 

i tern 2nd in ca..se any p2.rticulrr i teen under this head 
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exceeds 1% of the totill. income (for the sake of conve-

nience, the reference is m2de to total incOll1e and not 

expendi-cure), the nature 2nd amount of such items should 

be sho'lrlD in 'the notes .to the c.ccounts as in the case of 

'miscellaneous income'. 

6.24.1 ',l'he third part of tbE: i)rofitand ":"05S Account 

gi ves 2. sUiilinary of the proposed appropri<:lti:;n of the 

~;;~o;ria_~i~ Acc-~untl available pre fi t incl uding 

profi t/loss carried over from the p::'2vious ye2.r. At 

present this part of the aCcouIlts i3 being shovm in the 

balance sheet. hi th the proposed chCl~~e in the balance 

sheet format, it is necess2ry to' inclU:de thi s item in 

the profit and loss account 

6.25.1 Foreign currency transactions and operc.tions 

Forei"gn currency] now-o.-days constitute a significant transactions -----. ..-
proportion of the tot.;}l v.J'Orking of banks and accounting 

for such transactions; therefore, assu:cC\~s considerable 

im~)ortance in corporate reporting of b.3Ill,;:s. .J..' VJo aspects 

are involved in this issue ~ firstl~l c:.ccoun:,~L1g of the 
, 

foreign exchange business handleu frc:rr the dO;,1esttc 

base and secondly the consolidat,iOil 0 f the accounts of 

the foreign offices vl'i th those of -the parent uui t. In 
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the normal course of business a bank, even though it 

may not hC:i.Ve any foreign br2.rlch, may enter into tran-

-
sactions denominated in fOieign currc=ncies. 1'0 facili-

tate th8 recording of these transactions in the 

accounts of the bank, tho3y have to be translated into 

domestic currency. In "che CL'se 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 incoL'i")orated. in th2 final 

accounts. Such consolidation of the accoun.ics of foreign 

offices with those of the parent co:npC'I'Y \"rL11 involve 

translation of the foreign CUrr2lJcy int.") home currency 
I" 

both for revenue and balance sheet i toms. 1'he account-

ing policies and practices followed bv baJ:lks in both 

these spheres 2.re not uniform. 

6.25.2 '1'he two COi1blon a1::>proaches in accounting for 

transactions denominated 1n forei.gn currencies are the 

·'time of settlement ll method and IItime of trans2.ction" 

method. 'l'he t ill1c of S8 ttlelllent method treats a tran-

saction (i.e 0 sale or pu:cch;:,se) and its settlelnent 

(i.e., cash receipt or clisburselnent) 2.5 a single event. 

'l'he difference a.r.isinl) frf"lln fll1ct:nnti.ons i.n exr.hange 
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rates that occur before settlclflent is 2ccountcd for as 

part of the transaction and no·t 2.S il S2:":Lc;::,"Le ~·~'change 

gain or loss. '1.'he IItime oftr<2Ls(';.ction" ,'c;cthod treats 

a trans0.ction and its settlement 2.S separa.te events. 

The date of transaction establ.Lshes 'che exchange rate 

to be used in translction and, unless covered by speci-

fic fOIW2rd exchange contract, c::ny fl uctuat'ion in the 

exchange rates between the dC'.te of transaction and its 

settlement gives ris(C! to a foreign exchange gain or 

loss which is accounted ior se~)C:trately. '.L'hc I time of 

transaction I ::K::thorl bv and. l<1rge is used around the 

world. ~~here the l'time of trans;;cticn ll l'!lethod is 

applied, trans c.ctions den0rninCJ.tc!1"-n fo rc~ig'J currencies 

are translated and recorded il. the books 2t t~'1e ~2.te of 

the transaction using current c:xch:.,n,.:e r2t~~s 0 Subsequent 

adjustments may be required to the aIflOunts in local 

currency initially record2d for LlonetrJ.ry assets and 

liabili ties resul ti ng frmn foreign currency' transac-

tions. (l!!onetary assets and liabilitiGS c:lre ·those th2.t 
, . 

represent money or claims ·co muney, e.g., cash, reGeiv-

abIes and pc~yables). In the case of nGn-1l10netary 

assets, liabilities and inculllo :sta-tei'K?nt i te,[ls resul-
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ting from foreign currency transactions no subsequent 

adjustments are normally required to the amounts in 

local cur.rency ihitially recorded. (Non-monetary assets 

and liabilities are those that do not represent money or 

claims to money, e.g., plant, machinery and inventory). 

6.25.3 The foreign exchange l)usiness handled by Indian 

banks mainly relate to transier of funds, collection and 

negotiation of import and export bi:l.12, loI'\!erd transact-

ions, dealings in foreign currc;nci:os iH~.d 8~1cillary 

busine2s like letters of crGdit and guarantees. The 

transactions are accounted for OQ the "time of transact-

ion'" basis. Normally, the busine~s that is undertaken 

by banks in India does not create any non-monetary assets 

and liabilities at the Gnd of the accounting period •. 

Certain monetary assets and liabilities like balances 

with foreign banks, outstanding bills and forward trans-

actions, etc would, hovJever, b(; created. The income 

'" earned on account of differonce in foreign exchange 

rates on completed transactions is recognised as 

exchang~ income and recorded in tbJ income stdtements 

by banks allover the world and in Inaia 21so this 

practice is in VOf~lJ.8. The j n0 U!W: OL' l083 on a~count of 
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rate cl'l.anges in respect of oU':::stonding lT10n(;ti ry assets 

which go into the foreign currency position incl uding 

forward tronsactions is usually arrivcc:" at. b~i 2.pplying 

the closing rate of exchange for translation and the 

resultant profit or loss on such outst2ndings also is 

usually token into account by banJ<::s in the income state-

mente 'l'he practice in respect of booking the profi t or 

loss on forward transactions is not however, uniform. In 

India, also there is no unifor!luty in the practice of 

booking the profit or loss on forward transactions; some 

banks do not book $uch profit or loss, ~ile others do; 

a few oth~rs provide only for loss on such tr2.nsactions 

and not for profit. Although thus, the bosic principles 

adopted in arriving 2.t the g2in or loss on foreign 

exchange business of Ind Lan bal1ks 2.rc cn J,ar '''''ith those 

commonly adopted in other cQuntrie s, there ar<:: variations 

in the detailed procedure followed by banks, for instonce, 

in arriving at the components going to m2.ke the exchange 

position, rotc of cxch&nge to b~ ~dopted for ~ranslation, 

periodicity of income reckoning,etc. It is understood 

that a technical group is Horking under the aegis of 

Foreign ~xch<'lnge De21 prs 1-,sSOr.i.Rt i on of Ind i.r:t (Fi~Dl\.I) in 
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evolvinG certain standard practices for adoption by our 

ba~J{s in the booking of profit and loss on exchange 

business. The Committee recommends that banks in India 

should follow the 'time of transaction' approach for 

sccounting and should also book the profit/loss on 

for~ard 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 valuation, valuation date, valuation 

:cate, etc. 

6.25.4 Vfuile incorporating the financial statements of 

foreign based entities in the consolidated accounts, the 

financial statements of the foreicn entities may have to 

be restated in order to comply with accounting principles 

applied in preparing the consolidated financial statement 

and they IIJi11 also have to be tranfi.lated from the local 

currency into .the currency in which the consolidated 

financial stxcement are expressed. Two different 

approaches a~e adopted for translation of foreign 

currency. (a) Current Rate Approach and (b) Current-/ 

Historical Rate Approach. Under the Curreut Rate 

Approach the translation method is, the current 

rate method (also known as closing rate method). 

The curx'ent rate is the exchange rate prevailing at the 
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b21 C'nci.:! shQet date. Under this method, all balcnce , 

sheet i c.ems, '2XC2pt shc:~ruholders equi ty are trc:.nslated 

at th8 cxchQnge rctes in effect at the balance sheet 

date. Income stat~ment items are either translated at 

the closing rat~s or at an aver2ge rate for the repor-

ting p"eri_od. Undor the: Cur-ra nt/Historieal Rate Approach, 

monetary a~sets 2nd liabilities are translated at clo-

sing r<lte cmd. oth..;rs 2.t historicul rates. hccording to 

the Financial 'limes 1982 Horld Survey of Bank Annual 

ReJ:-.>orts the main methods of translating foreign currency 

amounts arc : 

II i'he 1110netary/non-ffionetary method (temporal method): 

monetary Q2se-ts -3.nd liabilities are translated at the 

closing (i.e. current) rate of exchange and non-monetary 

~ss~ts are translated at historical rates. 

'i'he closLx] rCt-te il1~thod , ;'.11 assets and liabilities 

are transla·ted <1.t closing rates of exchenge ll
• 

'i'he surv0Y flnJ.ing S C2.,ne t G the conclusion that .. almost 

h21 f the bo.ilks surveyed disclose no inforlnation about 

tflE:dr fondgn currency tr2.nslation policies. Even 

CJ:tongst those that do disclose a policy, ttl e informa.tion 

is often inadequate or unclear ll
• 
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6.25.5 -l'hG Indian bunks' foreign presence is very 

limi ted co!"npClrcd to int:c.:rn2.~cional standards 2nd most 

of them c.lso do not hc\Ve 2.ny substantial holding of non-

rc:.onetary asse"ts anJ. liabilities. At the sane time, the 

profi ts of the fe-reign branches of Indian banks are not 

illsignifici'm-t compar<..:d to th(;;:ir profits from domestic 

operations. In order to ensure that fluctuations in 

cxchGnge rates do not distort their operational results, 

it. vlill be desirable if banks do not tClke into account 

2.ny profit or loss on conversion of non-monetary assets 

c::.r.d liabilities 0 In effect this would mean the adopti~ n 

of OurrGnt/Historical Rate Ap~roach. Specifically, the 

bi'inks will translate the various items in the balance 

sheet ~nd profit and loss account of branches as follows: 

• 
a) I'Jonct2.ry c:SS-2ts (1nd liabili tics repr~senting money 

and 1C1i'lirns wi :.1 be trclDsluted at oJ.osing rate 0 

b) l\jon-mol~2t;:ry assets like preriu ses and oth8r fixed 

asse"ts etc. vlhi_ch aj:-c currL.;d at historical cost in the 

books will ~~ tr~nslated at the historical rate. If 

they have b2en n,::v21 ued, the rate adopted at the time of 

revaluation "'-Till apply. 
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c) f'rofi t 2nd loss i terns will be translated at closing 

rV.te for th~~ reporting period. 

d) 'l'h2 proIic. an-l loss on translation of monetary 

assets and lic:~bili ti8s may be tak8n to the income 

The accounting policy statement (vide annexure 

v ) will indicate the position suitably. 

6.26.1 t~hile discussing accounting policies and. indi-

vidual i terns of the balance sheet and profit and loss 

account, it has been indicated in some cases that certain 

particulars 2re to be given by way of notes. 

'l'hcse relate to 

a) hol'lings in subsidiaries 

b) ch2nges in ~pi tal during ·the year 

c) int..::res t rctcs on di ffcrent categories of deposi "cs 

d) valuation of sccuriti~s 

e) guidelines regarding sectoral allocation of" advances 
an~ rates of i~tcrest on different types of advances 

f) p2.rticul ars of rev2.1 uation and deprec iation charged 
on fixed assets 

g) particulars of larger i·te,TlS of miscellaneous income 

h) particulilrs of lcrger itams of I other expenditure I 
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A sp~~cimGn form in which such notes may be 

incorporatGd in the accounts is indicated in 

Annexure V which also includes accounting policies. 

~2Gcless to say, some of the items in the specimen 

form of acdounting 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 

NOR.lIJIS FOR CR~ATI!~G 1?ROVISIONS • _________ v 

7.1. The fifth t,~rm of reference of the Committee 

relates to the question of evolving suitable norms 

for creating provisions for various purposes, more 
"T 

Introductory ; particularly for income tax and other 
.--L 

taxes, bad and doubtful debts, depreciation in 

Government securities, etc on a scient.ific basis. Some 

aspects of this issue, which is closely interlinked with 

the other terms of r,.ferencG, hOiV8 b",en discussed in 

passing in the earlie.!' chapters. Inthie chapter, the 

focus will be mainly on the nGed lor prescribing norms 

for various types of provisions. While considering 

the question of evolving suitable norms for making 

provisions for various purposes the accountin~ 

practices and eonventions and the statutory require-

ments including guidelines issued by tho regulatory 

bodies will have to be taken noto of. 

7.1.1 A distinctinn needs to be made between 

"Reserves" and HProvisions" since these terms are 

Reserves 
and 

, 
; often indiscriminately used. According 
I 
I 

Provisions : to the Companios Act, the expression _____ --L. 

'provision' shall mean any amount written off or 

retained by way of providing for doprdci~tion, 

renewals or dimunition in value 01: assets, or rotained 
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by way of providing for any known li2bilitf of ~hich the 

amount cannot be determlned 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 posi tion. "Provisions" are amount s which are 

in effect charged to revenues either by direct deblt 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 value 

of any item of assets. 

7.1.2 A distinction needs to be also made between 

'general provisions' and 'specific provisions'. General 
--- ---------, 
General and: provisions will be those created to meet 
Specific : 
Provisions : 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 to exist but the amount , 

is dependent on several imponderables. 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 ~::,ou6h relationship 

between the amount of provision reluired for such 

eV,entual bad debts and the total outstandings; but 

the 8IIlount to be provided for \Vill not be known 

definitel!. Such general pro~isions may also include 

general provisions created in terms of any statutory 

requirements like provision for advances gr~nted at 

rural branches in India, fhe general provisions once 

created are meant to oe utilised for the pur~ose for 

which they are created. Specific provisions on the 

other hand are created for known losses Nhere the 

amount also has beE::n esti'l1<1 ted wi th some degJ;'ee of 

exactitude. Thus if 0), particular debth=,-s become bad, 

the provision created for the relative loss will be a -, 
specific provision. 

7.1.3 The presoribed format for the profit and loss 

account in the 'rhird Schedule to the Banking Hegula tion 
--- -_._" ___ A ' ___ .... , 

Purpose for which : Act permits banks to show income 
provisions are made: 
-,--- .- , • - •• - -. ___ .-L. less amounts set aside for 

;naking 'usu3.1 and necess:lry provisions'. On this 

basis, banks'h~ve been making various provision~ as 

indicated below, eithar by direct charge to ~rofit 
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and loss account or by deducting from income heads, 

mainly "intere s t ·:ind c.i Bcoun t " and to 3. Ie <3 s8r extent 

tco~mission and brokerage': 

(i) provision for bad and Qoubti~l ~eb~3· 

(ii) provision for de,t>reci:ition in securi ties; 

(iii) provision for retirement oenefits to staff; 

(iv) provision for income-ta~. anJ int~rest-tax; and 

(v) certain funds like exchin~e fluctuation fund, 

development fund, contingencies, etc. 

7.1.4 The term 'necessary provisions' connotes an 

element of compulsion ~hile the term 'uaual' provision 
---.--.-- -----j" 

Usual and : connotes ,3.n element of discretion. These 
n-ecess·ary : 
provisions: terms could ue considered to have some-what --_._. "--.~ 
the same significanc e as "spec lflc II '3.nd '1'ge~1eral" 

provisions'. The purpose and the amount of 'ncce ssary 

provisions' will be specific. In prlctic8 9 however, no 

such fine distinction i8 made clnd orl.l~8 in Inc.da create 

provisions for v~irious ~urposes ::iG "lJentioned above and 

often specific and general ~rovisions are combined. For 

exa.mple, tile account "provision for bad and doubtful 

\.lebts" maj comprise provisions made for identified 

doubtful debts and also ad-hoc or floating provisiJns. 

Broadl! speaking, the necessdry or specific provisions 

do not have any element of surplus over what is required 



-- 162 ~ 

while the general provisions may include such an 

element of surplus and to th~t extent may be deemed 

to be 'reserves'. 

7.1.5 ~ection 15 of the Banking Regulation.Aat 

provides that a banking comp:.l.ny sh':'tlJ. not pay dividend 
__ - ___ • ___ .a·

I 
Legal aspects: on its shares until a:1 its capitalised ---- ... " ...• _ .... 

expenses (including preliminary uxpenses 9 orGanisation 

e~penses, share sellin~ commis~ion, br0terage~amounts 

of losses incurred and any other items .of e~pendit~re 

not represented by tangible assets) have been 

completel! written-off. However, a ba.nking company 

may pay dividend on its sh.J.le s wi thou t writing off 

i) the depreCiation, if any, on the value of its 

investments in a~proveQ securities, where such 

depreciation hds not actually been capitalised or 

otherwise accounted for as Ie·ss ii) the dc".reciation, 

if any, in the value of its in\estments i1" shares, 

debentures or bonds (other han ap~rGvJd ~ecurities) 

where ade-luate provision for such de:r;>reciation has 

been made to the satisfaction of the auditorSJQf the 

banking company and iii) b~d debts, if any, where 

adequate provision for such debts has been made to the 

satisfaction of the auditors nf 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 aS0ets, equalisation of 

dividend, contributio!1 tu staff and superannuation funds 

aLd for all other matters fo~ which provision is necessa~ 

by or under the Act or which dore 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 B~nk of India in 

the State Bank of India (Subsidiarj Banks) Act. 'rhe 

Nationalisation Acts also provide that dfter making 

provision for bad and doubtful debts, the depreciation 

in assets, contriubtion to staLf 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 Central 

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 provi3i~n shall be 

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

credits, advances, th~refore, not only form its 
----.- r 
Provision for : principal asset but they are also 
bad and doubt-: 
ful debts : the principal earning asset. Since 
-----.. --.--~ 
risk is inherent in lending, the question of 

evalua tion of the po·rtfol:!_o 1 asse ss>~eYl t o:f risk, 

identification of doubtful/bad debts and 1l.:lking 

adequate provisian therefor is of par~mount 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 
Sorne.ofi:twrn 

advances/loans at th0 book value, if iL.p are li[{ely 

to prove irrecoverable, or to account for the interest 

on such advances in the income. There is, however, 

no consensus as to the b.3 .. sis on 'shich n~cessary 
\ 

provisions should be made for the ~urpose. The problem 

seems to arise due to thp fa~t tht: ~ lr~n may become 

irrecoverable over a period of time, although its 

position as a bad debt may be given recogni~ion 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 aSh8ssment 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 
-

auditors. Ifhe disclosure of ac counting policies .~l s 

set out in Chapter V of bdnks in various countries also 

does not indicate the prtcise manner in which provisionin5 

is done, unless such provisions are made in terms of 

legal requirements. 

7.2.2 Generally, banks in India make provision for 

individual advances which in thE:' judgement of the 
, 

Practice in India: management dre considered as bad or 
---~ 

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 deducted 

from income he~lds and credited to provision for bad and 

doubtful debts. Such provisions are n.')t deducti1·1e in 

computing taxable income. In addition banks make 

ad hoc general provisions by way of contin6~nci8s. 

They are also subject to payment of tiX. B~nks are 

permitted to make ad hoc provisions in respect of 

advances at rural brallChf.;s to the ex.tent of 1.5% of 
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their total advances at such br~nches. In the opinion 

of some banks, such provisions may- 'Je madE:: every year 

to the extent of 1.5fo of the total advances at the end 

of everJ 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 reserves are deductible in computing 

taxable income. While the pr'3.ctic ,:' as described above· 

is more or less uniformly followed by all ban~s, there 

are certain nuances in the manner of making provision, 

particularly in respect of advances covered by the 

Deposit Insurance and Credit Guarantee CorJJr~tion Ltd. 

~ICGC) and Export Credit Gurantee Corpor~tion(ECGC). 

Some banks make provision for the entire ~mount 

considered irrecoverable ignoring the likely 

reimbursement of losses from the Corporations, others 

make provision only for the nef 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 su~gests that 

provision need be made only to the extent that such 

debts are not covered by DICGC/ECGC. 'rhe practice 

followed may, however, be disclosed in the accounting 

policy. 
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7.2.3 Another ~spect of the question is whether 

provisions for bad and doubtful debts should be made on 
I" 

Provision - : a gross or net of tax basis. While banks 
Net or Gross: 

of tax : may recognise a debt as o"3.d OT doubtful _______ --L 

of recovery in a particular year and :ilal~J 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 an~ Cost Accountants. The 

general fe eling Vias th3. t while providing for dE;; bt son 

a gross basis, one should take into account the tax 

laws as they stand and iGnore the anticipaccd tax 

gains. The tax gains should be recognised only in the 

year the debt is. actually written off and deduction is 

permitted by the tax authorities. This is in consonanC6 

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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Ilhile the Commi i:. t~ e recognises that the que s tion 

involved is one of timing and the position may even 

out over a period, it is of the view that as the tax 

laws stand, b~nks should make provision on a gross 

basis. In this oontext, the Committee notes that 

the PEP Committee appointed by the RasorvG Bank had gone 

into the question and had recommended that the 

Government might be !!loved to amend the tax Jaws so 

th3.t banks ~ uld be allowed to charge the amount of 

provision made [or specific advances, which either 

in the judgement of the management or that of the 

statutory auditors h~d proved or would prove 

irre:coverable, in the year in. which the debts were 

so recognised and provided for. 

7.2.4 An analysis ~f the position of the debts 

considered bad or doubtful of recovery of banks 
---- --;-
write off of: shows that there iSf considerable 
bad debts : 

_-1. time lag betwt::en the recognition of 

~ debt as b3.d or doulltful of recover,. and its ul timate 

write off with the result that banks generally carry 

a large amount of such debts at any point of time 

in their books. In the year 1982 for instance, the 

total 2mount of bad debts written off constituted 

only a bou t 1'% of the to tal 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 books is substantial. There seem to be 

several reasons for this poaition. 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 uebt, 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 

proceedin~s tend.to ~et delayed~ instances o£ borrowers 

t~king ddv~ntage of the delays are also common. These 

difficaltids ~18o make bank officials lethargic in 

vigorousl,f purc,uing legal action. Bank managements, 

having malle neCeSd8.ry provision, '1lso leave things to 

takd their normal course. In some cases, it also happens 

th'lt only ':1 part of the adv:mce has become bad. Such 

part ~rite~offs are also not very popular with banking 

circlds and very often, therefore, in such cases, the 

b"lnk management is satisfied with making provisions 

for such part bad debts. 
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7.2.5 The above .situation has certain f3.r reaching . 
implications on the socio-economic objectives of 

b'lnklng. Banks are required by the policies enuntWd. 

by Government3.nd Reserve Bank to ensure that certain 

proportion of thdir advances should be extended to 

priority sectors and very weaker sections, etc. As 

long as such levels are related. to the total 

outstanding adv~nceB, inclusion of bad and doubtful 

debts, albeit fullj provided for, ~n the total 

~dvances and the various sectoral classific~tions, 

would reduce the 1uantum of fresh disbursements to 

the priority sectors. As the funds in blocked 

accounts ~re not recycled, the number of new 

benefici~ries of bank loan3 under these sectors woula 

also be no t as man,] as it should have been, were the 

funds recycled or were the irrecoverabl"e advances 

written off. There is, therefore, a need to ensure -, 
thlt dents recognlsed as bad are written off within 

~ reason~ble tim8 3.fter such recognition. 

7.2.6 The Committee has considered the question 

whether there is need for any norms or guidelines in 
._._-- ---r 
Norms for : the matter of m:3.king provisions for 
provisioning: 
-_._- - -". - -'- b:ld 3.nddoubtful debts. The system . 
of review of the (lUali ty of advances portfoliO and 
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identific-:..tion of doubtful debts would be the cruc-tal 

aspects to be considered for the purpose. Banks being, 

dealers in credit incidence of bad debts is inherent 

in b~nking businees and with the growing volume of the 

adv·:i.TIces po~tfolio and their multifarious nature such 

bad debts m;iY consti tute 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 p8r force to enter a higher credit 

risk area but also h~vu to deal with a very large 

number of such borrowers. Similarly, over the years 

b:'l.i1ks h.1.ve also h:ld 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 sick units reported by the banking system 
.' 

is in the region of 66,000 and the amount involved is 

about ~.2793 crores constituting 7.9% of the advances 

ofthab'lnking system in Indi'l. Of these, 463 units 

involving an 3.lD.ount of 1~.1913 crores ella comparatively 

larger sick units with limits of ~.1 crore and above. 

A number of such sick units come under nursing/ 

reh'lbili t1. tion progra~1ITle s. Viewed in thi s context, 
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t~e t3.sk of assessing the qU3.1i ty of individual 

adv.:tnces ,J.nd identifying potentLll doubtful debts 

becomes ~ difficult eX8rcise. But a viable system for 

achieving these objectives is necessary so that not 

only n. proper follow-up of advances is ensured but 

al:sothonecessary provisions m:J.de from current profits 

(":tch jear. Apart from the management of individual 

bmks, the statutory auditors and the Central Banking 

authority are concerned with there aspects. The 

statutory auditors would be primarily interested to 

se (; th3. t adequ lte provisions are created to absort?

likely loan losses and the profit and loss account 

sho'{V's a true '3.nd fair balance of profit or loss. The 

Central Banking au thori ty' s primary concern will be 

with the solvency of the individual banks and to 

ensure th'lt they .:l.re in a position to pay the 

depositors ~n full as and when their claims accrue. , 
'£he mantgeme:lt, while equally concerned wi th these-

aspects, \:,L ... l in addi tion be interested in early 

identific~tion of difficult advances, proper adherence 

to loan polici~s and performance of officers at the 

field 18vel,. 

7.2.7 In the light of th~ foregoing, the Committee 
-r 

Health code : addressed itself to the question of 
for adv~nces: 
--~ ._- ~_._---l.. evolving a suitable systel!l of appraisal 
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of the advqnces portfolio and review of individual 

advances.. One . .lspec t of the que stion is whether the re 

should be ~ system of clas8ific~tion of individual 

advqnces a.ccording to their quality 9.nd if so what 

should be the critaria to be followed for such 

classific."l,tion flnd the manner in which the system 

could be used for assessing loan losses. The Co~mittee 

understands that the P~ndharkar Working Group on the 

system of inspection of banks has recommended for 

introduction in b8.nks a system of health coding for 

~cnownb.Briefly,the accounts would be classified into 

the following categories -
... 

(i) satisfactory (iv) advances recalled 

(ii) irregular (v) suit filed accounts 

(iii) sick/sticky accounts (vi) decreed debts 

Detailed guidelines formulated by that Committee on the 

cl9.::;:.:;ifica tion 'ire given in the Annexure VIII. 

7.2.8 The Committee is of the view that the system of 

classific~tion should be applied to all advances 

irr~spective of thu JffiOunt. This is considered 

n t::c-..:t5Stl'Y -J.d the small advlnces in the aggre~dte 

co rl3 ti tu te a signifi c3.nt proportion of the total 

;,Ci.V~inces of a b.c:nl{ 'lnd this will continue to be the 

posi tion in futur8 'llso. A st3.tement showing the 

~'L3e-wi se p:3. ttern of borrowal accounts as at the end 
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of 1980 ,is g~ven b810w~ 

Credit 1i\nit 
Range 

DEC E M B E R 1 9 8 0 
N-o.of . --'t~ "t'o-- Amf; )&'to 
accounts total out- total 

.,s. 10,0001 - a.nd Ie ss 

Above ~.10,DOO/-~nd 
upto ns.l la.kh 

Above ~.1 l~kh to 
ds.5 l:J..khs 

Above [~. 5 l·l.khs to 
ris.l crore 

Above ,/.<;.1 crore 

Corpora te 2nd 
uncl3.ssified 

18920000 

1119000 

157600 

47000 

2900 

8/j 

93.5 

5.5 

0.8 

0.2 

s t.'1nd
_:ll}g __ 

3453 

4054 

2656 

6479 

7759 

28 

14.6 

14.0 

11.2 

27.3 

32.8 

0.1 

The number of smqll ~dv~nces with limits upto ~.1 lakh 

is l~rge ~nd constitutes about 99% of the total number, 

'l.lthough they J.ccount for only 28.6% of the outst'lnding 

b"-l.l:lhC<o':;. The nu,nber of advJ.nces·'with limits ranging 

be tween ,is.l L::tkh ::1ud ds.5 13.khs ~md tiS.5 llkhs and 

is.1 crors if:; Llso not insignific9.nt (eventhough they 

com:ti tutc on1'y 1Y~ of the tot:ll number) ~ th~y :3.ccount for 

38.'5}~ of the outst:lnding b:::l.lances. The number of 

·J,ccounts with b'iLL;!C8 of ,is.l crore and above is 

limi ted but they ,::.ccount for 32.8% of the total 

out s tanCii ngs. The sp:. e.J.d of :lccounts will thus tend 
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to show th~t cl~s~ification of accounts will h.ve to 

be distributed over difrerent tiers of the bank like 

branch, regional office, zonJloffic8, Local Head 

Office(if lny) and Central Office. The exact limits 

upto which such classific~tion is to be done at 

different tiers oforganis!).tion will depend upon the 

size of-the b3.nk, distribution of branches and the 

p::l ttern of adv:mces wi thin different limit ranges. The 

ex~ct org~nisQtion3.1 arrangements for classification 

mqy therefore be left to the discretion of the bank. 

The system should however provide for verification Jt 

a higher level of the classification done at a lower 

level and ~ll adv~nces with limits above ~.l crore 

should be referred to the Board for confirmation. As 

regards checking by external auditors/Reserve Bank of 

India, it m:ly be sufficient if the system of classifica

tion is studied and a test-check done of classification 

of individu;1.1 ,.idvJ.nc~s. Adv.lnces above ,G.l crore where 

the number will be v0ry limited may be seen individually 

by them. It is also desir;).ble to introduce simultaneo'-lsly 

~ system of review of the he31th code classification 

Gvt:ry year. 'rhe review should be evenly 'spread 

throughout the year. 
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7.2.9 As regards making adequate provisions, the 

necessity to mako provision will arise only in 

advances in categories (iii) to (vi) which may be 

consicJc'C';cl as unsatisfactory advances. In the case 

of a well run bank, these categories of advances 

coul0. be between 5% to 10% of the total advances 

::.tnd very nnely will this ratio go beyond 20% of the 

total advances. It will be necessary to assess the 

aillount of doubtful Gebts in respect of larGer advances 

with balances of Rs.5 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 
hElve to 

advances may be large provision !!lay alsoLbe made on 

a pe~centage basis ~dpending on the loan loss 

experience ai:' "ljhe bank. The. percentage needs to be 

r8viewed periodically, say, once in three years. 
\ . 

The 

above ~cl1eT!l~', the Conl;·,litJ~se i~el.s, vvill enable banks 

to have satisf2ctorv control OVAI' the cradit . u 

portfolio and minimise losses, apart from 9nsuring 

that adequate provision is made for doubtful debts. 

'llhe COl'lmi ttee would, howAver, emphasise that the 

banks need not disclo~e full details of the system 

of classification and more particularly the aggregate 



- 177 -

amount umier each category. If n00d_ bOt the batiks should 

be givon protoction·from disclosi~~ this information, 

except to tho ROE.Jrvo Bank/Govornment and 8uditore. 

7.3.1 A rel~ted issue is the question as to when 

interest should cease to be charged to the advances 
.~-.~--~.-. ---...... -- J i 

Provisioning; 
for intereet; 

~nd credited to income. As stated 

---- -.--------~ earlier, the loans and advances form the 

principal revenue 2E:rning assets of a bank. Revenue 

recognition is, therefore, very important. According 

to the Internatiocal Accounting Standards Committee, 

"Inter3st and other revenues arising from holding of 

aseets should only be recognised when no significant 

uncertainty as to measurability or collectability 

exists'. 'lIhp, explanatory notes state awhen the 

uncertainty relutes to collectabilfty and arises 

subsequent to the time of sale or renderint; of the 

servico, it is more appropriate to make a provision to' 

reflect the uncertainty rather than to adjust the 
.' amount of revenue originally ~ecorded~. 

7.3.2 By and large, banks in India follow the practice 

of not charginz interost on advances which have been 

I'cealled or where leg81 procf>ec1ings have been initiated , 
to racover the dues unless the amount is realised. 

Besides, interest is also not charged on loans where 
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• the principal amount, either partly or wholly, is 

doubtful of recovery. As in the case of making 

provisions for loans and advances, there is an 

elem0nt of ad~hocism in this area as well. In the 

Committ88 i
:::; view, there is necessity to have a 

systematic proc?dure, 3S otherwise, the income for a 

year could easily be undprstated or overstated. For 

this purpose, the sugCBsted 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 decreed debts. As 

regards sick/sticky advances (category-(iii)) the 

question of charging inter2st will depend on the 

assessment of r8alisability. Ideally, no interest 

should be charged on such advancos in this cate~ory 

wh2Te th0 principal amount is considered as bad or 

doubtful in part or in full 8XCCPt-' on a realisation 

basis. But the Comrni ttee s':;es no objection to interest 

being charged on such advances as are not considered bad 

or doubtful eithar in whole or part. As regards 

smaller advances in the category, the Committee would 

advocate that to the extent provision is made, inter0st 

also should not be taken into account. 
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7.3.3 In this context, the Committee is given to 

understand that banks face certain problems in the 

matter of ,ccounting interest on such advances vis-a-vis 

th~ t3X authorities. One of the methods followed by 

banks is not to treat inter3st charged on such advances 

as income end instead credit the same to a suspense 

account. This practice is based on the sound accounting 

principle of not treating as income any item, the 

:L'calisability 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 r2covery 

need not be included in the taxable income if the 

income-tax officer ~ satisfied that there was little 

possibility of the loan being repaid and the same 

principle was to be applied to banks which credited 

the interpst charged on advances to a suspense account. 

On the basis of the,se instructions, banks were being 

allow8d a sui table rt'duc tion from the taxable income. 

F'ollOI!;j nc~ a judgement in one of the High Courts, the 

tax officers have sought to disallow such interest 

c~~dited to suspense account. O~ the basis ,of this, 

SOlil.=; of the banks h!.:'ve chanced the procedure and -' 

ceased charging interest altofjethar. For the sake of 
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and 
proper controlL,prevention of leakae;e of income, it 

Gould be dosirable if the interest on su6h advances 
Q.CCDUmt· 

is boo~3d and C!y-ect'te..t..i:D~i~:::llUr~! To tax 

1ncome which is not likely to be realised merely 

bGcause it is accounted for in the books for the sake 

of convanienc2 and better control is also not 
-

~onsistent with sound accounting practice. Banks 

h::":1ve r,~t-L;sent8d age-dnst the revised decisions of the 

tax authorities. 

7.4.1 In the proccading paragraphs the Co:nmittpe has 

discussed various issues rGlating to bad debts 
,,---- -'---'--'--'---,' 
Tax rebates on : 
bad debts and ; 

. . t' prov1s10ns, e~c.~ __ ___________ ._-L. 

provisioning, interest on bad and 

doubtful debts and the relative 

taxation practices. Thus, according to the taxation 

practioes in India, tax rebate on bad debts is allowed 

only when a debt is written off, after exhausting all 

measures fo~ recovery. Similarly there is also soma 
" 

unc2rtainty about the allowance of rebato 01t interest 

charG3d to bad and doubtful debts, when 'such amount 

is not tak0t: to profit and loss account but kept in 

suspense. In acrordancc with the prevailing practices 

in several countrius 9 the Committee feels that it 

would be der:irable if' tho3 tax rebate is given to banks 

in India also,when a provision is mado for bad and 
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doubtful debts. This principle has alr2ady been 

accept3d in tha case of advances at rural branches. 

Thus banks are bci~~ given tax rebate at present on 

ad hoc provisions in raspect of advances at rural 

branches to the extent of 1.5% of such advances. The 

COillmittee would su~~est that thie concept may be 

extended to all advances. In order, however, to 

ensure that banks do not make over provisions to reduce I 

th2ir taxabll3 profits, a ceilins could b~ imposed on 

the maximum outstandings in such provisions. If this 

principle is acceptable, it could be extended also to 

interest charged on tad and doubtful debts, kept in 

suspense account. The Committee therefore suggests 

that all provisions made for bad and ,doubtful debts 

and provisions maGe by way of interest on bad and 

doubtful debts kept in suspense account should be 

;)xompt from t'::iX, pr()vidod the aggregate outstandine;s 

in such provisions do not; ,"'xccec 5% of the total 

outstanoinr advanc~s at th,~ and 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 thL,t extent would remove the 

c1isadvanr,ages inherent in the system of carrying the 

bad debts in the books indefinitely. 
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7.5.1 According to section24 ·of the Banking Regulation 

Act ~ bClnks have to maintain in India cash, gold and 
. - -.--. - --"'--' -.,,-
Inv3stmcnts : 
Depr~'ci8tion: 
provision - : 
G::'n21~al ~ 
-.--.-----.---. --'-

unencumber~d approved securities to 

the Gxtent of 25% of their total demand 
-

and time liabilities in India. This 

provision is also referrad to as the statutory 

liquidity ratio (SLR) of banks. Although the Act 

fixes SLR to be maintained by banks at 25% of the 

liabilities, in pr~ctice the banks were directed by 

the Res8rve Bank of India from time to time to maintain 

a high2.r level of SLR. By the 1984 amendments to the 

BankinG R3gulation Act, the Reserve Bank has b~~en now 

v::'sted with power to raise SLE from 25% upto 4Q'0. 

CurrGntly the SLR is fixed at 36%. As cash and gold 

are non-earning assots, by and large, banks comply 

with the requiI'oments of SLR by maintaining an adequate 

leval of approved securities. Approved securities -, 
are mainly securities of the Central and State 

GOV~::1:nm2nts and thOS8 guarant20d by them. A scrutiny 

of thG investment portfolio of banks shows that the 

approved s~curities constitute virtually the total 

inv8stm3nt portfolio and the other securities 

comprisinG mostly ShE1I'8S, debentures, etc - c onsti tute 

only an insignificant p'" !'tion of tho total investments 
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rc:ughlv about 1% of the total inv8stm3nts. Other 

:~ nvcr:tments eTe usually being valu2d by banks at market 

~ata if they are quoted or at estimated realisable value 

if they arG not quoted. Banks usually provide for full 

l1':;prcciation iQ tho valu';) of such securities. This 

method of valuation and provisioning for depreciation 

of ,SUCLl sc;curi ties is more or leSE univorsalJ-y accoptod 

clnd the Committ::;o considers that the existinG practice 

may continu3. 

7.5.2 The great bulk of the investments of banks would 

be in GovernmeL1t and other approved securities. An 
. ~ -----.--.. - -1" 
Approved 7 

s ->curities i 
_~ __ . __________ -1. 

analysis of the investments in Government 

and approved securities of the larger 

bdnks r;'voal that such investments constituta about 

38% of their demand and time liabilities., CUI'I'cntly, 

the SLR to be maintained by banks is 36% of the demand 

ana time liabilities. 'lbus, banks comply with the 

SLB: requirements practically by mdans of investments 

in Governmdnt and approved sdcurities. In this 

context~ thG accountins of investments and the treatmont 

of such investm3nts in the annual accounts become very 

rclevCln1j. Most bnnks carry such investments to 

maturity. A few banks, how0vcr, do actively trade in 

such investments; others confine theil' operations to 
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subscriptions to new issu3s. Swi tc:h ope,--'pt;ions are, 

however, usually carried r~t by many ban~s with a 

view to having a balanced portfolio, improvinG 

current yield, etc. 

7.5.3 Banks follow different practic(-'s in accounting 

of investments. Broadly, the practic2s are -
--------~----·-~r 

Accounting practices ~ (a) At the time of purchase, 
in India 1 

________________ L th8 investment account is 

debited with cost plus interost for the broken period. 

At the time of sa18, the invdstment account is credited 

with the total amount r~alised includin~ interest for 

the broken period and the resultant losp or profit 

on each transaction in the account is thus recognised. 

(b) At the tim.:) of purchas,'l, ~os"L <xcldling interest 

accrued for the brokon period is debited to investment 

account. Interest for broken R2riod is debited to 
'\ 

Profit and Loss Account. (In some cases, the broken 

period interest is d3bit2J to an Interest Suspenso 

Account which is ao_jllstec.1 ~'Jhen tho interest is 

actually realis2d). At the time of sale, inter2st for 

the broken period is creditGd to the profit and loss 

account and the balanc~ of th3 sale procaeds, is 

credited to the inv82tm.:mt account and profit or 

loss on the transaction is r,_'cognis:Jd in the Profit 
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and Loss Account. The Committc03 fCGIs that it will be 

desirable to follow a uniform practice in this regard 

and suggests that banks may follow the practice 

described CIt (b) above. It is unders'bood that some 

Income-Tax Officers have taken objection to the pr8ctice 

outlined at (b) on the score that int~rest accrued on 

purchase of securities will have to b3 capi~alised. 

The Committee, however, r3COl'll1hmds tb, :: in tIw intGrC'st 

of sound accounting practicos, tho Inco'<l,:; Tax 

authorities may be requested not to take objection 

to the practice recommended by the Committc>.e. 

7.5.4 As regards accounting of investments in balance 

sheets, the prescribed format provides that the mode -_._-- --..... ----.. -.. -,-
Accounting in : 
Balance sheet ; 
~nd Section 24 : 
of Banking : 
Regulation Act, : 
- Legal position ~ 

-
of valuation i.e. cost or market 

value, atc. should be indica bed. In 

case the value of investment shown 

_ ••. _____ .-1. in the balance sheet is higher than 

the market value, the market value shall be shown 

separately in the balance sh,~ot.~~lov~2ver ,~lle Central 

Government is empowered to gi\TG 3.~:;r:L~)tioc tc bc1nks on 

the recommendations of Reserve Bank of India from 

showing the market valu8 and such 0xe~ptions are 

usually given freely. For th2 purpose of scction 24 

of the Banking Regulation Act7 that portion of the 
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investments r8quir~d for complying with the m1.n1.mum 
prcscrib0d undGr Section 24 ' 

statutory liquidity rc1tio of 25%[ic ""dlued at market 

value. The balance of the securities reckoned for 

the purpose of the excoss liquidity requirements is 

to be valu-:~d at book value less provisiol'l9 if any, 

made for depreciation in the value of such investments. 

Under the amended provisions the approved securities 

are to be valued at a price deterrn~ncd in accordance 

with such one or more or combination of tho following 

methods of valua~ion, namely, valuation with reference 

to cost price, market prica, book value BS may be 

specified by the Reserve Bank from tim0 to time. It 

is also provided thcJt the market price of approved 

securities shall be the pric2 as on tho date of the 

issue of the Notification or as on any earlier or 

later date as may be notified from time to time by 

the Reserve Bank in r,· spect ',of any c laEf: or classes 

of s.ecuri ties. It will be thus 82-:: l1 that for the 

purpose of section 24 of the Bankinr Regulation Act, 

the Reserve Bank has substantial pOI·~~~ to ~rG~cribe 

the mode of valuation of th~ s(c~~i~i?E. 
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7.5.5 Banks follow two main modes of valuation of 

investments in Government and oth-'r approved securities. 
---- --- _ .. _----y 

Valuation 01 ; Some ban~:,:s carry such investments at 
securities for ; 
balance sh8 13t ~ cost !'':~bardless of the changes in the 

----_._--". 
market valuo. Any gains or 10s8.3s are recognised only 

at the point of sale, unrealis8d losses or cains being 

ignored. The argument for not valuir.'~; the s3c~.lrities 

at current market value is that th2 S8curitf2s are 

generally held till maturity and th~rG ~ill bs no loss 

on maturity. Some of these banks, how0ver, provide 

for depreciation to the 0xt8nt possible depending on 

the availability of profits. 

7.5.6 The other mathod folloVJ(.'d is to value the 

securities pt cost or market value whichever is low.sr. 

The valuation is, hOVJt;v~~r, done by SOl!! . .) banks on the 

basis of stock exchange guotltions while others take 

the Reserve Bank of India r~tes as thn basis. 

Similarly some banks tal::2 into account only the 

depreciation, ignoring appr8ci~tion, i any. while the 

others take the net position. The t2. 03utr..oriti,'s 

permit either of the modJs of voluation 7 provided the 

method is followed consistently. 

7.5.7 The Committ,,'8 has given considerable thoucht to 

the question of valuation of securities. Except for 
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a limited portion, thQ inv's tmont s ar:.:: in approved 

securities (includ ing CentY'C'l Govor nme nt, Sta tv 

Government and other "'pproV',>d securities) and in 

such case thoro will be no evontual loss if such 

securities are carried to maturity provid8d they are 

carried in the books at Lico velue or lees. Moreov3r 

in tho absence of an active mRrket, the market 

quotations may not be realistic nor may it represent 

the true realisable value. On thest; consid(~rations, 

it has been arsuad that there should be no objection 

to banks carrying the securities at cost, unless a 

security was acquired at a premiu~: or disGClunt; if they 

are so acquired tho book vallD could bo adjusted for 

discounts/premiums over the period till maturity. 

Contrariwise it may bo considered prudent to value the 

securities at lower of cost or market value, particularly 

in a period of continuous coprecia tion in mark0t value, 

as a bank's ability to realise these securities or 
'l" 

raise finance against thorn will be related to their 

realisable value and not tho holdinE; value. Unless 

the securities are valued at their currentj markot 

value, the principle of 'tru8 and fair' position may 

also be violated. The main difficulty j,L1 Clccepting 

this practice, particulculy at a ti:("; of C oL1tinuous 

decline in prices, is the n0t1-nv;li1:1bility of adequate 
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profits to book the depr3ciation~ which is sub~tantial. 

The Committee mad8 a dc..'tailed study of thG dep.17·,'ciation 

in the investment portfolio of a L:nv s(~lect8d banks as 

at the end of 1983. Tho position aE rovealed by the 

study is inaicated in tho following stntements: 

I. Pattern of inveetuh,nts --_ .... _._._---- .--- ........ '-.' ".- --- -.-. 
(Rs. in cro:c8s) 

Bank Book value of investments in securities of 
No. Co-ntra:c-------- Stat2-----·- ---·---"o-the·.r-s---·-Total---· 

Gover nme nt Gover nmont ( a21:;1' OV\Y-;) 
'["{j --W--- C3} - .. - ~ 1n----- --(5T-'-

1. 602 46 4.!~5 1093 
(55.1) (4.2) (40.7) 

2. 555 181 568 1304 
(42.6) (13.9) (43'-5 ) 

3. 531 128 102 761 
(69.8) (16.8) (13.4 ) 

4. 227 53 101 381 
(59.6) (1LJ-.0) (26 .L~) 

5. 2886 693 1769 5348 
- (54.0) (1'2.9) (33.1) 

Total: 4801 1101 2985 8887 
(54.0) (12.4) (33.6) 

(Figures within brackets in columns 2, 3 and 4 
reprosent % of tho rspecti"'!c Cll tc C!:or"T7 to total) , oj 
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m-'-
1. 

2. 

3. 

4. 

5. 

Total~ 
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II. P-Sl2.~~cJ_ati~n i~9_~rities 

':' ,': n-cral C1. ,0 'f dcprG-
Gov.'I' nm(3 n t ciatiol1 in 

C8ntral 
Govorn!ll.ont 
S8curiti~s 
to total' 
d~,procia-

tion --- (2) ._"" -- --r3T---

64 92·75 
(10.7) 

76 85.39 
(13.7) 

47 97.92 
(8.9) 

33 100.00 
(14·5) 

336 100.00 
(11.6) 

556 96.70 
(11.6) 

(Rs. _ i~..££.~~) 

Statc· Othars Total 
Govor- (approved) 
nmant 

--(4)"' - (5) -

5 
(1.1 ) 

13 
(2.3) 

1 
(1.0) 

I' 

19 
(0.6) 

(6) 

69 

89 

48 

33 

·336 

575 

(TIl;;; figures vdthin brae kats und~r columns 2 & 5 
indicate porc::ntaGG of dopreciation to tho book 
value of G8ch c8tegory) 
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II)_!}\'laturi ty Pa t_t.!?}~ n oJ __ C..9nt ral Go_~~l':..~rg,f? n~ sQ2_u..ri t_~~_E __ cH:t.:L dGP~r.:.::~c~.§.tJon 
(Rs. _ )~.rl. .c £.9 r ~§) 

~.1 0 .]L~_~r;E ___ · _._ .. _. ____ .~ 11 to 
-Book 

1.? __ 1L~p:'r~ _______ · __ ._gvar 15 _x.carE ____ ._~ 'I' 0 t a 1 . _____ ._.,_ 
Book D3pTO- DeprGcia- ~0pr8- Depr8cia- Book Depro- D0praci8- Book Depr2ci~tion 
value cia- tion aE % value ci8- tion as % value cia- tioD 2E % value 

(2) -

79.03 
(13.12) 

123.28 
(22.22) 

289.27 
(54.45) 

29.80 
(13.14) 

5Li·.35 
(1.8S) 

575. '7=~ 
('"'1 ('0) , • ./.1 

tion of book tion of book tion of book 
value value value 

----c3)- (l~) -1'5)"---' - (6) ~1)-- -'-(8) -19)- ( 1l)T--' -n1-Y- -~1-2T---

3.04 3.85 125.73 12.53 9.89 396.73 48.90 12.33 602.49 64.47 
(4.72) (21.03) ( 19. f+!+) (65.85) (75.85) 

5.72 4.69 87.83 [;.07 9.19 343.79 62.23 15.10 554.90 76.02 
(7.52 ) (15.83) (1').62) (61.96) (81.86) 

9·16 3.17 84.33 11.52 13.66 ~5?61 26.67 16.92 531.21 47.35 
(19.35) (15.88) (24.33 ) ("0. 6'7) c.:;. -' , (56.:-3) 

1.45 4.87 
(4.46) 

48.01 4.26 g 0'-; 14 8. 9L~ 26.82 18.01 226.75 7.'""' 57 _ • u ( ./c. ./ 
(21.1'l) (13.10) (65.6B) (82.4.5) " 

6.53 12.20 322.70 20.36 6.31 2508.58 308.85 12.31 2885.63 3~u'.: 84-~),I • 

(1 0'7) 
• ..J. ~ (11.18) (6.06) (8S.94) (91.96) 

2S.00 4.52 669.60 5C3.74 8.;';'7 3:");:;s 65 ..., ,., ,.,.. . 473.47 13.32 4800.98 5Y:).21 
(4.6'?) (13.95) (10.20) (7i !-. 06) (85.12 ) 

(P'~~~U.r,:E within b:cackets under colui";:r:" 2? 5 ~IOcl 8 indicdt2 thJ pe.rcent3S,-': ,-:;X ,:,::'ch ;no ~curi t:/····:ii ,?<3 

c,3tegory of inv;'st;ments to total inv2st,!~:_:il-C3 in Central Gov2rnml~nt S,:,;cul'iti2F. Th,? J~ :<,u:::".";'; i::. 
brackate un/l.:'r columns 3, Sand 9 i!}('lice..t<3 tha % of dcpr<:ci,::tir;n ill d.::~h c;rcmp to to-::':l 
(.l'e·· n ·,-' '('1';: 1- 1- "'0) .t:" -- \.... "-" v '--' .. 
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It will be obs'.I'ved from tho above statements that 

the gresG bulk of the invGstments in approved 

s~'curitics in the? Ci?S"::~ of all th2 banks studied is 

in C;)ntl'al GovJJ:'nm,)nt s\)curitL~,s and v othor approv(~d' 

socuri tios. ~~he St,) :;8 Gov.,:rnmont securities held by 

banks va~iod b8tw~3n 4.2% to 16.8% of th0 total 

approved sccuriti~s. In thu C2S2 of four out of the 

fi va banks the sl:12re of th:J Central Government 

securities constituted more than 50% of the 

socuritias. In the case of three out of the five 

banks, 'oth8r approved' s3curities constituted mora 

than 33%. Only in the cuse of one bank the 'other 

approved' securitius wor2 less than the amount of 

the State Govarnmentsecuritias. In the case of all 

others ~ thc" r Oth',H approved' s,~curi ties exceeded the 

inVGstUlont in S'tate ~cv ... ';rnmJnt securities substantially. 

Al thouf;h thoro is no ddfini te so.:'t pat tern among tho 

banles in tb.~::i.:r.' holdin:~ in Central Government, State 

Gov ... Hnm:=nt nod 'oth,.!~ Dpprovod' securities, the 

~tudy rev0als th~t as a rulo banks prefer Central 

GovernD3ut and 'othur approved' securiti~s to 

,::-ca tc Gov,,~rnl!lc n t .=,~curi ti(~s. This is appnrently dua 

to v8rious fi:1cto]'S including availability of scrips, 

considcI'tltions of oligibility foL' raising finc;:;nce, 

markotRbility ~nd intorJst yield. 
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7.5.6 Of the total depreciation in the investment 

portfolio, tho Cuntral Govern~8nt securities accounted 

for the bulk. In two of th2 five cas0s, the whole 

amount of depreciation was accounted for by Central 

Government s0euritics while in the remaining three 

cc1s2s thoy ;-,ccount.3c1 for more than 85%. State 

Government s8curitie:=: did not show any depreciation. 

In th,;; case of ;'oth;~r approved socurities'i also, the 

depr',;cLJtion was not significant C ompo.red to their 

book value. As the market for State Government and 

approved securities is not active, the market 

quotations for such s2curitics may not bo realistic 

and very often may not repres2nt the current yield 

pattern. Moreover, 8$ many such E8curittc3s are not 

quoted, m8rket valUe is of ton based on quotations 

received from brok~rs which may not necessarily 

reproscn,t the r,:al mElrket valu:). These.: factors could 

partly oceonnt foX' such s.::~curitil?s not showinr; any 

depr.3ciation. Tho amount of deprE:cic1tion in the 

Central Government securities constitut2d roughly about 

12% of the v81uG of the CentI'al Government securities~ 

the individual p0rcon~a:~c; varied from 8.9% to 14.3% 

d0pcndins upon the proportion of securities held in 

different maturity bands. 
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The maturity-wise analysis of the Central 

Government sucurities indic8ted that in the case of 

only onG b2nL tho propo.Y.'tior~ of investment in Central 

Government s2curiti-:-.:s rluturing within a poriod of 

10Y"::OI'S to tOG;]l such eocurities W8S more than 50%, 

tho ratio of thQ holdin8~ in securities of 10 years 

end 12ss to thu total j.ovGstm\:. .... t:'.ts in Central 

Government s3curiti3s in thre2 CGSJS ranged betw~en 

13.12% and 22.22% and in the remHining case thc' 

propertion tJ8S as low as 1.88%. -Th~ ~cr.I'Goiatiot1 

on thiE ?;roup of securities wa~3 gonerCllly not material. 

'11ho inv,:~8tmcnt in the maturity r,;:L'OUp of 11 to 15 y..:::ars 

of the fiv,.; banks vari(-)d betrJeeo. 11.1870 to 21.17% 

of the tO~2l. This group aCC0unt2d f~i depr:ciation 

dC~f)r'Jcir;;tiOQ. Th;::; amount of depr':;cietion constitut2d 

ebout 9 to 10 per cent of th~~book '"valu(:~ of the 

Olr,."'r 15 ;1 .:'.~·s form !'.~Oi~8 thB n 50;b {)f the total secur it i08 

O f on~' h~nl": ·cT,'h.··.) .. I·I.'! th.L.'"'" P'''''C··tlt~.yi~ ''='S 29 67' Tll';a - '':' ~ ~ • ., - • _. ';;;.L'~ '7 n"'; .:" • ~ ....... 

e~.'ctor accol:nt8d for more thaI] 'J,t\k· of the total 
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d<Jprc'ci8tion of Centr.al Government securitles except 

in the CelBe of th';) bank which hnd only 29.67% investment 

in this mi3turity (;roup.Th2 dopr'ci:,;cion in this 

Srou9 worked out to gon3rally mor8 than 15% of the 

book value; th0 actudl ~an80 beins between 12.31% 

and 18.10%. 

Although th8~e is no cla~r-cut set pattern in 

the types of sL~curiti(:ls held by banks in different 

e2Gments like Contral Government, State Government 

and oth,.;r approved E:;..~curitics, nor in the maturity 

rdn2,es of tho investm~nt, the study does indicate tha t 

the depl'3ci8tion ~n th:e investment portfolio is mainly 

on account of Centfal,Government securities and that 

too in respect of securities with a maturity period 
: ~ 

of morc than 10 yGars~ . 

Although the Committeo. was made to understand 

that in the past E0vor,al banks w(;;re valuing the 

s,:curiti,-,:: at cO.-:::t 'Jr market value, whichev,~~r is less, 

Eince tha continuous hike in th8 coupon rate and the 

conscc;uent depreciation in the In"rket value of 

sGcuritias couc13d withthc obligRtion cast on banks - , . 

to inv'_'st L::rgcr J nd ld.r..r;or share of their r·3sourcos 

in approv,:;d s2curiti0c, many banks have not been 

la~ely providinB for tpc fu:l dcpr2ciation in the 
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valu2 of th0ir S0curities. While some banks do 

still provid.3 di:"pr~)ciation in fUIl,many others 

provic:.-} fnr such doprcci3tion only pa.r.tly and some 

do not C;~l.k.-: an,.y sUbstantial provision for such 

depl'8cio'cir,Q ,!. [; c.~ll. 'rh8J'8 is thus no uniformity 

ilJ. the mett,_:I' 9£ valuation of securiti:3s and 

provisiotlinc for (lepreciclti on on such securities 

ijih\.'r(.~as for the sak .. ~ of comparability of data such 

uniformity is essential. In this context, tho 

CommittdG considered various alt~rnatives 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 ID2rkot value. This obviously has become 

I:Jell-nigh impossibl(~ for banks to attempt. Even the: 

few bnnks which arc adopti.ng this method at present 

" may Qventually find it difiicult to continuo with 

the practico unless the market v3lue of securities 

picks up substantially. 

7.5,11 ~lcothl:r method t'JOuld. bo to value the 

s8curitie2 at book value, tho book value being th~3 

cost r)ric~) adjuste:d for depr,::cic;tion, if any, 

provid-:~d not l13co28al'ily to the full extent. The 
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argumont for adopting this method of valuation is th&t 

the dGpr·,~ci3tion in Government securities in relation 

to mnrkct ,r:;!lu2 is notional and so long as the book 

value is not ~ than the face value there will be no 

0vontu21 loss to b0nkc. In this context, a point has 

b ·~cn l'ais,jd whether it is at all necess8ry to book the 

dcpr,ciat;ion and vvt'ether banks .could not value the 

securities for t~x purposes at lower of cost or market 

value and claim ddpr,-.ciation without booking 

depr;'cicltion ill the accounts. \111ile this may be in 

order as a matter of tax management, the Committee 

G08S not endorse this suggestion. For ensuring 

uniformity of income r;3ckoning, if at all this mothod 

is to be acceptable, the Roserve Bank will have to 

in,dicatG the extent of depreciation that should bo 

chargodby banks. This could bo on the basis adopted 

by Reserve Bank 0f India for the purpose of valuation 

of securitL~.:; undor s8ction 2Lj· of the Banking 

Regulation A:;t. This procedure will then~.nsur~. that : . , i" '.' 

the securitils will be valued on a uniform basis for 

section 24 of the Banking Regulation Act and for 

ba13ncG shGet purpos2s. 

7.5.12 Another proposal for valuation of securities 

8uC;g'Jstcd is th':.' 'lO\;,,~r of cost or redeemable valuo I 
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m,~t!lOd. Normally, redocmable valuG is the same as 

face vEl1ue and as such the proposal is more or less 

to velu2 th~ securities at cost or face value, 

w:n.ichev8T is This method of valuation.may be 

33Sy to imp18:n.ent and would ensure that banks would 

not SUf:C8l' any 10Eoe::' on their investments on maturity. 

How f:1r th:L.::: method 1,"Jill c0nform to the concGpt of 

prudonce is~ how~v8r, a moot point. Undor this 

method~ banks ~ill have to provide for depreciation 

only i~ the cost price is more than the face value/ 

red,:,cmablc value and 'the burdcn will practically bo 

nil in the case of all the banks studiod. 

7 .. 5 .. 13 Another proposal consic~(:lrcd by the Committ,)G 

in this cont3xt is the bifurcation 0f investmants 

int·::; tw~ C.3.te2;ories viz., perma l1ent invGstments and 

current investments more or lees on the ,TIodel of 

'IllVi.3stmeht sc:curities' and 'dealing securities' 
" 

proprmud'd in thE': IASC Discussion Paper. The 

pl'opcrtic)n of such invostments will be detarmined 

by RosGrvG 3ank of India in Indian conditions. On 

thi.c:: bosis ~ banks wil-l classify the 0xisting 

investments inta two categ0ries, all subsequent 

purchasc:s v.iill E:lso be· clar·'sified sui tablJT • No 

interchange of categories will b,.; permitted. Banks 
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will have to provide for depreciation, if any, in the 

inv8stm,'nts in the 'current' category in full. No 

provisinn is necessary in r2sp8ct 0f the depreci?tion 

in th2 1permnnt,nt' category' which will be valued at 
. ('-r rcdblption) 

cost or fCic,jv;":lLL::, whichev.T is less. 8alo of 

invC:f;tin·:-;.l1ts it:l pDrmElnent category will b8 parmitted 

1f:;1 th the prnviso tha t any loss on sale of the relative 

i l1V2stmr:')nt will b8 b;-.ckod. The loss will be a charge 

on profit and loss account, but the profit, if any, 

will be transferred to capital :reserves. Consid0ring 

the high propoI'tion of liquid as?ets which banks have 

to maintain and tho rather restricted market for 

Govornment securities the scheme has much to commend 

itself. There are, however, certain disadvantages in 

the system to be reckoned with. Thore may be no 

advDntose in introducing the scheme for banks which 

value the investments on tho balance she\3t date at 

low~r of cost or mark __ .-,t vElluo. There will also be 

a tendency to book securities with larger depreciation 

in 'permanent' category and bulk of the depreciati0n 

in the overall portfolio will then remain unprovided. 

The scheme may not, th3refore, alter th' posi t·ion 

materially while at the same time circumscribing the 

discrl.?tion cf b8nks in the matter of sale of 
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securi ties. This pOEi tion can h:J'deVGr b~ counter,"d 

by fixing an appropriate ~roporti~n for levals of 

'permanent! and 'CUTJ::0nt' compon::nts. If thJ level 

of 'perma nent' C.'3tcf~')ry is pi teL,,) JdC>, ';~y transferring 

the long dated Central GovGr~,n()Llt s,:curit:!..,'s to this 

class, banks may g'.~t some sub.~"tc:ritial roliof in 

depreciation. By pitchin\ thG l0vol rf p0rmanent 

securiti2s at a low 10v~l, the amount o~ deprociation 

to b_~ charr;Gd may be raised. Th(~ propc rticn between 

'permanent' and 'current' categories may have to be 

prescribed by the mcn~tary authorities and for the 

sake of uniformity, ~hG levels will have to be 

uniformf~r all bank::::. In app.!'opria GQ cases, banks 

will have also to be gi v'.)n time to mako the change 

over tc tho now systom. 

?5.14 Anothar aspect that ~aE ~o bo snQsidJr~d if 

the procedur2 in thG pr;':~8dinc n ~.r·< '::, ;;::-' is adopted, 

is the 'amortisation of ceprocL-ci'Jil v • 'I'he normal 

concept of the amortis2ti,-:!1 pr2ctic::: folloVJc.:d by some 

of the UK and USA bas,)d bc.nks if' to spr 'ad the 

premium or discount on purchase of a security (in 

relation to the faco vaL~o) over thG period of tho 

life of the security. This practic,:;) , which is 

follow2d only it! ro.spout of 'investmo nt' SGcuri ties-
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and not 'dealing' securities, virtually means that at 

'the time of maturity, th .. r2 hill b,c no loss or gain 

and the lose or sain accruing on the redemption of a 

security in tho investmc nt c2te2~oryov8r the purchase 

price will be spread over a period of timo, that is 

the remaining life of tho security. It m'y not b~, 

however, necessary to introduce this c0nc~p~ in 

Indian banks at this stozc. 

7.5.15 By adopting the concopt o:~· 'pc:~rrnan,:~nt' and 

'current' categories for investments as indicated in 
~. 

the precedin5 paragraphs) it may be Gnsuro~ to s6me 

extent thnt banks charge depr;_'ciation on a minimum 

proportion of their securitief.'. The concopt is also 

in accordance with thl~ propos::lls in the lASe 

Discussion Paper. As the method C2n be adopted for 

vAluation of securities for tho DurpoEc of Scction 24 

of the Banking Rogulatirn Act also, thero would be 

uniformity in tho valuation c·f s8curitios for the 

purposes of balance shest and Soctinn 24 0f tho Banking 

Regulation Act. The mochacism cf fi·xin~~: tl':'<...; proportion 

between the two cato30rios IDay al~o t~ SO~G ~xtunt 

serve as a cr2dit rcgulot~ry ~3asur8, os b~ olt2ring 

the proportions suitably bo oks may be r,~quired to have 

more or less funds in their inV,)3tmont portfolio. 



Considerinc all aspec ts, chc COln'·'li 'ct)~ is of the 

opinion thot the valuation baEis proposod in the 

preceding paragraphs aft;:;r bifurciJtinc; th2 inv3stmcnts 

into 'permanent' and 'cuyr':)nt' c9to.~;;0r:L·:;Sr will be, 

an appropriate method of t.,,:,;.·,:! tille [j.t ':C in J.JE'tme nts 

purpose of fin81 accDunts, the p'Jrm::\Q2~t investments 

will be valued at low~'r ·::f C()'2t or rc·demption value 

and the current inv-:;stm-:ntE' at lower of copt or 

market valu3. Banks would be I'GC}uir2d to mako 

provision. for doprociJtiorJ. on inv2stmants to comply 

with the above moo',' of v,~lultion. The c'0counting 

policy statGment to be attached to thG annual 

accounts will indicat8 tho ab0ve basis of 

valua tion. The notos ou account \vill :':'urthor 

indicate the difference betv;.'cn tho brnk value and 

the valuation adopted. ~c 8ctu.'11 1)·J.)~ upto 

which tho securitio;::; shou1cl. be b.;~d ir:! tho 

permanent and cuxrunt c8tJ,;ori:::,'? may bo decided 

by the Reserve Bank from time to time depending 

upon the prevailing circufils tenc~;s. 

7.6.1· Normally, banks hay,' two retirement benefits, 

Retirement -be-rl3-f'fff viz., Provid0nt Fund and 
to staff ~ 
----- - .• --- _J. Gratuity. A fev! bdn~;:s also 
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have pension schemeE and in Euch cases, offirloyec's who 

are eligible also for 3rRtuity under th~ Payment of 

Gratuity Act may have thr..:)':; benefits. Most of the 

banks have S8t up recogniscc:d Gratuity or Pension Funds 

to f.und the rolative liability. Th0 prc::ctic,'s in this 

regard have, by and large, stabilised. Tho Ccmmittoe 

would emphasise tho need for ,':stim.?ltin:; suc~h 

liabilities on an actuarial besis and for fun~ing such 

commitments every year irrespvctivG of the availability 

of profit. 

By and large, banks follow a uniform practice 

in the matter of making provision for incom8-tax. One 
-·----·----T 
Provis~on for~ of the issues rais0d is whether 
income-tax 1 
---- --------~~ provision for payment of income-tax 

should be made in respGci.; of accrul)d interest on 

investments. The prac tic·,; followed by banks is that 

credit is taken in the accounts for int3rcst rec0ived, 

interest accrued dUG but not colL'cted a,lC intl~.r.ost 

accrued but not due. For tax purpOE~;::) hnl'.', 'V '.'2.' , the 

intera-staccrued, but not due is n()i; taken into account 

sinca under the law it is taxable only in tho y,-~ar in 

which it bec omes due. The Corilm:itt ::;0 would su§gest 

that tho entire interest taken to profit and loss 

account should be taken into account for making 



- 204 -

provision for t27GS also. 

Tll\-; as;:;(':f;~filent of income-tax by th3 authori ties 

is u~d3rEtood to be in a~rC2rs for several years in 

TlLl.ny banks. This positir)n acvorsoly affGcts ~hc 

liqu:i . .Jity "0ositiioll ,-.·f ill2ny~ banks. In th.-:' normal course 

bOC2.11S::" of th3 large amount of tax deducted at source 

ot:!. tll.~:i.r inv:::~;tm.Gnt r:ortfolio, bonl;:s are not requi.l'od 

to pay ::my ta~q on th~ othcr hand th8y 51.'(; oxpGcted 

CO (i,."C sUbstantial 1.'.:;funde on comploiJion of their 

a'ssossrlbnt by the: authoritiGs. By not takinc out 

aSSGSSllGnt in tim0, the banks arc thu~ dopriv~d of 

tim8ly r~fund and their funds ar2 unnGc8ssa~ily 

b ~ k- ,..:l 1." h tl "r'" - T D '- I- T'n" Cnmin~ Lt,:.·" 1.0C .. _"·~! F.' ';~ _1(-,) .uCOnl" ax epar·lJffiOn\J. ,_ _.,.L L. "'\C, 

t:'1Gl':)iore, sU('S-Jsts the t the as~'os~r.i0nts of banks bo 

-cak(')n up 0:::~p(;)di tir;,usly by thu Departm:nt androfunds 

gtvc;n Lr:bi:1l1ks vdthout dJlay. 

7.7.~ Accr;,rJing to the 3xisting practice tax is 
-\ 

,"·.educt':~d at: EcurC0 on Gov.::.rnmGnt eecuriti~s @ 20% 

(and surcJ"J.ar;:·{; 2.5%) of in.terest. In the majorit~r of 

(}c.EOS, til,) t,>x duducted C1t source on inv0stments of 

. " " ,. 1] ].3 su;:,s .~arnJ1.a .y mo-r'Cl than th8 tax payable by 

thJ~. Several bauLe d0 Got have to, therefor~, m8~e 

any S8pF'r[,":~\.1 cK~VanCG '~:(jYill;,;nt of ta.xes and instead 

they hav0 to obta in subE= 'CFl ntiel rcfunc,s on c omp18t ion 
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of thair as~~ssmGnts. As such refunds are gen8rally 

made only ait0r compl0tion of the assessment, fairly 

large funds of banks are blockGd in tax deducted at 

source: without earning any interest. This affects 

both tho liQuiaity and profitability of banks. With 

the incra8sc in th0 costs of banks and the rise in 

th:: p,::rcontcl; .. ;O of funds inv::sted in securitiGs for 
'" 
maeting r8quiroments r~ statutory liquidity ratio, 

thG taxable profits of tho banl-c as a p.:.ncentage of 

total income has significantly declined and a rate of 

d~duction at sourCG of 22.5% is no longer realistic. 

T,! give some relief to banks, tile Committee feals 

that there is a case for doing away, with the practice 

of deducting tax at source all Government securitii3s 

h3ld by them. In case it is not possible to do away 

with such dGduction of tax at source totally, at lbast 

the r:!to at which th3 deduction is made will hav8 to 

be SubstElntially reduced, f:8.Y to 10% or so. 

As rel,cH'ds th,; accounting asp,~cts, while some 

banks show the aggro6ato provision on the liabilities 

side of tho balance sh,'2t under iloth2r liabilitias U or 

und8r Bcurr:::mt, contingency eccounts, etc." and the 

advance tax paid and tax d8ducted at source on the 

assets side, some others net out tho position and 

the net amount is shown ~n tho liabilities or assets 
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sidG, as the C8ee may be. Tho COilmittee would suggest 

that tho' prac"t!ice of Of tting off may be follow0d 

),lniformly by all bJrlk.::. In tha proposl..-'d format such 

n-:.:t . amount is to b~~ 8hoT"~]Q in the balancd she;::,t 

unCGr the head 'other li3bilitios and provisions' 

or 'other ass~ts'. 

'7.8.1 Besides the items discussed in the earliQr 

paragraphs which could be consider~d as necossary 
------.- ------_. --,-
Other provisions ~ provisions, s~'vQral banks have thD _____________ ...l. 

pr~ctic0 of cr2ating provisions/funds for specific 

purposes like Exchange Fluctuation Fund, Dividend 

Equalisation Fund, Development Fund and Contingencies. 

Theso are; in tho nature of discretionary provisions 

and of ton take tho character of free reserves, 

created mainly to m0ct unforeseen contingencies and/ , 
or to strenGthen tho innor financial position. Soma 

of these items Hre currently disclosed in th0 balance 

'" sheot separately while oth~rs are added to 

'continsency' accounts 8nd included in dep6sits. Being 

discrotionary, cr3stiou of such items is best left 

GO tho judgoment of individual ban!.<:s and the 

Com.Illitt,-~G 'IJould not like to make any suggestions in 

~hlS r~[ard. HO~JV8r, these provisions should be 

shown und.-r 'Othor Resorvos',. if tho banks intend t-: 
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discloso them in the balanc2 she,}t. If they partake 

the charqctar of reS2rves and banks do not intend to 

discloE2 them in the balancd sheJt separately, they 

should be tr0atod as S2cr0t rOS2rves and dealt with 

accordingly in tho final accounts. 
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CHAPTER VIII -
DIRECTORS' REPORT ----

8.1 Apart from the two financial statements, viz. the 

balance shoot and profit and loss account, the ganeral 

purposes reporting system includes also the directors' report 
~- .. -- T 

Introductory i to the owners. In the earlier chapters, the 
.- .-- -'-

two financial statements viz. profit and loss account and 

bcdance sh'et have beon discussod 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 prdctice of circulating a copy of 

the Chairman's speech to the shareholdars. The text of the 

Chairman's speech to be delivered by him i.n tho:;snnual 

general m3eting u~ually contains information relating to the 

accounts, proposed allocations, material developments in the 

working of the company since the date of the closing of the 

accounts till ~1e date of the annual general meeting, future 

prospects, Gtc. In some compa,nies, -,there 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 casa of a few banks, the Chairman's 

spoech normally doos not constitute a significant component of 

the reporting systom to tho shareholders. The Committee 

does not, therofore, consider it necessary to make any specific 

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

countries in most cases include the financial accounts, notes, 
r 

Positiiol1 in ; statistical information, statutory details 
foruign countries: 
- _._., _______ -l to be furnished, independent auditors' 

report and alsO a communication 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, eithdr by convention or by statute, the directors' 

report included in the annual reports contains information 

relating to material changes during the reporting period in 

tho 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 informat ion which in the opinion of the directors 

warrants disclosure. The banks also follow the above system 

of general purposes roporting. Thus, C\ perusal of the publisred 
I annual reports of international banks reveals that the American 

banks gen3.r'21l~1 i'ncludo in such reports President's letter to 
I' 

stock-holders, corporate and financial overviews, financial 

accounts and notos 'thereon, auditors' report, selected 

statistical informatton, information required to be furnished 

under the statute, information relating to board and management, 
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etc. W'nile the accounts and notes thereto cover the operations 

clnd changes in the financial pos~~ion of the unit during the 

yaar 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 areas of operations of 

the unit, technological developments, developments in the 

C07Grage of financial services rendered, corporate aims, 

achievement of goals ~nd future prospects, etc. In U.K., the 

annual report includes a statement by the Chairman, a regional 

business survey covering particular geographical segments whore 

the bank operates, a report of the directors, financial account 

analysis, notes on accounts and other statutory and statistical 

intormation, report of independent auditors, etc. As in the 

case of American banks, the statement by the Chairman, the 

dir~ctors' report and the regional and business survey cov~r 

the economic onvironment of the domestic and foreign areas 

of operations of tho bank, (in many '-cases countrywise profiles 

are also given) as well as detailed information regarding the 
r 

corporate developments and position both in domestic and 

foreign ar28S of activities of the bank. The reports of the 

othar continental, Japanese and more recently constituted 

Arab banks are also patterned on the same model but cont..ain 

comparatively less details than those of their counterparts in 

U.IC. and U.S.A. 
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The Bhabha Company Law Committee made the following 

observDtions in regard to tho 'Board's report': ---_.. ':"',. 
Position in India - ; "As the Cohen Committee pointed out, 
Legal provisions : 

------- ,~. most directors' reports are colourless 

documents, which do little to inform or educate the 

shareholdors. It is difficult to make any 'a priori' 

recommendations as to hoVJ the directors' reports should be 

dGsigned and pre,ared; the matter i p one that must be 

necessarily left to the initiativ~ and judgement of the 

dirac,tors of a company. There is nothing to prevent them 

fro~ conveying such information as they like to the general , . 
body of sharoholders; All that we can suggest is that in 

addition to the information which 'the directors I report must 
,', 

contain under Bub-section (1) of Section 131A it should also 

c on'cain informa tion on all changes which may have taken plClce 

in nature of the company's business or in the business of its 

subsidiaries or in the class of business in which the 

company hCls an interost, wh8th2r a member of another 

company or otherwiso, during its financial year in so far 

2S such information is in the opinion of the dir0ctors 

Fl~ t~·:.rial to an adequate understanding of the company's 

alf8irE by its members and is not harmful to the business 

of tJ:::.e comp:.my or of its subsidiaries". 
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Section 217 of the Companies Act reads as follows: 

There shall be attached to every balance sheet laid 

before <3 company in general me3ting, a report by its Board 
,-." 

of 'Directors, with respect to -

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

(b) the amounts, if any, which it prpposes to carry 

to any reserves in such balance sheet; 

(c) the amount, if any, which it recommends should 

be paid by way of dividend; 

(d) mat0rial changes and commitments, if any, 

affecting the financial position of the company 

which have occurrod 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 company's affairs by its 

membors and Vlill not in the Board's opinion be harmful to the 

businoss of the company or of any 0{ its subsidiaries, deal 

~'Ji til an;y chang.Js VJhich have occurred during the financial 
I' 

yefou -

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

(b) in the company's subsidiaries or in the nature 

of the business carried on by them; and 

(c) gonerally in the classes of business in which 

the company has an interest. 
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( 2jl.) (a) , The Board I s report shall also include a statement 
I' 

showing the nam~ of every employee 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 employed for a part of the financial year, 

was in r8ceipt 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 statement referred to in clause (a) shall 
r' 

also ind icate -

(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 particulars as may be prescribed. 
" 

(Explanation - "Remuneration" has the meaning 

assigned .to it in the Explanation to 

S8ction 198). 

(3) The Board shall also be bound to give the fullest 

inform.ation and Gxplanations in its report aforasaid, or in 

cases falling unoer the proviso to section 222, in an 
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addendum to thdt report, on every reservation, qualification 

or advo~~e remark contained in the auditors' report. 

(4) The Board's report and any addendum thereto shall be 

signed by its Chairman if he is authorised in that behalf by 

the Board; ano rJhere he is not so authorised, shall be signed 

by such numb:..:;.t of directors as are required to sign the balance 

sheet and tho 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. 

8.4 It will"be thus observed that the provisions of the 

Companies Act have spelt out broadly the nature of the contents 
t' 

Practice in India -
Companies 

of the directors' report and have also 

further indicated certain items which 

should be specifically related in the report, like remuneration 

paid to certain cat8gories of employees and information and 

clarific0tions of the management on adverse notes and remarks , 
contained in tho auditors' report. Conventionally, the 

directors' report of good companies also contain in addition 

to what is required by the statute a wealth of information 

r8garding corporate affairs. Thus, apart {rom proposed 

allocations ,for dividend, bonus, reserves, etc the directors' 
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report discusses the current economic environment with 

particular r2i'orencc: to Government policies and other important 

developments affecting the main activities of the company and 

its financ icll resul ts. It is also customary for the company to 

review the operEltions of the company during the year, in some 
I' 

caSGs on a division-wise basis where the company has more 

than onC activity. Such observations on oporations refer to 

the technological and human resources developments and also 

the position regarding supply of raw materials, cost aspects, 

mark8t conditions-for the finished products of the company, etc. 

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 discussed. 

Other areas covered by the report are the proposed new 

inv(~stments, mobilisation of additional resources, modernisation 

plans, changes in directorships, appointment of auditors 

and industrial relations. The mandatory requirements of 

furnishing particulars of employees required under section 

217(2A) of the Companios Act, giving comments on auditors' 

obse~vations, 0tc are also complied with. 

8.5 In tune with the general practice prevalent among 

companies in'respect of their directors' reports, banks also 
, 

Position relating: by and large cover in such reports certain 
to banks : 
----,-.-'.------ __ -1. broad areas like- the economic scenario 

and environments, the policies of the monetary authorities 
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and Gov~rnmont in relation to banking in general, operations 

clnd 'liorking rc)sul ts of tho bank in the domestic and 

intern:'d:;ional spheres, compliance with the various 

socio-economic objectiV2s, changes in the organisational 
~ 

structurG, development of human resources and man-power 

p,lanning, chang.:.~s in dir3ctorships, appoi'ltment of auditors, 

information regarding employees, etc. In India, the reporting 

s;yscom in tho directors' report of banles in the public and' 

9rivate sector differs -to SOIIlG extent. The rules applicable 

to companies in general also apply to banking·companies in 

the private sector and consequently, such banks include in 

their directors' report the items which are normally included 

by companies in general in their directors' reports. Although, 
A 

the provisions of Section 217 of the Companies Act are not 

applicable as such to the public sector banks, which are 

incorporated undGr separate statutes, they also prepere 

the d i.rec tors t r3port on a similar pattern as· adopted by 

companius. The instructions issued by the Res0rve Bank to 
"l.. 

niJ tio~.31i::0d bc:m;.::s by its circular letter dated 29th April 

1970 rogardio3 8ccounts contain, inter alia, certain 

gui(:\~lines i'~ :'~og.:Jrd to the preparation and contents of 

tho ,I'3port of the directors. By and large the guidelines 

'·'J0re on th:J basis of tho provisions of the Companios Act and 

tha prac tieo::: and USC.1g,~S prevalent before nationalisation. 
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Th0 objoctiv s of nationalisation were however kept in view 

and banks were specifically required to indicate in the repOrt 
" 

the p:rogrcss ~ade- in the achievement of the socio-economic 

goals entrusted to them. Thus the guidelines indicated: 

flIt is considered necessary that the Directors' 

Report ••••• should form part of the printed balance sheet and 

profit and 10s2 account. Vfuile it is not the intention to 

prescribe any standardised form for the relevant report, it 

will be holpful if they follow a generally comparable pattern. 
I 

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 following points might be 

cov3red 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. 

Efforcs and achievements of the bank during the year 

towards attaining objectives of nationalisation 

should cover: 

(i) Depcsit mobilisation 

(ii) AdvancGs 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 C else of the StatG Bank and its 

sUbsidiaries vjhile discussing the growth of 

tho advances to tha respective sectors, instead 

of giving as an appendix or annexure tiO the 

report. 

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

showing the extent to which small busineEs has ' 

been assisted and the impact of such assistance~ 

a break~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, 

Rs.1 lakh, etc) to the total advances in that 

sector, volume of production of the neglected 

sactors financed by the bank, typical instances 

(example: village ~option scheme) where bank 

finance has helped a communi~ to improve their 

lot, etc ~ilill give a picture of the role plaY0)d 

by the banks in the financing of the neglocted 

sectors. 

(iv) Arrangements made for accelerating devolopmental ,-. 
activitios - staff aspect, training programme, 

branch 0xpansion - Bank's role in the lead ban);:: 
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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, etc, 
, " 

Cc) Review of bank's goneral growth - depbsits, advances, 

investments, foreign exchange, any other particular 

field compared to previous year and compdred to thG 

perform3nce of the scheduled banks as a class. 
I" I' 

Cd) Profit and loss - comments on larger/lesser profits -

analysis of operating costs if of any particular 

significance. 

(e) Other g8n0ral matters. 

It was also indicated that the advances to the 

neglected soctors should contain data relating to the current 

and prGvious year in resp8ct of the number of accounts, limits 

sanctioned 8nd balance outstanding to various categories of 

priority sector londings and also exports. 
"' 

8.6 Althoue;h thus an attempt was mado by the Reserve Bank 

aft\~r nationalisation to bring about some degree of uniformity 
-.---'-'--" .. _-".,." -.. '---r 
Prescnt position 1 in tho structure of the directors' 
obtaining in bal1ks: 
-- .------- __ ;.._-l. report, the position was not reviewed 

,.'. 
subsequently. Tho post-natinnalisation era has witnessed 

several significant davelopments in later years and policies 
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have undQrgon~ material altorations. In tho "absence of any 

uniform Guidelines on the reporting of such later changes, 

individual banks developed their own independent style of 

relating such aspects in tho directors' report. The reports 

of most of the public sector banks at present do contain all 

material devclo~)lnGnts relating to the bank during the reporting 

period and are fairly oxhaus"tive and informative documents. 

A perusal of the diroctors' report of the major banks in 

India shows that they contain detailed information regarding 
, 

the operations of the bank, achievement of social obj"ecti ves 

by them and other items of information which are normally 

given by other companies in India as well as banks allover 

the world. The contents of t40 reports may be classified 

into thr38 broad sections. In the section on economic 

environment, banks give certain broad economic indi,cators 

and tho 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 boen brought about in tho sector by the banking and 

credit policies of the mon3tary authorities, the overall 

scenario of the banking system, the growth in deposits and 

advances, branch banking and other general material developments 

are covered. In the third section, which again is subdivided 

into suitable sUb-"sections, the reports cover the various 
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facets of tho bank's domestic and foreign activities. Thus, 

banks broadly discuss in this section under appropriate 

sub-honds, the overall position of the bank, the tempo of 

growth in mobilis3tion of resources, in tha.dispensation of 

crodit ana in specialised activities like foreign exchange, 

financing of exports, merchant banking, atc. The profit and 

loss position, appropriations, changes in capital and reservGs, 

investments and other assats and liabilities are also reported. 

In some banks the social, community and innovative banking .. 
aspects are discussed in a separate SUb-section while in certaj 

othors these aspects are dealt with under other appropriate 

topics like advances, branch oxpansion, etc. In almost all 

cases, how,,)ver, the various aspects of social and community 

banking, the goals sut and" the achievements made are dealt 

with~in extenso. Thus; this section covers the advances to , . 
priority sectors under various sub-sections, implementation of 

I' 

tho socio-economic schemes like Differential Rate of Interest, 

Intc~;.t'C1 ted Rural Development Programme, Village Adoption 

Scheme, Load B3nk Scheme, bank's own development schemes, etc. 

iJ:'he· cxtensicn 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 

ana other developmental activities are also discussed. In 
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certain C838S, ~here banks have a lsrge number of foreign 

branc~1.Gs, a separate sub-section is included in the annual 

report doaling ~,Ni th the international operations of the bank~ 

in oth2l' cases the operations of the foreign branches are 

dealt with under branch 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 

aspdots, donations and grants given, changes in directors and 

atlditors, whore applicable, special features, if any, et ale 

8.7 By and large thus the directors' reporUsof major 

banks in the country as stated earlier, are fairly exhaustive ---_ ... _-
P.E.P.Committee's 
observations 

and cover major areas that ought to be 

covared. All the same, in the 'absence 

of uniformity of presentation of data in the annual reports, 

3 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 Committeo in its report observed that though a fow 

instructions hpve b08n issued occasiotially on matters to be 

brought out in the report, particularly in respect 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 

porformance of banks was rendered difficult. That Committ0e, 
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therefore, recommended that the Reserve Bank should lay out 

the actual skeleton of the annual report which should be 

follo'1;oo by all banks and it should covt3r, inter alia, some 

highli;:;hts on the i"tctual performance of the bank for the year 

as cpmpared to the broad objectives set before it, future 

strategies of growth, branch expansion, particularly specifYi~ , . 
tIn rural Et nd semi-urban areas covered; 'cost of bank funds, 

cO:i1.m.entary on the hULlan aspects, their deployment and training 

·cha bank's future plans in this regard and any 0 ther to;~:dcal 

issues. The Committee also suggested that the form of the 

annual report should be .reviewed periodically and such changes 

effcctied as the situation demarlded so as to ensure that the 

standardisation ~as 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 

nny ~)Grti[lent information to highlight individual performance 

in nreGS not cov;::red by the standardised report. 

8.8 IG the co~text of the practices prevailing in the 

foreign countries as well as in India, the relevant provisions 
- ----.--.- --r 
Co;t1mittcQ' S viGv~is ~ of the Companies Act applicable to private 

__ •. __ ._ . ...1. 

sector companies and the special 

charactGristics of the public sector banking system, which 

is tho predominant component; of the banking industry 'in the 

country, the CommitteG addressed itself to the question 
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wh3thcr there is any need for further standardisation of the 

dir,;ctors' report and if so whether it would be advisable to 

proscribe any skoleton 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 

oxtent, tho process will ensure inter s.e comparability of the 

pos·ition reported by banks. This is, howev0r, a moot point, 

'l:Jhilo data fur·nish3d in a standardised format may be compared, 

-;:;:;].0 sarac cannot be said of descriptive passages indicating 

progress achieved in different fields, even if they are 

presented in a uniform patt2rn. If the authorities would 

roquir8 to make a comparativG 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 

p.I'odetorminod format for the purpose. The directors' report 

cannot be a ~8chanism for such comparative assessment. 

Moreover different banks would be showing different levels of 

achievements in different fields o{ activities and an evaluation 

of the cOlilpLlrFl.tivG performance of banks on the basis of 

directors f report alonc may not be a vc;ry successful exercise. 

In any o"rent, proscribing a skeleton format even with 

concessions for incorporating special characteristics of 

individual banks will make tho reports dull and colourless 

and may not be in th' overall interests of good reporting. 

'J:1hj.s is particularly re13vant as most of the reports have 

to circulate outside India also. If banks have the freedom 
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to reiport whatever they consider important, it is quite 

lik(;11y tllElt they would try to improve upon the repoL'ting 

:JveI7 :T(~aL' not only in the light of their own eJ:Cperience 

and perceptions but also on the basis of what others have 

rororted and 311 banks endevouring to improve their reportinc 

system in thi::; mann8r could cumulCJ ti vely achieve much more 

than what the pY.'escription of skeleton format, however, 

well conceived, can achieve. The Committee is, therefore, 

not in favour of prescribing an;yr rigid skeleton format 

for the directors' report. 

8.9 Having said this, the Committe,e still appreciates the 

object which PEP Committee had in view while recommending 
-----r 

Suggested model: the skeleton format. This objective of ___ ---1. 

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 a~e not precluded in the process 

from trying to report nothing more and nothi~~ less than 

\Jhat is containQd in the skeleton. With this limited 

objective ~f ensurins 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 covar the following main areas. 

(a) economic background 
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(b) banking developments 

(c) position of the bank 

8.10 

i) Accounts, appropriation and position of the bQnk 

ii) Deposits 

iii) :~0vanccs 

iv) ~8tdrial changes in other items of assets and 
liabilities and specialised activities like 
:~ or8ign exchange, export financing, merchant 
bankinG, etc. 

v) Social QL1cl community banking 

vi) Branch banking 

vii) Organisational structure and changes 

viii) Recruitment and training of staff, man-power 
planning and devolopment 

ix)International Banking Operations 

x) Others 

Some of the more important observations banks may 

oakc under various heads are broadly indicated in the 

subsequent sub-paragraphs. 

(a) , 
1;'lhilG gi vine; the broad economic parameters and 

discuEsing economic and monetary policies, banks are expected 

to get their facts and ~igur8s from published official records. 

Unfortunately in the past there have been occasions when 

different banks depending u~on different sources have given 

different sets of figures in raspect of some economic 
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indicators. Banks should as far as possible use data 

contained in official publications 9f Government and 

Res~3_t'v8 J:3alll"~ of India only. Banks may also give their 

commonts C1.'1c1 conclusions based on their own perceptions 

of the implic;3:-;ions of the policies of the autl).ori ties; 

needless to 88.Y, such comments should be in good taste 

and form. 

(b) lli?nkine; de'-:..elo.lments 

The performance of the banking system in general in 

respect of deposit Dobilisation, credit disbursement, branch 

expansion, attainment of social obligations, etc may be 

usefully mentioned under this head. This is to enable banks 

to evaluate their own performance in comparison with that of 

the system as a whole. The important developments in respect 

of banking and monetary policies and banks' own perceptions 

of the imp~ica~ions of such changes may also be covered in 

this section. 

Tho VcUiOU2 aspocts covored under this section may be 

divided into suitable SUb-sections with appropriate headings 

as indicated eurlier. Broadly ,the 'report may cover the 

following aspects. 
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(i) AccoQnts, appropriation 
and positi~~of the bank 

The working results and the proposed appropriations 

and how they c08p2r~ ~ith earlier appropriations, general 

observations about position o'f the bank and any developments 

during the period that have affected its fortunes in 

particular may be furnished under this heading. 

(1i) JL8..£.0.Sj._t..s. 

ThQ tempo of growth in deposits may be dealt with 

under this head. Normal::L.y, 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 

".iholo, number of accounts and amounts as well as growth in 

various catogories of deposits, progress achieved through 

special schemes of deposit mobilisation, etc. \Vhile 

cOUlTIlcntins on the growth of deposits banks should also give 
I' 

apart from comparative year-end figures, the comparative 

position in resp()ct of the fortn%htly average deposits. 
I' 

Vlidc discl'opancies in year-end and average figures should 

also bo suitably explained. 

( iii) Ad v..<lt1.9 _8,'::. 

Comp~rative data as in the case of deposits, rate of 

expansion of the credit portfolio in general and advances 

to various s8ctors arc to be broadly covered in this section. 



- 229 -

Tho cOJlparative position of growth in fortnightly average 

credit 81so should be indicated and where necessary, reasons 

for wido vsriations, if any, between year-end and average 

credit figures should be furnished. 

(iv) MatoriC'.l cl.l.anges ill other main 
iteills of 02S0tS 2nd liabilities 

, . 

III this sUb-sGction developments in regard to other 

items in thebalanc3 sheet like capital and reserves, other 

sonrces of funds, inv2:stments, prGmises,etc and also other 

features .:r.:..:lating to specific activities of the bank, which 

it vjants to highlight like foreign exchange business, export 

financing, merchant banking and other specialised functions 

and financial service& 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 headings. 

(v) Sociat and CommunitL. banl~~n.g 

Normally, there should be a separate section dealing 

with tho proLress achi8vod by the unit on social and community 

bankinG. At pr8sent some banks cover these aspects under 

advances end branch banking. Considering that one of the 

primary objectives of bank nationalisation has been extension 

of crGdit to the neody and weaker sections of the society, 
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it is but appropriate for banks to deal with this aspect 

in the direc tors I report, in detail. This section may, 

·;.ih8 rofon;, gi vean ovarvie\jJ of the bank I s performance in 

priority sector lending viewed in the context of the 

tarsets fixed, as' also detailed comments on the progress 
I' ' I' 

made in various sUb-sectors like agriculture, small-scale 

industry, transport operators, professional and self-employed 

persons, small business, retail trade, education, housing, etc. 

It is the general practice among banks to give 

separate detai13d comments on the major groups of priority 
I' 

28ctor lendings like agriculture, small-scale industry, etc. 

~rhis pr,'ctice may continue. Banks should also give in this 

section comparative data for at least 3 years in respect of 

the numb3r 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 succe,ss of the various schemes 
\ 

implementecl by th'3m, comments on specific schemes introduced 

by Govermlent, RoservB Bank and other institutions like 

National Bank for Agriculture and Rural Development, 

Industrial Development Banl\: of India, etc for the benefit 

of the vical:or sec tions. In particular specific comments 

would be useful on c0rtain aspects like performance in 

implementing schemes of national importance like Differential 
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Ra te of In'cerpst Scheme, Integrated Rural Development 

Programme, Village Adoption Scheme, Lead Bank Scheme, 

District Credit Plans, 20 Point Economic Programme, etc 

and othl;r developmontal schemes which banks themselves have 

introduced from time to time. The observations under this 

section would be interesting if banks could give instances of 

success stories under various Fchemes, financial and 

analytical studies mad8, difficulties observed in the 

im?)lementation of the schemes and how they have been overcome. 

( vi) Br.;9....~c h 1>a nktr.ill. 

Banks may give in this part an overall position of 
I' ,", 

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, branchos opened and other details. Tho 

operations of the specialised branches, if any, and the 

impact made by the bank's branches in development of rural 
, . 

and semi-urbnn areas, suggestions for improving 'the 

banking servicos to the community through branch banking 

and spocielisod bronches may also be incorporated in this 

section. Ins'!(ii-cion, the comments on :the working of the 

reGional rural banlrn sponsored by tho bank may also be 

included hore under a soparate heading. 
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I' 

The ehClnges in the s truc tural S9t-up of th(~ bank 
t 

durin(,; the pariod of the report, changes in the areas .of 

caatrol and functional rcsponsibilities of the various tiers 

of JGhe orgflt1:Lsation, , chE\ng,~s and improvements effectod in 

tl10 :Lnt':;rual -wox'ki.ng in k.:8ping with tho dev(~loping demands 

on the banking s·:;ctor, etc meiY be coverod in this section. 

(viii) Staff recruitaent ana 
training, man-power 
]2]._~p_ni.nL::1.~d __ ?.'?.YY1~9F!<le:pt 

·Apsr·b fro!J1 indicating the overall position of staff 

in various cat-3gories, changes in ·Gheir emplo;yment tert~'ls 

and other relct2d matt~rs, banks should also report under this 

heod their achievements in.the implementation of Governmont,' 

Rese.!'~re Bank guidelines on recruitm.ent and training of 

.scheduled Caste/Schedulad Tribe personnel. handicapped perso"· , 

women and such other particulars a.s are necessary. ,In 

a6dition, baQ~s may also give particulars of the training 

.:..:!rrnngemCf'.ts obtaining in tile bank. the progress made in 

0E;tc-;'::.lishinc; tr,:;ininzs i!:stitutions"and in imparting trainiLJ.g 

:0 tll; i': ::.:r:8C113 iu?; number 'Jf candidates and other relevant 

;:\S1)C8li~ !.'::.; la ting to human r0sources development, staff 

(
. ., 

. l.~;:) 

\ 

Bonles ~1hich hcni'"o significant proSsence abroad may 

··I.:~::",:,; to have n sapDI'8-CG s''';)ction tr) report the d8vel~pm0nts in 
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tl'lGir int9rnational banking activities. In other cases 

banks may include the relative comments under foreign 

exchange oporations, branch liconsing, etc. In this section 

banks may review g8nerally 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, 

tho 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 , 
I ' 

this section. Apart from giving country-wise operational 

data~ this section should also give a consolidated picture 

of the foreign operations as well. 

(x) QtJlCr f_~_?_t.'l~e~ 

This section deals with other aspects that are not 

covered in the earlier sub-headings. Typically, this 

saction may include the progress made in the use of Hindi, 

donations and grants made during the year and other special 
1-' 

features like reaching a particular mile-stone (say diamond 

jubil'2o), awards ~nd recognition won during the reporting 

period, etc. In addition -this section should also include 

customary or mandator~T items to be reported by companies like 

/ 
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chanGos in diructorate, auditors, remuneration paid to staff 

oV'r certain limits and management's explanation on the 

qualifications made by auditors, etc. Items of topical interest 

currently exercising the minds of public, government, etc 

(for Gxample balancing of books, inter branch reconciliation, 

J:I1oche,nisation, frauds and other mishaps, customer service, etc.) 

may also be highlighted in this section. The endeavour should 

bo 'co bring cJUt 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. 

8.11 The Committee would again make it clear that it is 

not its intention to prescribe any particular skeleton format 

for the directors' report. It has only indicated certain 

topics which could profitably bo 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 

incorpo.I'ats additional data and information in their report, -, 
it 1.Tjould bo i ts prerogative and the Government and Reserve 

Bank should not, in the opinion of the Committee, interfere. 

with that freedom. 

'" In Cho.ptcr IX, the Committoe has recommended 
delation of this item from the directors' report. 
~f this recommendation is accepted, such 
particulars may not be furnished in the report. 
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CHAPT.tI:R IX 

lVJ.lSCELLAJ.lliOUS ISSUftJS 

In this chapt~r certain legal and other 
.----.------.. v' 
Intr0ductory; issu0s relating to the t2rms of 
------.--~, 

r2ferencc erc discu~pod. 

In t3rms 0f S;.;ction 31 of the Banking ._-_.- -, 
P~blication of I Regulation Act, the accounts and 
annual accounts: 
of banks : balance she~t together with the 

__ ..L 

Auditors Report shall be published in the prescribed 

manner, which has been indicat~d in Rula 15 of the 

Bankins Regulation (Companies) Rules, 1949. According 

to the Rules, the balance sheot and profit and loss 

account togeth8r with the Auditots Report shall be 

published ~ithin a period of six months from the 

p(~riod to which they relate in a nl~wspaper which is 

in circul.sltion'it the plac3 where the banking company 
I 

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 fia3ncial position of the bank as disclosed 

9.2.2 Th3 p:q;p Committee which had examined the 

issue sug~Gst8d that only an abridged form of 

balance she0t and profit and loss account n0ed be 

published. In February 1979, the public sector banks 
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were advised by th~ Reserve Bank thClt while they 

should publish the balanco shG~t and profit and loss 

account in full, togeth0r with the Auditor's Report in 

ona newspap..:;r to comply with the statutory requirements 

of Section 31 of BonkinG Regulation Act, th(:~y should, 

whar2 it is consid2red necessary to give a wider 

cov8rageto the saliont features of the banks' 

operations, abridge the balance sheet and profit and 

loss account suitably for the purpose of publication 

in additional newspapers,journals, etc. lJhis was 

done at the Government's suggestion basically for 

effecting economy in 'the expenditure of public sector 

banks. 

The basic purpose of publishing the balance 

she·.:;t ond p~ofit and lo::::s .account is to give 
... 

publicity to th2 accounts of a bank so that its 

depositors and public should come to know of its 

financial position. Tho summ!:uised version of the 

propose0 formats of balanco shGet and profit and loss 
accountin~ policy statement 

acconnt (without the various scheddles,/notes and 

auditor'R roport attached thoreto) suggested by the 

Comi!lict~Q would ·babeet suitud for the purpose of 

publication in tho n8\;!Spap,o.rs J.. (;. for compl~ nnce with 

Soction 31 of Bankins Regulation Act. For this 
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nurpose suitable amendments to Section 31 of' Banking 

Regulation Act and Rule 15 of Banking Regulation 

(Companies) Rules~ if n0cess2Jry~ may be made. Theso 

sUlTI,nariead formE'ts will give to the depositors and 

pl:!.blic all th(} vi tal iniorlilc'tion relating to the 

working/financial position of the banks on a uniform 

basis. This will <11:=:0 bring about reduction in the 

cost of publishing 10ngthy statements as is being 

done at present. 

While the re~uirements of publication 
----- ,. 
Amundments to the Banking: under Section 31 of the 
Regulation Act for : 
introduction of the : Banking Regulation Act 
revised formats : 

------.-- __ -1. will be mGt by publishing 

tho summar-is3d version of the balance sheet and 

profit and loss account as .indicated in the precading 

paragraphe~ banks will bo ~equirod to submit as 

1'G tur ne to the R8Sl:'rVe Ba nk. the i\1l1 set of final 

accounts in the proposod fprmats including tho 

schociul.:3E the r 1.."'. to , acc ounting policy sta teme nt, 

notes Oll accounts as propos39 by the CommitteG, as 

also th0 nuditor·s report. Having regard to this 

objec ti vo while C1.monding the Act for introducing 

th0 revised formats, only the summarised version 

and schedulos theroto will b' prescribed as forms 
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in th,--' Third schedule. For the sake of conv3nicnce 

~nd fluxibility, the Resorv0 Bank should be vested 

with pevers to zive instructions to banks generally 

or any be.nk in particular rJgarding compilation of 

accounts, accounting policios, notos on accounts and 

other guidelines to bo followed. The Reserve Bank 

may issue such Guidelines-and instructions for 

compilation on the basis of tho r3commendations made 

by the C;ommi ttE':,J. Sui table amendmc nts to the Banking 

Regulation Act may have to be effectGd for the 

purpoS8. 

It may bo mentioned in-this context that 

utlder Sub-Scction(L~) of Section 2-9 of the Banking 

RegulAtion Act, the Central Government may after 

(~ivinr\ appropric-:te notice ameQd the formats s:::-t out in 

tho Third sch;:-:dulo. Government may consider whether 

the form,:-,t of balanci.:~ shcet and profit and loss 

account proposnd by the Committee can be substituted 

for tho t.:xisting forma tE, p'usuant to the amending 

po~~rs c0nferrGd on it by sub-section (4) of Section 

29 of tho Banking Regulation Act, or an amendment to 

~~lG Ac t i tscl£ will be nGcossary for tho purpose. 

Even if the form0r alto~native is feasiblo, the Act 

m:~y havo to 08 aElcndod to ensure that the full sets 
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of final accounts arc submitted to the Reserve Bank 

of Indi3 as r3turns and also to enable ResGrve Bank 

to issue necessary guidelines to banks regarding 

compilation of th0 ,accounts, accounting policy 

statomont and notGS on account. 

Sub-Section (1B) of Section 30 of the 

Banking R3gulation Act confers on the Reserve Bank 
v 

Guidelim:s to Auditors ; limited powers of giving ________ . __ . ____ .--1. 

direction to auditors of the bank requiring them 

to audit the accounts in relation to any specific 

transaction or class of transactions. These 

provisions have not been made applicablo to the 

public sector banks by Section 51 of the Banking 

RGgulC3tion Act. Tho Committee is of the view that 

it would bl..; desirable if the Res('rv-e Bank is entrusted 

with powers to direct special audit, in certain cases, 

similar to those conf(.1rrod on the Central Government 

under Sec tion 233A of Companie's Ac t. No doubt, the 

grounds on which tho Roserve Bank may issue such 

dir3ctions may, in keeping with the policy and the 

schema of th, Banking Rogulation A-ct, be somcwhcit 

different from thoso contained in S~ction 233A of 

the Compani(:s Act. The provision to be enacted 

on the 1in(38 of Scction 233A should be made applicable 
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to <311 banks ~ Sections 3:) and 51 of the Banking 

RGgu18tion Act nc;~d to bo suitably amended for thl~ 

purposa. , 

Se::::tion 619 of the Comp'anies Act provides 

that in tho CDS2 of' a Governm,,-:nt company the 

Comptroller and Auditor Genoral of India shall have 

powers to direct the manner in which the company's 

account shall be audited .qnd to give instructions to 

the auditor in rogard to any matter, relating to the 

p.:::rformance of his functions as such. As the Reserve 

Bank may also be r8quired to give such guidelines to 

bank auditors in respect of particular transactions to 

bo cover8d by the audit~ tho Cornmitt8e considers it 

desirable to amend the Banking Regulation Act to vest 

simi18r pow~rs in the Reserve Bank of India to iesue 

suitablu guidelinGs to bank auditors. 

9.5. Sub-Section (4) of Section 29 of the 

BankinG ROGulation Act (prescribing Forms of balanc8 

LGgisl~tive provision~ 
rogardlng 3mu~dm8nt 01 
fcr~s of balanc2 shoat 
ano profit and loss account 

sheet and profit and loss 

~ccount6 for a banking 

---------- -.-... compan~ vide Forms A and 

B of the Third Schedule to the Banking Regulation 

Act, 1C;49) provides that tho Central Government, after 

giving not loss than thr()e [.lOnths t notice of its 
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intention so to do by a notification in the Official 

GazottG8 may from time tc time by a like notification 

amend th3 Forms sot out in the Third Schedule. In 

pursuance of the provisions contained in this 

sub-SeC bien, two notificcltions have to b,3 published 

by the Governmont of India after ruceivins proposals 

from the RGS,;rV8 Bank of India. First such 

notification containing the draft amendments publishod 

by Government will b8 for r>uttin~s eV8ry banking 

company on its gU:Jrd so that it may not be 

'inconvenienced by amendments suddenly thrust on them. 

The final notification will be published by 

Government throe months aft:r the date of first 

publication. The; amendmont actually effected must be 

substantially the samo 3S that of which notice was 

givon. Tho Committea does not consider it necessary 

to make any chan, ,os in tho existing provisions. As 

the instructioQs to bo issued by \he Reserve Bank of 

India to banks r03ardinc compilation of accounts, 

accounting policies and notos on account will not 

form part of tho statut~ or rules thereto, no legal 

formalities will bo required for amending such 

instru~tions. 

Tho format of the profit and loss account 
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pr.,-'ecrib(:d under tho Bankinc; Regulation Act r.::~quires 
---'--_._.,_._._------------------, 

v 
y , Particulars of remunoration paid 

to tho Chief Executive Officer i 

and certain cC1t8S0ri0G of employe·,:s ~ ______ -.-_. __ ' _________ ' _____ t. 

particulars of T0munGratibn rolatin~ 

banks to furnish 

a note containing 

to th.a Chief 

~xecutive OfficGr undor certain prcecribed hoads. 

Banke ar0 complyinG with. this requirement currently 

by attaching a statement to the profit and loss 

account containin;s such in£("_ rcwtion. Th-3 remunoration 

of the Chiof ji;xecutivQ Officers of tho banks in tho 

public and private s~ctors is fixed by Government/ 

Reserve Bank of India and such remunerRtion is 

standardised. There is thereforo no need for including 

the inf()rmation relating to tho romuneration of the 

Chief. ~xecutive Officer in the profit and loss 

etotcment. Tho Committee has not accordingly made 

any -Provision for inclusion of such data in the 

r,:'.vised forma"bs. 

9·6.2 Similarly in t ~rms of Soction 217 of th~ 

CompanL:s Act, the report of the Board of Directors 

sbould give pElrticulBl.'S of the romun8ration paid to 

the omploy08s of the compDny drawing a r8muneration 

of not 128s tha n Rs. 36,000/- per annum during the 

financial year or not less than ~.3,000/- p0r month 

in the case of employees employed for part of tho YGar. 
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Al though th(~ r,~'quirements of Section 217 of the 

Companies Act arc not applicablo to tho public sector 

b-3nks, _ v;hic"h are not covert-~d by the Companies Act, 

and thoy do not thereforQ give such particulars 

in their directors' report, in the case of private 

sector banks, it is necessary to incorporate such 

particulars in the directors' roport and most of 

the banks givo such data in a separate statement 

attached to tho directors' report. The remuneration 

of employees of private sector banks are, as in tho 

case of public sector banks, governed by settlements 

and awards. They are also standardised and are well 

known to the public at large. There does not 

thereforu appO:Jr to be any particular need for giving 

such lnformation in the directors' report in the 

casu of private sector banks also. Suitnble 

may be mace to the COIDRsnies Act/Banking , . 

Rogu18tiOQ Act to give effect to this recommendation. 

Section 36 of the Income Tax Act, 1961 

has bcot~ 8i1cn.Jod by the Finance Act t 1982 by adding 
-------.- ----";----1" 

Cra3tion of : a sub-clause in terms of which 
spdcial resorVG ~ 

----------, a schedulod bank (other than a 

bank incorporatod by or undor law of a country outsid~ 

India) which is .-::n:;C:30d in banking operations outsid8 
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Indic:\ will bo 8ntitled to deduction in tho computation 

of its tfl.xab12 profits in 1'8SP'::C t of any spec ial 

rGSG.!.'v2 crc.,tL.d upto 40% of its total income. 

HOW0vur, this provision applies only to such scheduled 

banks as :';(ru :',pprovcc1 by tho Central Government for 

tho purposo of this cJ~use, having regard to its 

c api tal stlmcture, the· extent of the operations 

outside India, its noed for resources for operations 

outside Indi2 and oth0r relevant factors. 

It may be recalled that the PEP Committee 

in its r0port had r,)commended that banks be allowed 

to transfer at least 40% of the disclosed profits 

to roserv3S, fr,,'\:! of tax. The Jamtl:s Raj Commi tt0e had 

also mado a similar recommendation. Tho recommendation 

was mado in thr3 context of the n00d for increasing 

the capital base of Indian banks, which is very low. 

Tbe CC':J.oittoe agreos with tha above 

rucNam0ndations, fOS thorc is n,)od to increase the 

capital base oi' elll bank .. '=! i.e. banks both in the 

p~ivato and public sectors. As such, the benefit 

should ideally be made availGble to all scheduled 

c08mercial banks irrespacti~e of whether they have 

offic2s outside India or not. It may be added that 

this bonoii t h3S since b0en oxtondcld to all Stat~ 
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Financial Corporations. For this purpose, the 

Co~mittce is of the view that necc~sary amendments 

should bc made to the ~ncomc Tax Act as early as 

possible. 

Some of Gh0 for8ign banks (including banks 

whicD have branch~s in India) have been r2valuing 
--------,-

Reve.luatioi'; of ; th8ir immovable properties on the 
p~om~ses etc. f 

'--s. basis of market value Ilnd the 

difference between the written down book value before 

the revEiluution and th0 appreciated value is being 

transf2rrod to 'capital reserve' to strengthen 

thoir capital basa. 

T,t may be rolevant here to montion that 

the ROE0rve :Bank had advised all commercial banks 

in 1969 that the profit on sale of fixed assots 

like land, premises, etc should, from the point 

of viov,: of dccounting principles and sound banking 

pr:,1ctl.~U, bo tr.;atod [IS capital }os\:;rvGs, not 

HVRilo.blo for payment of dividend, etc. In the 

case of Indian branches of foreign banks such 

remittanc,'s of capital nature are also not allowed. 

There is no provision in the Companies 

Act prohibiting companies from revaluing ~hGir 

fixed assets liko buildings, premisGs,atc and 
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many compani~s are obs0rved to be roe orting to this 

practice lately. How0'v(~r, in the caso of a banking 

company, the -position is somewhat different. An 

~ss0ssmcnt of the aes3ts and liabilitiGs of a bank is 

1112,dG primarily to SC8 whetlh'r the:; bank is complying 

with the r2quirements of Soctions 11 and 22 of the 

Banking Regulation Act. A revaluation c:,f· assets will; 

inflate the roal or exchangoable value of their 

paid-up capital, reserves, provisions and othar itoms 

not in the nature of outside liabilities, unless such 

reserves created out of revaluation of properties 

are n0t reckonod as part of the own~d funds. 

9.8.L~ However, it is now the practice in some 

for~ign countrids as well as companies in India to 

r..:~value their propertios and take the resultant 

appreciation to Capital Reserve Account. As compared 

to foreign b3nks the equity base of the Indian 

commOIC ial b.'3nks is vnry lov;. Indian commercial banks 

arc at present in a disadvAntageous position because 

of thoir lo~ capital base particularly as this is one 

of the important factors taken into account for 

sccc.ring agency/borrowinG arrangements outside India 

Qnd for participation.in loan syndication activities. 

Considering all rcl~vant factors, the Committee 
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SUSS~Ets th3t it would be desirable if the Indian 

banks are allowed to revalue their prop~rties, 

subjoct tc Rdserve Bank cloarance, by professional 

v:llu0.I's n"G.pcrd.odico.L_intcrv.!lls, p.roiridod·thc 

c onsequ0n·~i['~1 prof1. ts aTe transf.:;rred to capital 

rCS3Tves. To some extent, such periodical 

valuations may help in giving an inflation adjusted 

ass~ssment of the principal non-monetary assets of 

banks. Revaluations if rwortDd to should be 

cl~arly indicated in ~ balance sheet and/or 

notes attached ther0to of the bank. Vfuere assets 

are revalued, depreciation should be provided on the 

rovaluod figure. 'l'herd should however be no 

objection to the additional depreciation due to 

r;)valuCltion boing transferr(~d each year from the 

Capital RJservo to the profit and loss account or 

to tho general reserves. 



- 248 -

CHAPTER X ---- --
SUlVIMARY __ OY_:R.~90Nm1IE;N1?A~;r:.9}TS 

10.1 The Committee's major observations and recommendntions 

on the various terms of ref8rence are given j~ the following 

paragraphs: 

10.2.1 The Committeo has considered\the disclosure 

requirements from three broad aspects, viz. (a) truth and 
- -.---- -'-"'- -._--,-
Disclosure in ; fairness concept, (b) analytical data 
published accounts ; 

- --.--- u· ___ - I [\nc~ (c) accounting policies. While 

examining the 'truth and fairness' concept, throe main aspects 

haye been covered and they are (El) secret roserves and loan 

loss provisioning, (b) grouping and offsetting practices and 
I' 

(c) window· dressing (Chapters It to V). 

10.2.2 The Committee i.s of the view that in Indian 

conditions the time is not yet opportune for practising full 
---- --.-.-----
Secret reserves and v disclosure in respect of secret 
loan loss provisioning ~ 
---... --------,---------L'['0s'~.t'ves 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 

:lin 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 tax, 

specific provisions for bad debts, etc as a ·conglomerate' 

i tern on the expenditure side. T~is would r·:~veal the true 



trend of income and at the same time the procedure would not 

reveal the amount of sec:ret reserves and loan loss provisions 

held by banks. (Paragraphs 3.23~ 3.24). 

The Committee considers that rationalis8ti·:m of the 

practices relating to grouping and offsect:_L'5 i,e necessary 
I 

Grouping and nettings ~ and that clarifications phould be giWn _. ______ . ____ . ________ -1. 

when disparate items are grouped together or net ijed. These 

aspects have been taken care of while devising the formats 

for final accounts. (Paragraphs 3.25.1 to 3.25.4). 

10.2.4 The Committee is 01 the opinion that by and large 

bank managements a~e fully seized of the pitfalls of window 
-.-.- -·---------r 
Window dressing; dressinc E<nd consiclers that the.:'e is no case ___ .. ___ . ________ t. 

for any drastic measures tc weed OQt the practice. In 

exceptional caS0S whero baD1-\: managements resort to such 

practices, the Reserve Bank. should continue to caution the 

concerned management. It could 31so in extreme cases of 

indiscretion take punitive action agains'c th0 c.,e·:..il1quGnt 

officers. (Paragraph 3.26.~ to 3.26.~O). 

The Commi ttGG has looked into the genera:;" practices 

obtaining in some of the developed countries :i..n the matter 
--------·------f 
Analytical date. in ; of present2tion of analytical data along 
the annual accounts: 
---.-------.- -.. ----. ----'- with the final accounts and finds that 

there is no uniformity amnng banks in such presentation. 

However, there are certctin i')road areas where such analyti8al 
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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 accounting polici8s ct one place under the 
------ --.------, -'-f \ 

Accounting PoliciGS : head 'Principal Accounting Policies' and 
_~ _____ . ___________ -1.. 

has prepared a specimen form for the onunciati!)t~ (f' accounting 

policies pursued. These will cover, inter alia, the following 

areas. 

a) Basis of presentation of accounts 

b) Basis of valuation of securities 

c) Practices re18ting 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 benefits 

f) Adjustments made before disclosing net Qrofit , 
(Paragraphs 5.1 to 5.8 and Annexure V). 

For the sake of uniformity in the prc:sentation of 

accounts and having regard to the nsed for disclosure of - -·---0.----- ________ ' ______ '_, 
Formats of Balance Sheet and ; a68qlJ.a to infortl8 tion in the 
Profit and Loss Account I 

------,---------------- ___ i published accounts, the 

Oommittee 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 an~ loss accounts, 

supported by schedules. The Commi tt.:;e has also indicated the 

coverage and contents' of the various items in the balance 8~~ 
and 

and profitL.loss accounts and has prepared necessary guidelines 

for compiling the final accounts with a view to ensuring that 
J 

the final accounts so prepared by different banks will be on 

uniform, standardised basis. (Paragraphs 6.1 to 6.24 2nd 

Annexure VI). 

The Committee has further suggested a standardised 

procedure for reckoning foreign exchange income and for 

consolidation of accounts of foreign offices in the final 

accounts. (Paragraph 6.25). 

The Committee has also indicat~d where c:arificatory 

notes are to be given in respect of the balance sheet and 

profit and loss items and a specimon. form in which such 

notes on accounts may be fvrnishcd by banks has also b0en 

prescribed. Such notes cover increC'ie in cap~_tal, interost . 

rates on deposits, investments in subsidiaries/associates, 

valuation of other investments, re~uirements of secto~al 

allocation of advances and interest rates on different 

classes of advances, revaluation of assets and major heads 

of miscellaneous income and other exponditure.(paragraph 6.26 

and Annexure V). 
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10.6 The Commi ttGe' s r.~;commendations on provisioning are 

mainly as follo~s. 
--.. - ~-.-.. - --....-..... b 'r 
Norms for cruating various ~ a) Provisions for bad and 
provisions' 'and accounting : 
practices - Loan loss : doubtful dobts nC;'3d be wade 
provisioning : 
-------.------ ----- ---'- only to the: (;.>c(.;I:1.t ~-'uch debts 

are not covered by credit insu.r-:lncJ .s~sencic;s (..t?arc_csraph 7.2.2). 

b) As the tax laws stand E'-t proscnt, ban~_~s sb.ould make 

provisions on a gross of t~x basiE.(Paragraph 7.2.3). 

c) Debts recognised as bad should be written off within a 

re8sonabl':} time after such recognition. (Paragraph 7.2.5). 

d) A suitable system of appraisal of thu advances portfolio 

and review)f individual advances is considered necessary 

by the Committiee in the cOl1text of standardisation of the 

procedure for loan loss provisioning. The Committee is of 

'ehe opinion that bank advances shoJ.ld be classified on the 

basis of health codes. Such classification INould facilitate 

identification of debts where provfsioni~g is nGCeSs8ry. 

(Paragraph 7.2.7 and Annexure vn:). 
e) It will be necessary to aSEGSS the Elmo·:J.r'.t of doubtft:l 

debts in respect of larger advc\ilcos vJith balances 0:[ Rs.5 lald.'.s 

and above individually. In respoct of smaller advances to 

the extent possible, the p~ovisions ~ay be made on actual 

oasis but as the number of such advances may be large, 

provision may also have to be made un a p~rcentago basis 
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depending on the loan loss experience of the bank. The 

percentage needs to be Eaviewed periodically, say once in 

three years. (Paragraph 7.2.9). 

f) Generally, no interest should be talmn into account , 
unless realised on recalled c1c1vances, suit-filed accounts 

and decreed debts. As regards sick/sticky adv8'1cGs the 

question of charging interest r:ill depend on the assessment 

of realisability. Ideally, no· interost s"lould be charged on 

such adva~ccs in this category vJhero the principal amOU'1t is 

considered as bad or doubtful in part or in full excopt on a 

realisation basis. But there is no objection to intorest 

being charged on such advances as 2re 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 

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 trea t interGst ch.!1rgcd on. s':..ch 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 prop,ir control, the interest on 

such advances should be booked and G~d\tt11!'b.~ i~y~ 
OLc.o\lJ'rlt; • 
(Paragraph 7.3.3). 
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h) All provisions made for bad 31d doubtful debts and 

provisions made by way of Llt:.. .,,'8[;·~ on bael and doubtful 

debts kept in suspense accQunt 3lifJuld be::Lmpt from taY, 

provided the aggregate outpJGa ", ii~3 in such provisions do not 

exceed 5% of tha total outstanding advanCeS at the end of 

the relevant period. (Paragrap' 7.4.1). 

i) Investments should be segr(':,9ted into 'permanent' and 

'current' categories. ThG aCG-,~t: level upto which the ---- -~ _ .. ...,. 
Valuation of ; securitias ShoUl.<.1 be held in the permaneg:t 

, Investments ~ 
-----••. -.j. and' curr',nt ca '- ;~_:,ries may be decided ~y tho 

Reserve Bank of Inq.ia from t-',1 .' v trime dpl!Gndin~ up® the 

prevailing circumstao.ees. The . 't'rcsnent investments will be 

valued at lower of cost or r( '1 ,)tion value and the current 

investments at the lower of ~)st or markGt value. (Paragraph 

j) Liability in l.'Gspect of por' ,.ltiroment benefits likE, 
.s. . .. _- -----r'" , 
Retuement ; Gl.'c.;:f;ujtyamcl pe.hsion f;u.nde should be.. 
benefits to staff: ' .. ' 
.---- .. ---- ----.- ----t,- q~:~YI;.Qln DC tuariC\l beEis and 3'1ch 

:ommitments should be £u~~~~ YGar irrespectiv~ of the 

vailability of profi~. (~~~~3y~ph 7.6.1) • 

. ' The assessments in ')le~aX'd to tax payable by b0nks 
- ---.. -'-""-"------r .... 
Assussment of tax by,; slloul( ~ taken up oxpedi tiously 
th8 Tax Authoritios ~ ". 
_ ..... _________ . ___ , ___ l by the 'j'ncome~Tax Department and 

refunds given to banks withou'c delay. (Paragraph 7.7.2) 
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1) There is also a case for doing away with the practice I')~ 
----- -_._----------------, 
Deduqtion of tax at source ; deducting tax at soured on 
on Gdvernment secu~ties i 
_________________________ ._1 Government securities held by 

banks; at least' the rate at; which the deduction is made wit \ r.-
have to be substant~ally rC,duC:ed, say to 10% or so. (Pa:2.gr.·i 

7.7.3). 

The other major recommendations made by the COID.{Dit' 

are as follows : 

a) The Committee does not consider it necessary to proscritr: 
-.- -- --- "---- "T 
Directors' Report : any skolet\n format for the Directo_s' 
format and contents~ 
--~'~---:w----_.J... report. Co:rtain topics which could 

profitably be dealt with in the Directors' report and thi~ 

order in which they may be pres0nted are however indicatud. 

(Paragraphs 8.8 to 8.10). 

b) For the purpose of complying with the statutory requi!'ema 
.' , I of publication of balanco sheet and profit and loss accollO"C3. 

---.---.--.- -- -------,-
Publication of annual' .: the C~mmittee suggests' that only tl 
accounts of banks/ : 
Returns to Res8rve Bank : sumfnarisod v(;rsion of the i'ormqts 
-------------.-----~. 
(without the schedules, accounting policy statement, notes 

and auditor's report) VJould be best suited. Banks will ')e 

required to submit as returns to the Reserve Bank the full 

set of final accounts in the proscribed formats includin~j .:h 

summ8.ry version, schedules attached, accounting policy st:'l ;.11 

notes on account and also the auditor's report. (Paragra;Jh 9 
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c) In order to give effect to the changes in the formats of 

balance sheet and profit Clnd loss account as also the ---------_._---,.. 
Amendments to i publication of only the i 

Banking Regulation Act i 
i _ --------... ""-------'- summarised vorsion, it may be 

~ 

necessary to make certain changes in the Banking Regulation 

Act. (Paragraph 9.3.1). 

d) It would be desirable if the ReservQ Bank is entrusted with 
-.---- -- --- -.. -.- -···r 
Guidelines to : powors to diroct special audit in the case 
auditors : 
~.--- •. _- •. __ i.. of all banks and also to givG guidelines 

to 'bank auditors. (Para~raphs9.4.1 to 9.4.2). 

e) There is no need for giving particulars of remuneratio~~ 

paid to the Chief Executive Officer in the profit and loss 

statement of banks nor for furnishing the information 

'relating to remuneration paid to certain categories of stc::::i 

in the directors' report of private sector banks. (Paragraph 

f) The Committ~e is of the view thp.t the benefit of creating 
'\ --.---- ..... --- .. , .. 

Creation of i 
Special Reserve; _______ ._._ --L 

tax free special reserves conferred by 

amendm,,~nt 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 to 9.7.3). 
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g) Indian commercial banks may bG allowGd to revalue their 
~- •....•• - .•..... 'f' I 

Revdluation of : properties, subject to Reserve :Sank clear,' 
• . t: v premlses, eve. ! 

...... - ...... -- - .. -'. by prof er::sional valu~.t's, "I-G period ical 

intervals, provided the consequential profits are taken ~ 

capital~r8s8rves. (Paragraphs 9.8.1 to 9.8.4). 
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12l§...CU~)8ION PAEt~B: Disclosures in financial 
stateme nt of_ banks __ 

This Discussion Paper is issued by the International 
Ace ounting St!:lndards Committee for discussion only 
-:~nd dOGS not necess.?rily represent the views of the 
Governit:ill. Bodies of its meml?5~K.~ ____ . ____ _ 

In pursuit of one of its principLll objective, the harmonisation 

of accounting st8.ndrJ.rds through its member bodies around 'the 

world, the International Accounting Standards Committee (IASC) 

has initially selected fOT study topics applicable to business 

entorpris8s generally. The IASC Board recognises that 

effoctive harmonisation of accounting standards will also 

involvo 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 Ba.nking Regulntions and Supervisory Practices 

of the Group of Ten major industrialised countries and 

Switzerland (the Basle CommittoG of Banking Supervisors), 

who perceived a need to devise a st~ndard letter for, 

confirminG inter-bank bnlnnces. It was thought that it 

would be helpful as a first step to prepare a paper dealing 

with classifications and disclosures in the financial 

stements of banks. Accordingly, IASC agreed to undertake 

this project. Both the IASC Board and the Basle Committee 

of Banking Supervisors recognise that harmonisation of 
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methods of vcluntion 2nd income measurement of banks Bill 

roquir:,: further stUclJr, but they agree that a first step is 

that of th8 extent of disclosures in the financi81 statements 

of be.!J.~cs. 

This Discussion Paper is put forward by the 

Intern8·cional /iccounting Stc:mdards CommitteG for discussion 

end cODment. Th3 issue of the paper as a contribution to 

the genoral debate i2 vlJlcol..'l.od b;y the Committoe on Bnnking 

Regul.3 t:l.OL1S and Supervisory Practices of the Group of Ten 

major industrialised countries and Switz-:rland in recognition 

of the b~nefits that they believo.are to be derived from 

work directod towards the flarmonisation of the financial 

reporting practices of banks throughout the world •. However, 

the contents of the paper do not necessarily represent ·the 

views of tho govc:rning bodies o~ the mGmbers of IASC or of 

BasIc Co .. mititoe of Banking Supervisors. It is pOEsible 

th:1t, in due courso, ·theIASC may issue a St3tement of 

Int2rno.'ltional AccountinG; Standards· on the matt0rs covered 

in this Discussi0n Poper. 

The preparation of a standard int0r-bank confirmation 

request is being dealt with by the Int~rnational Auditing 

PrActicos Committeu of the International Federation of 

Accountants. 
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INTRODUCTION:1. A bank, or similar credit institution, is - .--
generally understood to be an ont~rprisG with 

tho primary function of taking deposits and 

borrowing with the objectiv~ of lending and 

invGsting for Gain. 

2. To tho extant that an untorprise's activities 

correspond to those discussed and illustrated 

in this Discussion Paper or are ~'Ji thin the 

scope of banking or similar legisletion in its 

own country, the contl)nts of this Discussion 

P3por would be rolevant whother or not the 

ent3rprise has the "7ord 'bant:' in its nama. 

3. Tho contents of this Discussion Paper arc in 

two main sections: first, a consideration of 

tho need to harmonise bank financial reporting 

stendards and second, guidelines, for tho 

dovclopmont of disclosur,s in financial 

s-catcnll1nts of banks. 

4. Through-out the world existing rGquirem::mts 

for disclosuro in the financial statooents of 

bonks ero nost often established by 

logislation and by practic8 encouraged by 

governments through their official regu13tory 



- 4- -

Guthorities. To dat3, fow pronouncements on 

banI:: :financial roporting have been made by 

account~ncy bodies and internationally 

consistont pr:1ctic8 have not yet developed 

for tho form of,end disclosures in, the 

financial stcltcments of banks. Th.is is 

because difforing views are taken in 

individual countries of the need for 

desirability of, extensive disclosures of 

.financial information, either as to the 

nature and details of bank's activities or 

to tho Gxtent to which capital resources Gay 

b3 understated through the maintenance of 

hiddau roserves. Reasons for this divorsity 

include the differing degrees of import2.nco 

attributed to the role of disclosura in 

financial statements of banks and its 

contribution to maintaining stability in 

the bClnking secter and to an efficient 

sup3rvisory function. 

5. A central question in considoring the 

iirlO.l1cial r~)porting of banks is wheth8r banks 

should fall outside normal accounting 

conventions and, to vJhatevor degree be 
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both :I~ rug"u:xls disclosur0 Df inform:lticn 

end c~ntinu~ncc of the pr~ctice of 

!;.lnint-::ining hidden r"':S0rvcs. This qU0sti ')n 

1,;;111 cC'tltinuo to bodobatod. EV0n if it is 

cc.·nsic1orod th-;t b:\l1ks sh,Juld conform tc 

noroGl Gccounting conventions, tho disclosur~s 

in th0 fin':'1uci:-:l st~tc::monts of bnnks will 

diff..::r from ·thf)s;) cf other comm.::.rci'Jl Cl.nd 

industriol enterprises boc~uSQ of different 

11a turo of th..; tr!1nsoctians ~nd op;:;rnti '~JQS 

of bnnks. 

6. In propcrins this DiscusGisn Popor, it hCls 
bank 

buon rucognisod that dovelop~ontsiq(finGncicl-

rvp'Jrting .'Jre tnking plnco in many diffurcnt 

prtrts of th0 world. This Discussion Pop.::r 

r",:pi'~s.:.:nts the Int;.;rnc:tlono.l Accounting 

St:O.ndnrds 0·:lmt.1i tt,:o • s ini tinl contributi0n 

to ~nd pnrticipntion in those devclopuents. 

7. T!:;.) [h.:xt s.::.ction of this Discussi'Jn PGp0r 

s,.;ts cut guidelines for tho futuro for 

achievins cr)nsistc;ncy ':;f disclosur0 Clnd 

in th0 prcscnt~ti0n of the finnnci~l statoments 

()f' bnnks. Thos...; guidelines ::1re proposed 
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practice capable of practical application 

by banks, aside from any const;raints 

impos3d on reportinG by locol law. 

GUI~]:J;IN~~:~ ]' O~~J2,;r.:SCLO:SJ!.I~r;;S IN Fn~fliTC ~Jlli _ BT ~~H]MENTS OF BAN1<~: 

8. Tnis Discussion Paper does not propose 

a specific format for the ~rescntBtion 

of financial statements of banks~ but 

certain minimum disclosures are suggested. 

An appendix to this Discussion Paper gives 

an illustration of some specific 

dis c los ure s • 

9. The 8uidelines 8re framed on the basis 

that every ~nt'::;rnational Accounting 

Standard applies to banks unless such a 

standa~d excludes banks from its 

applicability. 

10. 411 bao~s do not use the same me~hods of 

valuation and income measurement. While 

harmonisacion of these methods is a 

desirable objective, it is beyond the 

scope of this Discussion Paper. However, 

Int2rnatianal Accounting Standard 1. 

Disclosure of Accounting Policies, requires 

disclosure of the illethods 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. Among the major consid8rations in requiring 

disclosure in the financial. statements of 

banks are the demonstration of liquidity 

and the solvency of the bank and the 

.r~lative ch:gree of risk that may attach to 

different assets and liabilitios and to 

concentrations of assets and liabiliti3s. 

Not all aspects of a bank's liquidity 

solvency and potential risk can be 

demonstrated in financial statements. 

However, many ,informative disclosures can 

be m2de, such as those discussed in the 

foilowing paragraphs: 

Clas.s_L~ication of ?_sJ':.9_ts ELnSL.l:J .. ?.J)ili~ic_~_ P..Y_ .n.a_turc: 

12. Tho most common approach to classifying 

assets and liabilities in the balance she8t -, 
is to group them by thoir nature and list 

theT!l. in the approximate order of their 
liquidi ty, which mo.y oquutJ brondl;y to their 
maturitL-;s. Different categorisatl.ons and 

groupings of assets and liabilities are 

found in the balance sheet and may include 

distinctions betwoen current gnd non-currant; 

dealing securities and investmenb 

securi ties and balances with other b~\n~~s 

and balances with non-banks. 
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C8toz;orisations such as these have varying 

degrees of usefulness and applicability in 

the financial statdments of banks. It is 

generally found that the current:non-current 

distinction has limited usefulness b0cause 

of tho n~tura of a bank's business. 

1 7: I' , 11 "d' 'I-' :;. 1J lS gonora_ y conS1oe!'-J l.mpOr"G2U"1., 1n 

the financial stataments of banks to 

dis"ljinguish between dealing and investment 

securities. ~nvostment securities 2re 

securities acquirod for the long term and 

dealing securities are s~curities acquir0d 

with the intontion 'of rcso+ling thorn in tho 

short term. Difforont methods of valuation 

exist and it is usually considered important 

that whatever c8tegorisa~ions are used, the 

basis of clas!?ific2tion and valuation 

adopted is clearly disclos0d. For 0xamplo 

it is expected that th~ market v01uG of 

both doaling and investment socuriti~s 

would bo disclosed if differont from the 

carrying amount in tho financial statements. 
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1L~. Many b[mks distin~uish bctw.Jon th8ir 

busin.Jss with other banks;\ and "thJir 

business wi th non-banks. This dis·tinction 

is r-:;lovant b,';CCtuS0 of th(~ difforont typu 

of businoss and to gi vo em undorstanding 

of a bank's r0lations with, and dopond.Jnca 

on, oth,.]r banks. How0v0r, makinE this 

~istincti0n may not ~lways b~ possiblo, 

for cx~mplo, in tho casu of d000sits or 

funds ob'cclinud through tho issu0 of a 

bank's own c0rtificatcs of deposit or othor 

negotiable paper. 

15. T'D:.J cont8nt of, and thGrciore tho 

tormiaology us0d in, tho financiel .. , 

st1.1 tomonts of bur..ks differ in many 

instcmc~;s froil1 thoso in th·...; financial 

statcm0nts of othdr industrial and 

com~orci2l antorpr~scs. Cons0quontly, it 

is importc"":nt to inako clcnr tho natura of 

significant ,items wi thin the baL:mc~ shoot 

captions of 2. banl:'s financi[ll statements. 

n10 followi~g Jxnmplos illustrate somo 

of the itums thnt typicully mny be 

includdd undur curt3in of a bank's balance 

sh :lJt hDadin:'"s: 
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C~rtificnt0s of deposit. 

Coumcrcinl 102Gs, Porsonal loans 

Ovurdrafts, Leasing rccoivablos. 

Accounts with dopos~tQ£§ 

Sight; or dcmnnd deposits, Time Doposits, 

Fix~d t:rm d~psits. 

Accoptanc0 and oromissory notos 

Own Qcceptanc0s, Promissory notes, 
• Other nogotiablo paper issued. 

3ignificsnt items should not bo groupod with 

othor it0GlS without sGparnt0 idontificotion. 

Offsetting of items would only be appropriato 

c_f 8 10['2.1 right of s ... ,t-off exists and the 

offse;-~tin:::: J~oprcs(;nts the ...;xpuctation as to tho 

rualis2tion or sattlement of tho ass~t or liability-

AngJ .• y.~~s_ -9.f~J'is.?_o_t.§..._[1.tld_.l.i~.:lLili tic s bx)!!a turj tic~ 

16. As wol1 83 listin8 Dssuts and liabi1iti0s in thoir 

npproxim~} to ordor of liquidity, 8 furthor us;.;ful 

disclosur~ is on analysis of individual assets and 

liClbilitios by maturities. Tho maturitios of assJts 
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and liabilities and the ability to replace, at 

an acceptable interest cost, interest bearing 

li::tbilities 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", 

f rom the national market or f rom the central 

bank, while in other countries this is not the 

case. Accordingly, such evaluation of liquidity 

as is possible from a bank's financial statements 

is made in the context of knQ~ledge of local 

banking practices. 

18.Huch of the business of banks is of uncertain 

term. In many countries, deposits made with a 

bank may be vJithdrawn on demand and advances 

given by a bank may be repayable on demand. 

However, in practice, deposits made \vith a bank 

and advances given by/a bank are often maintained 
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for long p0riods without withdrawal or rupaymunt. 

Although the contr3ctual r0pClymont period is of tun 

not thu 0ff0Ctiv~ period, eithor for deposits made 

with.'} bank or for locns Dnd advanc0s giv0n by a 

b:-:n~-;:, 0 ravP,ns of ~n2.1ysis of IDD turi tios in tho 

fiuauci[d statOl1l.jnts should bo 0stablishod tho 

probl-:;m of con-cr::lctunl e.s opposed to cffoctivo 

m8turity applies equally to both as sots and 

li3biliti0s. Th,.; r0maining poriod to tho agruod 

r~ps~nont d2t~ is most, of ton usod for tho purposes 

of 8nolysis inl tho financiGl stat0m.cnts of banks. 

19. Maturi ty groupings thut ID2y b0 api._1iQd to 

individu21 assets and liabilitius cen diffor 

botv)...:cn b.::tnks and in th0ir appropriatcn0ss' to 
'" "-

yClrticulnr nSE'uts nnd liabilitius, 0xamplos of 

. p0riods US~9 may includo somo of the following: 

Sight (maturing on th0 next businuss day) 
or d0ID.':!nd. 

L.:;ss them oigh t d::tys. 

Fro~ oight days to one month. 

~~'I'OU C'lo:; !;lonth to thr00 months. 

~rom thr~0 months to ono yoar. 

From one yl.,,:_~r to fiv0 y0 . ..."rs. 

From fiv-.::: y...;-:.rs :md ovur. 
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F.r-.;qu.::;ntly those poriods aro combin0d; in 

thG cnS0 of loans and advnnces, for oXGmplo, 

by grouping thos~ und(.;r one yo':).r and those 

ov:..r ono Y0o.r.· \~bon rop3ymunt of an· asset 

or liability is sprend ovor n period of time, 

tho ,"".lloc::~tion of 03ch ropaymont to maturity 

groupin(::;s should bo b.::lsiJd on the romaining 

p0riodco thD ~'gr,)ed I'opaym-.;nt dnte of each 

instcLu,:;.mt. 
, -! .~ 

20. Th8 tlL'.tching cnd controlled mismatching of tho 

maturiti0s of Oss0tS and li~biliti0S is fundamontal 

to tho mnno.gomunt of n br:nk. This is bec8use 

it is unusunl for banks cvor to be completely 

match0d since business tr~nsactcd is of ton of .. 
uncortnin tc~m nnd of differont typos and an 

. 
unmntchod position potontinlly onhancos 

profi t~"\bili ty. Howov0r, -ivh3t0VGr m[lttu'i ty groupings 

2r-.: uS0d by .::1 b:',nk in its finclllcio.l st8temonts, 

it is most us-.;fu-l if tho periods adopted for the 

nn~lysis aro similnr for assots nnd for liabilitios 

in ordJr to m:~k.::; clonI' tho oxtont to which the 

maturities of as sots nnd liabilities [Ire matched 

nnd·tho consequent dep0ndonco on oth0r sourc-.;s 
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af liquidity. For a full understanding, such 

infarmatian may need to. be supplemented by 

infarmatian as to. the likelihaad af repayment 

within the remainin~ periad. 

Concentratian af assets and liabilities: 

21. Uses af the financ:ial statements af banks are 

likely to be interested in whether there is sub-

'" " stantial can~ntratian either in the distributian 

af the bank's assets or in the saurce af its 

liabilities. Such sUbstantial concentratian af 

assets and liabilities, which might increase the 

likelihaod of risk to. the bank, is unusual but, 

if such ca~~ntratian exists, disclasure might 

usefUlly be made. J~alysis by geographical areas 

ar by custo.mer group~ such as ~avernment, public 

autharities and private enterprises, misht be 

examples af this disclasure. It m::y also. be 

appropriate to. ac-::ampany such disclosures with 

an explanatian ar the circumstances. 
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INCQi\lfiJ ;3'l'AT.E;:iI:~N'f : _._._. ..--
22. Th.:.; ·qri!1cip".l tYP0S of incom0 ~.rising from 

th;) oD0r,:tions of n bnnk nro int0r0st. income, 

f0cs for scrvic,-,s, [~nd dC8l1.ng rosul ts. 

Disclosurus in the incom.) stCltomo nt of c. 

bnnk ['.1'(; most 2pproprio.tcly mftd0 by type of 

incom-J r::lth;.;r th:\n by sourco of, income, 

olthough 2ny further nnnlysis woulq usefully 

include disclosure by sourCG. Offsetting 

of incom0 ~nd 0xpons0 it0ms would not be nppropric.tc. 

23. In ord~r to give :\ bctt0r under9tcnding of the 

composition of 2nd r03sons for changos, in not 

interest incomo, interest income and intorcst 

expanso should bo disclos-Jd soparntoly. Since 

not int.)r0st income is n fector-both of inter0st 

rnt0s ~nd of tho nmounts of borrowing ~nd 

londinf5, a uS0ful undcrst::mdi(1g mc.y of ton 

only bo obt'1in.::d if furthGr information is givan, 

for (;x:.:',mplu, of r.vo:r~',g(. int-.;rost rc.tos, .:lvoragG 

b0nrin~ li~bilitius for tho period. 
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LOAN LOS8.r!iS : 

24. It is inevitable that in the ordinary course of 

business banks suffer losses on loans, advances 

and o-ch(~r commitmen-cs as a result of their 

becoming p0rtly or wholly uncollectable. Losses 

on loans and· advances can have an important 

effect on the results of a bank, and banks 

generally 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 based on experionce may 

subsequently prove uncollectable. Such a provision 

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 b:=\nk's present loans, advances and 

other commitments·. W'.nile an assessment of t~e 

requirement for a provision for losses on loans, 

advances Bnd other commitments 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 

maco of the basis on which provision for loans 

10SSGS is made and of both the movements in the 

provision and the amount of the provision at the 

balancG sheet da t:e.. Thes.3 disclosures are 

necessary to give an indication of the impact 

tha.t 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 capacities that result in holding or 

placing as sots on behalf of individuals, trusts, , ' 

pension funds and other institutions. Such 

activities do not encompass~e custody functions. 

Providsd the trustee or similar relationship 

is legally supported, these assets are, not 

as~ots af tho bAnk Gnd therefore should not be 

included in the balance sheet of the bank. If 

the bank is engaged 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 duties. 

27. In the ordinary course of business banks 8ntGr 

into many types of commitments, some of which are 

not binding, while others are irrevocable. The 

user of financial statements of banks will need to 

know at least about any irrevocable commitments 

bec8use of the possibility of potential losses 

inherent in the commitments and because of the 

demands the commitments may put on the bank's 

liquidity -and solvency. Thus a bank should 

normally disclose the existence of uncovered 

contract positions and the existence and amount 

of guarantoes, letters of crGdit and standby 

lettors of credit issued and irrevocable .. 
commitmonts to extend credit that cannot be 

VJithdr'awn at the discretion of the bank, 

without inc:..1rring expense or loss. Whon the 

amount of' guarantees given by' a 'bank~ is 

disclosed, somG Gxplanation of the nature 

of tho suarant0es is useful. 
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UND ISCLOSED n:f£S~i£RV~~ S : 

28. Local circumstances or. legislation may require or 

3110VJ undisclosed frge reserves to be maintained, 

in aGoition to such amounts as may be necessary 

to cover loa n losses (s~~e para 24-), in order to 

absorb unusu81 losses without disclosing their 

amount. Such reserV33 may result in opportunities 

to distort, in varying degrees, the reported 

Garn:Lngs of a bank and to cause uncertainty 

as to the full e~ent of shareholders' int8rests. 

In some countries when undisclosed reserves are 

maintained it mny be that the use of such reserves 

and their impact on financial statements may be 

restricted to certain specified items. Nevertheless, 

financial statements cannot present a true and 

fair viGW as to financi21 position or results -, 
of operations if thore are undisclosed over-statements 

of liabtlities, undisclosed under-statements of 

ass8ts er undisclosed accrual of amounts for 

g8ner~1 or uQ3pccificdbusiness' risks~ 
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29. An accoptable altarnatiye found in some countries is 

for pert. of sharGholdors' interests to be identified 

sopnrately 8S a disclosed conting-Jncy reserve •. " 

Ch:'lrg0s or credit:: to such a reSGrv9 would·~f'Qrm 

part of not incomo disclosed in the income statement. 

Appendix : 1.l1u.s.tl:8~0Joi?:...2i" .§.p0cifi_~i_~_cJo~_U£.os 

Sj,:~ci..f..ic disc 10.f3.t!-!-:,:.s. __ pD2.Dl~.S. might i_~J_udo : 

(I) 321i'nc_02...11Q.o_~ __ ite.Q1.E. 

Cash, 3al~nc~s with contral banks, 

Monoy mark-:.t paper, Bills of 0xchancc, 

Delaing securitios, stating tho market v81uo 
if diffcr;::mt from the carrying amount in the 
financi.:11 statomo"nts, 1nv0stment securitios, 

Markotab10, stating the market value if 
differont from tho carrying amount in tho 
fin8ncial statoments 

Othors 

Loans Gnd advances, Property hold for rosale, 
Invostments in associatod compani0s, 

Bank promisos and oquipment 

Customars' acceptRnce liability 

Accounts with dopositors., Promissory notes 

Taxation, Accaptnncos outstanding 

Capital notos ond C];)bcnturos, subordinated 
loans, Sh.?roholck'rs' interests. 
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(II) Income statomont items : 

In'~Grust income, Intorost oxpens0, FC0S for 

s;:::rvic:_:s, Dooling rosults, Invc:stmont gain's and 

10sEos, Not chargo of credit to tho provisions 

102Q lassos, ~mploy0o costs, Taxes on incoma. 

(III) Othc_!:_di~<?J_~~ 

(a) P~ovi3ion for loan lossos at tho Balanc0 

Shuot date and movOIDonts of tho poriod in 

tho provision, including charges and 

rocovorios, and additions or r01eas0s. 

(b) Amount of LottJrs of crodit and standby 

lcttors of cr0dit. 

Guaran:b0~s ,. indc!l~ni tic.,$ and s1nilar 

obligations. 

IrrovocQblo commitmonts to extend cr~dit. 

(c) Exist0nco of : 

Trust and fiduciary accounts (assots and 
\ 

liabilitivs in respoct of such accounts 

should not boincludod within the bank's 

balonc,:; sheot totals). Foruign oxchang0, 

CO'lI!l.oditios or simi18r doaling, and any 

uncov0rcd contract position. 



SI-i.E,:lARY OF RESPONSES ~\O DrsCUSSI ON PAP~R 
IlDISCLOSURES IN FINANCIAL STATEM~NTS OF BANKS" 
_____ F_I_P_i.S_T PUBLISHf-IJD 1 MARCH 1980 

INTRODUCTION 

1. In Mi,rch 1980 tho IASC Discussion Paper "Disclosures in 

Financial S-catO[;knts of Ban~~s:' was publishod as a contribution 

to tho general dobat'-:; on. finc:,ncial statcmont discloE!Ur8S and as 

such \'IDS VJolcolTIud by thc~ Commit;teo on Banking Rogulations and 

Sup~rvlsory Practic~s of tho Group of t~n major industrialised 

countrL;s and SwitzurlClnd. In th:; foreword to tho Discussion 

Paper it was stated that "both tho IASC Board and the Baslo 

Commi ttce of Banking Sup.:::rvisors recognise that haroonisation of 

methods of valuation and incomo [l"]C1suremont of banks will 

requir~ furthur study, but they agreo that a first stop is that 

of tho 0xtJnt of disclosuros in the financial statomonts of 

banks." 

2. In'addition the papor rocognisod that "developments in 

banks finc1Uci<.11 r-:;porOting ara taking place in many parts of the 

'.:'Jorld II. ,-li:xC'u:lpl(;s of recent and current dovolopmonts in this 

:ic:ld a_r,.; to bo found in Australia, Can.ada, tho Europoa,n 

COlilillunity (nf~EClI) and th,-' U.S.A. 

3. 1°;; is in tIl.; cont,_.xt -::d these chang0s and of tho gonaral 

r3th~r than dctailod nature of the Discussion Paper that tho 

cOC20nts on tho paper should b0 road. Rosponsos camo from 

Q,'l n::,s, bonking 2SS0C iE'. -~ions, 8 bankirg offic-:J:'S' group, prafossional 
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booL;s, ~)rof0ssion[\1 accounting firms and individu31s, but with 

OQ,j ex,:;;ptirm wore not made by c0ntral bank or supervisory 

authorities; -the appDndix to this summary lists th0 countries 

from which rosponses were r0ccivod. 

4. ~o~ponso~ foIl into throo broad categories: those based on 

argu,<l8nt of a poli'cical or cconoraic natur,::: or influenco, those 

.raising, practic31 difficulties of implemantation and thos0 of 

d\-;tail in intcrpr.:::tation. 1Nhilo thore was support for certain 

of 'tho broad objJctiv0s o.L th8 papGr, strone; opposition was 

0xprossod on a numbor of points on political or economic grounds. 

This sumll~ary dt;als only with matters of particular significance. 

Tho lessor points which would 'also nQad to be taken into account 

in tho event of tho issuanco of a standard are: also listed in 

tho appondi::~. 

5. Bocausc of tho many pr~s0nt dovelopments, not l~ast tho 

-prOl)OS8d E:C:;C banl:ing diroctive, tho lASe does not int~nd 

currontly to iGsu~) an oxposure draft relating to financial 

statClTIunt disclosure by banks. It will, howov.Jr, review thG 

position from. tim~; to timo in tho. light of dev-.Jlopmonts and of 

·tho application of othol' International Accounting Standards 

to banl:s. 
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Harmonisation of Financial Reporting of Banks, 

(Discussion Pager - Paragraphs 4 and 5) 

6. CO@nc.nt2 Oll th~_,s sub j":c 'C drev} a ttention to the differences 

chat exist Doth bc'cvwGn bant:ing business and othor forms of 

trade find corQme.rce Gnd between 'bhe activities of banks in 

diff,9rent countries or sometimes eyen in the same country. In 

the words of one respondent : 

"By the nature of their busine ss, banks freq'uen tly fall 

outside the normal accounting conventions. Unlike 

industri~l companies, the composition of their balance 

shee'l;s may be radically changed within the course of a 

single day. A further distinction is that in terms of 

numbers, creditors and potential creditors of banks are 

likely tiD exceed shareholders by a large margin". 

For these reasons and because of the overriding importance of 

banlcing viability for tr..G economy, the' business of banks is in 

all COl:'ll-cries monitored to a greater or lesser extent by tihe 

supervisory E'utho.rities. Respondents pointed out, however, that 

the differing ,system,s of control exercised by the authorities of 

various countries 'bhemsel ves introduced d1spari ties into 

rel)Orting by banks and the interpretation of their reports. 

It was, therefore, not sufficient to harmonise disclosures in 

financial statements if the reade~ was not lilade aware of the 

valua 'cion systems underlying the disclosures and of the 

implications of the disclosures in the contoxt of the 
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supervisory system. 

7. Some .r8spondentsargued that, since the detailed 

information on banking operations required by the authorities 

was not suitable for public disclosure, it was misleading to 

lock\: to tho financial statements for a cri'cical appraisal of a 

bank's li~uidity and solvency. Sucn a~ appraisal would requir~ 

hiS~1.1y spoc ialised l:nowledge of the banking industry not 

easily· accessible to laymen. 
, 

8. R3spondents from continental :~urope referred frequently to 

the naod not only for ad~quate but also for hidden reserves as 

on essential element in tho maintenance of public confidence in 

the banldng sys'(;om. A sim.ilar argument was also put forward_ 
. , 

ac;ainst particular disclosures that could distub the public, 

who might not be able to interpret them in their proper context. 

The following quotation from Germany is typical of comments 

received on this point; • 

"The special sensi ti vi ty of banles to public confidence 

conflicts with a requirement for unrestricted disclosure 

of reserves maintainod for providing for risks as well as 

;"Jith a rec~,uireI!lent for a full explanation of the valuation 

methods in th0 published financial statements". 

9. One respondoni1:.·i'rom India su[';Gested that in le$8 developed 

countries, whoro banking. procedures were less complex, existing 

reportinG convontions should bo allowed to continue with 

minimum modifications. 



- 5 -

lAse CO:Jr:1e:nt 

10. .ho Discussion Paper clearly recognised tho differ8nt 

interests in disclosures in the financial statements of banks 

and the legislation and other developments taking place 

throu£;hcut the VJorld. 

11. Tho I'c:~s90nsGS oru1)hasise the special characteristics of the 

business of baD.l<~s, ·;:;he need to suporvise them, tha political and 

economic roasons ac~ainst 6rD3 :';011 disclosure and as a consequence 

the rospondouts' belief in the impracticability of hprmonisatio~ 

Tho arguments put forward in support of this view a1.'e based on 

political or economic concortts but do not have rogard to the 

n3ed to have maaningful and informative financial statements 

IlJhich may serve as a bsis for commercial judgements by investors, 

deposi tors and other interes ted partie s~: . Fuxthermoro, a 

bettor understanding of the special characteristics of tho 

busineSS of banks would bo provided by greater disclosures. 

12. Although the supervisory authorities will, naturally, be 

better info~med on certain dotails of ~ bank's operations than 

the roader of its financial statements, the existence of sllch 

supervision dOGS not permit an investor to make a rational 

choice between different bonks or b8twoon banlm and another 

industry. sector. A bank acquiring an interest in or making a 

deposit wi'l:ih a forc:ign bank may itsolf look to tho financial 

., 
\ 
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statomonts of that otho2;r bank for informati()n on its performanco 

and tho maun0r in which it conducts its operations. Tho 

sup0rvisory authorities may also have to rely in some ffi0asure 

on financial stato,TIunts whon informa-t:ion is required on the 

activi tics of the foreign parent of a local branch. 

13. The role of thG supervisory body and the context in which 

it; eX:3rcisos its control is cL3arly of great importance in 

I'1<J.intaininG a stable banlting sector. HOVJ8VCr, it is not 

nocossarily wholly understood by a r:)ader of a bank's financial 

sta-coQonts. It could, thereforo~ be of b~nefit if a bank's 

,- financial statomant,s, or th.:-: report in which the financial 

stataments ara included, were to describe the nature; of the 

bank's oporations in its national Jnvironm8nt- and the effect 

on those op-::rations of supervisory and prud0ntial controls • 

.Markot ValuE: 

(D1.scussion Papor Parllgraph 13) 

R.)spons')s 

14. Fow COPlmDl1ts wera rocoived on this t<?Pic, perhaps because 

only a passing l'810renC-J to it vIas mads by the Discussion PapJr, 

which suggested that the nmrket v3lu8 of both dealin~ and 

invcs-cmont socurities VJould be disclosed if different from the 

carrying amount in tho financial statemGnts. 
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15. Althou[;h rospondents on this point agreed that disclosure 

of markot vslu0 was appropriate for dealing securities, some 

raised quoTins on the usefulneEs of such disclosurc for 

invcstrnont s;)curities. It was a-rguod that tho market value of 

invostmQnt s~cL1.I'itios was irrelevant and that tho often 90V(":'0 

fluctuuti0ns in such v81ucs could mislead the user of tho 

financial sta-t:iOmQnts. Furthermore, for a large portfolio r.J.D.rkot 

values did .. not nocoss<3r·ily corr!lspoad to l'oal:Lsable~-valu@s~ 

Ono rospondent beli~vod that such disclosuro was inconsistent 

with tho treatment of very s~milar long-or medium-term loans 

t~8t woro not exocutod as dobt securities. 

IAse eO~j~~()_nt 

16. f..Jhilo th') responsos undorlin·.) tho 'Jro bloms of 

dotormining m~rkct volu~ and thJ appropriatenoss of its 

DDplication to particular typos of asset, it is considerod that 

pr<Jotical difficultios should not proclude tho disclosure of 

such valu0 wh:;ro it diff-.;rs from th8"'carrying amouot, together 

with rmy nocessary qualifying information. Tho disclosuro of 

such amou2t givcs an indicntion of both tho potential position 

ClS regards li(]uid,!:tion of thQ asset and current investment 

yiulds. 
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LIn t1..l.ritia s 

.(Discussion raper ParRgraphs 16-20) 

R.0SPOl1S";S 

17. Coa;-·lonts on this topic roinforcud the warnings given in 

the Discus;::ion Pap,)r tb.a t Dr131ysis by maturi tics needed caroful 

planning and appropriate qualification since maturity dates 

..... 
1,3. R8f·').rcnc8 ',V3S il;ano to that clc:nent of demand and short-t8rm 

deposits which- was of a continuing nature and one respondent 

sU[-,;SGst3d that an attempt flight be made to identify this 

olc30nt for tho purposes of the financial statcillcnts. It was 

clEiiiJ.,.~d thE!"!:; a simple classification of assets and liabil.itios 

by f,wturitios c'ould 8ive 8. mislGadinc; picturo whore, for 

8xar.rl"";le, a b8nk was funded largely through th..1 intor-bank 

illar~cot or had OCC(;SS to -eha Central Bank to obta.in finance 

even for long-torm bonds. A comment from Swedon 3xplained 

th8t c10posi ts f.!'om the public varying from d0mand to 24 

months could always bQ withdrawn on paymcnt of a certain fuc. 

On tho as sobs sidG, 8lthou~h Swodish banks were legally 

loans within on..] yo::tr, in pro.cticcl much long_~r poriods W0re 

agr;.;od. 
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19. Somo respondents 0xpr0ssod doubts wheth.3r balaoce sheet 

clisclosurc:s which aro made 8 -c single point in time could provide 

information th2t would convey an understanding of a bank's 

pelic ie s rCJ(;L1rdingcho mc:.-bching and mismatching of assets and 

liabilities. In "DarticuL-'r, it was felt that detailed analysis 

0:[" vory shorti-t0rm Inaturi ties 8xistiing at the balance sheet 

date vms :tnappropriate for financial statoments publishGd 

s0vural months aftorwards. 

20 • Although most conEnonts on these paragraphs concontrated 

on maturity dates as an indicator of liquidity, a fow ~~ow 

attention to thiJir significance for the purpOSG of into.Fost 

rnto mana~omont - a point touchod on in passing by tho 

Discussion Papdr. Respondents pointod out that tho-oxist0nco 

of 'floating r2t8 1 a~s8ts and role-over dates on which interest 

rates may bo rovisod Day suggost that classification by final 

maturity aat;] is misleading. 

21. Tho 0uostion whethor a maturitiGs analysis should provide 
I 

a cla,ssific,:=d;i'Jn by rc:sidual maturity or by tho original 

contrc:.ctunl .tCl.'r.l wes raisod by 000 respondont from tho 

N . .:;thGrlands. 11'l-':-) respondent ar3uod tho t for assets and 

1 iabili tios of ::l subs-contiClI na turc and c onsidorablc diversity, 

such as d,,;;posits and !"]cdium-tcrm loans, classification by 

contr8ctual r.:::paymenti p·-.:riod could be tho more useful as it 

gives a bot-ccr insight into ,the business policy. 
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rAse Cor~;:J.·.:;nt 

22. Th,~ 0i:c'ficul ty of prdS'3nting certain informa tion in 

fin8.oci"1 stat0meuts in such a '.'Yay 3S to avoid the possibility 

of u~i.sint.]rprc; ·~;:tio 11 of l-:J.isund orsto.nding is not a sufficie nt 

roason for non-disclosure. To avoid thG ri.sk of 

misinterprvtt:'Ition, it is importElnt thet m3turity disclosur0s 

bo appropriato to tho businoss cmd thElt allY fectors rGlt=lting 

to tho context in which they arc disclosed should ~lso b0 

c loarly stnt0d. They will h01p in d'Jmons 'crating the tlatur0 

of a bank's business and its comnittcd position; disclosuro 
f 

of tho original contract perio.d of certain assets and 

licbilitios may also help to indic8te the way in which tho 

bank is conducting its busine;ss. 

23. Ap~rt from providing an indication of the deployment of 

'cho ossots and liabiliti(;s, maturity information m.ay also be 

of rolov2L1cG in relEltion to interest levels and honce to 

future profitability. 

Concontrations of Assets and Liabilities 

(Di~cu2sio~ Po.por P0ragraph 21) 

"Rosponsos 

24. Most of tho comments r0coivcd on this subject supported 

thJ sug5jCstion m.o.do in tho Discussion Paper that when 

concontrations of assots or liabilitios exist they should 

be: disclosod. Ono respondent rocommonded that to allow the 

ro~dors of e bank's financial statements to obtain 'nogativo' 
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confort from tho absence of ~uch disclosure, criteria 

should bo 0[Jt~~blishJd to determino whether or not a 

substanti2l concontration exists. 

25. A number of rJspondents claimed that an analysis of 

c0i1contr2tio~lS 0f ass0ts and liabilities could only providu 

an adcquot0 inc1ic:c~tion of risk if it descended to detail and 

was support8d by inform3tion on such matters as collateral 

r";,;c\Ji vod and tho existenco of credit insur3nccs or oth0r 

guaranteos. Disclosur0s at this lev;.; I , however, could bo 

dmnaginsto a bani:: by providing too much information on 

its busin3ss polic1,:m. A respondont from Switzerland 

commentod that Swiss law [mel tho guid.:;lin0s of the Federal 

Banking Commission require a thorough examination of risk 

concentration to bo mado by the independent auditor. 

26. Otl.L r r-:.; spond,mts stat~~d that a broad analysis by 
, 

g00gr8phic21 area or customer grouping would be acceptable 
'\ 

:"1Qd ~ not breach bankJr/custoI!lor confidentiality if 

L:mdo a t this lev.:.;l. Ono banking r(~spondont from tho United 

ICingdol"'.l clahlOd that such information could bo useful in 

ns~ossinG th0 risks involvdd in" lending to other banks. 

27. ::LIller.:; t;JaS SOillO discussion amol1g the commonts of the 

difficulty of classifying a risk wh0n tho location or status 

of D guarantor difforod from that of the primo borrower. 
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IASC COll:l].) nt 

28. In 8omo countries lirr:.i"i:;s may be placed by supervisory 

authori ti::;s on the holding of somo assots CI.ud liClbili ties. Tb.;} 

r~)cder of ~-\ bEltll(' 8 finc:inci2,1 stElto~nonts is unlikely to be 

e.war8 of these, hGL1cO tho SU3(,;ostion in paragraph 13 above 

that G st3to8on-C about tho 0ffoct of suporvisory controls 

could ba helpful. 

29. Clearly tho] nature of disclosure of any concentration of 

QEsets or liabiliti0s n00ds to bu accompanica by sufficivnt 

additional information to onsurothat its ro10vnnco .:lnd 

importanco is undorstood. Sinco thcrom8;)T b\3 doubt 3S to 

wh~t constitutes a concentration bf assots thore could be 

marit in requiring the rogular provision of analyses on the 

linos of parngraph 21 of tho Discussion Paper. 

Incorao S·i.::;C\toill,jnt Disclosures 

(Discussion Paper P8ragraphs 22-23) 

Rcsponsos 

30. Most respondents commenting on this item supported tho 

rm[,c..;stiol1 ie. th.J Discussiol.l Pc:.pcr that intiorost incom..:; Gnd 

int0r,;s t oxpense: should DQ separn toly disclosod. Somo reforrod 

to the difficulty in many casas of drawing a distinction 

bot~G~n dealing r0sults and interost income. 
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31. Th~r0 was lo.sa agr,Jem-:nt over the suggested disclosure of 

aVGra{::~3 interest races together with average interest bearing 

aS$ets, and avera~e interest bearing liabilities for the period. 

SOille argued that the reader of the financial stCltements lacked 

the necessary background knowledGe to judge such factors. 

Others believed that informati0n on average pOSitions and 

ra-c.es of r(~turn was:;:>Qrticularly relevant for the user of 

financial statements of a 0ank in view of the greater 

volatility of its assets and liabilities compared to those 

of a non-financial company. It was recognised that a meaningful 

analysis of net interest income was only possible if average 

rates were disclosed. One respondent urged that disclosure of 

cO;:;'lpr.::hensive average balance sheet data for the year should 

be required in place of the statement of changes in financial 

~osition, which provided little insight into a bank's 

cctivitics. Disclosure of information on aVGrages WP_s. n-l:Bo 

S3en as goinf; some way towards overcoo.ing the problem of 

"\lindow dressingn. 

lAse Comment 
. I 

32. lAse is pleased to note tho support for the separate 

disclosuro of intGre'st income and interest expense. In the 

lic:ht of tho cOiXllonts on averase positions and average rates 

:")1' return, it continuos to be of the opinion that disclosure 

of' this further information would be of benefit. 
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33. The Discussion Paper recognised the difficulties which 

could exist in distinguishing different types of income and 

GUGS,)st;.:d th8t r;;dditional information would usefully include 

disclosure by sourC8. Linking two or morG types of income to 
/ 

a SOUI'C;] COlIld t,e :18lpful in assessing the quality of earnings 

from thct soux'cc. 3J:a!!1:;!lee would be the results of fo:ceign 

Gxchango trading 0): invcstmGnt doaling. 

Loan Lossos and Hiddon RoservGs 

(Discussion Pap8r Paragraphs 24, 25, 28 and 29) 

I:cspons.Js 

34. Many respondants endorsed the statement in the Discussion 

Pap~r that "financial statements cannot present a true and fair 

viow as to financial position or results of operations if ther~ 

arc undisclosed over-statements of liabilities, undisclosed 

und0r-stcitemouts of assets or undisclosed accrual of amounts 

for b,;nGral or unspecified business risks". Sot!le respondents, 

howover, repeated the assertions reported earlier that 

undisclosed reservos arc n~ccssBry to preserve ths stability 

of thu bankin~ systom. In particular, smaller banks argued 

that the UnGV0n incidai1cc of bad debts in their business 

roquired a facility to covor 10ss8s from undisclosed resorvos. 
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35. It was pointod out that in som~ C ountrios for political 

and ccoQomic r0a2ons disclosure of resurvos is not requirod and 

that tho truth and fairness concept in tho viow of those 

countrL;:s is r.o-c impEdrcd provided the financial statements 

cOL~ly with logel and regulatory rdquiremcnts. 

36. A E0tbdrlands I'0spondont rofur:red to th:.; practice in that 

COll':ltry r:':garding the: separate p~ovision for general risks 

',-h:]_c:J is 1T18intainod as part of creditors. TransfGrs to tho 

provir,ion frOtl income are roported bU'G nei thor transfors out 

nor tho Biz;.; of tho balanco is disclos0d. 

37. A numb..;r of .I'0spondonts who supportod non-disclosure of 

th,) genor::?,l provision for bad debt:3 Gxplained thclt they W0re 

noverth31o~s opposod to tho maintenance of undisclosed reserves 

through the manipulation of asset valuations. 

lAse C01fl'.1',:: nta 

38. T:i:h~ approach to the way in which sp0cific and, in 
'\ 

p.9,:L'ticulaJ_', thiJ g,:,;no~~al olamants ot the loan loss provision aro 

providod is aopondent on a variety of factors, such as tax 

r;;gula'l;ion:3, r;,g1.l.1a 'Gory r~guir0:nD nts and whether d isclosuro is 

ruquir.:;c1. 

39. Tno discloGur~~ of loan loss provisions is a matt0r which 

t18;Y' be of C0nCvT.'n from cl political or economic point of viow 

but, b,:)c8use of t~:l0 ,:)otuntinl significancG of such provisions on 



- 16 -

operating rosults, it is -dosirablo that tih0y should bO 

~isclos~d. For the same ~cBson, amounts set aside in 0XCOSS of 
• roqul::;om.;nts, as resorves,. to' cOV':';.I' future contingoncies and tho 

extent of "choir usc to Elbsorb losses, should bo disclosod. 

\.11ilo it is r..)cogniscd tha t in practic~ craking a distinction 

botw,)on justifi::lblo :provisions and excess rosorves' may be 

difficult, tho usor of financi~l stat~ments is entitled to 

oxpcct that managomont has oxorcisud its judgement and 

JxperiencG in dotormining its roquiromunts. 

_AP;;.,;F;.;;;E..,.N.DIX 

A. Countrios fron which rosponsos wore recoived 

Responses wore received from banks, banking associations, 

D banking officors' group, a r0gulatory authority, professional 

bodies, profossional accounting firms and individuals located 

in the following countrios 

Australia 
Bnhamas 
3:.;1~jiu;::1 

Canada 
Dom"1arl: 
G..)r:n.::my 

Hons Kont; 



Italy 
lvlalaysia 
iiJ\.) -::;h" rlnnds 
Ncw Zoaland 
Pakistan 
Sri Lanlm 

3witzcr18nd 
Unit0d Kingdom and Ir~land 
United States. 

Add:;.tional mattGrE: ~Jhich would r0;J.uire; consideration in 

conn~ction with th~ dovolopmont of an acc9unting standard on 

banking disclosuros~ 

(1) Som0 spocific itoms which might bo considor0d for 

disclo~ur0 (S~0 thG illustrativG list in tho App0ndix 

to tho Discussion Papor) arc : 

bc11anc,.;s with b:mks, balancl..:s with associatos, monoy 

at call, loasin~ transaction~; 

s,)gr~gation of non-banking i toci's in tho inc orne. 

stc~ tCEh)nt, disc 10sur0 of dopr(;ciation;, 

,- irr0vocablo stand-by crud its and total amounts of 

aGsut~ and liabiliti0s in foreign curroncius. 

(2) j)·,)i'ini tii0'12 of ~3pOC ific i tons whore appropriat0. 
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(3) Wh-:.;\;hvrc-.;r-cain disclosuros, for instanc0 on avoraSG 
\.. 

positions and average: ratGs, wcr-:; rcquirod within th-:; 

basic financial statements or as supplementary informatia 

(4) (l'hG trcatmcmt for r·..;porting purpOS0S of assets held in 

a fiduci8ry c2pacity. 

(5) The (:xt-..;nt of disclosur0 appropriate for various kinds 

In det~rminin~ disclosure r0quiremonts, _ 0 

attention would hnvo to bo paid to the interpretation 

of certain kinds of cOlnmitmlJnt in tho light of thu 

bUsinuss onvironoont in which those cOQOitmonts oporat~d. 

]'or oxamplo , it was point~d out by Qertain respondunts 

to the Discussion Paper that a disclosure requirement 

covering all commitments to extend cred,it was .too broad, 

since under normal banking practice such commitments 

were rarely taken up to their full extent. 

(6) The ext8~t of foreign operations of a bank. 



AJljr;j '~XlJRE I I I ---------
Manner of presentation of 
assets and liabilities by 
bonks in forei~n countries -- - -... --, - --,-,~, .- ' 

The AlP:8rj __ cl!.~ banks show these items under the 

followin~ broad heads. 

'( i) CE.1Sb. and due from banks 

(ii) Time deposits with banks 

Somehimes the clae~ification is: 

(i) Cash and non-interest earning deposits 

(ii) Interest earning deposits 

~~e !r~_n.E.h 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 oc. the money market 

(a) demand deposits 

(b) 'time deposits and loan 

(In French accounte, SOIDe of tha itams show both debit 

snd credit balances). 

In Ge~m.Q.;l1..Y, the classification of this item is 

somewhat mora elaboratG as follows: 

(i) Cash in hand 

(~i) Balance with Deutsctie Bundosbank 
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(iii) Balances with foreign Central Banks 

(iv) Balances in postal cheque accounts 

(v) Cheques on other banks, matured bones, 

intereet and dividend coupons and items 

rGccived for collection. 

In !Jni~odJ~~ngd2~, the classification in the 

balanca sh2st is more compact~ 

(i) Cash 2nd short-t3rm funds 

(ii) Money at call and short notice 

(iii) British and other Government treasury bills 

Some banks also include under this head separately items 

1 ike bills eligible for rediscount, . cori1mercial bills, 

negotiable certificates of deposits, certificates of tax 

deposits, special deposits with the Central Bank, etc. 

Sec_tion B 

Investme nts 
=.;;;;~~;.;;: --_. 

The ftmeri~an banks show investments under the 

following three brond heads with some supplemental data. 

(i) Funds sold and other temporary inv8stments 

(ii) Invastmout securities -

u.s. Tre8sury securities 

Obligiations of StiJ"(~es and political sub-divisionS 

Other securities 

(iii) TradinG account securities 

Th3 book value and market value during the current 

year and previous YCar arc shown in the notes. 
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The French banks also have a similar pattern. The 

headin::s arG: 

(i) 'I'rGasury bills brought from or under resale 

agreement 

(ii) Securities transaction accounts 

(iii) Investment securities 

(8) Gov~~rnmont boaos and debentures 

(b) O)~her investmont securities 

(iv) Ic..vGstments in subsidiarii~s and other holdin: s. 

The qe~aq banks sh0w more detailed information 

under this item as follows: 

(i) Tre2surybills and non-interest bearing 

troasury bonds 

(a) of the Federal Republic and Laander 

(b) others 

(i:.) Bonds and debt investments 

(a) with a life upto four years 
\ 

(8a) of the F,..:oeral Republic and the Lacnder 

(ab) of 2redit institutions 

(ac) of others 

(b) with a life of more than four years 

eba) of the Fedoral Republic and Laender 

(bb) of credit institutions 

(bc) of others 
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(l~l) S8curities 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 for Bundesbank 

advanc\::s and foreign cen'i:;ral bank advances is also shown 

s O "G)8rately. 

In Uniti8"'£' Ki~.9.E! 'Ghe classification is more compact. 

PaTticulars of investments are give,n either in the body or by 

way of nates and show valuation of ~ecurities of, or guarant3ed 

by, the British and other national Governments, those listed 

in Great Britain, those listed overSG.-IS and unlisted. The 

unlisted securities are valued at directors' estimate. 

Section C -----.--
Loans and Advances 

The ~Iileri2i!!! books show the advances in the balance 

sh,'et unde-r the head 'loan'(net of unearned income of $ ..... ). 

In the relative notes, particula'rs given include data 

regarding U.S. operations and International operations 

separately Ul1d8J:' tho following sub-heads: 

u.s. operations (i) Commdrcial, industrial and financial 

(ii) Real est8te - Construction 

(iii) Real estate - Others 

(iv) Consuoor instalment 
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(i) Commercial and industrial 

(ii) Government and official institutions 

(iii) Banks and other financial institutions 

(iv) Loans to affiliates 

(v) All others 

Unaarn00 incoillG is also shown under the two main heads. The 

notes also give an analysis of the reserve for uncollectible 

accrued int"cr'st recGivebl~ and the related year-end loan 

principal balances. The particulars of renegotiated loan and 

the inc om:' thereon ar.:. also given. Movements in the reserves 

for credit losses are also furnished. 

The French banks show the advances under the heed 

'Loans to customers' with the following braak-up. 

ComTIercial banks 

Other short-term loans 

Medium term loans 

Long I t8rm loans 
"

Customers' accounts in debit. 

Som,) data :O"S2;ardi ng [JrovisLms for short term loans and 

thoso for mGdium and long term. loans are also furnished in 

the notes. 

The _Germ?l! ban::s furnish in the body of the balance 

sh~ct advances by way of bills discounted, claims on credit 

institutions, claims on customers separately. Under the head 

Bills discounted, perticulars regarding bills rediscountable 



, ' 

- 6 -

at the Deutsch8sbank are given.' Under the other two' heads, 

particulars ~og3rd~ng agrced life of the loans are also given. 

'In tIl3 relative notes, classification of the total volume of 

credit under short and medium term, long terra discounts, 

lending to credit institutions and claims on customers is 

also gi vcr... 

In ~Tni_t_o_(L l~ingdom, the advances are shown under the 

head 'Advenccs and oth0r accounts'. In the relative notes, 

bills, loans, equipGlent leasing, G'GC are shown separately. 

?v~ovemonts in tho rOS3rVD f.or bad and doubtful debts aro also 

gi von in the notes. iEJ:ceptional items' are also separately 

~eportod where applicablo. 

Section D 

Q..ther asset§. 

In thG case of the Ge_r.!!!.@ banks the 'oth2r assets" 

includ0 land and buildings, office furniture and equipments, 

sundry ass..:.ts, and transit items. Some particulars regarding 

c1epr.ciation arc furnished in the relativo notes. 

The .il.m2rican banks show separately 

- Premis2s and equipmonts 

- Accrued interest receivable 

A break-uT; of tl10 'P~8mises and Bquipmcnts' 'i terns is given 

by way of a n6te indicating the value of~) land (b) prcmis2s . ' 
including capitaiisod leases (c) lease-hold ~ccounts 

(d) equipments and furniture. 
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The dep:r3ciation and amortisation and maintenance and repairs 

oxpensos for the last thr28 yea~s are given separately and the 

total ElccEmnla ted o.;;;preciation and amortisation are deducted 

from the. r;ross value of the aL:sets to arrive at the figur~s 

S:lOWl1 in the balance sheet. 

The French banks show under 'other assets' ---- - .. 

diff2rent hoads like -

(a) Su,spense Account and Sundries 

(b) Pr:'mis8s and other fixed assets. 

SOD8 d8tails are also furnished. 

U.K. banks show 'fixed assets' separitely. Some of 

"L;:'_3 'other assets' are included under the head 'advances and 

other accounts'. A note is given in regard to premises and 

8Quipments showing "the cost at the beginning of the year, 

,_~xchang8 adjustments, additions, disposals and write offs 

and deprociation particulars arriving at the net book value 

et the end of the year. The particulars of the premises are 
"-

Given in. r8Sp,)C t of lease hold over 50 years unexpired and 

lca:::c hold u~")to 50 years unexpirc'd sepa.I'ately. The valuation 

:)aEis is also indica"b3d. 
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Sectio[l E 

Depos_its 

The French banles show deposits under the heads: _r._----.... 

Bank and financiaL institutions 

Currant accounts 

Bor~owin3s and term accounts 

CUEtomers accounts in cradit 

Corporations and individual proprietorships: 

current accounts 

tima accounts 

Individuals 

currant accounts 

time accounts 

Sundri3s 

current accounts 

tine accounts 

Special savings accounts 

Certificates of deposits 
. 

In Gezmany, liabilities to credit institutions and 

oth~r creditors ar8 shewn sGparately. Particulars of liabili 

showing m3turity wise grouping are also given under both the 

, . 

Th8 Am3ricClll ban}~s give deposits under the hcads-
I' 

- demand 
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I' 

~ ~aYiRgB' aBd time .. 
- overseas offioes 

The notes to the accounts g~ve additional information 

as follows~ 

Deposits consist of United 
States Opera~t~i~o~n_s~ ______ _ 

Individuals, partnerships and Corporations 

U.S. Government 

States and political sub-divisions 

Comm,ercial banks 

Others 

Internati~~al __ ope~~tions 

Banks in foreign countries 

Foreign Governm0nts and Official Institutions 
I' 

Other foreign-domand .. 
Other foreign-savings and time 

In ~.-1. banks shov! doposits in the body of the 

balance sheet under the h8ad ;tcurrent, deposits and other 

accounts" 
". 

In the notes to the balance sheet, particulars of 
. 

this item are given as follQw~: 

.Q.~~_nt, d~ol?i'!Js a.nd. o_tl~_a.2..9.2-qt1~s. 

Current and deposit, accounts 

Notes in circulation 

Current taxation 

Other accounts includiug accruals and oxchangG risks 
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Provisions for estimated pension fund deficiencies 

Items in transit, net. 

Section F 
--------~ 

Other liabilities ----"'-_._--_._.-

The Americ~ banks show th3 following other items c 

liabilities in their balance sheet -.. 
- Federal funds purchased and securijiie's sold 

under repurcl1¥s~. '~~tI$t.tt$i, ·t~' ~:Si;t",~· 

Commercial paper .. 
- Other short-terffi borrowings 

- Liability on acceptances 

- Interest payable 
I' 

- Other payables and accrued liabilities 

- Intermedia te tlon long-term debts. 

Some banks also furnish notes on some of these items like 

particulars of the funds borrowed, position regarding tax 

liability, particulars of the no'ces '9ayable, etc. 

The Lr.e_nch banks show, apart from cleposits, amounts 

due to banks and financiAl institutions, equity funds, notes 

a nd debentures, etc the f 011ow~.n.g,)i ~~~sf:a~fj'\~Y"1-!~ ·liabilities 
". ~. ~ ': ~... .-. . I l} _ :' ,. '".: ~ .-",,:1'" .,-

Accounts payable on collection 

Equalisation accounts, provisions and sundry 

Secur~~y.dcalings. 

The British banks show a~art from deposi~s and shareholders 
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funds, the fol:lowtng iteJ1S on the liability side of the 
. ~. 'I • " , ,~. \ I 

balanc'e sheet ~t"I::· . i ' .. 

- 10aC'.. capital · . 
- taxation 

- credttors, 8tc~ 

Notes are given to indicate ti'letaxes and deferred tax 

position and particulars 01 IGur~ent e8)ositE and other 

accounts' also include sone it9IDs of: 'other liabilities'. 

SectionG 

Income and 0xP~nd~tnro 

The American b@nks 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 10anloss08 (as a deduction from net interest 

income) • 

Other items of incomes shown are 

- Trading securities · . 
- Profit and cOl~i1lission · . 
- Profit on foreign eY:chango Rctiviti3s 
I' 

- Service chargos on doposit accounts 
I· 

- Fiduciary activity f8GS 

- Business service fv8E 

- Other revenues 
'~'. j. 

On the expenditure side they show personnel expenses, 

occupan,cy expenses, equipment rentals, depreciation and 
{". ;. 

maintenance and other'·'o.:-:r::mses. The appropriation of profit . ' 
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shows income-tax, extra ordinary items, etc. A break up Of , 
interest rocei ved under different heacis is furnished, showin 

particulars like intc~rest on loans, loan fees, interest and 

dividend on investment securities, interest on trading accou 

securities, interest on federal funds sold and securities 
I ~, 

r' 
purchased under re-sale agreement and net leasing revenue, 

Similarly·-interest on deposit liabilities, interest on other 
I • i 

short-term borrowings, interest on intermediate term dubts 
, . 

and interest on long-tern, debts are given under the head 

'interest expensos I in t~le body of the accounts. Notes cont 

interest paid on domestic savings accounts, domestic time 

accounts and foreign deposits separately. A summary of the 

provision for taxes is also furnished in the notes. 

The British baru{s show in the profit and loss accou 

the trading profit before tax, tax and Gxtraordinary 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) 

Profi t for the ;)T(3ar 

(Dividends) 
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Profit retained 

(Items within brackets are deductions) 
,-' 

The partictliars given in the notes show -,., 

- interest and leasing income receivable 
I' 

- income from investments 

listed 

unlisted 
I' 

- share of profits of associated. companies 

- net profit on sale of realisation of premises. 

Particulars of 'charges' show: 

Interest payable on 
, ' 

- Deposit and other short-term interest 
,-' ". 

- Loan capital 

Provision for doubtful debts (net of recoveries) 

Depreciation 
I· 

- Leas·ed assets 
I' 

- Premises 
/ 

'-' 

- Equipment 

Auditors' remuneration 

Directors' emoluments 

Amount written off premium arising on acquisitions, 

etc. 

The tax particulars givGn 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, pr9visions for ba 

doubtful debts, staff costs, premises and equipments costs 

other costs, exchange 10ssos on "translation of overseas 
"-working capital, interest on loan capital are the major it, 

shown in the accounts. The taxation partioulare are also 

given. 

In the case of French banks, the 'Trading account 

shows separately banking income, income from related 
I" 

transactions, non-recurring income and :,ocovery of provisie 
, ' 

Under the 'banking income' head, income from short-term and 
, ' 

inter-bank transactions, income received from customers' . 
-

accounts, income from leasing transactions, income from 

securities portfolio and sundry income are shown separately 

Similarly on the expenses side, the main heads are ,-. 

" banking expenses 
I" personnel costs. 
,. taxes and duties 
;-. geneI'al opera tlng expenses 
- depreciation 
~ pr~visions less recoveries 
r non-recurring COS/"ts 
,~ provision for non-banking items 
;-. staff profit sharing scheme 
- income-tax 
,The banking exp,enses show separately 
- cost of sport-term borrowings 
,-. and inter-bank transactions 
- interest paid on customers' accounts 
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.' cost of leasing operations 
o interest on debentures 
- other operating costs 

~le German banks show in their income and expenses 

statetn~nt, income from lending and money market transactions, 

commission and other receipts from service transactions, 

other receipts including writing back of provisions for loan 

losses and other purposes, writing back of reserves, etc. 

On 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 

~eric2n banks do not show any item in the balance 

sheet under the head 'contingencies'. 'Customers' liability 

for acceptance's' and ' liability on acceptances I are shown in 

the body of the balance sheet. Under the heads "commitments 
"-

and continGencios", by way of notes to the balance sheet, 

~30me remarks like the followint~ are. given: 

(i) Irr the normal course of business there are 

outst;3nding a numbc.r of commitments to extend credit, letters 

of c~0dit, guarantee and letters of indemnity as well as 

r~on·~.J::'actual obligations to purchase or sell securities or 
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foreign exchange. In tho opinion of the management these 

agreem3nts do not represent unusual risk for the Corporation 

and 10SSGs, if any, resulting from the will not be material. 

At Docemb2r 31, 1981 commitments under outstanding standby 

letters of c~edit $ ..•.....• 

The Corporation and its subsidiaries are defendants in 

a number of legal proceedings arising in the normal course 
, 

of business. ·Among these are actions brought in 1976 $ •••••• 

(ii) As of December 31, 1982 and 1981 commitments 

under standby letters of ~redit approximated $ •••••.• and 

$ .•••••• respectively. 

n~e 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, throatoQod or filed •••••••••• 

The French banks show under the head contingent 

liabilities in the balance sheet separately. 
, .-

, . 

, 

guarantees and other endorsements in favour 
of financial intermediaries 

- guarantees and other endorsements received 
f~om financial intermediaries 

-
- 18"i::;'vcrs of credit confirmed in favour of 

customers 
I' 

- guarantees, endorsements and security in 
favour of customers 

- other commitments in favour of customers 
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equipment leasing agreements 

property leasing agreements 

ThG U.K. banks show under the head "contingencies 

oth;:;r obligations" in the not3s to the balance sheet figures 

relating to 

(a) bills rediscounted 

(b) confirmed credits and other engagements 
on behalf of customers. 

It also indicates :7 ••••••••• there were also liabilities under 

forward exchangG contracts entered into as part of the normal 

provision of banking sGrvices to customers". No figures erG, , 

however, given for this item. 

In Q..~..Ql.CLt?:Y., banks show contingent liabilities like 

:r8ndorsemGut liabilities on rediscountGd bills" and liabilities 

8rising from guarantees given, etc by way of notes as well 

,:\s by way of particulars of the coverage of certain items 

included in thG balanc8 sheet. 



Annexure IV 

Section A 

Basis of accounts, consolidation of accounts 
of subsidiaries and treatment of invesUmQDts 
iq,associate companies __ 

1) U.K. based bank: 

The accounts are prepared under the historical 

cust ~onv8ntion and are in compliance with Section 149A 

and 159A of, and Schedule SA to the Companies Act, 1948 

e·t)pliciJ.ble to banking companies. In view of this, the 

cccounts do not comply with certain requirements of the 

Unitod Kingdom and International Accounting Standards 

and information based on current costs as required by 

Un.ited Kingdom Statement of Standard Accounting Practice 

~'!o.16 is not given. The consolidated accounts are 

Drepared from the accounts of ••••••••••••• and its 

subsidiaries upto 31st December 1982. 

ii) y.S.A. based bank: 

The consolidat3d financial statements include the 

accounts of •••••••••••••••••••• , its wholly owned 

subsidiary •••••••••••• and thoir majority owned subsidiaries, 
I· 

after tho olininc:d-;ion of all material inter-company 

transactions. 

Affil:!.(J tos which are 20% to 50% owned are carried 

undGr the equity metnod of accounting and the prorata 
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share of their income (loss) :!,S included in other 

revenue. Income for investments in less than 20% owned 

companies is recognised whon dtvidends are received. 

Gains and Losses on disposition of branches, 

subsidiaries, affiliates and other oquity investments 

(including ventures, capital investments) and charges 

for manac;omentfs estimate of permanent improvement in 

value are includ8d i~ other revenue. 

iii) U.S.A. based bank: 

The consolidated financial statements include the 

accounts of • • • • • • • • • • • • • • and its subsidiaries after 
I' 

elimination of significant inter-company balances and 

transactions. In the financial statements of • • • • • • • • • • • 

inv0stments in subsidiaries ;are accounted for by ,the 

equity method. 

Section B 

InvGstmen..ts 

i ) ~ 1'-., ._?..:~.s_,? d l?..? nk 

British Government and other securities redeemable 
I' 

at fixad do. teE, otl;~r than those held on a short term 

basis, arc stated at cost adjusted to give 'effect to 
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amortisetion of :!)romiums and discounts on purchasc 

OV,}.t' "'[)0riods co rcdamptioQ on a straight line basis. 

Listed investments, other than those dealt with 

as d8scribad above, are stated in the acgragata at lower 

.:>f case ElI.:d ;.11<~ __ ::k0t value and unlis-G8d investmonts dt 

cost 

1i) H -nu~o~~ b~S~d- bank !-' ~~..:.(.,.J..\.._,,~ _.,:,-_::, _ ___ _ 

Q,uotGd cQui ty inv,':stmants other than in subsidiary 

2nd associated compani0s arc st8t0d at the lower of cost 

and mar~:::Jt valua. 

Invostments in sccuritios redeemable at fixed 

Gatos and which arc being held to inaturity are stated at 

cost adjusted to give effoct to amortisation of premiums 

ana accrotion of discounts on purcahsa over periods to 

rGdemption. 

'l1J.is is achanga in policy from the previous year 

whJn such securities were stEltod at tht . lower of cost and 

market v31uc •. 
I' 

Undated securities and thoso hold for short-term 

purposos are s"cr::~ to<: a t t~J.o lowox of cost and marke t value. 

Oth.Jr unCluo.tod invastm3nts are stated at cost less 

~mount written off. 
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iii) U.8-!.~._'p.a~?~_<t_ba~~ : 

InvGstmont securities are carried at cost adjusted 

for amortisation of premiums to call date and accration 

of di~counts to maturity. Gains and losses on salds of 

investment securities (computed on a specific identified 

cost basis) and tha related tax effect ara stated in a 

S3paratc caption i:mn8diat2ly preceding net incomG in the 

~)arent company anl;y 8nQconsolidated statGment of income. 

Trading account securities (including related 

futuro and forward transactions) are carried at market. 

::Jom,_ sJcically, such securi ties princ~pally represc n"G the 

inv3ntoryof ••••••••••••• in its operations as a dealdr 

in U.3. Govarm.1dnt and state and municipal debt obligations 

buying and salling for its own account. Outside the 

Unitod St8t.JS, certain branchGs or subsidiaries engage in 

similar bypo activitios, principally in securities issued 

by f02:'::"ign governmental units. 'l.lJ1o liability incurred in 

short solo tran~actions, reprosenting obligations to 

doli "leu:' s·: curi ties, is included in othGr liabilities. 

Interest o~" t!'adit:S .::lCcount securi tL3s is included in 

into.I';st rO"(l.JtlU~; n8"~ of interost 0xponS3S on socuri tics 

sold short, and gains and losses from all s8curities 

tr2ding ectivitiGs, both realised and unroalised, arc 

includod in t.radinG account profits and commissions. 
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No transfers I?r0 mado betwcGn tradin;; account 

securities and investment s'.Jcuritios. 

iV) 

Marketable natirn81 and local govornmon'~ bonds 

and corporate bonds (othu.-' tllan lConvertiblG bonds) owned 

by the Ban~:c arecarriod 8';-; costi. Othur ma.rlwtabl0 s8curi t~es 

arc carried at cost or rnarkot V1:'.luc whic~\)ver is low·_~r. 

Unlisted securitiGs own~1d by the Ban~{ ara valu\:)d at co.st. 

Securities owned by tho c 1Qsolidat0d subsidia_rios are 

carriod primarily at co~t. 

Fix:.::d and oth0.I' DliscollanGous asse-cs 
-~--- -.-- .. . --- ..... -. - - -- ~-.-.----~ .--.. ----

Bank premisos am"l ochor proportj_es 3..I'O stated at 

cost or valuation less c1 "'~: roc:i atic n calcula tad to write 

off the aseets over thoir est"imatcd usoful livos. The 

followins principal depr:ciation rDt~s aro apoliJd to 

land and buildin.gs : 
,., 1. 

- Frc8hold It;·'.ud alld land 'held on loases with 
mors than 50 y8~U:'S t·o oxpiry is not 
dopreciated. 

I Y 

- Land held on 1(3s·:)s \1iith 50 years or l('ss 
to ''')x].Jiry is dl..:)-'Jr0C iato'd ovor tho unoxpirod 
terms of tho 1-:1:::180S. 

I' 

- Buildings' and improvl..~montis th0roto arc 
deprlJciat0d cd; tho higher of 2% pd_!, annum 
on a straight lin.) basis or over the 
uU0xpir0d terms of tho lo9.sos. 
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- E. .• 

- :E't.:l.rniturc, fi'G'ciilgS and oquipm3nt arc sta·c.;;d 
8t cost loss donrcciation calculatod on a 
straight line b~sis to write off the assots 
OV0r t~0ir ostimv~o6 useful livoe • 

• 
U.S.A. bos·:d bank: 

FrCillis~s 3Qd cquipmon~s, including leasehold 

iElprOV .. mcnts, ':1.t'~; c3.rrL":d at co:=t 1:)28 accUDlulat0d 

j~prJci&tion and ~mortis8ticn. G~norally, dapr~ciation 

~Hl\7.· amortis2. tiOL'1. 8X'\) C omput<:..d on tih\.; straight line basis 

ov·..:.!' tho ()stim~.tod uB8ful lifo of th.::: ass~;t or the lest,.) 

l:;.;.!'m. Me in tun'] nee and ropc:li!' costs 8I'C expc::nsod as 

\. 

iii) J~D3nCSG bas8d bank : _ . ..,L. ....... ___ ... ___ . __ ___ • _ 

D~pr~ciatio~ of premises and c~uipm3nt of tho 

Bai.11: ".[! GOflPU:lj-Jd by 'GhCl doclining balance method for 

'1~.1 d ~.l"".:.;2, furniture and fixtures, and by tho straight 

.~n~ ~0thod for other d8prooiabl& assots, based on tho 

·T::;hn.9·~0d usoful ·lives. Additional dopreciation is 

,--:r:-: ,~\~,-: ::::C1.' buildinGs in accordance: vdth th.3 Accounting 

·r 
u .,:,:pan. 

Dopr0ciation of promist;s and oquipmoQ'b own0d 

~)y t: .' C o'1so1ida t\.Jd subsidi:trias is c ot:1pntod primerily 

1:.;/ ':~l-<; s-cr.:ight line mothod ovar thQ of:timat.)d useful livc;s. 
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I' 

Provisions - basis of provisioning for loan lOSSJs, 
unfor~s0on risks corrtiaO"oncics utc. . ~ ___ - __ .. •. , --_._:0. . _____ .~,_ ~ _-_. _. _ ... ___ ._. __ - -.--_ 

i) Hongkong b_asGd };lank : 
.~ 

Provision is modQ for. doubtful debts as and whon 

thoy aro so co~idcr.od c:md in addition amountshav0 buen 

sot aside as general provisions for doubtful dobts. Theso 

prOVisions are deductod.from advances to customers. 

ii), 

Commorcial loans ar0 stated at their faco val~e, 

net of unoarncd discount and tho allowanco for possible 
I 

losses on comTI1Jrcial 108l1.s. 

Additions to tho allownncQ arc mado by m~ans of 

the provision for possibL' lossos on commorcial loans 

charp;od to expenso. LoaD 102s8s arc dcduct..::d from the 

allowance and subsequent rec ov, .. rios [;ra added. Tho 

level of not loan lossos io~ tho yoar.is 8 significant 

factor in detormining tho appropriato lovel for tho 

prOVision for possible losses on commercial loans. 

Bas3d on Managomont's judGomont as to tho.appropriate 

lovel of the allowance for possible losses, tho amount 

actually provided may b" greatur or loss than tho not 

loan losses for the y~;ar. The dot0rmination of the amount 

by which tho provision should Jxcoed or bo loss than net 

loan lossos is basad 011 m(]na~.~._nn0nt' s curront ovaluation 
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of thc~nticipat0d impact of domostic cnd international 

0ponomic conditions, chanG~s in th~ char3ctor and size 

of tho portfolio, past and (qcpectcd futur(' lo~.,s Jxpcrionce 

"" and other pertinent indicators~ 

Vfucn it is det~rmin0d as a r~sult of~~valuation 

proccdurgQ that tho payment of int~rest or principal on 

a commercial l~n i~ doubtful of collection, the loan ;"'s , 
placed on a nonaccrual basis. In any case wh.Jro interost 

on principal is past due for 90 days or marc, tho loan is 

automa~ic.::dlyplacod on nonaccrual basis unless an 

affirmativo determination is mad\) by s~~nior cr0di t management 

that the conditi0n is not inGicativo of doubt as to tho 

c ollcctibili ty of princ ipal or int:)rost. Any inter0st 

accrued on a loan placed on a nonaccruol basis is roversed 

and chargod against current o~rnings. Intorost on nonaccrual 

loans is thGreaftor includud in earnings only to tho 

extent actually receivod. in cash. 

Consumor loans are statod at thoir face amount 

not of unearned discount and the allowance for consumer 

crodit lassos. 

Consum~; r loans aro wri tton off automatically upon 

roaching a predetorminod numbor of days past duo on a 

contractual basis. Thu numbvr of d(1Ys is set at an 

appropriate lovel by loan prod1.lct Dnd by country so as to 

rosul t in tho rocogni tion of 108s(;[; on :=.t basis which makdS 
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tho likolihood of subsoquont rccovoryof thos~ losses to 

£.:",11 'ootvl...;cn 20% to 30%. Consumor crodi t loss oxpons0s 

cl1.arg,_ d to o.c\rnings is built up as a composite of thro~ 

f~ctors: (a) tho actual not conSUffi0r credit 10ss0s, 

(b) a factor statist~cally calculated to refloct tho 

lik0ly 10ss0s associatod "lr7ith the most rocant growth in 

tho portfolio and (c) a furthor adjustment in anticipation 

of potontial lassos that likely oxist in tho portfolio 

but VJhich aro not fully anticipated by the first two itGms. 

Intorost on discount loans is accJ7ued on a 

dGclining basis which rosults in an approximate 10VGl 

r8 '(;0 of return ovor tho torm of th.3 loan. Interest 

accruod on nondiscount loans is basad on tho principal 

amount of loan outstanding. 

iii) U.8 .A.!~ .. b.asod_9i.lnk : 

Loans are carried at the principal amount 

ou-Gstnnding. Relat.:d loan foas C\I'c generally amortizod into 

income ov,~,r tho applicable loan or s0rvicc period. Immatorial 
t 

amounts of fCGS aro credited to income as r0coived. 

Int~rost ~ovenuo on nondiscountod loans is 

6,:m·Jrally accrued bas~"}d on principal amount outstanding. 

Intor0st revanuo on dIscounted loans is accrued based on 

othor mothods that gonerally approximate the lovel yield 

mathod. 

The rosorve for possible loan lassos is based on 

n monthly evaluation of the loan portfolio by management. 
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In i·ts 0v3lu3tion, 1.11anagoIDont consid.ors numorous factors, 

includin?" but not nocossarily limitod to, gon0ral Gconomic 

conditions, loan. portfolio composition, prior loan loss 

')xporionco alld lilanog0m(;n·~· s ostima tion of futur0 potJntial 

lOSE~jS • 

Tht rcsorvo for possible loan losses of tho Bank 

is providod in accordanco with thu Accounting Standards for 

B3nks issued by :th.:; Ministry of Finance of Japan, at tho 

rat0 of 0.5 por cont and 0.7 par cant ~? of March 31, 1982 

and 1981, respectively, of tho aggr~gatG of call loans, 

bills discountod, loans, for0ign exchango assets and 

c~;rt[lin othor assets. 

Consolidatod subsidiarios dotcrmiD:0 .tho provision 

at th0 rdasonabl-o amount bas.3d on managom0nt t s assl)ssmont 

of their loan portfolio. 

v) U. K. __ bas...:d 1?_9..~k 

Provisions against identifiod bad and doubtful , . 
4 

debts arc made on tho basis of yoar-ond roviows of advaneos. 

tn addition, furth~.;r provisions ar.;; maintai.nod against tho 

.risks VJhich, ul though not idontifiod, uxist in tho 

portfolios of ndvo.ncos. The ~mounts of such furthor 

provisions aro rolated primarily to past oxperiuncG and 

currant lovols of advances ~nd augmented, when appropriato, 
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having r(;g8rc1 to aconomic conditions in particular 

turritori.Js or trading s.Jctors nnd taking into account 

potGntiaIGa::c:.~t;ion rolL:f wh.Jr..:.: this is not imm:::diately 

!,\vailablo. Provisions nr.J appliod to write off advanc\Js 

whun nll security has bJ~n roalisod and all ~urthcr recoveries 

[',re considered to be unlikely othor than inth() U.S. where in 

::lce ordanco vJi th the revonU0 pr3ctic.Js an~ r0gulatory 

rc.r~uirGmonts provisions aro applied whon the probability of 

lOSE has bo~n idJntifi.Jd. 

Section E -
Tr3n~lation of foroign ass0ts and liabilities 
[\ nd r..9.Y0_n~ nd eXP9.~<ii_~~r:..;e~ ___ , 

Assets 8nd liabiliti0s in foraign currencies, 

including fixod assoGs arc translatod into sterling nt 

rates of oxch2ngo approximating those current at tho end 

of tho yoar. OvorsoRs profits remitted to tho U.K. during 

tho Y00.r are d0F\lt with at rate~ of exchange ruling at 

dat~ of ramitt~nc0. Other ovorS08S profits arc translated 
-

at rat,Js approxima tins those current at the end of tho yoar. 

Any net dofici t or surplus [1rising on revaluation of tho 

opc!ning Group for.:;ign curr.:.;ncy not ass.:.;ts as a result of 

(;xchnngo rate fluctuations, after taking account of any 

unrcnlis~d profit or lossos arising from tho foroign 

cu~r~ncy exchange; agr~omonts reforred to in Note No,24 

is dealt with through resorves. 
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ii) HOtlS..kQ.n& b8..sC9:_P3ln~ : 

l i'or.;ie;n currency balancos 2rc principally translat~~d 

into HongkonG dollars at npproximatoly th~ rate ruljdg at 

31st. D\..'cembcr. 

iii) U.S.A. bnsud bank : 

ASf:0-GS and liabilities of oV'Jrseas offices arc 

translated to US dollars at 0xchango ratos curront at 

ycer-ond, except for prcmis::.;s which aro translatod at 

oxch2ngo ra tos pr,;v.::1iling at dat\.:s of Clcquisi tion. Rov(;nuu 

cmd ,:;xponsc, UXC0pt doprociationand amortisation of overseas 

offices aru translatod to U.S. dollars at applicable monthly 

rate of exchange. Foroign wxchango position, including 

spot and forward contracts, aro valued monthly at 

pr,,-,;v3iling mark~,t ratos. Gains and lossos rosul ting from 

translating tho accounts of ovorseas officos and from 

l'olat,)d hedginG arrangJmvnts and fo_!'cign Qxch.3ngo trading 

incoma ~r0 included in foreign oxchange profits and 

8ommissions. 

~lU Bon~d of Govvrnors of tho Fodoral R0s~rvo 

System r.:;~uir'_-.3 thc.'1 t invostmon ts by ••••••• in ovcrsoas 

subsidicri..:;,s Qud affiliates be carri0d at a v3lu() not 'in 

0xcass of underlying book v31uc •. (~~~~2. chargos r0tainod 

c~rnin3s ~ith tho amount of goodwill associatud with 

those invcstmonts to the Jxtunt r~quirod. In accordanco 
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with g\.-n.;rrlly 2c:.cvpt0d E\cco'untirrg principLJs, this 

writ0-o~f of go6dwill is not raf10ctud in th0 ••••••••• 

Goodwill is g~nerally amortisod OV0r thu 

0stiIL1 tod p,;riod to bu bcn.Jfi t'tod, not 0xcvcding forty y..:nrs.· 

'l'-n,,; :f:'ic:.lncinl stnt(..ill-Jnts of all foroign subsidiari0s 

and e.ffil~2t(.,s h(r"J~: \)I,.;on translut-.;d into yon at the (;xchangc 

r2t0s prev2iling at tho und pf th~ fiscni year of each 

coml),':ny -.;xc..)pt for t:g.o b'::ginning bo13nC,js of thoir 0Grnod 

surplus, '.;Jhich aro translated at the .Jxchnngc rntiJ8 

pr.-)vctiling CIt th.:.; 0nd of tho previous fiscal y,.;ur of 

,-,Gch comp81lY in 1982. TIw bvginning be.lo.nC0S of their 

o2.rnod surplus VJ0re tr8nslat(;d :.'It thv Qnd of tho Bctnlc's 

pr:,vious fisce.l y;.,.C\r in 1981 •. For~ign Qxch,:.ngo lassos 

arising from tr::.ns18tion of oarn,:;d surplus as of tho 

boginning of 'bhe Y08r :lru charged to·\.)urncd surplus. 

Assets and liabiliti~s of~tho Bank and its 
, ' 

subsidi3I'i.:..;s ::s of the ya3r-ond denr)minCltvd in foreign 

currQnci~s ~rc trnns16tad into ~~ch domestic currency 

at tho oxchnngo rGtus pJ'cveiling nt th0 end of o3ch 

fisCDl yi...;[1r. Income; and cxpGns;Js denominat0d in foreign 

curruncios nrc trcnslntcd into o~ch domestic curroncy at 

thocxchcmga rat,),s prevailing C\t tho tim...; of oach 

trnils2ction. 
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Section F 

Tnxation - basis of taxation 
. ·~nd dof0rr,;d- ·=t"axntion --

i) U.S.A. bns~d bank : 

Provision for d0fJrr~d tnx0s is mado for itoms 

of r0vunu\.:. :--nG c~cp~nse .!'oj)or"c'Jd in thu finL'lncinl st.1tcments 

in diff0ront Y0nrs than for tnx purposos, including an 

appropri2to provision for t8X0S ou undistributed incomo 

of subsidiarios nnd nffili~tos. 

Inv," stmo ut; tc;x crodi ts on lOGs\.)d equipment ar...:: 

rocognisod OV0r G period of time rolL'lt0d to tho rocovory 

of th.:; 1':).'180 invostment which givus rise to such crodits. 

OthQr inv-.)str.1(;nt t::~x crodits arc r0cognisod in tho ycer 

tho o.ss~t is c.cquirud. 

(Bnnk) nnd its subsidiGrius filo consolidotod 
• • • • • • 

f(;d~r.:Jl iucom') t~x r0turns. Thu provision for fodornl 

incom(; t:~X:0S of (B::;nk) and of CElch SUbsidiary is rocord0d 
• • • • • • 

on th0 b:Jsis of filing s-:;parnto incomo tax roturns, 

ffi[\kinc; '::1pproprio. be adjustm-.:;n ts Llrising out of tho consolidEltod 

fud-:;rol income: tax return r0gul~tions. 

ii) U.S.A. basod bank : ---_ .. .-. _. __ ." 
A con801idnt~d U.S. federal incomo t~x roturn is 

fil;~:d by thu par0nt Dnd includos tho pnrcnt, tho bank 

(including forGign branches), and their domostic subsidiarios. 

St~t~, 10C.'11 ~nd foreign incoma-tax returns ara filod 

,ccording to thu tLlxLlb10 activity of oLlch unit. A 

80Elbinod r0turn is fil~d in Cnlifornia. 
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Gcn0rally, thJ,consolidGt~d and combinod tax 

li~bilitics ~rJ sottlod b~tw0cn compani~s as if ooch 

comp[lny hnd fil..::d 0. Fcp2r.':1tu r0turn. Payments ~rv mado 

to tho p~r0nt by thos,) comp:1ni-:s with t,lX liabiliti0s on 

~..;xc~ss tnx cr0dits thc:t ,:uo usnblc in the consolid,'1tcd or 

coobincd r,-~turns r0c.:;ivG po.ym0nt for th,:;SLl bon...:fits from 
I' 

tho pnrcnt. Each compnl1.y' s income-tax provision rJflocts 

this sottlo~0nt policy • 

of f-:;dcro.l, str;tc, local Dnd foreign provisions for incoID.; 

tnx,,;s bo.s-..:d on thu book incomo of ,.;.~ch ,,;ntity in tho 

consolidC\t,~;d 8rouP., Th0 liLibility for income t:1XOS is 

included in othcr payQbl~s ~nd L1ccru0d liobilitiJs. 

Diff\.,rcncos 'botwoon t8X incom0 und book incomo 

aris,,.; from c,.;rtLiin trans.:;ctions \-Jhich r.ro roportcblc for 

t~.x purposes in difL..::ront y:.;,:~rs. thnn r.)flllct",d in book , 
- incomc (timing) <'.nd tr~ns[tctions which are; only roport~blo 

for I..ith.:.!r t:-::~ or book purpos8s (porm.:lncnt). Timing 

:::ct1,~r~ 1 'G,':::::: p8ynbLi on the c urront Y0:-tr' s tax return, 

provision for loC'.n lossos, tho invostm(;nt tcx credit, and 

unaistribut...:d 0L1rnin3s of cGrt~in for0ign componiGs. 
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P,.:.rm<:l1~n-c diffc.:;:unc ,,8 c"',us-:: the; t:-:x/provision to b~ 

diffL~2nt th~n it ~ould b0 b~scd on stututory t·,x r~t~s. 

inCC1;:'''; r, c-..;i',", d otl str',t;.:; :-md loc,'ll government oblig~tions. 

AU.S. t~x provisinn is computGd on tho 

nffili~t.2. ~lis provision is r~cord0d in ~pplic~bl~ 

U.J~ until tho funds ~rJ r0mitt~d the corrospondins tax 

li~bility is rocord~d ~s dofurrcd tax. 

No U.S. t:-tY is nrovidod on th0 undistributod 

''':;c,rnings of ioroign compnnL:;s in which tho corpor:\tion 

Cl.r0 b,.m,-'rnlly rcinv..:.;st ... !d for ~n indvfinit-.; pJriod; if 

r2mitt.:,C!, ,'lv~il:1b10 crLdi ts VJould subst:\ntinlly roducv 

th0 t~xos othvrwis0 paynblo. 

Cr0dits ngt:tnst the curr,.;nt y,-'c:r's tax liability 

nro .rcc,~,ivcd for inv0stm,mts in qUCllifL:d o.SS0tS during 

For fin~nci~l r~portinG purposus, t~x crvdits 

C'I'0 .'lLJortizc;o over the: lL'cs of tho C1SS0tS. The ~ggrcs':\ tq 

,~m.oJ'tiz.Jc1 ~rc.Ol1nt; is recorded :-1S ,,", credit to npplicClblc 

inc crJ.0 tGX0S. 
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1., 1.' 1.') T", n ...,.... ~'. b........· cl b .... nk . . '-!-~:~ :}_~:'.I~~_' _-.:.~2_,-!-__ ,-:~ __ . 0 

Th.':': bCH11: is subj ..... ct to corpor~t...; (n~til)n~l), 

'-, .'- "'. -,' ,~ • .., 1 '. h"b' ·<- .... nt e ' (lOC!"11) .~ n lJ '-, -'- ;.} 1- 1. S..... '." l~ . l 1.11 <., 1. G '. \..., ,-, 

incon~o, \JhiCh uormclly T0sult in [In off(;ctiv ..... t:lX rC\t~ 

of ~ppro~im~t~ly 56 par c2nt (54 par cont for the Y0nr 

c.:-rt,:,in .)x-pens:s on th(; :::m.Qunts d,:ductiblc for tnx 

')ortion 'Jf inco!11o which is p::id out c\s di vidoQcls. Tho 

;..,nt\...rpris:.. t.':~x, one of tho JL'.p::1n0Se loc ..... l Gov0rnmont 

incom~ t~XQS, is inclw:L)d in "Gcn..:;rcl :mcl Administr!;tivo 

ncc0mp<"-nying stnt0mont of incom0. 

DJfc~rcd incoma t~xos ~ro not provided for 

tiQing diffaranc ..... s batwvon tho Bank's fin~ncinl ~nd tL'.X 
I 

reportinG in th~ ~ccomp~nyin3 fin~ncinl stCttoments, 

[;1 thouGh such dof.:.:rr.:;d incoll-J t,~x"s ,~ro roflcct_,d in tho 

f in."'" r..c i-;l st..-~t; ':"D.0ute of mt"': jor consol1.c1:; t·;d subsidi:-',rics. 

iv) U.K. bClsvd bnnk : 

rr,:)visinl1 is m..'~d0 on th() li~bility b ..... sis for tho 

t· ..... X ...:;ff,..:,c-cs "rising from ~ll tim.ing difL::r0QCOS oth..:;r than 

for thos;:.; dJil.,rl'C';d li::~bilitL..is which .-;ro expocted with 

~o~son ..... blu probnbility tQ continuJ to bo dGforrod into 

thi.; for:,;s:;cpbl.:. futur,,.;. :::To provision is m:ldu for ::my 

t~x~~1.0n uhich woul~ bo p~y8bl~ if r0e~rvos r0t~inod in 

distribu-Go.;c1 to the U.K. 



SPii;CINL~N FORM OF ACCOUNTING POLIClFi::S AND NOT~S 
_____ ._._9j~._AC_C_OyNT ________ . ____ . ____ _ 

ThJ ClCC orr.p[wying financ ial statemonts have 

boon prepared on the historical cost basis 

and conform to the statutory provisions and 

. prc.ctic3S prevailing in tha country. 

(2) Tr:'InS9 C tions invol vit;lE...foreign~p.anG~ 

(a) Monotary assets and liabilities have 

b~on translated at the exchange rates 

prevailing .:tt the close of, the year. 

Non-monetary assets have b00n carried 

in the books at tho historical cost. 

(b) Income and expenditur~ items in respect 

of Indian branches have be~n translated 

at th3 exchange rates ruling on the date 

of tho transaction and in respect of 

ovorseas b.:r:anchos at the exchange rates 

rrovailing at tho close of the year. 

(c) Profit or' loss on pending forwsrd 

contracts has boen accounted for. 

(3) Inv(!ctmollts 

«::I) Il1v,'st~n8nts in Government and other , . 
approv0d securities in India ~cnsist of 
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(i) F\~rI1lan2nt investments which are 

intond8d to be held till maturity and 

(ii) Current inv2stments which are 

intended to be h8ld as liquid ass3ts 

which may be eold before maturity. 

Permanent investments are valued at the 

lower of cost or redemption value. Current 

invostm~nts aTe valued at the lower of 

cost or markat value. 

(b) Investments in sUbsidiary companies and 

,associato companies (i.e. companies in 

which the bank holds at least 25% of the 

shcU-i capital) have beGn account\~d for 

on the historical cost basis. 

(c) All other invos l;mdnts are valued at the 

lower of cost or market value. 

Advanc,)s --....-- .'--

(Eo) Provisions for doubtful advanCeS have been 

ms0e to th8 sati~faction of the auditore:-

(i) in respect of identified advanc3s, 

basad on a p~riodic review of advances 

and Di't<.~r taking into account the 

portion of advanCe guaranteed by 

tho D0posit Insurance and Cr8dit 
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Guarantee: Corporation, theli:xport 

Crodi t and GuaI'.?,ntae Corporation 

and similar statutory bodies. 

(ii) in respect of general advanc3s, as 

a pOTcentege of total advances 

taking into account guidelines 

issued by the Government and the 

R8serVt~ Bank of India. 

(b) Provisions in rL~spect of doubtful advanc<.~s 

hava b..;'Gn deducted from Advc'IUces to the 

Gxtent naCGSc8ry and the oxcass has bC0n 

includGd un "'I0r 7fOth-:..~r liabilities and 

provisions ll
• 

(c) Provisions have been made on a gross 

basie. Tax rolief which 'will be available ,. 

when tho adv::nc2 is written off will be 

account8d for in the year of write off. 

(5) Fixod A2setis . .---.-

(a) Premises snd othor fixed assets have been 

accountod for at their historical cost. 

Premises which havo bCl3n rev3luecl arc 

accounted for at the values determined 

on the basis of such revaluation mado by 

prof,_~2sional valuers. Profit arising 
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on revaluation has been credited to 

Capital Reserv.:;. 

(b) Deprociation has b2en provided for on .the 

straight line/diminishing balance method. 

(c) In respect of r~valued aspets, depreciation 

is provid\3d for on the rovalued figures 

and an amount equal to the additional 

depr8ciation consequent on revaluation is 

transferred annually from the Capital 

RGservG to the General Reserve/Profit and 

Loss Account. 

(6) Staff BGnefits 

Provision for gratuity/pension benefits to 

st8ff has b02n ID3de on an accrual/cash basis. 

Soparate funds for gratUity/pension have boen 

C I'C;::~ ted. 

( 7 ) N'-2.t l'X9f i,!;_ 

(a) The nct lJrofit di2closed in the profit and 

loss account is after ~-

(i) Provision for interest tax and taxes 

on income in accordance with statutory 

ruC}uir,~ments • 

(ii) prevision for doubtful aevances 

(iii)adjustments to the value of "current" 
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investments and othor investments 

valued at lower of cost or market 

value. 

(iv) transfers to contingency funds 

(v) 0~h8r usual or necessary provisions 

(b) ill tho above provisions/adjustments 

havo been Grouped in the Profit and 

Loss Account under nprovisions and 

contingenc4.es ll
• 

(c) Contingency funds have been grouPGd in 

the Balance Sh~at under the head 

"Othur Liabilities and Provisions". 

(1) Capita.} 

Capital has b00n increased during the 

reporting period as follows: 

By iSEuo of fresh c3pi~al 

By capitalisation of reserves 

/n~ t·· J. f G t -J COnrlDUG10U rom overnmen 

(2) Deposit~ 

The interest rat'3s on deposits in Indi3 

arc fixed by the Resorve Bank of India 

from time to time and wero as follows 
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on tho balanco sheet date. 

DOrland QGPosits 

Savings Bank Deposits 

(3) Inv-~strnGnts in Subsidiarios(associ.,?to.§. 

NGIDe of 
subsidLlry/ 
:u3soci'3tc 

Paid-up 
capital 

_....l-( 1~) __ . __ ->..(..::;.2-,-)_ 

(4-) OthGr inv;;stm..:nts 

Bank's holding in the 
paid-up capital of th0 
subsidiary/associato 

(3) 
Face value Cost -

Rs. Rs. 

(n) In respect of permanent investments, 

the; red~mption value oxceC'ds the book 

value by Rs. 

(b) In rospect of current investments and 

oth8r investments valu8d at tho lower 

of cost or mal'k0t valuo, the market value 

0xcoeds the book value by ~. 

(5) Advan9P,g 

(~) According to prevailing instructions of 

-eh9 Gov,:::rnm\)nt and the Reserve Bank of 

I Qd_ia , tho bank is requirod to advance 

abou~ 1% of its advanc0s to the very weak 

;::3ctors of society and not loss than 
-. 

40%_of its adv2nces to the 'priority' 
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soctors. 

(b) The rates of interest on different types 

of advances which have been fixed from 

time to time by the Reserve Bank of India 

W'3re 

In respect of the very weak 
sectors of society ..••••••. % 

In respect of advances 
the priority sectors 

In respect of others 

(6) FiJf..~(L1!..e..sets 

to between 
and 

between 
and 

• ••• •• % 
c;' 

• ••••• /'0 

• ••• •• % 
• ••••• % 

(a) Premises having a book value of RSe __ ._. __ 

have been revalued on the basis of 

revaluation made by professional valuers 

on _____ .' Capital Reser.ves shown 

in Schedule 2 includes profit on such 

revaluation to the extent of RSe ----
(b) T1w rate of depreciaWon cha~ged on 

pr3mises during the year ranges from _____ _ 

to and on the other assets 

fro!!!. -.--.--- to _____ -e 

(7) Net-Eo.1 ___ ~t.L~os~ __ c?ll.§l8 ~£'j.'£y"a.£jimen_ts., 
lan.SL_~nd buiJdiJ1.&~nd other ~eetse 

'll}).is item includes profit/loss on 

revaluation of _______ .. ____ Cindicate 

nature of ass8ts) to the extent of Rse ____ e 



I -~ I .~ 

- 8 -

(8) Iv.ii?ce~)a~:..o_Y§_ inco~ 

In schJoulo 2 attached to the Profit and 

Loss account, the item 'Miscellaneous income' 

includes the following items (indicate nature 

and amount) 

(9) Other exrend~t~~e 

In schedulo 4 to the Profit and Loss account, 

the item 'Other expenditure' includes the 

following items (indicate nature and amount) 

-----_ .. -_. 



Part I ------ . 

of ... 
BALANCE SEIE:i,T --- ------ .... -..-.- _.", 

(000' s omi tt . .?d) 

Capital & Liabilities Schadule As at 31.12 As ut 31.12. 
9_q·~-~r~e_n_t_ "ire_8F. Pr:"J_v:..~c)'£I?_.'y'0.a.r:: 

Capital 

Reserv~s & surpluc 

Deposits 

Borrowings 

Other liabilitiec 
and provisions 

Assets --... ---..... 

Total 

1 

2 

3 

4 

5 

Cash and balances with 6 
Rescrvo Bank of Indi1;\ 

Balances with baaks and 7 
monay at call and short 
notice 

Investmants S 

Advances 9 

Fixod ASSets 

Other Assets 

Total 

10 

11 

Conting0nt liabilities 12 
Bills for col18ction 

. - -"-- -.-.. - -.- ... -... - - .. -_. -- ..... 



¥OR--1!.~TIQP.~_IE5_D. J?.AI~.F;.S 

Capital (Fully owned by 
Central Governmont) 

Authorisod Capital 

( 
Rs. 

Sh(EGS of 
8ach) 

Issued Capital 

( 
Rs. 

shc:r28 of 
~)ach) 

Subscribed Capital 

( 
Rs. 

sh3r..:::s of 
each) 

CallGd-up Capital 

( shores of 
~. each) 

Less : Calls unpaid 

Add Forfeited shaT8s 

As ,at 31.12. As at 31.12. 
C~L.~_e:..n..~. ~~C:!¥.. ~yJ2_u.s. i1~_a.r. 



SCHEDITLE 2 - RESERVES & SURPLUS . -...... - -.---- .- .. --.- .--.- --..-.•. -- --- .~. 

As at 31.12. As at 31.12. 
p_U:.r.r.e.n.t. Y.~_?£ ~re.y_i_!)_u..s .. if.eAr 

I. Statutory Reserves 

Opening Balance • 

Additions during the year 

Deauctions during the year 

II. Capital Reserves 

Opening Balance 

Additions during the year 

Deductions during the year 

III.Share Premium 

Opening Balance 

Additions during the year 

Deductions during the year 

IV. Revenue and Other Reserves 

Opening Balance 

Additions during the year 

Deductions during the year 

V. Balance of Profit 

Total 



efJig.~yLE 3 - D£POSI.i.S 

A I. Dem2nd Deposits 

i ) From banks 

ii) From oth--.;rs 

i) F rem bu.nks 

ii) From oth.:.:rs 

Total 

B. i) Deposits of brGnchcs 
in L;dia 

ii) Deposits of bralJchcs 
outside India 

Total 

As at 31.12. As at 31.12. 
Cur:rl...:nt .::£..e_2£. Previous Y..92£ 



SC&DULE 4 - BCHRCWINGS 

hs at 31.12. As at 31.12. 
Current YeQr Previous Year 

i) R8serve B<;.nk of India 

ii) Other banks 

iii) Oth2r institutions 
and agencies 

II. Borrowings outside India 

Total 

Secured borrowings included 

above Rs. 



SCHEDULE 5 - OTHER LIABILITIES & PROVIs19J[§ 

J. As at 31 •. 12. As .at 31.12. 

I. Bills payable 

II. Inter-Office 
adjuctments (net) 

III.IntGrest accrued 

IV. Others (including 
provisions) 

Total 

Cury_cnt __ yr:: a,!. p~£.:~J~UP yea~. 

--------- ------------

--.--- -------



SCHEDULE 6 - CASH AND JALA1\fC}i]S WITH .B!~.f3]:BVE_~"sA1\P"S . .QR'Jl-IDIA 

I. Cash in hand 

(including foreign 
currency notes) 

II. In current Account 
with Reserve Bank of 
India 

Total 

-
As at 31.12. As at 31.12. 
Current year Previo_~s_.'y':ea.!: 

---.---- ------



SCH3DULE 7 - BALANCES WITH BANKS AND MONEY 
AT CAL~ AND SHORT NOTICE 

~-------- ------- ----_.-- .. - ----

I. In India 

i) Balance with Re2~rve 
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 

Hith banks 

With other 
institutions 

II. Outside India 

Total 

i) Current AccountE 

ii) Deposit Accounts 

iii) Money at call and 
short notice 

Total 

Granc total 

As at 31.12. As at 31.12. 
Curren_t_~.i!E Previou~year 

-------------

----.- ... - _. - .. -- .. ---_. ---.-~ 

============ ============= 



SCH:~DULE 8 - IlifViE.sT~,Li~NTS _._._ ... _ .... _ ... _. __ . ___ . __ .. _ A" _ .... 

I. Investments in India --- -.... - --. - -- ..... - .... _.- - ----
i) Government sec11rities 

ii) Other approved securities 

iii) Shares 

iv) Debentu~8s and Bonds 

v) Investments in 
subsidiaries/associate 
companies 

vi) Others 

Total 

II. ]}l..~~s_t}~e})::t_s_~l.!.tsid_e. l_ndi.C! 

i} Government securities 
(including local 
authorities) 

ii) OthGrs 

Total 

Grand total 

As at 31.12. As at 31.12 • 
. C_~~ 1:.8.n. t_ .. .Y~:'§£ Pr ~y_i_o_u.s_ Z9.ar 

----.- .. -.- --.. -.-.. --- .-.----.---
... - .. - "'p -.~ .•• -.. --... ---. - ------- • 

============ ===========~= 



A. i) Bills purc~Rsed end 
d. i S C C un te d 

.... '. Cr.,..h cr'~C';':-s ovprdrafts 1 J. J CI ",J..< J • • '.,' , 

., .' " 1; 

and l0Ens r3pc' ygbl:~ on 
de::l~md 

Cn'I'r(~d by Bank/C'TOvc rnl1"nt 
8uarGntes 

Totsl 

C. I •. 11d;i(ppc::.S._ j 11 J,nq1,'l 

i) Priorj!~y s"ct')rs 

it) 1- ubllc sector 

~ ; i) ;:~Bnks 

i v; () th.:';I' S 

Total 

i) DU0 from brnks 

1.1) !:")U8 from others 

~r C:t~ d To tal 

As at 31-12-
Q.q~!ent year 

_.'-_._--

-'--"\:----

As at 21-12-
_.1'J.!!YtQllLX~. q;.,. 



At cost c-;s at ~;lst D8cC'mb;:,r 

Add 1. ti'lns dur j P ~ tre ye ;-~r 

De d uc ttons du!' tng tJle yC'i~;r 

IT. ('\t'~,~r F"l:xe.d Ass:ots (tnclud
it? g _. ~ur.n i 1!!J:r:.~~ eX _. f. tx tqr. f"S t _ .. 

Add~ tt'lns dur; n~ the Y83.r 

Deductinns dur~ng tho y0~r 

DE.p:;:',::'c~8t1on to dete 

Total 

As at 31-12-
C ur ~~n t. " Ye 9.!: 

As e t 31-12-
Pr::,:vjous Yrar - -~--- .. ~ ._---



I. Inter-Office adjustments 
'\ (net) 

II. 'Interest accrued 

III. Tax paid in advance/tax 
deducted at source 

IV. Stationery and stamps 

V. Others 

Total 

As at 31.12. As at 31.12. 
CurJ:Gnt L8.C!I Previol!1LY~_a.~ 

-- .. -.- .. -- ------



I. Claims a3ainst the bank 
not acknowledged as Jebts 

II. Liability for partly 
paid investments 

III. Liability on account of 
outstanding forward 
exchange contracts 

IV. Guarantees given on 
behalf of constituents 

a) In India 

b) Outside India 

V. Acceptances, endorsements 
and other obligations 

VI. Other items for which the 
bank is contingently liable 

Total 

As at 31.12. As at 31.12. 
Qs.r_r~l!t.Leil'£ Previous_xe~ 

------ ------
-.-.--.-- -----



Ar:mEi3~ I.~W .. f:1_V!._= J~_?}'..:Lll 
f r QlHl~E!d.. Forma t 

.Of 
pn0li'r T. AND L03.LACC<)]N-I (000' 5 Omi tted) 

Pro fi t::nd Loss Account for the year ended 
_______ . _ .. __ 31§t )~e~tl"!lb.er . ___ ._ 

In~ome 

rntersst earned 

<"' t''1p.r income 

;:':xp~Qd ttur_~ 

Intr;rest expended 

Total 

o p '2r 8. ting expens·:s 

P r ovis1or.s and 
con ttng0nc ie 5 

Total 

Schedule 
No. 

1 

2 

3 

4 

Year ended 
31-12-
Current Year 

--------

YeHr ended 
31-1~.-
P r :~Y.iQJd.s._.J ~g.r_ 

----.--- -~ .. -----..... --
il.Dp"r.QP.!: 1.a tio!!§ 
Net profit (Loss) 
fo:;:' t}:1 e ye ar 

Profit (Loss) 
br ou ~~h t for "far d 

Total 

Transfer to st2tutory 
re S8r Vc1 S 

1'r C' ns fer to C'ther T(:' S9r ve 5 

rrDnsfer to GOVrrnmFot/ 
ProoosAd dividend 

Balance carried over to 
balance sheet 

Total 

NOTE: 1. The total income includes income of foreign 
branch.es atRs. 

2. ThG total expendj.ture includes expenditure 
off 0 r sign bra n c h e 5 a t Rs. 

--.----



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 ) Oth;~' rs 

Total 

Y~ar ended Year ended 
31.12. 31.12 • 
.Q1Y:'.E_'? _n_~'y'e B£ P~i 0J:!..f?_ ;r~.lJ:£ 

SCHEDULE 2 - OTIlliR INCONJE -.--_ .. _--.. ---. -- .. -.... -.•. 

I) Commission, exchange 
and brol:erage 

II) Rent 

III) *Nst-profit on sale of 
investments, land and 
buildings and other aseets 

Ivl *Lass: Net 10ES on 2ale of 

Year ended Year ended 
31.12. 31.12. 
Cu=}'_e_tlG.:..xeE. PJ;~.y'io~_~_a.; 

investments, land alld 
buildings and ether assGts 

V) *Net profit on exchange 
transactions 

VI) "'Less: Net lo.'=s on 0xchange 
transactions 

VII) Miscellaneous income 

Total 

* as applicable 
•• 2 



-- 2 -

.§Q!i~D~ .2. == 11{:rERI};ST EX_?BND"~~ 

I) Interest pn deposits 

II) Intierest on Reserve Bank 
of India/inter-bank 
borrowings 

III) Others 

Total 

Yeer ended Year ended 
31.12. 31.12. 
Gurre_nt_~.§.£ ~~!tvious :rej!! 

sCH.Ii;num L:. - OE~~ATING EXPENS"JS ---.---.--- . . .. - ---" 

I) 

II) 
III) 
IV) 

V) 

VI) 

VII) 

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' feGS & expenses) 

VIII)Law charges 
IX) Posta!~1 telesrams, 

telephones, etc. 
X) Repairs and maintellance 
XI) Insurance 
XII) Other expenditure 

Total 

Year ended Year ended 
31.12. 31.12. 
C~r£eR1L'y'ea.F. Pre_y}-_Q1!§~r 



Annexure VI - Part III 

NOT88 AND INSTRUCTIONS FOR COMPILATION ___ ..... • __ •• _. __ ·_. _____ 6~. ___ .___ .... 

1.. Th6formats of balcnce sheet and profit and loss account cover all items lik8 1y to appear in these 

statements. In case a. bank does not have any particular item to report, it may be omitted from the f·o..rma"ts. 

2. Co:cr3sponding ~omparative ftg Ur3 s for th·3 previous year are to be disclosed as indjcated in the formats. 

The yTords 'currc'nt year' and 'previous year' used in the forma ts are only to 1nd:i.ca te th6 ord€r of pre san

ta tion and me y no t appear in the a cco un ts. 

3, Fi~ur8s s;.lould be rounded off' to tl}e nF'pr3st thousand ruor:es. Thus a sum of Rs.19,75,82l.20 will appee.r 

in tt-: balancs sheet as Rs.19,76. 

4. Unless O·;~h6r\vj~C ir.djcated, the term 'bank/s' in thGS2 statsr!lcnts will :lr~cludc bc~nktng comp2.n1i"s, natjor;a-
l. 

lise·a. b2nks, St:\~<-:; lank of India, AssociatE "Sanks and all other insti.tutions i.ncluding c')operc:tjvss carrYln:~ 

on tl-:,~ bUsiness of lanking, vThethar or not incorporated or Opt~r8tin~ jJ'.Ind:1f'. 

o. 1'11(; ~->~_nd_i version of' the belancE.; shect '.'1ill b<' C!. part Of' Sl,: m:n~Jal r3port. 



1 ~Ja ti.9nali sed Banks 
Capi tai-(Fuify'-owncd by 
Central Clov(.rnmGnt) 

o tl,€:r.:Ja~l1l1s._Cr.D.d~alll 
Author ised Cap i tal 
( •••••••••• Shares of Rs. 

Issued capital 
( •••••••••• ::31nres of Rs. 

aub scr ib -:d Cap i tal 

( •••••••••• She-res of ~. 
Called up Cap i tal 

( •••••••••• ,3har s s of Rs. 

Less: Calls unpaid 

Add ~ for f"~. tC.d shart:. s 
t Ci i d up cap ita 1 

B~.n..k.:i.qE. .gQt!lP..9.ni(~..§. inQQF-=... 
ILnJ'd ~c_g .Q9t.s_td€ lpdia. 

N o~~~.~D.cl...inst:r..IdQ.tiQQ'i. J.Qr._c_o'l1l"O ila ti on 

ThE: C8.pital ownsd by C:.:ntral Gov·:i.'nm5nt as on the dat,] of thE 
balance shec t should b,: shown. 

In the c;:;sE' of otht?r Indian banks, Authorised, Issued, 5ubscri
each) bed, Called up ocp i tal should be gtVE' n s;-:para tzly. Calls-in

arre81's will bl? dS'duct'?d from the called-up capital ,·,rhile the 

each) patd-up value of forf:;.'ited shares should bo added thus arriVing 

at the paid-up capital. ~·1here n8c,:·ssary, it8ms ,mich can be 
each) combined should b· sho~'Jn under ons head for instance 'Issued 

and 3ubscrib2d capital' • 

Oach.) 

In thE. cas.; of B'~:.iJ.k:l.ng Compe.niGs Incorpora tsd outsld" 1 ndi8, 
trH~ Bmount of d::oposi t kSpt vT1.th RGs3rV? Bank of 1n0.i.(', und.Er 
sub-s':'ct:ton 2 of' s:;ction 11 of thE' Banking R;gul,,,,tion Act,lS4S 

s~lould bd shown Uno.fr thS noad 'captta1'; the; J:nount, 1-:'J'!cve:::r, 
should not bG e;,·:~,ndGd to thE) out8r column. 

~! 0~.~~ ~. =-_ Q~JEl1.-:'::::l 
Tliu c~""aIl;?,~:;s tn t~J.0 [Ibov'o; it2rr:ls, if rny, dllr~n~; t'" y·:';ar, sc"'.y, 
frcs}' cont1:ibutior: mad~; by Governm'·r,.t, fr'csh is'3I.K of' c::::pJtc11, 
c2pit::lisc::.tion of l'c.;ssrv·:s,etc mey b2 GxplE.:inJd in t '-<' nott r

; • 

• • • ? • 



l.t:;m .- _.-

Re s:- rv~) s 
Llnd 

Surplus 
2 

.. 

- 2 -

N oto s._.and._1Qs t.:~1dQ.~iQns_ fQ.L.9Qffill;il..Q :~i.QD 

Reserve crE:at0d in terms of section 17 or any othi:Or sectj.on of 

Bankin g RE gula tion Ac's mus t bo separ a tely dis clos8d. 

The Exprsssion ' capitEl resarv~s' shall not include any amount 
regarded C.s free for distribution through thE profit & loss 

account. Surplus on r6valuation or sale of fixcid assEts shoUld 
bs tr68t6d as Capital RsservEs. 

Premium on issue of sl:.ar€ capital may be shown sEparc:.tely under 

this head. 

IV) RGV2n.lJG_qDq._Q.~'~:7cr:.Jl:~~~~_~:.§ ThE> expression 'RE:.v<;onus ResErVG' shall mGan any rss~rve othc,r 
than capital rGscrv~. This jtsm llTill iDcluds c,ll r,=s:rvJs, 

other than those::, s;:'P[,T3tC.ly clc:ssifi;:..:d. The cxpri.2 ssj.or: 1 rc: s rv,:" , 

shall not tncluda any amount 1,{rittGD off or r,,?tain'.>i by ;,JaY of' 
prnviding for deprGci·~'.t50n, r:o::n'c·wals or dimuni'tion :i.n vrlus of 

Gss<'ts nr r:tc,in:::d by '.!S.y of provid1n?, :Por any k~f)wn ljabiljty. 

Inc1udGs b;.l·'''c!'.c,: of r,j~'ofit aft:r approprietions. In ccs~:· of 

loss the b;~1.'3""c·. ffiOY,:<: sho".:JD 3S a deduct~on. 

j) !"~r:'lVrmr:nts jn v~njous cat" zori€s of r::sGrvcs shoulc:. b" shmm 
~;S ind7.catld in t~.--:.: sch(.dul·::. 



l:':'cs. 

D~Dosits . 3 

Cov::ra gG 
--.-.~-

A.I • .Q.§.QL~Qg ]~GP_osi ts 
i) fr om banks 

11) from oth~r s 

TTl. 'rsrm D2'p_Q.si ts 

1) -Prom banks 

i i) from 0 tl')E:r s 

- 3 -

Includes all bank deposits r2payable on demand 

Includss all d(;man.d d-':'pos5ts of the non-bc:nk sectors. Credit 

balanc::s in overdrafts, CE-sh crf,d1t accounts, dEposits payable 

at call, ovsrdu€ deposi'cs, inoperative curr(;nt 8ccounts, matured 

time dspoSits and cash cc~rtificat6s, 3tc ar·:; to be includl;d under 

th i s ca to gor y • 

Includes all savjr:?;3 bEL~!k deposj,ts (includin? tnoperatjvc sav~ngs 

bank accounts) • 

tsrm. 

IDclud:s all typ'S of d'c;'~}osits of tht:: non-bal1k ssctor r(;':)ays'uL. 

E,!'t-:r a soccifisd tcr:1'.. Fjxt'-;d doposits, cumulati,v'2 and N:curric~ 

d:.:posits, c2,sh c~rt~fjc,;:'~:~s, annuity dsposits, d';posits mobtlis.~d 

una.:':::' V:~1'j_Oi!S sc'-:,,:,mi::S, 'Jr(~_incry staff' deposits, fnr~~; ~n CUI'l'~'ncy 

n()n-l'0s:id(!"~: dGposjts ccc")ul1ts, '~tc 81': to bE'; inclu~: -d u~,,>,r this 

ec:. :~,~, gor y • 

• • • 3i:a. 



T ... , t!! 
~'...:L __ QovGra ge 

B. i) D6posits of branchc:s 

in Indta 

ii) Deposits of branch6g 

outsidE India 

- 3A -

NQtes-=. General 

a) Int6rast payable on d;.posits (·;·mether accrued and dUe and 
accru6d but not du€) sbould ~ot be Llcludfd but s~10~!m undE,r 
other liabiliti3s. D;=posits, r~pClym;rJt of ~tlhich is subjc:ct 
to rbstrictions by its vr,;ry nature, 1ik~ margin dt;pos:i.ts, 
security deposits from staff, 0tc also shoUld not b;'c jncJud~;d 
under dGposits but ShOl,rn under 'ot'''1~'r li.abil~t~Gs'. 

b) Maturc,d tim.;; deposits ,'nd cash. c,:rt:U"ic2ts,6tc 

tr:08tbd as dGmand dJDClSjtS. 

c) Deposits und<::r spscial SC1:1C:ffiSS shoul(~ b,CJ i.ncludtid ur~o.('r -:--r-m 
d'?posjts if they ar:; {!G':; payable. on d';':'Tl2nd.,i~~n suc); d.,poct-cs 
!";av~ m3turcd for payr:l·nt trey shoUld b6 shol'n und·r- d:.:JEnd 
deposits. 

rl) Df-:\'Ir'3 i. 4~S from b:r,ks ",j.11 includE deposj ts from thE: banktng 
sys'':::m in Tno.~?, co-oo r2tj.v·:,.' banks, foreign banks ':r'-oich may 
0]' rr:~,y r'.ot \.-o.V-3 a p!';;s2ncf. in Indja. 

• •• 4. 



Bor r ovin gs 4 I. BorL9_'JiD_K~iD_lr!.~i.§. 

i) Rss.::-·rve Bank of Ind.ia 

it) <'ther banks 

iii) ('\ trer ins tj. ':uti.ons and 
ag8nc~.es 

SG cured b orr ()\/inz;s incl udsd 
abovE 

- 4 

Includ8s borr01,.,ings/rof i f'C:,DCS ftr.:d rrodi.scount obtain&d from 
Re s8r v-,: Bank 0 f I nO. ia 

Includes borrolf1ngs/refjx"c:nce and rediscount obteinsd from 
commercial banks (includin~ co-op0rrtivE banks) 

Includes borroH;ngs/r~fir:·:rc'-- "mel rediscount from Industri-
. - -

21 Development Bank of Ir:6Ja, SXT)ortr-Import Bank of India, 
National Bank for Agriculturs 2nd Rural D0vfloom6nt and 
o:her instjtutions, ag6nc~-:s (jr:cluding liabiljty against 
par ticipa tton eer ti ficd t. s, if Gny) 

Includ=s bOrr01'lings 2nd rediscounts of Incijz.n branch:-s 
abroad as well as borrovjngs of forsign branchss. 

This item -,fill bE. sho'.vn s"_parat;:.ly. Includes s6cur::cl 
bOlrO\'lin;s/r'sfinanc(, in India ':,nd outside In<1ia. 

i) T~lc total of I & IT '.1ill agr6~: \lTith the total 
borro l,fings sho"m in -:)1\': bal.;ncc s~:'J t. 

ii) Int<:r-officC3 tr&nsc ct5.ons s~lould not b~, s1:'l('lI-Tn as 
borrQ1.vin S';s. 
funds r3.is:~d by fOI'c:.gn brc:;nch_<-·s by ·..rc:.~7 of' c_"-,::~;:_
c~t;:;s of' dsposits7 r:.otss, bonds, A+;C shoUld -'-'. 
c18ssifi_8d, d·:::1')Gt'"!.d~_r.r W,('D c.:OCUr:"ibDtct"C":7 DC) , ·i'.!::.osjts', 
, b n J:' r (' ;,ri n ;z S' €. t C • - - , 
R.-,f'jeancf. obtained b'i tanLs frol"!l Rc.s~·~·v·~; ~Gr:;-: o'!' 
India ar:ci V2:'j;';LAS tns-~i+:1..1~~j0f1S C~;:· b~ "ill'; ol'ou::srt. 
una,-r t1;.'C' ''Jcc.d '30r':~o·.;:i."~c;'. FnG(~ advc;~lC':S ·rj.ll b" 
shOI;!rl :o~t tt-:, lOS:'; L<-'-,OL~r:. fir:. Ch,. 2SSEitS sid;-. 

,-
••• I~ • 



other 
Itabili
tie s 3.nd 
';)rovi
sions 

~b.6~UJ,6 Cove!:8 ge 

5 I. Bills payable 

II. In ter _0 fficc ad. jus tmen ts 
(ne t) 

I:rJ. Int('C'r 6 st accrued 

IV. othsrs (includtng prf"lvi
stons) 
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Includes drs.f'ts, telegraphic transfGrs, mail transf·?rs payable, 

pay slips, bankars chequ6s, othEr miscellanEous items, etc. 

Tl"e intE:r-office adjustrrL'nts be,le-neG, jf in credit, srould be 

sro'm under trj.s head. Only net p0S~ t·--Ion of' tntEr-off'icE 
a ccoun ts, inland a s viS 11 a s for 0, L;n, should b6 sh01.m l:1er a • 
Includes int~rGst due and payablE and i~~ r3st accrued but 

not due on deposits and borrowings. 

IncludFs n0t provisj.onf'f"lr 1:1com':: tax and oth~r tax::'s like 

lnt'crest tax (less advar'c~ payment, tax cl.6ductc:d at sourclS, 

-.;;tc ), surplus provision in ba.d d~t)ts pl'ovision account, sur

plus provisions f'or dsp~';c5ation in sGCUr~tj8s, cnnt~ng~ncy 

funds which are not disclosed as reserv,::s but ar.a actually in 
the naturi.;; of ras8rv,:.;s, proposed d;vidGnd/transf'·~r to Govern
ment, other liab:Uiti6 s ·::Ji':.ich aT:::' not disclos:=d undLr any of 
the major heads such as unclaimed dividond, provis~ons and 
funds kep t for spEC ific purpos3 s, un6x-p ir:d~iscount, outstand
ing char gas l~ke rent, cC'nv~yancet etc. C8rtajn types of d6-
posi ts like sta ff secur :.ty dt;;;posi ts, mar gin deposi ts,:;;; tc 
,,.mere the repayment is not fr-.::.:3, should 2150 be included undEr 
this head. 
1f~teg - GEneral 
1 For arriving at th<.; D:t balance of inter-office adjustments 
all connected in ter -0 fficE accounts should be a ~gr6 ga t,"d and 
t'1.e n~t balance only will be shown, reprtS6n·t~.ng mostly ttems 
in transit and unadjus"t;acl items. 

i1) The tnterGst accruing on all da"pOs~. ts, vThe tl--6r ti~e payment 
is due or not, should bs tr6c.~t2d as a liability. 

iii) It is proposed to sh':nl only purE deposits und;;;r th2 haad 
'deposits' and hence all surJ:)lus prov~sions for bBd ,:lDd doubtful 
dEbts cl')ntinel3ncy funds secret reserv(;s,.:;tc which are not 
netted Qffaga1.n~t the tSlattv3 a~S6t:; should be brought under 
the head 'Otl"JC'rs ~~nclujir.g DroV i S 1 0ns}'. 6 

• •• • 



Ca s'-' ar;c. 6 
b E·lanc·:,· s 
1'''i th ":;':-2 
Reserve 
Sank of 
Inclja. 

I. Co. 51.., in rand 
(includtng fOY'sign 

c u!' r e ncy no te s) 

II. In Current Account 
1;lith R3serv'3 :3ank of 
I nO. ~ a • 

- 6 -

I ncl ud:: s ca sh in ~a nd ieel L'\c,. j, n g f'0I': ~ gn c urr 8 ncy note s 

and also of fOI'c;;ign brClnc}:1'::-s in t~l';; case of banks having 

such br a ncl..,e s. 

Includfs the balances '1lBir:.tained '11th the H~s6rve Bank 

of Indie in Current Account,. 

• •. 7. 



~ , _ ·~nc<"!., 
. -:1 banl~s 
'_." mon·} y 
:::: t c2.11 Gnd 
;~hort notice 

7 

COVl!:r_B .!9_ 

T. IJ.Llnc~ 
1) Balance s wi th R£: serve Bank 

of I nd ia (other t::'B n in 
curr c nt account) 

it) Ba It::mce s ':.-;1 th 0 ther ba nks 
in Inc.ia 

JurI'Gnt 8ccounts 
D8?Osit accounts 

i:i.i) Honey a t call and sro:' t 
not:ice 1tT~.th b.s.nLs and otl--sr 
j V1 q t ~ tu t i ('Hi S • 

II. 0.;..lltS;tQ,~.J:.r..(Ug 
i} Curren t C)CCOl1r:l ts 

1D D900stt accounts 

-t.11) M one y a t call and s'1or t 
notice 

- 7 -

Includes balances held ';/i':;!! th.s Resarv'3 Be,nk of India other 
than in current accounts, if' any. 

Includes all balc,nces \'rj t;'l benks in Ind:!.? (:iDcl_ud~!1~~ co-
0'!Jsrdtiv3 bcmt~s). Balenc!'s in cur!':'nt :?cc('ur"t's 3n'j, (i.:,)OS~,t 
;:cc:C'unts ShOUld be s~"'o'm s,-·p~r2telY. ' 

In',:ludps deoosits r€pr,;yribl-.: ';lieiin15 days or less than 
15 days t notice lont in the inter-b2nk c8ll money mr"rket. 

Includes belanc6s h61d by ::'ore1&,0 b:i:anch;:.;s ar:.d. balanc8s !:teld 

by Ind~an branches of' tl--E :J8nks outside Incl:T.&. Balances hElld 
'11th f'creign brancl--€s by o'~~har brc:'!Jch.G~ o-f' the bank s'1ould 
not be s~~o~m under thts hr",'d bu-~ srould b? includBd ~"n jnter
branch accounts. Th~ amounts held in 'CUrr€Dt accounts' 
and'depostt acc()unts' shoUld b~j stJOHn s:"parDtsly. 

Includes depos1.ts usually class~_-f'-t.cd j.n f'or(~ign countries 

as money at call and short notice. 



1 "'- . ':n .: .~:. 

Irlii st
m "J. ":s 

- 8 -

8 I. Inv:"stmcnts in India ---_ ...... -._ .. - ,_._------
i) Gov'-;rnm'mt s9curi ti"~s 

ii) 0 th.er approved S6 cur i
ti.t: S 

Includes central and ,state Gov2rnment securitios and 

Government tru8sury bills. 

8-3curitj,cg otrer tllaf- 8-')v:::·rm~lGnt securities, 1!hich c.~.ccording tlJ 

the: statute are tr~8tGd flS approved securities, should be tnclu
ded here. 

iii) Shares Investments in sharss of compcnies and c('rp~ratjons not included 

in itEm (ii) should b~- inciud(.d h.:re 

iV) Debentures and Bonds Investments in dEbentur2s and bonds of' companjc-s and Corpl')re.

tions not jncludc:l. iri item (ii) should b2 tr:cludsd '''('rel. 

v) Inv:'stw"!".ts in subs 4 cU- Investments in subsidi2.Ij e S/sssOCiat3 co:npanjEs should be 
ari2 s/associe te companibS includ.;:"d t~,?r'e. A C0I11\)2ny 1;.[ill be cons~.d8I'ed es an 8.ssnci&t€ 

Vi) 0 thsr:> 

IT • I nve s bnGnt s outs ida India, - -- - .,-- . - -_ ... ............. -. _. . ... ~ ... - .. 
i) Gnv:::rGL:lsnt :secur jt:ic. s 

( ~.ncl ned rig local G utho
r;tjss) 

ii) 0 thE! s 

company ff")r t1:;a pU'r,os,. f)f this class:Lf5.catjnr. j f 11'"':1:'2 t}-.an 

25;;0 of' t):-:8 sr,8r5 c2Pi::~~1 of that cO~Tr(jany !os h?lcl by t,}-.C" bar]; .• 

All foreign Government secUT-lt~:-s including SCCL1.l'~ti:::s isswod 

by local authoriti(;s ~!lay be classified und"r t~'i1i 1-:'S3:]. 



£ovara ge 

.i.... 1) 

11) 

Bills Purchased and ) 
Discounted ) 
Cash credits, overdrafts) 
and loans repayable on 
demand , 

) 

1i i) TErm loans ) 

:s. 1) S€cur':3d by toD ;5bla asse ts 

ii) Covf;'ed by Gar'kF~"vl?rn::rlent 
GuarantEe 

i i:iJ Uns'2curcd. 

C. I !}g'y~Q.~~~ .. in_J ndE 
i) pril)rity sectors 

. ') ~l 

ii ') _. 1 

iV) 

P ub I t C 36 C tor 

Banks 
Other s 

11 .t d y_? Q.Q.~ ~L.Q.IJ ts idU.ndi~ 
n Due fr O!TI banks 

iJ.) Due from ot'1ers 

- 9 -

liQ:te ~ . ...2.mLJn.2.1:r.uc,!;1o~ . .t:Q.:t ,c.oIlJP..ll.a ti on 

In cIa ssifica t10n under se c tion 'A' , all 0 utstandtngs - in 
India as well as outside - less provisions mad"', will be 
classified under three heads 2.S indjcat6d and both secured and 
unsecured advances will be included under these h:·ads. 

All advancss or p::r t 0-1" cJ.C.V8l1C. S ,vh5_ch are s6cur<:d by tangjbh 
assets may be shown hare. Th; item vill jncluda advanc3s in 
Indie' and outside Inciia. 

Advances in India and outsidE I0di~ ~o tbe ext~nt they are 
cov.:'I'<:d by gu8 1'an·r !':·;-3S of I~'::H.::.'-: c~1G. fOI'~'j gn gOVl:rnm6nts and. 
Indtan and for6~.sn bar::ks a.T0>:) be 5.ncluded. 

All advancps not classi ftF.Q ur<c~ (i) and. (~.;) 1,Till b'C' inclu
ded r,.::rs. 

hdverlces should be broadly class~fi8d into 'Advances in India' 
and 'AdvancE's outs5dG Ind~.a'. Advar").ces in Ind'la uill be fur
ther classj fi.€d on the sector21 ba.s5s cl·s 1ndicat'3d. Advances 
to s~ctors ";l',jch fOl' tr.€ time b€in~~ are cld ss1.fied as priority 
sector s according to the 'lns truct;ocs of the ReservG Bank aI'S 
to be classified under the he.sd 'prjority sectorsl. Advances 
to Central c.n'i state Governm~;nts and. oth~-:-r Gov8rn~.19nt und9r
tall.tngs including Gov'2rnmcnt companjfs E'nd corporations vlh:!ch 
aI's, accord.:ing to tr,p statut8s, to bs tr::'C'.ted as publiC sector 
companie s are to be included In the Cd tE: gor y lip ubl:i.c a actor II. 
All advances to the banking s,~ctor including co-op:?rativ9 

banks \.;ill come under tl'e head I Banks'. All tha I' ~~ma ining 
advancGs ~dll be included Ur..d.-:il' this head 'Ot~1.::rsl e.r:d typi
cc;lly this cat.::gory will includ:-, non-priority advancss to ehe 
private, joint and co-operative sectors. 

• ••• 9a • 



1\1 o_~~ ~ ._.~::J-le r a..l 
i) The gross amount o·f 2.d.vc..nces jncludiD.'~ I'Efinance but 

excluding provisior'.3 ITl2d8:X) t";e sati57'2ct50n of 

auditors should ba 5:.10'm es advar!c3s. 

i1) Term loans will be loans not repayable cn demand 

1i i) Consor t1um advance sHould. L:3 s'~:.own ne t 0 of' r fClivsr ia s 

from other partjcipc~ting b8ni~s/institut~ons. 

'. 

• • • 10 0 



1i'tx'" d 
Ass'::ts 

10 

II. C t""'?r 'F'ixed li.sss ts 
(jnclud.~ng ~Ul'nttU1·'.l 
End ftx tur-s s) 

- 10 -

N Q"t!~ ~L?nd_ 1m!¥' L1c.ti911~ .... fQ.r '. qQrn9 •. ilC!.:~.lQXL 

Pr'3mts9s \-,holly or partly ,)'wn6d by tl-Je b2nki;~g company for th.e 

-purpOS2 nf bustnsss includ:,rg r;:c;idEntial p:L'Gffiisi'S shou.ld be s~101Mn 

against 'Premises'. In t~:-,.:; cas::- of premis'3s and other fixed 

assets, t1:"1e previous b812r~cs, 2ddittons t'-'(reto aI!d dE'ductjons 

tl'.8r'efrom dur:tng the year as 31so tl:e total deDT€c;ation \'/r~.tt€n 

off should be shm,m. '~~~" smns hc:l"ve b€fn lill'itten off' on r&ductior. 

of capitel or revaluation of assets, every balancE' S~'"1.6Gt after the 

first balance sheet SUbS~-Clun:t to the rlSductjon or rGv81uetion 

should sho1J the revised f:'isur-~s utth th.':: d[·ts and amount of' ro'C'vi

sion made. 

Motor vehicles '.!lnd 0.11 other fixed aSBots other than pronisG3 

but including furnitu.t'.J ~md fixtures' should QO shown under this 

•• ·11. 



i"':h -r 
a:3 s::~ ~s 

Schedule 

11 

Ccvera ge 

"Y. Irter-Off1cG adjustments (nEt) 

II. Int~:r~'st accrued 

TTT. T::lX poi.d jn edve.nce/t,ax 
d"~L1ctGd a"':- sourcs 

IV. S1atjonery and stamps 

IT. 0 t~'E r s 

- 11 -

NO~?ng_.inS.·;~l:UctlQn.UQr _gQlP.Q.il~ tion 

The tnter-offtce adJustments balance, if in debit, should be 
shown under this h"'=,d. Only npt p"')sit10n of inter-office 
accounts, inland as 1;J'E~11 as foreign, should be S·"'Ol..rI! here. 
"For arriving at t~'9 net be-,lancE of int"'l'-officc adjustment 
accounts,3ll connected tntel'-0ff'ice accounts should be 
a ggr Ega ted a0d the n;;: t b [" lance, if in deb it, only should be 
~ho\m. representing mostly it.1ms in transit [md un3dju~3t,3d 
l.te:ns. 
Int:::;rbst accrued buc not clue on jnvc.stm.snts and 26vatlc c s and 
interest due but noJ.::; coll:'ctsd 0n inv?stm~nts 'I,vill be t,l--:e 
main compoDEnts of ~~is jtsm. As banks norm;lly debit ~h5 
borro"rcr SI aCCOUt,t; :r~. th tr:tcrG st due on tht; b "laDc'::- S1,.,f "'t 
date, usually tl:ler·. may n0t b3 any 8ffiOUt:.t of -:l.n~ '~',:-st due on 
advanc"'s. rniy SUC~l int'·r·:?st as csn be, rGeljc;~··d in~~:::-
('rd; Dar y Celli' c:S omrky.: s"'ould th" s h 01,m undE'~r this h:ad. 

The a.mount of tax d cluctc;d at source ot:. secuTitiAs, advance 
!".ax p3.id,.stc to th' .. ?xt(n~ +;~~.at the::;8 it8ms are not set off 
'"'5:ainst relativ3 t::z proiT:,sic,ns qh01J1.J be sl"lo',m a~ajnst tr,~s 
~ ; ~ m .~ 

1 

Only exc6p ti.onal i '>ms of expendi. tureon s ta ttonfr y like 
bulk purc~ase of S&CL1I'ity oape.r, l,...,cse lEaf or ot.hEr ledgers, 
E'tc. 'I,roich are Sh01l!l &s auasi-ass.:t to be "I,,1I'i 'ct;8n of'P over a 
Q8riod of timE should b? 'shoc!-Tn };::;,r'..:. The vf'lue should be on a r?altstic basis =:nd cos+' escalation should not be taken 
into account, as t',},:>s':" items are for int~rnal use. 

This lN1ll includ3 non-banking assets and items like claims 
\.m.ich hc.ve not besn met, for instanc'::', clearjn~ it('ms, debit 
items representin6 2ddj,tton to assets or reduct~on in lia
bilities which hav'" not been adjusted for technical rea.sons, 
want of particu12.rs, etc, Bdvances gj.ven to staff by a ba.nk 
as employer and no~ as a b8nker, etc. It':"!!ls l,mich arl'; in the 
nature ofexponses ·v/o.ich arc pending adjustm-:nts should be 
provided for and th--:. prClvision netl;ed a~ainst "t.'1is item so 
that only raalisabl:-j vc?lu6 is sho'iJO und2r this head. Accrued 
incOID8 other than intorast m2y also be includ8d her0 • 

•.. 12. 



Schedule 

Contin- 12 
gent 
liabili-
ties 

Bills 
for 
Collect-
ion 

Coverage 

I. Claims against the bank not 
acknowledged as debts 

II. Liability for partly paid 
investments 

III. Liability on account of out
standing forward exchange 
contracts 

IV. Guarantees give~ on behalf of 
constitutents 
a) In India 
b) Outside India 

V. Acceptances, endorsements and 
other obligations 

VI. Other items for which the bank 
is contingently liable 

- 12 -

Liability on partly paid shares, debentures, etc will be 
included in this head. 

Outstanding forward exchange contracts may be included here. 

Guarantees given fo.!' constituents in India and outside India 
may be shown separately. 

This item will include letters 0\ credit and bills accepted 
by the bank on behalf of itE customers. 

Arrears of cumulative di7idends, commitments under unclervn:'itiD[; 
contracts, estimated 2.ffiOUn.t of contracts rem3ininfG to ba executed 
on capital account and not Drovided for etc are to be included 
here. 

Bills and other items in the course of collection and not 
ad jus-c8d will be 3J:J.cwn ai:sainst this item in the suml!~ary version 
only. No s8paratc schedule is proposed. 



r~~fi~~~oss Account 

Item Sc-liedU:re---------·Cove-rag:e - -----·---Notes a-ncr-fnsTru61To-ns for comDilation 
--------~~~~~-------------------------- ~--~, ~~~~--------------------~C1~) ______ :r:2) __ (3)_______ ----- (4) -. 

Interest 
earned 

Other 
income 

1 

2 

I. Interest/discount on advances/ 
bills 

II. Income on investments 

Includes interest and discount on all types of loans and 
advances like cash credit, demand loans, overdrafts, export 
loans, term loans, domestic and foreign bills purchased 
and discounted (including those rediscounted), overdue 
interest and also interest subsidy, if any, rel~ting to 
such advances/bills. 
Includes all income derived from the investment portfolio 
by way of interest and dividend. 

III. Intcrest on balances with Reserve Includes interost on balances with Reserve Bank and other 
Bank of India 8nd other inter- banks, call loans, money market placcments, etc. 
ban~{ funes 

IV. Othars 

I. Commission, exchange and 
brokerage. 

II. Rent 

III.*Net profit on sale of 
investments, land Qod 
other ~ssets. 

)( 
buildings) 

) 
) 

IV. *Less= Net lOGS on 
investments, land 
and othGr assets 

EGle ol ) 
c,nd builc1it~:s) 

.' ) 

Includes any other interest/discount income not included in 
the above heads. 

't. 

Includes 211 remuneration on services such as com~ission on 
collections, commission/exchEoge on remittances acd trans
fers, commission on letters of credit and guarantees, 
commission on Government business, commission ou other 
permitted agency busineEs including consul tancy 3 nd ot1:.er 
services, bro]~;:eraGe, etc on securities. It does not includs 
foreign exchanse income. 

Includes rent on properties, lockers CI.nd ctb2r leases. 
In~l~d~s.~rofit/loss on ~als of securi~io8, fu~niture~ la~d 
ana DUllolncs, motor vehlcles, geld, SlIver, erc. Cnly ~n3 
net ~osition 2hnuld b8 shown. If the cet nositi8D is 2 
loss, the ,"-1rJ.O\jl'lt .sb.ould be SllOV:n .. ~s G d:!c1UCti:i.:;rl. ~;'he Q2'C 

profit/loss Oi~l I'~;v21uati·='l:. of e,ssetc ::l~y r;120 b: ~~~'''wn 

L'_ ~lt~ .).!.' tllj_S i "t; :-:: : (I 
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-:(o....:1""") ___ ~(2~) _______ ~(3) __ _ ____ , __________ ~(4.._:...) __ 

Interest 
Expond~d 

Operating 
Bxpenses 

3 

4 

V. *Net profit orr exchange 
transactions 

VI. *Less: Net loss on exchange 
trc,nsec tion. 

VII. Miscellaneous income 

... as applicablG. 
I. Interest on deposits 

II. Interest on Reserve Bank of 
India/inter-bank borrowings 

III. Others 

I. Paymsnts to and pr0visions 
for 8mploye'38 

II. Rent, t~XGS and lighting 

III. Printins JnC s~ationory 

) 
) 
) 
) 
) 
) 

Includes profit/loss on dealing in foreign exchange, all 
income earned by way of foreign exchange 7 commission and 
charges on foreign exchange tra,nsactions Gxcluding interest 
which will be shown, under interest. Only the net position 
should be shown. If the net position is a loss, it is to 
be shown as a deduction. 
Includes recoveries from constituents for godown rants, 
security charges, insurance, etc and any other miscellaneous 
income. In case any item under this head exceeds one per
cGntage of the total income, particulars may be give~ in the 
notes • 

Includes interest paid on all types of deposits including 
deposits from banks 2nd other institutions. 
Includes discount/interest on e,ll borI'(l1rJings and r:-fincmce 
from RGSel'V2 Bank of Inc'ia and other banks. 

Includ08 discount/interest on all borrowings/refine~ce fro~ 
financial i~stitutians. All other paynents like intor:et 
on partioipation certificates, p8nal interest psid, etc 
may also be included hare. 

Inc ludes stuff seleri8s/w.sg38, allovJencGs, bonus, oth~~ ,r s'b.:'llf 
be l1~~its lilw)Jrovident f\l'1d, )G~s~?n, g:r::2tui t:l 7 , ~ i Tv-ori,)s t~ 
stoIi, leavo Iare concossl0ns, s~afI ~elf2re, 8GJ10-l 
2110wsncG to st~ff, etc. 

IGcludcs rant p~id by tl~ banks en buildinGs, VG~ic18~ enG 
O(;J~',)r !nuc.icj,c>"l and other ~G::~:-:::G~" p'1ic (;J::!:clu.diQ:~, ir1c~mc t;.:,x 
tJ. ti(t :t nt (~r~:;;:~ t .l~~ " .. ' _, ~) u 1" ~ c -c :,_e. c :1. .~: ~l ~~:. i1d ~ .. tlJ.c ~I~ s irni 1 ,':1 1.' Cj:.J.~i .-eG·J E :: nd 
lo':it' .. s. Hru,:;_,':,jL~ ,:\:'1 ",,;I:'C'':::: 311(] C,th2T si~:1i18r '9oyn:onts to 
s .~ :·~i· ~l :11oLl.l(S (:-1, ;_' :,_,(; '~.-\ ~-. r~ !.-~.~ "' .•• ., ';J I - ito 1::-' d 1 J--'(.~ 2.r-~:!.: .. ~ ~ t; s tOe nd 
prOV1S1nl1S f or 2:11).~(:';Y.· ,.<' , • 

I~cluc1c.s boo1:s ,:::,''.d fc,r,~. 
,:; no Jth<: r pr ir~ t i nt~ c~,~ .. l; .• 

0ublicity oxp~n~iturc. 

r~t:.:'tj_r,ncr: .... USOf.). b:r t}~Q b;3,nk 
2 '.':';;''} :."'''-.',] nc~ inC'cll"'r8C l:)y VJa~l of 
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IV. Advertisement Gnd publicity 

V'. Depreciation on bank's proPerty 

VI. Diroctors' fees, allowances 
and expenses 

VII; Auditors' fees .gnd eXT)ellS(;S 
(including branch auditors' 
fOl2S and oxponses) 

IX. Posta'~1 tcL3grams, teleTJhcnos, 
Gtc. ':. 

x. Repairs and Maintenance 

XI. Insur8nc2 

Includes expenditure incurred by the bank for advertisement 
and publicity purposes including printing ch~rges of 
publicity material. 
Includes depreciation on bank's own property, motor cars 
and other vehiclae, furniture, electric fittings, vaults, 
lifts, leasohold propertios, non-banking assots, etc. 
Includes sitting fees and all other items of expenditure 
incurred on behalf of directoril. The daily allowance, hotel 
charges, cotlveyanca charges, ct~ which though in the nature 
of reimbursemont of eA~ens8s incurred may be included under 
this head. Similar expenses of local Committe2 memb:.=rs may 
also be included under this head. 

Includes the fees paid to tha statutory auditors nnd branch 
eudit;o!'s for ')rofessional services rendered 2nd all eXDCQ;:--€S 
for performing their duties, qvcn though they may bn i~ the 
nature of reimbu':::s0m::mt of exponses. If 2xternal 3.udi tors 
havG bean appointed by banks themsGlves for intornal 
inspections 2nd audits 9nd other ssrvices tho expenses 
incurred i~ that context including fOGS may not be included 
undur this head but shown under 'other 8xpenditure'. 
All 1080':,.1 exponse::: and rcimbursem8nt of expenses incurr·:;d 
in connection with legal s8rvices are to be included h2rc. 
IncludGs all postal cho.r~5GS like stamps, telGp;r(~m, 
talaphO~Js, teleprinter, etc. 
Incl udas rcp::'.irs t'J oGnJo;:l13 proplJrty, th0ir rJ.;~~i·.1 tc tv:' nce 
ch·::I't).)s, ,;tc. 
Inc 1 ud:;~ insur:mc8 chorg..:::s Or! ba n~.:' s 'Prop~-;rt·;, insure: i1C 0 

pr::~i8 'xdd to DGDosit Il"'su::.:'·:~ nce !?;. Cr2di t G'Ll~ rr-u:. t .. ';) 
Corpor9ti n n, Gtc io thG extent thQy aro nat r:~ov~rod fr~~ 
tho c~ncernod partios. 
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All expenses other than those not included in any of the 
other hcads, like, licence fees, donations, subscriptions 
to papers, periodicals, entertainm0nt expenses, travel 
expenses, etc may be included under this head. In case any 
particular item under this head exceeds one ~ercentage of 
the total income particulars may be given in th0 notes. 

Includes all provisions made for bad end doubtful debts, 
provisions for taxation, prOVisions for dimunition in the 
valu~ of investments, transfers to contingencies and other 
similar items. 



ANNEXURE VII 

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 (l~ke punctual 

submission of stock statements quarterly 

operating statement wherever applic~ble 

balance-sheets for annual review, etc. 

execution of annual acknowledgement of debt 

and security, etc.) are complied with; 

cf all accounts of the borrowers are in orner '; 

d) the safety of the advance is not suspected. 

Code 2 : Irregular 

This category of borrowers COVers those accounts 

where the safety of the advances is not suspected, 

though there may be occasional irregularities 

wl?:tcb~ may be considered as a short-term phenomenon, 

viz. 

i) The accounts are oveIdrawn beyond the drawing 

powe.c (.based on' the vCillue of security less 

margin) or the sanctioned limit for a 

temporary period. It should be noted that 

,_ frequent overorawings' in aocounts are not 

to be construed as a short-term phenomenon. 

ii) Instalments/interest/retirement of import 



Bills under LIC, meeting the commitments 

under Deferred Payment Guarantee if they 
• 

are overdue for a period not exceeding 

3-6 months. 

iii) 30me of the bills advanced against (not exceeding 

·10 % - 15}{ of the total outstandings in the bills 

purchd.sed/discounted a·ccount of the borrower) 

are overdue for payment beyond the due date 

by 3 months and/or refund in respect of 

unpaid bill~ is not forthcoming. 

Code 3 : 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 

~ediate 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 overdravrings or issue 
of cheques without ensuring availability 
of funds in the account; 

(iii) undue delay/failure in payment of bi!lls 
payable the borrower and/or in realisation 
of bills drawn by him; 

(iv) bills purchased/discounted drawn by the 



borrower remaining overdue beyond 2/3 
months or returned unpaid and/or the 
recovery of such bills fIOm the borrower 
posing difficulties: 

(v) unexplained delays in submission of stock
statements/quarterly operating statements/ 
balance-sheets and other information required 
by the bank: 

(vi) slow rnovement/s·t.3.gna tion of stocks 
observed during inspections: 

(vii) low/negligible level of activity observed 
during inspections or suspension/closure 
of the business; 

(viii) persistent delay/non-compliance of vital 
requirements like execution of documents, 
producing additional security when required, 
etc 

(L~) diversion of funds to sister units/ 
acquiring capital assets not relevant to 
the business/large personal withdrawals. 

(x) avoidable non-adherance to project 
schedules lending to substantial cost
~scal"3.tions and requirement of additional 
term finance; 

(xi) .pressure on the liquidity lending to non
payment of wages to workers/statutory dues/ 
~Gnts of office and factory premises; 

. , 
(xii) any grave features observed by the auditors 

of the Bank which remain to be rectified; 

(xiii) basic weaknesses revealed by the financial 
statements of the unit such as cont~nued 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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'rhe Branch Hanager should essentially re.ly 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 cdt,='gory. 

Code 4 s ,\lvances' recalled 

This category consists of those accounts where 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. 

Code 5 : Suit-filed Accounts 

This category consists of accounts where legal 

action or recovery proceedings under the Public 

DGbt R3covery Act wherever applicable has been 

initiated. 

Code 6 : Decreed Debts 

Those advances where suits have been filed and 

deoree obtained will come under this category., 
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