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Picture two people (both members of our bank)
walking into a branch on the same afternoon.

« The first is a retired schoolteacher carefully
depositing her life savings. She has worked hard
for decades and now wants a safe place for her
money, along with a decent return.

= The second is a young shopkeeper who needs a fair,
low-interest loan to buy stock before the festival season.
He hopes the bank will understand his needs and
4 - (i s support his small business.
The bank must keep both members satisfied
while remaining financially strong itself.
This simple situation captures the essence of cooperative banking.
A cooperative bank is built on a constant balancing act between

helping people and managing money wisely.
e Members as Owners ?)
' and Customers

Here is the important twist: it is the same money.
The teacher’s deposit becomes the shopkeeper’s loan.

Democratic Control vs.
Professional Management

Mutual Help vs
Financial Sustainability

In a cooperative bank, the same person can
play different roles with different expectations.

L& & W

As a depositor
— wants higher
interest on savings

Higher ﬁ Lower loan rates
deposit rates = less interest
= higher cost income

The bank has to find a reasonable middle path.

of funds
It must protect the interests of both savers and
borrowers while maintaining its own financial health.
It's a balancing act, not an easy choice.

As a co-owner
— wants the bank
to remain strong

As a borrower
— wants lower
interest on loans

Every member is not merely a customer;
a member is also a co-owner.

| CUSTOMERS + OWNERS >

In practice, many members
act like ordinary customers:
Focus on quick loan
processing

Interest rates & service
charges

May not attend meetings
or study the bank's health

The reality

= Delayed repayment
affects everyone
Reserves protect
all members

Active participation
improves decisions

.
.

Memh dlcation'ic ial
Members need to understand that they are
simultaneously users and owners of the bank.

Cooperatives are based on democratic principles
— members elect their representatives and
have a say in decisions.

[ A

Professional Management
(Expertise & Efficiency)

Democratic Control
(Member participation)

The challenge is to combine the voices of members
with the skills of professionals so that the bank
remains both democratic and efficient.

TSR AT

People’s ownership works best
with professional guidance.

" Understanding the Contradictions
of Cooperative Banking

Picture two people (both
members of our bank) walking
into a branch on the same
afternoon. The first is a retired
school teacher carefully deposit-
ing her life savings. She has
worked hard for decades and
now wants a safe place for her
money, along with a decent

Dr. C. Krishna .
return. The second is a young
Mohan Rao  ghopkeeper who needs a fair,
Director

low-interest loan to buy stock

before the festival season. He hopes the bank will
understand hisneeds and support his small business.

Here is the important twist: it is the same money. The
teacher's deposit becomes the shopkeeper's loan.
The bank must keep both members satisfied while
remaining financially strong itself. This simple
situation captures the essence of cooperative
banking. A cooperative bank is built on a constant
balancing act between helping people and managing
money wisely.

A commercial bank exists mainly to maximise profit
foritsshareholders. A cooperative bank, on the other
hand, exists primarily to serve its members. But this
does not mean that a cooperative bank can ignore
financial realities. It must earn, manage risk, recover

loans, build reserves and remain financially sound.
This creates a number of contradictions. These
contradictions are not necessarily weaknesses. In
many ways, they are at the heart of what makes
cooperative banking different.

1. Mutual Help vs Financial Sustainability

The first and most fundamental contradiction is
between mutual help and financial sustainability. In
a cooperative bank, the same person can play
different roles with different expectations. As a
depositor, a member wants a higher interest rate on
savings. As a borrower, the same member wants a
lower interest rate on loans. As a co-owner, however,
the member also wants the bank to remain
financially strong so that deposits are safe and
services continue.

This creates a difficult balancing act. If the bank sets
deposit rates too high to please savers, its cost of
funds rises. It may then have to charge higher
interest on loans, making borrowing expensive. If
the bank keeps loan rates very low to help
borrowers, it may not be able to offer attractive
returns to depositors. Savers may move their money
elsewhere. The cooperative therefore has to find a
reasonable middle path. It must protect the interests
of both savers and borrowers while maintaining its
own financial health.
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The same contradiction appears in the relationship
between member service and profitability. A
commercial bank generally lends where it can earn
the highest return with acceptable risk. A
cooperative bank has a wider social responsibility. It
tries to support farmers, small traders, artisans,
salaried workers and other members who may
genuinely need credit but may not be served by
commercial banks.

But serving members does not mean that a
cooperative bank should avoid earning a surplus.
The bank needs earnings to build reserves, invest in
technology, train employees and absorb losses
arising from bad loans. Without adequate earnings,
it cannot modernise or protectitself against risks.

Profit, therefore, should not be seen as the
destination of a cooperative bank. It is the fuel that
keeps theinstitution moving. The challenge is to earn
enough surplus without allowing the pursuit of
profittoreplace the cooperative purpose.

2.Members as Owners and Customers

A second major contradiction arises from the dual
identity of cooperative members. Every member is
not merely a customer; a member is also a co-owner.
In principle, this should create a sense of
responsibility towards the institution.

In practice, however, many members behave like
ordinary customers. They are mainly concerned
with loan processing speed, interest rates, service
charges and other immediate benefits. Some may
not attend general body meetings, study the financial
condition of the bank or take an active interest in the
recovery of overdueloans.

This creates a gap between the idea of cooperative
ownership and actual member behavior. A strong
cooperative requires members to think beyond their
individual transactions. They need to understand
that delayed repayment by one borrower can affect
everyone, that reserves protect all members and that
active participation improves the quality of
decisions.

Member education is therefore not a minor activity.
It is an essential part of cooperative banking.
Members need to understand that they are
simultaneously users and owners of the bank.

3. Democratic Control vs. Professional
Management

This question of ownership also leads to another
important contradiction; democratic control versus
professional banking. Cooperatives are based on the
principle of “one member, one vote.” This prevents a
wealthy individual from controlling the institution
simply because he or she has more money.
Democratic ownership is one of the distinctive
strengths of the cooperative model.

But banking has become highly complex. Modern
banks require specialized knowledge in credit
appraisal, risk management, technology,
accounting, compliance and financial regulation.
Too much direct interference by members or elected
directors in day-to-day banking operations can lead
to poor decisions. At the same time, if professional
managers become completely detached from
members, the institution may lose its cooperative
character and begin to resemble an ordinary
commercial bank.

The answer is not to choose between democracy and
professionalism. The better approach is to combine
them. Elected representatives should determine
broad policies, protect the cooperative purpose and
exercise democratic oversight. Professional
managers should be responsible for technical and
operational decisions and should remain
accountable for their performance. The cooperative
works best when democratic ownership and
professional management reinforce rather than
undermine each other.

4.Social Purpose and Financial Discipline

A cooperative bank has a social purpose. It exists to
serve its members and contribute to the welfare of
the community. But social purpose cannot survive
without financial discipline. This becomes
particularly clear when a member approaches the
bank for aloan during a period of financial difficulty.
It may feel harsh to reject the application of someone
who genuinely needs help. Yet approving a loan that
the borrower cannot realistically repay can create a
bigger problem. The resulting bad debt affects the
bank's financial strength and ultimately puts the
savings of other members at risk.

A cooperative bank therefore cannot confuse help
with irresponsible lending. Helping an individual
member of a cooperative is different from relaxing
credit norms for a borrower. Credit discipline is
actually a form of collective protection. Proper
assessment of repayment capacity, careful
monitoring of loans and timely recovery are not
signs that the cooperative has abandoned its social
mission. They are necessary to preserve the
institution so that it can continue helping members
inthe future.

5.Smallvs. Large:

The Contradiction of Scale Size creates another
important contradiction in cooperative banking.
Small cooperative banks often have a major
advantage; closeness to their members. They may
know the local economy, the businesses in the area
and the personal circumstances of borrowers much
better than large institutions. Personal relationships
can create trust, and local knowledge can help the
bank understand risks that may not appear in a
formal financial statement.



But small size also creates limitations. A small
cooperative may have limited capital, weaker
technology infrastructure and less capacity to
absorb unexpected losses. It may find it difficult to
employ specialists in areas such as cybersecurity,
risk management, digital banking and compliance.

As cooperative banks grow, many of these
limitations can be reduced. Larger cooperative
banks can access more capital, invest in better
technology, employ specialised professionals and
benefit from economies of scale. They can build
stronger systems and spread the cost of modern
banking infrastructure across alarger business base.

But growth creates its own danger. As the institution
becomes larger, personal relation-ships may
weaken. Members may begin to feel like ordinary
customers rather than owners. Decisions may
become more centralized and the institution may
graduallyloseitslocal character.

The challenge, therefore, is not simply to remain
small or to become large. The real question is: How
can a cooperative achieve useful scale withoutlosing
its cooperative spirit?

One possible approach is to combine the strengths of
both. Technology, risk management and specialized
services can be centralized where necessary, while
local branches act as local cooperative banks by
continuing to maintain close relationships with
members and understanding local conditions, all
while receiving financial and technological support
from the central office. In this way, a cooperative
bank can gain the efficiency and strength of a larger
institution while retaining the human connection of
a smaller one. The objective should not be “small
versus large.” It should be “scale with cooperative
character.”

6. Cooperative Principles and Banking
Regulations

Cooperative banks also operate within two different
legal and institutional frameworks. In India,
cooperative legislation deals with matters such as
membership, elections, democratic control and the
distribution of surplus. Banking regulation, on the
other hand, focuses on financial safety, capital
adequacy, liquidity, management of bad loans and
protection of depositors.

These two frameworks reflect two different
dimensions of cooperative banking. The cooperative
framework deals with member ownership and
control of the institution and the distribution of
cooperative benefits. In contrast, banking regulation
is concerned with financial safety, capital adequacy,
liquidity and risk management.

Both questions are important. Banking regulation
protects the financial stability of the institution and
the money entrusted to it. Cooperative principles
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ensure that ownership and control remain
connected to members rather than outside investors.

At times, these requirements can create complexity
and tension particularly when one act supersedes or
prevails over the other, as is the case with recent
amendments to the Banking Regulation Act. They
should serve different purposes and complement
each other. A cooperative bank needs both financial
discipline and democratic accountability.

Understanding this dual character is essential for all
stakeholders. The bank must be professionally
managed and financially safe, but it must also
remain faithful to the principles of cooperative
ownership.

The ContradictionIs the Real Strength

The contradictions of cooperative banking are not
necessarily defects. They are the core of its identity.
A cooperative bank must earn money, but it should
not exist only for profit. It must charge interest, but it
should avoid exploiting its own members. It must
maintain financial discipline, but it should not
abandon its social purpose. It must compete in a
modern financial system, but it should not lose its
cooperative character. It must grow, but growth
should not destroy the relationship between the
institution and its members. It must use professional
management, technology and commercial methods,
but these should remain instruments for achieving
cooperative objectives.

The ultimate goal, therefore, is not to choose between
being a business and being a community
organisation. The real objective is to remain
commercially strong while preserving the spirit of
mutual help and shared ownership.

A weak cooperative cannot serve its members for
long. But a cooperative that becomes purely
commercial may survive financially while losing the
very purpose for which it was created. The strength
of cooperative banking lies precisely in trying to hold
these two sides together.

When cooperative banks manage this balancing act
successfully, they can offer something that purely
commercial institutions often cannot; financial
services rooted in local relationships, democratic
control, mutual responsibility and member welfare.

In an era of rapid technological change and
increasingly large commercial institutions, the
cooperative model continues to offer a distinct
alternative. Its contradictions are real. But they are
also the source of its lasting value.

The future of cooperative banking will depend not
on eliminating these contradictions, but on
managing them intelligently—by remaining
financially strong without losing the spirit of
cooperation.
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Gehun vs Gulab

(Implementation in present work life balance)

Wheat and rose as profound metaphors to explore the conflict and
balance between material survival and spiritual /cutltural fulfillment in
human life.

Physical vs. Mental Hunger: Wheat is consumed to nourish the physical body.
The rose is admired to satisfy the inner self, triggering emotions, art, and

il creativity.
PV Narsimaha Murthy - Wl'lat l\./la.ke.s Us Human:"Mereuly filling the 'sto.mach (the pursglt qf wheat) is an
Director animalistic instinct. The "rose"-our appreciation for art, music, literature, and

beauty that separates humans from animals.

The Crisis of Modernity: Historically, humanity balanced both; people sang in the fields while
working. However, the modern world has become obsessed with material wealth(wheat).
Consequently, nature is being destroyed, and cultural values (roses) are being neglected.

The Ultimate Triumph of the Rose: That the science and technology will eventually eliminate
extreme physical labor and poverty (solving the wheat problem). This will allow humanity to spend
more time cultivating the mind, soul, and a peaceful world dominated by love and art (the rose).

To implement the philosophy of "Gehun vs Gulab" (Wheat vs Rose) in today's work-life balance,
you must consciously balance your material security (Wheat) with your emotional and cultural
fulfilment (Rose). Modern work culture often demands 100% "Wheat" production, leaving our
inner "Rose" to wither.

1. Protect the "Wheat" (Efficiency, Not Overwork)Wheat represents your income, career, and
financial security. You cannot enjoy the rose if you are starving. The goal is to cultivate your wheat
efficiently so it does not consume your entire day.

Automate and delegate: Use modern tools (Al, templates, project trackers) to finish your core tasks
faster, rather than filling the saved time with more work.

2.  Cultivate the "Rose" (Intentional Fulfilment)

The rose represents things that feed your soul, mind, and relationships. It requires deliberate
spaceinyour calendar.

Schedule "Rose Time": Treatyour hobbies, family time and reading hours, Putthem on your calendar.

Engage in passive sensory joy: The concept of "smelling the rose," actively pause during the day
to appreciate non-material things- listen to a favourite song during a break, look at nature, or enjoy
aquiet cup of tea withoutlooking ata screen. Add plants, art, or natural light to your desk to satisfy
your aesthetic hunger. Invest time in casual, human conversations with colleagues that aren’t
strictly about deadlines or deliverables.

Pursue non-monetised hobbies: Do something purely for the joy of it (painting, gardening,
playing an instrument) withouttrying to turnitinto a side hustle.

Blend the Two you can infuse elements of the "Rose" into your "Wheat" environment.

At our organization, we don't just want a workforce that survives; we want a team that thrives. Let
us commit to being excellent at producing our "Wheat"-driving results and reaching milestones while
fiercely protecting our "Roses." After all, a balanced life is a beautiful life.

Inspired by the classic essay “Gehun vs Gulab” by freedom fighter
Sri Late Ramvriksha Benipuri with collaboration editorial support from Al
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EASE 1.0 TO EASE 9.0 (RISE)

The Digital and AI Transformation
in Banking Sector.

CMA ] Prasad, Director

The Innovation pillar under EASE 9.0 sets hyper-
focused technological targets for PSBs for 2026-27:

(i) Core AI and GenAI Stacks: Lenders are
mandated to introduce securing Graphics Processing
Unit (GPU) strategies, private cloud model
deployments, and utilizing Generative Al (GenAl) to
automate complex credit appraisals and workflow
underwriting

(ii) Adoption of Global Capability Centres (GCCs):
PSBs are adopting a GCC strategy to centralise high-
value strategic capabilities like IT, R&D, and
advanced fintech operations.

(iii) Enterprise Data Governance: Targets include
setting up enterprise-wide consent management
capabilities alongside at-scale data tokenisation and
anonymisation. This ensures robust data security while
letting banks processlarge analytical volumes safely

(iv) Collaborative Blockchain Tech: Moving past
isolated databases, the innovation roadmap targets
collaborative inter-bank networks using blockchain
for unified fraud detection, secure business
continuity, and risk assessment models.

Today, PSBs are not only profitable but are leading
with improved service quality, operational
resilience, and renewed strategic focus. They are
now mandated to implement advanced models also.

Position in respect of UCBs: It was observed from
the DoS survey (As per the RBI report of Aug 2025)
that 40 out of 83 SCBs and 16 out of 280 UCBs

The Department of Financial Services (DFS) in collaboration with the Indian
Banks Association (IBA) and Boston Consulting Group has launched EASE with a
view to modernise the Public Sector Banks through digital transformation,
customer centric services, improved governance, NPA management, risk
management and to increase the operational efficiency. EASE evolved in multiple
phases. EASE 1.0 was introduced in 2018 with a view to focus on credit quality,
accountability and technological enablement to present EASE 9.0 with the
determination of implementation of RISE (R: Risk & Resilience, I: Innovation, S:
Socio economic Impact and E: Excellence) in 2026-27.

surveyed have adopted Al In case of UCBs, no Al
usage was reported by Tier 1 UCBs, while adoption
among Tier 2 and Tier 3UCBsremained below 10%.

Though the cooperative banks are traditional,
community-focused insti-tutions, they must adapt to
Artificial Intelligence (AI) to remain competitive,
manage evolvingrisks, and better serve their members.

“AI” usage in UCBs can be in the following areas:

(i) Improve Member Experience: (a) Deploy 24/7
conversational chatbots (b) Personalise financial
productrecommendations

(c) Predict and address member churn (d) Member
onboarding through digital mode e.g: (i))“Al” parses
identity documents, facial biometrics, and public
records to verify customer identities instantly. (ii)
Digital journey for DEAF claim Standardized
processes like record retrieval help both frontline
staff and stakeholders.

(ii) Automate Credit Scoring: (a) “AI” analyse
alternative financial data (b) Streamline loan approval
workflows (c) Assessrisk for unbanked members

“AI” algorithms evaluate loan applications based on
their utility bills, digital transactions, mobilise usage,
etc. This canbe used and compared to their credit scoring.

(iii) Enhance Fraud Detection: (a)Monitor transaction
patterns in real-time (b) Identify anomalies instantly (c)
Reduce false positives significantly

e.g.: Real time monitoring of transactions done
through “AI” help in flagging anomalous behaviour.



AML alerts which track the suspicious transactions
across customer networks. “AI” embedded risk
assessment helpin prevention of frauds.

(iv) Optimise Operational Efficiency: (a) Automate
repetitive back-office tasks (b) Digitise document
processing using OCR (c) Lower overhead costs
directly.

e.g.: e-KYC and digital onboarding reduce human
hours significantly, AI” driven analytical tools help in
CRAR computations

(v) Recovery Management: (a) NPA forecasting
through early warning signals (b) Embedding
Empathy into Debt Collection with AI Traditionally,
collections were about contact and compliance. The
focus was on getting borrowers to pay through
persistence and pressure. The endless calls, tense
conversations, and the process is felt more punitive
than productive. Today, the best recovery outcomes
come from conversations that understand the
borrower. A borrower who has just switched jobs or
faced a health setback doesn't need ten automated
reminders - they need flexibility and acknowledge-
ment. Similarly, a borrower who simply forgot a due
date may just need a polite nudge. But over the past
two years, India's debt recovery landscape has
quietly undergone a transformation. Therecoveryis
not by aggression, but by empathy and artificial
intelligence. When the communication is contextual,
polite and well- timed, the repayment improve,
default rates go down and trust between the banker
and borrowers strengthens. “AI” helps recovery
teams stay compliant, eliminate bias, and ensure
every borrower interaction is traceable, auditable,
and respectful. The Digital Personal Data Protection
(DPDP) Act and the RBI's new Fair Practices Code
have accelerated a broader shift towards responsible
recovery. Collections today are as much about
compliance and borrower dignity as they are about
efficiency.

(vi) Administration efficiency: (a) Digitized
administrative workflows (b) End-to-end loan
lifecycle management suite with integrated 3rd
party workflows for valuers, lawyers, etc (c) Al-
enabled tool for top management Deliver dashboards

and conversational interfaces for querying internal
MIS across domains. Iapplaud the recent efforts of
the VCB EDP team in delivering a comprehensive MIS
dashboard to Top Management. This shows strong
staff support for using Alin our bank.

(vii) Regulatory Compliance: Responsible Al
adoption is becoming a governance necessity rather
than a technology choice. The member onboarding,
transaction monitoring, behavior analysis, pattern
recognition, risk scoring through “AI” implementation
in the above areas help the management in
regulatory compliance.

Advantages/Benefits in customer service area: (i)
The banks which use Gen Al and automation can
reduce loan, ATM card, credit card processing times,
assist customers with digital forms, and detect
complaint intents at an early stage for faster
resolution. (ii) The banks can earn more non-interest
income and cross-sell financial products with “AT”.

Disadvantage: Automated decisions in respect of
credit sanctions may lead to inconsistent or unfair
outcomes, highlighting the need for careful
monitoring and improved explainability.

IHE i’f i =Sg -
Shortcomings in UCBs: Many UCBs suffer from data
deficits. They are also unable to meet the Al
integration costs.

Recognising these challenges, the Reserve Bank of
India introduced the FREE AI Framework to guide
responsible and trustworthy AI adoption across
regulated financial institutions. In the days to come,
RBI is contemplating to provide free Al facilities to
smaller UCBs and recommended for establishment
of AI Landing Zones. REs that fails to modernise
governance and monitoring frameworks may face
increasing scrutiny. UCBs should also modernise in
line with the expectations of the Regulators.
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The Boy Who Broke The Bank

(A HUMOROUS STORY BY RUSKIN BOND)

In banking industry, trust is one of the mostvaluable assets. A small unverified piece of
information can create a havoc Ruskin Bond through his simple yet powerful story
telling has beautifully illustrated how a small piece of information can travel from
person to person, gathering exaggeration along the way until the original truth is

almostlost.

Nathu grumbled to himself as he swept the steps of the
Pipalnagar Bank owned by Seth Govind Ram. He used the
small broom hurriedly and carelessly and the dust, after
rising in a cloud above his head settled down again on the
steps. As Nathu was banging his pan against a dust bin,
Sitaram, the washerman's son, passed by. Sitaram was on
his delivery round. He had a bundle of freshly pressed
clothes balanced on his head."Don't raise such dust!" he
called out to Nathu. "Are you annoyed because they are still
refusing to pay you an extra two rupees a month?""l don't
wish to talk about it,"complained the sweeper-boy. "I
haven't even received my regular pay, and this is the
twentieth of the month. Who would trust a bank that holds
up a poor man's salary? As soon as [ get my money, I'm off!
Notanother week would [ work in this place.” Nathu banged
the pan against the dustbin several times, just to emphasise
his pointand give himself confidence."Well, I wish you luck,"
said Sitaram. "I'll keep a lookout for any jobs that might suit
you." Heplodded barefoot along the road, the big bundle of
clothes hiding most of his head and shoulders. At the fourth
home he visited, Sitaram heard the lady of the house
mention that she was in need of a sweeper. Tying his bundle
together, he said; "I know of a sweeper-boy who is looking
for work. He can start from next month. He's with the bank
just now but they aren't giving him his pay, and he wants to
leave.""Is that so?" said Mrs Srivastava. "Well, tell him to
come and see me tomorrow."Sitaram was glad that he had
been of service to both-a customer and his friend. Mrs
Srivastava had to do some shopping. She set out for the
Pipal nagar market place, to make her customary tour of the
cloth shops. A large shady tamarind tree grew at one end of
the bazaar, and it was here that Mrs Srivastava found her
friend, Mrs Bhushan, sheltering from the heat. Mrs Bhushan
showed her a sample of the cloth she was going to buy, and
for five minutes they discussed its shade, texture and
design. Having exhausted this topic, Mrs Srivastava said,
"Do you know, my dear, that Seth Govind Ram's bank can't
even pay its employees? Only this morning I heard a
complaint from their sweeper, who hasn't received his
wages for over a month!""Shocking!" remarked Mrs
Bhushan. "If they can't pay the sweeper they must be in a
bad way. None of the others could be getting paid
either."She left Mrs Srivastava at the tamarind tree and
went in search of her husband, who was sitting in front of
Kamal Kishore's photographic shop, talking with the

Fl

owner."So there you are!" cried Mrs Bhushan. "['ve been
looking for you for almost an hour. Where did you
disappear? I don't know what's happening to Pipalnagar.
Even the bank's about to go bankrupt,” she informed her
husband."What's that?" said Kamal Kishore, sitting up
suddenly. "Which bank?""Why, the Pipalnagar Bank of
course. I hear they have stopped paying employees. Don't
tell me you have an account there, Mr Kishore?" "No, but my
neighbour has!" he exclaimed; and he called out over the
low partition to the keeper of the barber shop next door.
"Deep Chand, have you heard the latest news? The
Pipalnagar Bank is about to collapse. You'd better get your
money out as soon as you can!"Deep Chand, who was
cutting the hair of an elderly gentleman, was so startled
that his hands hook and he nicked his customer's right ear.
The customer yelped with pain and distress: pain not
because of the cut and distress but because of the awful
news he had just heard. With one side of his neck still
unshaven, he sped across the road to the general
merchant's store where there was a telephone. He dialed
Seth Govind Ram's number. The Seth was not at home.
Where was he, then? The Seth was holidaying in Kashmir.



Oh, was thatso? The elderly gentleman did notbelieve it. He
hurried back to the barber's shop and told Deep Chand.
"The bird has flown!Seth Govind Ram has left town.
Definitely, it means a collapse.” Then he dashed out of the
shop, making a beeline for his office and cheque book. The
news spread through the bazaar with the rapidity of forest
fire. From the general merchant'sit travelled to the shop,
circulated amongst the customers, and then spread with
them in various directions, to the betel-seller, the tailor, the
teavendor, the jeweller, the beggar sitting on the pavement.

0Old Ganpat the beggar, had a crooked leg. He had been
squatting on the pavement for years, calling for alms. In the
evening someone would come with a barrow and take him
away. He had never been known to walk. But now, on
learning that the bank was about to collapse, Ganpat
astonished everyone by leaping to his feet and actually
running at top speed in the direction of the bank. It soon
became known that he had a thousand rupees in savings!

By noon the small bank had gone through all its ready cash,
and the harassed manager was in a dilemma. Emergency
funds could only be obtained from another bank, some
thirty miles distant, and he wasn't sure he could persuade
the crowd to wait until then. There was no way of
contacting Seth Govind Ram on his houseboat in Kashmir.
People were turned back from the counters and told to
return the following day. They did notlike the sound of that.
So they gathered outside, on the steps of the bank shouting
"Give us our money or we'll break in!" and "Fetch the Seth,
we know he's hiding in a safe depositlocker!”

Mischief makers who didn't have a paisa in the bank, joined
the crowd and aggravated their mood. The manager stood
at the door and tried to placate them. He declared that the
bank had plenty of money but no immediate means of
collecting it; he urged them to go home and comeback the
next day."We want it now!" chanted some of the crowd.
"Now, now, now!"A brick hurtled through the air and
crashed through the glass window of the Pipalnagar Bank.
Nathu arrived next morning to sweep the steps of the bank.
He saw the refuse and the broken glass and the stones
cluttering the step. Raising his hands in a gesture of horror
and disgust he cried: "Hooligans!'! As though it isn't bad
enough to be paid late, it seems my work has also to be
increased!" He swept the steps with his broom scattering
the refuse."Good morning, Nathu," said the washerman's
boy, getting down from his bicycle. "Are you ready to take up
a new job from the first of next month? You'll have to, I
suppose, now that the bank is going out of business."
“How's that?" asked Nathu. "Haven't you heard? Well you'd
better wait here until half the population of Pipalnagar
arrives to claim their money." He waved cheerfully-he did
not have a bank account-and sped way on his cycle. Nathu
went back to sweeping the steps, muttering to himself.
When he had finished his work, he sat down on the highest
step, to await the arrival of the manager. He was
determined to get his pay. "Who would have thought the
bank would collapse!" he said to himself, and looked
thought fully into the distance. "l wonder how it could have
happened..." - Ruskin Bond
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TDS, FORM 16 AND ITR -
PRACTICAL NOTES FOR BANKERS

1.Introduction

TDS, Form 16 and Income Tax
Returns are important documents
for a banker, particularly while
assessing the income and
repayment capacity of a borrower.
These documents should not be
viewed independently. The main
objective of verification is to estab-
K. Santosh Kumar lish whether the income declared by

Deputy Manager the borrower is genuine, consistent
Account Dept.

and sustainable. While processing a loan proposal, the
officer should compare the information available in the ITR
with Form 16, Form 26AS, AIS, salary slips, bank
statements, GST returns and financial statements,
wherever applicable. A document being submitted by the
borrower does not by itself establish the genuineness of the
income. The information contained in the documents
should corroborate one another.

2.Meaning of TDS

TDS stands for Tax Deducted at Source. Under the Income
Tax provisions, in specified cases, the person making a
payment is required to deduct tax at source before making
the payment to the recipient. The amount so deducted is
deposited with the Government against the PAN of the
person from whose income the tax has been deducted. For
example, if an employee is entitled to salary of X1,00,000
and the applicable TDS is 310,000, the employee may
receive the balance after considering other deductions,
while 10,000 is deposited as TDS. Therefore, TDS
represents tax already deducted from income and should
notbe treated asadditional income of the borrower.

From a banking perspective, it is important to understand
the difference between gross salary, taxable salary and net
salary. A borrower may state that his salary is X1 lakh per
month, but this may represent gross salary and not the
actual amount credited to his bank account. Therefore, the
officer should examine the salary slip, Form 16 and actual
salary credits in the bank statement before arriving at the
income available for repayment.

3.Whatis Form 16?

Form 16 is the TDS certificate issued by an employer to an
employee inrespect of salary income. It provides important
information regarding salary paid, exemptions/deductions
considered, taxable income and TDS deducted, as
applicable. For a salaried borrower, Form 16 is one of the
important documents for establishing the salary income
reported by the employer.

However, the officer should understand that Form 16 is not
an Income Tax Return. Form 16 primarily provides details
relating to salary and TDS reported by the employer,
whereas the ITR represents the taxpayer's overall
declaration of income and tax position. Therefore, where
the borrower has income from other sources, such as
interest, rent, capital gains or business/ professional

income, Form 16 alone will not provide the complete
picture ofthe borrower'sincome.

4.Form 16 - PartA

Form 16 generally contains Part A and Part B. Part A mainly
contains details relating to TDS deducted and deposited.
While verifying Part A, the officer should examine the
employee's PAN, employer's TAN, employer details, financial
year, period of employment and the amount of TDS
deducted. The TDS particulars should be broadly
consistent with the corresponding information appearing
in Form 26AS.

For example, if Form 16 indicates that the employer has
deducted TDS of X80,000 during the financial year, the
officer should verify whether the corresponding TDS credit
isappearing in Form 26AS. Ifthere is a significant mismatch
between Form 16 and Form 26AS, the matter should be
clarified with the borrower before relying on the document
for credit assessment. A mismatch does not automatically
indicate fraud, because there can be genuine reasons for
differences; however, itis a matter requiring reconciliation.

5.Form 16 -PartB

Part B provides details relating to the salary income and
computation of taxable income. It generally contains
details of gross salary, exempt allowances or income,
deductions and taxable income, along with the tax
computation. While examining Part B, the officer should
understand how the gross salary has been arrived at and
what deductions or exemptions have been considered.

For credit appraisal, the officer should not simply take the
figure appearing in Form 16 without understanding its
nature. The gross salary may be different from the taxable
salary and the amount actually credited to the employee's
bankaccount.

6.Gross Salary, CTCand Net Salary

One of the common mistakes in loan appraisal is treating
CTC, gross salary and net salary as the same. They are
different concepts. CTC or Cost to Company may include
components that are not actually received as monthly cash
income. Gross salary represents salary before certain
deductions, while netsalary is the amountactually received
after deductions such as TDS, provident fund and other
applicable deductions.

Therefore, when a borrower states that his annual salary is
Rs. 12 lakh, the officer should establish whether Rs.12 lakh
represents CTC, gross salary, taxable salary or actual
income available to the borrower. The bank statement
showing regular salary credits provides an important
supporting source for determining the actual cash flow of a
salaried borrower.

7.Form 26AS

Form 26AS is an important tax credit statement associated
with the taxpayer's PAN. It contains information relating
primarily to TDS and TCS and certain other tax-related
information. For a banker, one of the important uses of



Form 26AS is to corroborate the TDS shown in Form 16 or
Form 16A.

For example, if a salaried borrower submits Form 16
showing TDS of X1,20,000, the officer should compare the
same with the TDS appearing in Form 26AS. If both are
consistent, it provides additional comfort regarding the
salary/TDS information. If there is a mismatch, the officer
should seek clarification and supporting documents.

8.AIS - Annual Information Statement

AlS stands for Annual Information Statement. AIS provides
a broader view of information relating to the taxpayer that
has been reported to the Income Tax Department.
Depending on the taxpayer and transactions, it can contain
information relating to TDS/TCS, interest, dividends,
securities transactions, certain high-value transactions and
otherinformation reported by various entities.

From a banker's perspective, AIS can be useful because it
may reveal financial information that is not immediately
apparent from the ITR or Form 16 alone. However, the
officer should not assume that every entry appearing in AIS
automatically represents taxable income. The nature of
each transaction should be understood and, wherever
necessary, reconciled with the borrower.

For example, if the ITR shows salary income of ¥10 lakh but
AIS also contains significant interest income, securities
transactions or other reported information, the officer
should understand the nature of such transactions and
verify whether they are properly reflected in the ITR.

9, WhatisITR?

ITR stands for Income Tax Return. It is the return filed by a
taxpayer declaring his income, deductions, taxable income,
tax liability and taxes already paid or deducted during the
relevant financial year. In the case of a borrower, ITR is an
important source document for assessing the financial
position and income declared to the tax authorities.

10.DifferentITR Forms

Different ITR forms are applicable depending upon the
nature and source of income of the taxpayer. For practical
banking purposes, officers should broadly understand ITR-
1,ITR-2,ITR-3 and ITR-4.

ITR-1 is generally applicable to eligible individuals having
relatively simple sources of income. ITR-2 is generally
relevant where an individual has income such as salary,
house property, capital gains or other sources but does not
have business or professional income. ITR-3 is particularly
important from the lending perspective because it is
generally used by individuals having income from business
or profession. ITR-4 is applicable to eligible taxpayers
under the presumptive taxation provisions.

11.Verification of ITR of Salaried Borrowers

In the case of a salaried borrower, the officer should follow
a simple verification chain: salary slip — bank salary credit
— Form 16 — Form 26AS — ITR. The salary mentioned in
the salary slip should broadly correspond with the salary
reported in Form 16. The TDS in Form 16 should broadly
correspond with Form 26AS, and the salary income
reported in the ITR should be consistent with the Form 16.

For example, if the borrower claims annual salary of Rs.12
lakh, Form 16 shows approximately Rs.12 lakh salary, the ITR
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also shows corresponding salary income, and the bank
statement shows regular salary credits from the employer,
the documents are broadly corroborating each other.

12. Verification of ITR of Business Borrowers

In the case of a business borrower, the verification should
be more detailed. The officer should examine the ITR along
with the computation of income, Profit & Loss Account,
Balance Sheet, GST information wherever applicable, bank
statements and previous years' financial statements.

The turnover reported in the ITR should be compared with
the turnover appearing in the financial statements and GST
records, wherever applicable. The bank account should
also show reasonable business-related transactions
corresponding to the scale of business. The objective is to
determine whether the turnover and profitability reported
by the borrower are supported by actual business activity.

For example, if the borrower reports turnover of Rs.2 crore
in the ITR, but the bank statement shows only Rs.50 lakh of
business-related credits and GST turnover is significantly
different, the officer should not simply accept the ITR
figure. The difference should be analyzed and supported by
areasonable explanation.

13.ITR and Financial Statements

The profit appearing in the financial statements and the
taxable income appearing in the ITR need not always be
exactly the same. There may be differences due to
depreciation, disallowances, exemptions and other
adjustments under the Income Tax provisions. Therefore, if
the Profit & Loss Account shows net profit of Rs.10 lakh
while the taxable business income in the ITR is Rs.7 lakh,
the officer should examine the computation of income to
understand the reasons for the difference.

The important point for a banker is not that every figure
must be identical, but that the differences should be logical,
explainable and supported by the relevant documents.

14.ITRand Bank Statement

The bank statement is one of the most important
independent sources for verifying the actual cash flow of a
borrower. The income declared in the ITR should be
reasonably supported by the banking transactions. In the
case of business borrowers, the officer should examine
whether the business turnover is reflected through the
bank accounts maintained by the borrower.

If the borrower reports annual turnover of X1 crore but
only 330 lakh of business-related credits are seen in the
bank account, the officer should ask the borrower to
explain whether the remaining transactions are routed
through another bank account, through cash, through
another business account or through credit sales. The
officer should obtain appropriate evidence wherever
necessary.

15. Verification of Form 16,26AS and ITR Together

The three documents should be viewed as a chain. Form 16
establishes the salary/TDS information reported by the
employer, Form 26AS provides tax credit information, and
ITR represents the taxpayer's overall income-tax
declaration. Therefore, a banker should compare the
documents rather than verifying each document in
isolation.



noldSal) niigd El

_=l

For example, if Form 16 shows salary of Rs.10 lakh and TDS
of Rs.70,000, 26AS reflects the same TDS and the ITR also
reports salary income of approximately Rs.10 lakh, there is
reasonable consistency. If the ITR reports salary of Rs.15
lakh while Form 16 reports only Rs.10 lakh, the officer
should identify whether the additional X5 lakh represents
otherincome or whether there is some other explanation.
16. Tax Refund

A tax refund should not be treated as regular income for
assessing repayment capacity. A refund generally
represents excess tax paid or tax credits available to the
taxpayer being returned. It is not equivalent to recurring
salary or businessincome.

Therefore, if a borrower receives an income-tax refund of
X1 lakh, the officer should not add X1 lakh to the annual
income merely because the refund appears in the bank
statement.

19.Important Red Flags During Verification

While examining Form 16, ITR, 26AS and related documents,
officers should be alert to significant inconsistencies.
Examples include salary shown in Form 16 not matching
salary credits, TDS in Form 16 not matching 26AS, sudden
abnormalincrease in income before applying for aloan, ITR
turnover not matching GST turnover, high turnover without
corres-ponding banking transactions, unexplained
differences between financial statements and ITR,
significant changes in income without a reasonable business
explanation and undisclosed bank accounts or liabilities.
However, officers should remember that a mismatch is a
red flag and not automatically proof of fraud. The correct
approach is to identify the mismatch, obtain an
explanation, verify the explanation with supporting
documentsand then arrive ata conclusion.
20.MostImportant Principle

The fundamental principle is:

“One document should corroborate another.”

The ITR should broadly support the income declared by the
borrower. Form 16 should support salary income and TDS.
Form 26AS should support the TDS credit. AIS should be
examined for additional reported financial information.
Bank statements should demonstrate actual cash flows.
GST returns and financial statements should support
business turnover wherever applicable.

Therefore, ITR verification is not merely document
verification; itis financial cross-verification.

21.Final Perspective:-

The ultimate purpose of examining TDS, Form 16 and ITR is
not to determine the exact amount of tax payable by the
borrower. The bank's objective is to determine whether the
borrower's income is genuine, verifiable, sustainable and
sufficient to service the proposed loan and existing
obligations.

One-page flow

FORM 16

Salary / TDS verification

FORM 26AS

TDSreconciliation

AIS

Otherreported financial information

ITR + Computation

Total income / taxable income / tax

GST + Financial Statements

Business turnover & profitability
BANKSTATEMENT

Actual cash flow

EXISTING LIABILITIES

SUSTAINABLE REPAYMENT CAPACITY
CREDIT DECISION
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