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ABSTRACT 

Indian rural and urban cooperative banks are now crucial to the development 

of the country's financial inclusion. Since their founding, they have made 

numerous historical advances and contributed to the empowerment and 

security of Indians by providing convenient financial services. The Co-

operative Banks' journey has not been easy; they have encountered 

difficulties and administrative hiccups at numerous levels. In light of its 

rapidly deteriorating financial status, the current study aims to assess the 

challenge that the Punjab Maharashtra Cooperative Bank experienced. This 

made it necessary for the Reserve Bank of India (RBI) and the Indian 

government to act right away in order to safeguard depositor interests and 

uphold public confidence in Indian banking through regulations. 

This paper attempts to examine the Punjab & Maharashtra Co-operative 

Bank’s financial failure case with a focus on the risk involved as well as the 

contributing factors to the failure. The regulatory response is also examined 

in the paper. 

Key words: Financial inclusion, cooperative bank, Non-Performing assets 

& ethics. 
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Ⅰ. INTRODUCTION  

Despite the shifting economic landscape, cooperative banks remain crucial and the appropriate 

institutions since reducing poverty depends on participation and inclusion. In many countries, 

cooperative groups have proven more resilient throughout global crises, highlighting their 

significance for macroeconomic and financial stability. They compete on an equal footing with 

stockholder's banks in most countries since they are subject to prudential banking standards 

and are governed by banking regulators. In 1966, cooperative banks were brought under the 

radar of RBI, but they had to deal with dual regulation. The RCS (Registrar of Cooperative 

Societies) is in charge of auditing, management elections, and a number of administrative 

matters. The RBI then integrated them under the Banking Regulation Act as it applied to 

cooperative societies, which covered all of the regulatory requirements, such as giving the 

license, managing cash reserves, adhering to the required liquidity and capital adequacy ratios, 

and inspecting these banks.1 

The RBI has had to liquidate several cooperative banks as a result of scams involving 

substantial sums of money. This has caused controversy surrounding cooperative banking. The 

Metropolitan Cooperative Bank was destroyed by Harshad Mehta's fraud in 1992, and the 

Madhavpura Mercantile Cooperative Bank was shut down by Ketan Parekh's stock market 

fraud in 2001. These instances all point to a lack of internal controls and processes in 

cooperative banks or their failure. It is a common observation that cooperative bank boards are 

subject to political influence, which frequently proves to be an obstacle to their professional 

actions.2 

The cooperative banking industry has traditionally struggled with poor corporate governance. 

The failure of cooperative banks to comply with dual regulation, lack of professionalism, a 

delayed adoption of new technologies, and insufficient checks and balances are to blame. One 

such impactful example has been the Punjab and Maharashtra Cooperative (PMC) Bank’s 

crisis. 

 

 
1 Co-operative banks: Is dual regulation the problem?, available at: Insights into Editorial: Co-operative 

banks: Is dual regulation the problem? - INSIGHTSIAS (insightsonindia.com) (last visited on September 25, 

2022). 
2 Ayush Sahay and D Kalyani, “RBI gains more control over urban cooperative banks” Financial RegTech 

Newsletter - PricewaterhouseCoopers Private Limited, January, 2020. 

https://www.ijllr.com/
https://www.ijllr.com/volume-iii-issue-i
https://www.insightsonindia.com/2019/10/07/insights-into-editorial-co-operative-banks-is-dual-regulation-the-problem/
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Ⅱ. BACKGROUND OF THE PMC BANK  

The 36-year-old the Punjab and Maharashtra Cooperative (PMC) Bank was regarded as a 

mature cooperative bank under RBI regulation. The Cooperative Societies Act required the 

bank to register. Despite being the youngest bank, it received Scheduled Status from the 

Reserve Bank of India in 2000. Additionally, the Central Registrar granted the Bank multistate 

status beginning in 2004; this opened the door for it to join the national platform. About 100 

of the bank's 137 branches were located in Maharashtra, with the remaining ones being in 

Delhi, Karnataka, Goa, Gujarat, Andhra Pradesh, and Madhya Pradesh. The Bank was ranked 

among the top ten cooperative banks in the nation. As One of the biggest urban cooperative 

lenders, PMC Bank, had withdrawals from it restricted by the Reserve Bank of India (RBI). 

Customers of the bank have been in a panic, and the central bank has tried to allay worries 

about the stability of the banking sector.3 

A reputable bank fled in disgrace.  Lack of corporate governance, lax watchdogs, and a banker-

politician relationship were the causes of Punjab and Maharashtra Co-operative Bank's demise. 

Deposits totaled Rs. 11,617 crores as of March 31, 2019, which wasn't a joke and merely served 

to highlight the public's confidence in the bank. The bank loaned Rs. 6200 crores as loans to 

just one client, a real estate company called Housing Development and Infrastructure Limited 

(HDIL), which strangely was already going through bankruptcy. This situation can 

unfortunately be described as a multi-crore plunder.4 

Ⅲ. TRACING THE CRISIS  

PMC account holders received a shocking notification in 2019. The RBI ordered the bank not 

to extend any new loans and to stop allowing withdrawals of more than Rs. 1000 for the next 

six months. The PMC bank gave a substantial loan to HDIL and its affiliated firms. According 

to estimates, PMC bank's exposure to the HDIL group was roughly Rs. 6,500 crore, or 73% of 

the bank's advances, and none of this was recorded. HDIL promoters allegedly worked with 

bank management to raise loans. Despite non-payment, the bank's management didn't 

categorize it as an NPA (NPA). PMC Bank continued to deal with this struggling company 

even while it faced insolvency procedures (NCLT). The collaboration between PMC Bank and 

HDIL promoters began in 1986 as a depositor in PMC Bank and developed into a lender-

 
3 Dr. Lakhmi Mohan, “Politics of ethics- Poor Corporate Governance at PMC Bank” 12 Turkish Journal of 

Computer and Mathematics Education 4306 (2021). 
4 Id. at 4305. 
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borrower relationship, breaking lending rules and regulatory standards. The head of PMC bank, 

S. Waryam Singh, owned 1.91% of HDIL, which contributed to the loan. Despite HDIL's 

repeated loan defaults, the bank gave HDIL founder Sarang Wadhawan a 96.5-crore personal 

loan. HDIL had already defaulted on Rs 2,500 crore. The bank constructed 21,000 phony 

accounts for small-borrowing enterprises and faked reports to disguise HDIL's non-performing 

assets. PMC bank's exposure to bankrupt HDIL was Rs. 6,500 crore, or 73% of its entire assets. 

The banking regulation act limits single entity exposure to 15% of capital, whereas group 

entities can risk 20%. HDIL's exposure was 73%, four times normal. As the outstanding debts 

were large, listing them as NPA would have hurt the bank's profits and prompted RBI 

intervention. The bank produced fake financial figures and reports to cover the bad loan and 

HDIL collaboration. The facts were not shared by the board, top management, concurrent and 

statutory auditors, and line management. 5 

On September 30, 2019, the Economic Offenses Wing of the police charged the previous bank 

management and HDIL's promoters. The RBI-appointed administrator complained of forgery, 

cheating, and criminal conspiracy. The FIR names the bank's former chairman Waryam Singh, 

administrator Joy Thomas, and other senior officers, along with HDIL's chairman Rakesh 

Kumar Wadhawan and his son Sarang. Most FIR names are dormant. Before him, Joy Thomas 

and HDIL's Wadhawans were inactive.6 The Mumbai Police's Economic Offences Wing 

(EOW) has filed a main information report on monetary irregularities (FIR). EOW's FIR names 

PMC Bank's suspended director Joy Thomas, Chairman Waryam Singh, HDIL's Rakesh 

Wadhwan and Sarang Wadhwan, and other HDIL-related organizations as defendants. The 

Enforcement Directorate (ED) raided six locations in Mumbai and adjacent areas for a 

concealment case involving HDIL Punjab and Maharashtra Co-operative Bank (PMC). Several 

financial institutions have debt defaults against HDIL before the Mumbai Bench of the NCLT. 

Bank of India, Bank of Union, Bank of Industry, Dena Bank. Mumbai Police's Economic 

Offence Wing (EOW) detained HDIL bosses on fraud accusations at PMC Bank. Commercial 

and residential properties worth Rs 3,500 crore were also included in the EOW case. Rakesh 

Wadhawan, chairman of HDIL, and his son, Sarang Wadhawan, had 12 luxury cars seized. 

Ⅳ. IMPACT OF NON-PERFORMING ASSETS 

 
5 Pooja Sree Pombarla, “A Detailed study on Debt ridden Punjab Maharashtra Cooperative Bank” 23 IOSR 

Journal of Business and Management 14 (2021). 
6 Ibid. 

https://www.ijllr.com/
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Non-performing assets (NPA) are 90-day-overdue loans or advances. Non-Performing Assets 

are loans that aren't repaid within 90 days (NPA). The Reserve Bank of India regulates India's 

banks. A debt whose interest or payments are 90 days late is an NPA. The RBI's Asset Quality 

Review recognition norms drove up NPAs in Indian banks. If we wish to improve the quality 

of Indian banking, we must identify deficiencies and difficulties. Non-performing assets are 

the bank's largest problem. Banks hid NPAs before the RBI's Asset Quality Review, which 

recognized them transparently, openly, and severely. The RBI categorizes NPA loans.7  

What are the causes of Non-Performing Assets?  

Major causes of NPA’s are: 

• Industrial crisis: An industrial crisis is an external issue that affects NPAs. Banks fund 

industries' projects. In a crisis, companies may have trouble paying back their liabilities, 

putting them in the NPA Zone. 

• Credit distribution mismanagement: Finances Mismanagement by borrowers causes NPAs 

(NPAs). Some debtors pay bank employees to acquire a loan, then default. For example: -

Nirav Modi firm. 

• Willful Defaulters: Willful defaulters are people or organizations that don't meet their debt 

obligations to lenders like banks, even when they can. These are the most hazardous NPAs 

and frequently involve criminal charges against defaulters. For example, airlines are willful 

defaulters. 

• Lenient lending Norms: Overestimated financial state and credit ratings by banks for big 

industry brands cause NPAs.8 

 

What are the impacts of NPA on Cooperative Bank ?  

According to the RBI, India's gross NPA was 9.6% in 2017. This figure includes co-operative 

and small banks, as well as government and commercial banks. India has the world's second 

highest NPA ratio. According to December 2017 data, 9.6% has risen to 10.4%.9 

 
7 Baljeet D. Saw, “A Study of impact of Non-Performing Assets (NPAs) - A Special reference to Punjab & 

Maharashtra Co-operative Bank” 9 International Journal of Creative Research Thoughts (IJCRT) 482 (2021). 
8 Ibid. 
9 Id. at 486. 
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• Asset contradiction/credit contradiction: Increased NPAs decrease banks' capacity to 

recycle funds and lend more, resulting in lower interest revenue. It reduces the money 

supply, which might stall the economy. It also adds too much scrutiny to banks' corporate 

credit disbursement, causing inefficiency and slowing some industries. 

• Public confidence: NPAs may affect public confidence in the stability of the financial 

sector. Increased NPAs may pose future liquidity concerns, and banking stocks are 

plunging because of them. This rise in NPAs affects not only banks and the banking system, 

but also the economy. 

• Profitability: Non-performing assets (NPAs) have a tremendous impact on bank 

profitability since they stop earning income on stressed assets and they must set aside 

capital to protect depositors against possible NPA defaults. This is termed "provisioning of 

assets. The RBI prescribes various provisioning ratios for each NPA. Substandard NPA has 

15% provisioning. 

• Liability Management: Considering large NPAs, banks tend to cut interest rates on deposits 

like Fixed Deposits (FDs), Savings, etc. and charge higher interest rates on new and old 

loans to maintain their net interest margin.10 

 

What were the measures taken by the government and RBI to recover the NPA’s?  

While NPAs have been rising since 2015 after RBI's asset quality review AQR in 2014 is a 

favourable indicator. It suggests that the banks are hiding NPAs. The resultant recognition of 

true asset quality at banks explains the increase in NPAs during the last three years. Even 

though NPA reporting has increased since 2015, the RBI suspects that some banks are still 

underreporting them.11 In April 2017, the RBI asked all banks to reflect in their notes if their 

NPAs differed from regulators' definitions. As a result, some of these banks were heavily fined 

for underreporting bad loans.12 

• Pay back loans Parliament passed the Insolvency & Bankruptcy Code (IBC), which helps 

liquidate defaulters. 

 
10 Ibid. 
11 Id. at 487. 
12 Dramatic rise in NPAs in India after 2015 in one chart, and it’s not Modi’s fault, available at: Dramatic rise in 

NPAs in India after 2015 in one chart, and it’s not Modi’s fault | The Financial Express (last visited on September 

26, 2022). 

https://www.ijllr.com/
https://www.ijllr.com/volume-iii-issue-i
https://www.financialexpress.com/economy/dramatic-rise-in-npas-in-india-after-2015-in-one-chart-and-its-not-modis-fault/1142194/
https://www.financialexpress.com/economy/dramatic-rise-in-npas-in-india-after-2015-in-one-chart-and-its-not-modis-fault/1142194/
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• The RBI was given greater authority to monitor major defaulters' bank accounts. 

• The Reserve Bank of India (RBI) imposed a tight time frame and criteria for reporting and 

resolving NPAs. 

• The amendments aim to speed up banks' and financial institutions' debt recovery and 

resolution and make it simpler for asset reconstruction businesses to work with the new 

bankruptcy law to deal with NPAs in the Indian banking sector. 

• The Securitization and Reconstruction of Financial Assets and Enforcement of Security 

Interest Act (SARFAESI Act) and the Recovery of Debt Due to Banks and Financial 

Institutions Act (RDDBFI Act) were changed. Debt Recovery Tribunals (DRT) were also 

created to speed up liquidation proceedings.13 

V. WHAT ARE THE FACTORS AFFECTING THE FINANCIAL FAILURES, RISK’s 

INVOLVED AND IMPACT ON DEPOSITORS OF PMC?  

The three financial failures by PMC are Failure of internal control and system, financial 

irregularities & wrongdoing and under reporting of its exposure. The Reserve Bank of India 

(RBI) has admitted for the first time that it found three substantial anomalies in the operations 

of Maharashtra & Punjab Co-operative (PMC) Bank, requiring immediate action under Section 

35A of the RBI Act. These three infractions include serious financial irregularities; control and 

system failures; and misconduct and under-reporting of lending exposure. Due to financial 

irregularities, misconduct, and underreporting of loan exposure, the bank's financial numbers 

will change. In March 2019, the bank's gross NPAs were 3.76%. 2.19% of Internet NPAs. RBI 

irregularities may modify these NPA figures. The loans total Rs 8,383 crore. The bank's loans 

are largely retail (home, automobile, and gold loans), business, and MSMEs. The bank may 

have lent to land and other market actors. The bank has 13,619 crore rupees. Comparatively, 

it's little. The bank's record size is comparable to that of Dhanalakshmi Bank and Catholic 

Syrian Bank. The bank earned Rs 1,297 crore and Rs 99.69 crore last year. profitable bank. It 

was a retail bank that also traded currency. The bank also profits from trading. The bank's 

capital adequacy is 12.6%, compared to 9% for a typical bank. It has Rs 11,617 crore in 

deposits. PMC Bank didn't give greater deposit rates like many cooperatives. The bank's annual 

 
13 Ibid. 
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savings rate was 4% compared to SBI's 3.5%. Most commercial banks offer a one-year term 

deposit at 7.5%.14 

Impact of depositors in PMC the bank will not let you withdraw any of the money you deposit 

because it is cursed. The maximum amount you can deposit is 50,000 INR. People who had 

salary accounts with PMC encountered difficulties when trying to withdraw their money. The 

companies that used PMC checking accounts ran out of cash necessary for operations. After 

learning that they had lost their money, seven customers took their own lives. In accordance 

with the DICGC Rule, the total deposit and interest amount of each depositor is guaranteed to 

be at least one lakh. Even though the amount is more than one lakh, the depositor will only 

receive one lakh.15 

Various risks involved in the PMC case are operational risk, Credit risk and Liquidity risk.16   

• Operational risk: PMC has felt into this category due to the internal fraudulent activities. 

Even though the loans weren't paid back, PMC Bank didn't put them in the non-performing 

advances category. To hide from the regulatory body, they made up fake bank accounts 

and fake reports. The HDIL Group was given loans by the directors, including chairman of 

work Waryam Singh, and one or two top bank officials. Between 2006 and 2015, Waryam 

Singh was on the board of HDIL for nine years. 

• Credit risk:  PMC didn't verify HDIL's credit score because of political power. HDIL's 

borrowing grew from 5,000Cr in 2017 to 65,000Cr in 2019. PMC's money is stuck with 

HDIL. In 2017, Punjab and Maharashtra Cooperative Bank’s head S. Waryam Singh owned 

1.91% of HDIL. PMC bank continues lending to HDIL despite nonpayment. The bank 

handed HDIL founder Sarang Wadhawan a private loan of Rs 96.5 crore, even though his 

company owed Rs 2,500 crore. Punjab and Maharashtra Co-operative Bank created 21,049 

phony accounts to hide HDIL's non-performing assets. In his letter to the RBI, the PMC 

bank director said the bank owed the bankrupt HDIL Rs 6,500 crore, or 73% of its total 

assets. The MD added that if the bank's outstanding loans were categorized as NPA, the 

RBI would have taken action against it. A bank can only expose 15% of its capital account 

to one firm, and a group company 20%. 73% of HDIL exposure was four times the typical 

level. 

 
14 Jitendra Singhal and Varsha Chauhan, “Analytical Study of PMC (Punjab & Maharashtra Co-operative Bank) 

by considering financial failure of Bank” 12 Globus - An International Journal of Management & IT 7 (2021). 
15 Id. at 9. 
16 Ibid. 
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• Liquidity risk: They were unable to continue operating when PMC transferred INR 4335 

cr in deposits from its customers to HDIL. There was no collateral required for any of the 

loans made to HDIL, which ultimately led to a high level of liquidity risk. RBI At first, 

there were limits placed on the amount of cash that could be withdrawn. Unsecured loan 

INR 1000 ---------INR 10, 000--------INR 25,000------INR 40,000------------INR 50,000. 

 

Ⅵ. RBI’s TAKEOVER OF UCB’S 

There is a demand for the RBI to have more control over cooperative banks as a result of the 

lack of effective regulation of the cooperative banking sector. Deploying a method that solves 

the dual control issue and streamlines the regulatory and supervisory approach is essential. 

Cooperative banks might gain from the RBI's tested governance system, which would raise the 

standard of governance in UCBs and ensure their efficient and effective operation.17 

The RBI has implemented the following actions to improve governance in the cooperative 

banking sector: 

1. The RBI has developed a Supervisory Action Framework (SAF) to help better oversee 

UCBs. If a UCB encounters any of the following circumstances, it will be placed under the 

SAF. If the following conditions are met, the SAF will aid in UCBs' swift resolution of financial 

stress: 

*Depending on the level of stress, the net NPA for every UCB reaches 6% of its net advances. 

*Depending on the level of stress, a UCB has accrued losses in its balance sheet or has 

experienced losses for two straight years. 

*Depending on the level of stress, a UCB's capital to risk assets ratio (CRAR) is below 9%. 

2. The RBI has issued a directive requiring those UCBs with deposits of INR 100 crore or more 

form a board of management. Additionally, it instructed these banks to obtain RBI approval 

before hiring their CEOs. 

3. The Central Repository of Information on Large Credits (CRILC) requires UCBs with 

reported total assets of more than INR 500 crore to record credit information, including asset 

 
17 Supra note 2 at 5. 
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classification of borrowers with exposure larger than INR 5 crore, on a quarterly basis. The 

RBI further anticipates that UCBs will have adequate processes in place to submit returns on a 

less frequent basis. 

4. In its annual report for 2018–19, the RBI proposed the notion of forming an umbrella body 

that would support cooperative banks' capital and liquidity needs. UCBs are unable to raise 

money through either a public offering of shares or the issuance of shares at a premium. 

Ⅶ. WHAT ARE THE CHANGES MADE IN THE BANKING REGULATION 

AMENDMENT BILL 2020?  

What are the highlights and key features of the bill? 

India's banking sector includes commercial banks, rural banks, small financing banks, and co-

ops. Cooperative banks serve low-income people, achieving financial inclusion18. In 2015, 90% 

of co-op bank loans were under 5 lakh rupees, accounting for 33% of total lending. Co-

operative banks are co-ops that do banking. These organizations are owned, promoted, 

controlled, and managed by their members. Constitutionally, states can legislate co-op 

incorporation, regulation, and dissolution19. The Registrar of Co-operative Societies enforces 

state Co-operative Societies Acts (RCS). In 1965, co-operative banks were given some BR Act 

provision20. This provided the RBI authority over co-operative banks. This was done to protect 

depositors and cover the banks' deposits. The RBI controls state, district, and primary co-op 

banks (also called urban co-operative banks). It regulates banking-related activities such as 

new bank or branch licenses and investment and loan policies. The RBI also sets capital, asset, 

liquidity, and exposure standards21. Each state's RCS regulates co-op incorporation, 

registration, management, recovery, audit, Board of Directors supersession, and liquidation. 

The Banking Regulation (Amendment) Bill, 2020 amends the BR Act to expand RBI's 

regulatory control over co-op banks' management, capital, audit, and liquidation. On 

September 14, 2020, the Lok Sabha introduced the bill. The finance minister highlighted the 

PMC Bank issue when introducing the Bill to protect depositors' interests. The Bill replaces 

 
18 Madhunika Iyer, “The Banking Regulation (Amendment) Bill, 2020” PRS Legislative Research 2 (2020).  
19 Ibid. 
20 Banking Laws (Application to Co-operative Societies) Act, 1965. 
21 Supra note 17. 
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the Banking Regulation (Amendment) Ordinance, 2020. Similar legislation was introduced on 

March 3, 2020 and withdrawn on September 1422. 

 The bill has two kinds of changes (i). previously omitted provisions of the banking regulation 

act to cooperative banks and (ii). Amendments made to certain provisions of the act that apply 

to all banks. The key features of the bill are:   

• Under the Banking regulation Act, RBI can appoint an Administrator to replace the Board 

of Directors of multi-state co-operative banks for up to five years. Multi-state co-operative 

banks are registered under the Multi-State Co-operative Societies Act, 2002. RBI may ask 

RCS to replace the Board of other co-operative banks. The bill gives RBI the power to 

override co-op bank boards. If the bank is registered with a state RCS, RBI may issue the 

order after consulting the state government and requesting its comments within a 

stipulated period. 

• The provisions of the BR Act that pertain to employment conditions and qualifications 

for the Chairman and Board of Directors do not apply to cooperative banks. This is the 

case for both employment terms and qualifications. It gives the Reserve Bank of India the 

authority to dismiss the Chairman of the bank if it determines that he is not qualified to 

hold that position and to select a suitable replacement if the bank fails to do so. 

• If the bill were to pass, audits of co-operative banks would be undertaken in the same 

manner as audits of commercial banks. A competent individual would be responsible for 

auditing the accounts, and approval from the RBI would be necessary prior to the 

appointment, re-appointment, or dismissal of an auditor. The Reserve Bank of India (RBI) 

has the authority to issue an order calling for a specialized audit of the transactions and 

time periods indicated in the order. In the past, the Reserve Bank of India (RBI) had the 

power to order co-operative banks to do an extra audit on top of the audit required by the 

Co-operative Societies Acts. 

• The Bill changes the relevant clause of the BR Act to allow co-operative banks, with RBI 

permission, to issue equity, preference, or special shares at face value or at a premium to 

members or other people in the bank's operating region. Banks can issue 10-year 

unsecured debentures or bonds. The RBI must approve bank withdrawals. Members don't 

get paid for surrendering shares. The Bill applies some winding-up statutes and special 

provisions for rapid bank winding-up proceedings to co-operative banks. The bill requires 

 
22 Ibid. 
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that at least 51% of the board's members have expertise in accountancy, banking, 

economics, or law. It permits the RBI to order a bank to reassemble its board if it doesn't 

comply. If a bank doesn't comply, RBI may remove directors and install replacements. 

• After placing a bank under a moratorium as required by the BR Act, the RBI may establish 

a plan for the bank's rehabilitation or merger as part of the process. This may be done to 

guarantee that the bank is managed properly, or it may be done in the interest of 

depositors, the public, or the banking system as a whole. Banks that are the subject of a 

moratorium are protected from any legal action for a period of up to six months. During 

the moratorium, financial institutions are prohibited from canceling any liabilities or 

making any payments. The law lifts the moratorium on the Reserve Bank of India 

initiating a program for the reconstruction or merger of a bank and gives them the 

authority to do so without restriction. 

 

Analysis of Role of cooperative banks and legislative competence of parliament 

The Bill expands RBI's co-operative bank jurisdiction to include management, capital, audit, 

and winding up. If Parliament has the authority to legislate cooperative banks, State Co-

operative Societies Acts regulate these banking co-ops. Entry 45 of the Seventh Schedule 

Union List lets Parliament legislate on "banking”. Incorporation, regulation, and dissolution 

are covered in State List 32. Union List 43 excludes co-op incorporation, regulation, and 

dissolution from Parliament. Management, capital, audit, and winding up may be crucial to 

regulating "banking" under entry 45 of the Union List or "incorporation, regulation, and 

winding up" of a co-op under entry 32 of the State List. Incorporation, administration, and 

dissolution elements were removed from the BR Act in 1965. According to the Bill's Statement 

of Objects and Reasons, these provisions aren't on any Union or Concurrent List (including 

"banking)23. A Supreme Court ruling may be relevant; it reviewed whether Parliament can 

authorize co-op banks to recover debt under the SARFAESI Act, 2002. Debt recovery is a vital 

aspect of "banking," hence Parliament can allow it under SARFAESI. The judge found that the 

BR Act governs all co-op bank operations.24 Entry 32 allows unintentional state-reserved 

 
23 Banking Laws (Application to Co-operative Societies) Bill, 1964, 

http://164.100.47.4/BillsTexts/LSBillTexts/Asintroduced/85_1964_LS_Eng.pdf  
24 Pandurang Ganpati Chaugule vs Vishwasrao Patil Murgud Sahakari Bank Ltd., Civil Appeal No. 5674 of 

2009, Supreme Court of India, May 5, 2020, 

https://main.sci.gov.in/supremecourt/2008/27183/27183_2008_31_1501_21915_Judgement_05-May-2020.pdf.  
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trenching, while entry 45 covers material. State law governs incorporation, regulation, and 

dissolution, which are unrelated to Union List entry 45. Whether or not the Bill can be passed 

by Parliament depends on whether banking and a cooperative bank need rules about 

management, auditing, capital, and closing.  

ⅦI. ROLE OF ETHICS IN BANKING  

In contrast to being tactically, financially, or professionally right or wrong, moral right and 

wrong are what we mean by "right" and "wrong." Furthermore, when we talk about business 

ethics, we don't only mean for-profit organizations; we also mean nonprofits, governmental 

agencies, charities, pressure groups, and other organizations. In order to determine the precise 

rules and principles that define right and wrong in a particular circumstance, ethics involves 

the study of morality and the use of rationality. 

Lack of corporate governance, weak watchdogs, and a banker-politician relationship were the 

causes of Punjab and Maharashtra Co-operative Bank's demise (PMC Bank). Deposits totaled 

Rs. 11,617 crores as of March 31, 2019, which wasn't a joke and merely served to highlight the 

public's confidence in the bank. Due to poor governance, PMC Bank joined the ranks of 

bankrupt cooperative banks. The question of whether or not that should serve as a lesson to 

alter in favor of more accountability remains. The lack of adequate checks and balances was 

attributed to dual supervision and other statutory requirements. The foundation of banking is 

trust, with the people entrusting their money to banks for investment and safety. As a result, 

conducting business in the banking industry must be ethical and open. Banks around the world 

are governed because of their function as financial mediators. A culture of objectivity, morality, 

and financial transparency must exist in all banks for there to be economic growth and financial 

stability. 

However, banks have frequently been exposed engaging in unethical and unprofessional 

behavior. Banks are supposed to do business professionally, but transparently and morally in 

order to build public trust in the system. Being loyal and honest to clients and other 

stakeholders, being unbiased and trustworthy, respecting values, and operating with a high 

level of openness are all part of good banking ethics. When lenders take on excessive risk and 

take advantage of legal loopholes to approve more loans, they are in violation of banking's 

ethical values. It is possible to provide loans to all qualified clients in a fair manner thanks to 

strict respect to the law and regulations in the field of banking. 

https://www.ijllr.com/
https://www.ijllr.com/volume-iii-issue-i
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IX. CONCLUSION 

From the above research it is clear that Urban cooperative banks fail often. Their numbers 

declined from 1,926 in 2004 to 1,551 in 2018. Low capital is one reason cooperative banks 

typically collapse. The RBI regulates cooperative banks less strictly than commercial banks. 

The RBI should have more jurisdiction over cooperative banks and be able to wind up and 

liquidate institutions without contacting other regulators. It's a myth that money in a bank is 

safe. Avoiding banks with a high rate of bad loans is recommended What most cooperative 

banks do with depositors' money isn't transparent. Given their size and political ties, the RBI 

may have little capacity to manage corporative banks. An NPA is a discrete object that affects 

banks' profitability, liquidity, and public confidence. PMC Bank's 2019-20 performance was 

poor due to negative reserves and surplus. The NPA harms banks and the national economy. 

Cooperative banks should take strict precautions, effective measures, and loan appraisals to 

prevent NPAs. Banks must secure the funds of their depositors because they lend through loans 

and advance customers' money they've stored in the bank and trust. The PMC Bank crisis is a 

symptom of bigger problems in India's banking industry. Due to inadequate governance and a 

hazardous business strategy, non-performing assets (NPAs) have worsened in cooperative 

banks in India. If companies want to get people to act ethically, they need to give them a steady 

stream of pre-set paradigms that have moral implications built in.  
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