GOVERNMENTOF INDIA
MINISTRYOF FINANCE
DEPARTMENTOF FINANCIAISERVICES
LOKSABHA
STARRED QUESTION NO. #156

TOBE ANSWEREDON THE 27™HJULY2018/ SHRAVANA, 1940 (SAKA)
Regulation of PSBs

*156: SHRIK. ASHOKKUMAR
SHRIADHALRAOPATIL SHIVAJIRAO:

Willthe Ministerof FINANCEDbe pleased to state:

a) whetherthe Reserve Bank of India(RBI) was unable to detect the Punjab Nationa
Bank (PNB)scam and if so, the detailsthereof;

b) whetherRBI lacks enough powerin regulatingstate run lenders/PublicSector Banks
(PSBs), if so, the detailsthereofand the reactionof the Governmentthereto;

¢) whetherthe Governmenthad earlier said/viewed that RBI has adequate powers to
regulatePSBs and if so, the facts in this regard;

d) whether the Government is willing to discuss issues regarding RBI’s power in
regulating PSBs and if so, the details thereof along with the steps taken by the
Governmentin this regardincludingempoweringRBI to guard the PSBs; and

e) whetherthe Governmentplans to bringin bindingregulationwith respect to ethica
bankingand educationfor bankersand if so, the detailsthereof?

ANSWER

FINANCEMINISTER
(SHRI PIYUSH GOYAI)

(a) to (e): A statementis laid on the Tableof the House.

sskok

Statementas referredto in reply to paragraphs(a) to (e) of Lok Sabha starred
question no. *156 foranswer on 270 July 2018/Shravana5, 1940(Saka) by ShriK.
Ashok Kumarand Shri AdhalraoPatil Shivajiraoregarding Regulationof PSBs

(a) to (e): The Reserve Bank of India (RBI) has informedthat it received the first forma

report from PNB about the fraud in PNB’s Brady House Branch on 29.1.2018. RBI has



furtherinformedthat its supervisoryprocesses do not constitutean audit of banks,and
that RBI could initiate probe if audit reports provided any signal or any supervisor
concerns. Further,the Risk-Based Supervisionmodel adopted by RBI since 2013 for on-
site examinationdoes not involveinspectionof bank branches,unless RBI picks up any
warningsignals from a supervised bank’s audit reports, which were absent in all audir
reports. Also, off-site surveillanceof banks by RBI is essentiallya quantitativeanalytica
process, based on periodicreturnsfiled by banks,and is not designed to captureaspects
relatedto regulatorycompliance.

The Reserve Bank of India (RBI) regulates and supervises public sector and private
sector banks. Underthe provisionsof the BankingRegulationAct, 1949, it can, inter alia,:

e inspectthe bankand its booksand accounts(section 35(1));

e examineon oath anydirectoror otherofficer of the bank (section 35(3));

e cause a scrutinyto be made of the affairs of the bank (section35(1A));

e give directionsto secure the propermanagementof the bank (section35A);
e call for anyinformationof accountdetails (section27(2));

e determinethe policyin relationto advances by the bank (section21);

e directspecial auditof the bank (section 30(1B)); and

e direct the bank to initiate insolvency resolution process in respect of a default,
under theprovisionsof Insolvencyand BankruptcyCode,2016(section35AA).

Further,in respect of nationalisedbanks and the State Bank of India (SBI), under the
provisionsof the BankingCompanies(Acquisitionand Transferof Undertakings)Acts of

1970 and 1980 (“Bank NationalisationActs”) and the State Bank of India Act, 1955
(“SBI Act”) respectively juter alia,:
() RBI’snomineeDirectoris a memberon—

(1) the nationalisedbank’s Management Committeeof the Board, which exercises
the powers of the bank’s Board with regard to credit proposals above specified
threshold (section 9(3)(c), and paragraph 13 of the Nationalised Banks
(Managementand MiscellaneousProvisions)Schemes of 1970 and 1980 made by
the Governmentunder theBank Nationalisatiorcts),and

(2) the Executive Committeeof the CentralBoard of SBI, which may deal withany
matter withinthe competence of the CentralBoard subject to the SBI Genera
Regulations, 1955 and Central Board’s directions (sections 19(f) and 30 of SBI
Act,and regulation 46of the SBI GeneralRegulations, 1955);

(if) RBI approves the appointmentand fixes the remunerationof the bank’s auditors

(section 10 of Bank NationalisatiorActs andsection 410of SBI Act);and

(ii))RBI can appoint additional Directors on the nationalised bank’s Board and State
Bank of India’s Central Board (section 9A of the Bank NationalisationActs and
section 19B of SBI Act).

In addition, whole-time Directors of nationalisedbanks and State Bank of India are
appointedin consultationwithRBL



RBI has powers under other laws as well, which include, inter alia, the power under
section 12 of the Foreign Exchange ManagementAct, 1999 to inspect for complianc
withthe Actand rulesetc. made thereunder.

RBI also maintainsthe CentralRepositoryof Informationon Large Credits(CRILC)on
aggregate fund-based and non-fund-based exposures of Rs. 5 crore and above of all
banks. Further,RBI maintainsthe Central Fraud Registryand banks report all frauds
involvingamountabove Rs. 1 lakhto RBI. In addition,RBI’s master directionson frauds
lay out guidelineson categorisationeportingand reviewof frauds, along withnormsfor
consequentprovisioning.

The powers of RBI are wide-rangingand comprehensiveto deal with varioussituation:
that may emerge in all banks, including public sector banks. The improvementin
regulatoryfunctioningbeing an ongoing process, Governmentengages with RBI and
discusses issues as theyevolve.

The Public Sector Bank (PSB) Reforms Agenda, approved by respective bank Boards,

seeks to promote, inter alia, clean and responsible bankingand measures for continuin
education for bankers, aimed at enhancing bank responsiveness to customers in an
ethicalmanner. The Reforms Agendafocuses on enhancedaccess and service excellence
in banking services through measures such as digital banking, near-home banking
customer comfort, ease of grievance redressal, senior-citizen and differently-able:
friendly banking services, proactive deliveryof credit through automated processes. It
also envisages role-based e-learningprogrammefor officers, and a fellowshipand training
programme forseniorexecutives.



