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b a n k  a u d i t

Audit of Treasury Operations of Banks

Treasury operations have 
become more significant 
and complex today than 

what it was few years back.  The 
role played by the technology 
and the rapid changes in the 
financial sector has brought in 
more flexibility in the funds 
deployment by banks. The dy-
namism with which the Trea-
sury Market moves needs to be 
fully understood by the Auditor 
and hence he needs specialized 
skills to conduct audit of  trea-
sury operations more so in an 
environment of  integrated trea-
sury operations where the forex 
and domestic treasury are fully 
integrated in the Banks. Due to 
spurt in credit off  take and low-
er yield in G-Sec the Investment 
Portfolio is witness downward 
trend most of  the banks for the 
last twelve months and there 
will be pressure on the Treasury 
to maintain the performance 
which have been very good till 
last year. Looking back at the 
past events especially the pre 
liberalization era and non-auto-
mation of  investment functions 
especially SGL transactions, the 
achievements made by the bank 
in the last few years in these ar-
eas needs commendation. The 
RBI has introduced pruden-
tial norms for income recogni-
tion, valuation and provisioning 
norms for investments.  This 
coupled with the IRAC norms 
introduced for advances, had a 
deep impact on the financials 
of  the banks for the year 1992-
93 and continued for few more 
years.  However, coupled with 
the technological developments, 
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procedures and Reserve Bank 
guidelines, and put up the same 
before their respective Boards 
within a month, i.e. by end-April 
and end-October.  Further, a 
copy of  the review report put 
up to the Bank’s Board, should 
be forwarded to the Reserve 
Bank (concerned Regional Of-
fice of  DBS) by 15 November 
and 15 May respectively.

In view of  the possibility 
of  abuse, treasury transactions 
should be separately subjected 
to a concurrent audit by internal 
auditors and the results of  their 
audit should be placed before 
the Chairman and Managing 
Director of  the bank once ev-
ery month and major irregulari-
ties observed in these reports 
and the position of  compliance 
thereto shall be incorporated in 
the half  yearly review of  the in-
vestment portfolio. 

1. Investment Policy:
As per RBI guidelines every 

bank should frame and imple-
ment a suitable investment 
policy to ensure that operations 
in securities are conducted in 
accordance with sound and ac-
ceptable business practices.  
The policy should among other 
things should take into consid-
eration the following:
a) No sale transaction should 

be put through without ac-
tually holding the security 
in its investment account 
i.e. under no circumstances; 
banks should hold an over-
sold position in any secu-
rity. However, banks may 
sell a government security 

good internal governance and 
adherence to the RBI norms 
strictly, the Indian banks could 
take up the challenge posed on 
the industry and responded in 
a more positive manner which 
has resulted in total turnaround 
in the style of  functioning of  
the banks in India.  The Re-
serve Bank has issued several 
guidelines over the last 12-13 
years and these guidelines have 
a great bearing on the audit of  
banks. Hence, the auditors have 
a tremendous responsibility and 
need to update themselves quite 
frequently to cope up with the 
dynamism of  the treasury mar-
ket of  today.  

As per the RBI guidelines, 
Banks should undertake a half-
yearly review (as of  30 Sep-
tember and 31 March) of  their 
investment portfolio, which 
should, apart from other op-
erational aspects of  investment 
portfolio, clearly indicate and 
certify adherence to laid down 
internal investment policy and 



The Chartered Accountant   1463April 2006

already contracted for pur-
chase, provided:
i. the purchase contract is 

confirmed prior to the 
sale,

ii. the purchase contract is 
guaranteed by CCIL or 
the security is contract-
ed for purchase from 
the Reserve Bank and,

iii. the sale transaction will 
settle either in the same 
settlement cycle as the 
preceding purchase con-
tract, or in a subsequent 
settlement cycle so that 
the delivery obligation 
under the sale contract 
is met by the securities 
acquired under the pur-
chase contract

b) All the transactions put 
through by a bank, either 
on outright basis or ready 
forward basis and whether 
through the mechanism of  
Subsidiary General Ledger 
(SGL) Account or Bank 
Receipt (BR), should be re-
flected on the same day in 
its investment account and, 
accordingly, for SLR pur-
pose wherever applicable.

c) The brokerage on the deal 
payable to the broker, if  any, 
(if  the deal was put through 
with the help of  a broker) 
should be clearly indicated 
on the notes/ memoranda 
put up to the top manage-
ment seeking approval for 
putting through the transac-
tion and a separate account 
of  brokerage paid, broker-
wise, should be maintained.

d) For issue of  BRs, the banks 
should adopt the format 
prescribed by the Indian 
Banks’ Association (IBA) 
and strictly follow the guide-
lines prescribed by them in 
this regard. The banks, sub-
ject to the above, could is-
sue BRs covering their own 

sale transactions only and 
should not issue BRs on be-
half  of  their constituents, 
including brokers.

e) The banks should be cir-
cumspect while acting as 
agents of  their broker cli-
ents for carrying out trans-
actions in securities on be-
half  of  brokers.

f) Any instance of  return of  
SGL form from the Public 
Debt Office of  the Reserve 
Bank for want of  suffi-
cient balance in the account 
should be immediately 
brought to Reserve Bank’s 
notice with the details of  
the transactions.  

2. Internal Control Systems:
Banks should have strong in-

ternal control systems in place 
considering the various factors 
such as the volume, volatility, 
fraud and errors etc.  As per the 
guidelines of  the Reserve Bank, 
banks should have sound inter-
nal controls in place as below:
a) There should be a clear 

functional separation of  
(i) trading, (ii) settlement, 
monitoring and control and 
(iii) accounting. Similarly, 
there should be a func-
tional separation of  trading 
and back office functions 
relating to banks’ own In-
vestment Accounts, Port-
folio Management Scheme 
(PMS) Clients’ Accounts 
and other Constituents (in-
cluding brokers’) accounts. 
The Portfolio Management 
service may be provided to 
clients, subject to strictly 
following the guidelines is-
sued by the RBI from time 
to time. Further, as per the 
guidelines PMS Clients Ac-
counts should be subjected 
to a separate audit by exter-
nal auditors.

b) For every transaction en-

tered into, the trading desk 
should prepare a deal slip 
which should contain data 
relating to nature of  the 
deal, name of  the counter-
party, whether it is a direct 
deal or through a broker, 
and if  through a broker, 
name of  the broker, details 
of  security, amount, price, 
contract date and time. 
The deal slips should be 
serially numbered and con-
trolled separately to ensure 
that each deal slip has been 
properly accounted for. 
Once the deal is concluded, 
the dealer should immedi-
ately pass on the deal slip to 
the back office for record-
ing and processing. For each 

deal there must be a system 
of  issue of  confirmation to 
the counterparty. The time-
ly receipt of  requisite writ-
ten confirmation from the 
counterparty, which must 
include all essential details 
of  the contract, should be 
monitored by the back of-
fice.

c) Once a deal has been con-
cluded, there should not be 
any substitution of  the coun-
ter party bank by another 
bank by the broker, through 
whom the deal has been en-
tered into; likewise, the se-
curity sold/purchased in the 
deal should not be substitut-
ed by another security.

d) On the basis of  vouchers 
passed by the back office 

Banks should not draw 
cheques on their account 
with the Reserve Bank 
for third party transac-
tions, including inter-
bank transactions.
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(which should be done af-
ter verification of  actual 
contract notes received 
from the broker/ counter-
party and confirmation of  
the deal by the counterpar-
ty), the Accounts Section 
should independently write 
the books of  account.

e) In the case of  transaction 
relating to PMS Clients’ Ac-
counts (including brokers), 
all the  relative records 
should give a clear indica-
tion that the transaction 
belongs to PMS Clients/ 
other constituents and does 
not belong to bank’s own 
Investment Account and 
the bank is acting only in its 
fiduciary/ agency capacity.

f) i. Records of  SGL transfer 
forms issued/ received, 
should be maintained.

ii. Balances as per bank’s 
books should be recon-
ciled at quarterly inter-
vals with the balances 
in the books of  PDOs. 

If  the number of  trans-
actions so warrant, the 
reconciliation should be 
undertaken more fre-
quently, say on a monthly 
basis. This reconciliation 
should be periodically 
checked by the internal 
audit department.

iii. Any bouncing of  SGL 
transfer forms issued by 
selling banks in favour 
of  the buying bank, 
should immediately be 
brought to the notice of  

the Regional Office of  
Department ofBanking 
Supervision of  RBI by 
the buying bank.

iv. A record of  BRs is-
sued/ received should 
be maintained.

v. A system for verifica-
tion of  the authenticity 
of  the BRs and SGL 
transfer forms received 
from the other banks 
and confirmation of  
authorised signatories 
should be put in place.

g) Banks should put in place a 
reporting system to report 
to the top management, on 
a weekly basis, the details 
of  transactions in securi-
ties, details of  bouncing of  
SGL transfer forms issued 
by other banks and BRs 
outstanding for more than 
one month and a review of  
investment transactions un-
dertaken during the period.

h) Banks should not draw 
cheques on their account 
with the Reserve Bank for 
third party transactions, 
including inter-bank trans-
actions. For such transac-
tions, bankers’ cheques/pay 
orders should be issued.

i) In case of  investment in 
shares, the surveillance and 
monitoring of  investment 
should be done by the Au-
dit Committee of  the Board, 
which shall review in each of  
its meetings, the total expo-
sure of  the bank to capital 
market both fund based and 
non-fund based, in different 
forms as stated above and 
ensure that the guidelines 
issued by RBI are complied 
with and adequate risk man-
agement and internal con-
trol systems are in place;

j) The Audit Committee should 
keep the Board informed 
about the overall exposure to 

capital market, the compli-
ance with the RBI and Board 
guidelines, adequacy of  risk 
management and internal 
control systems;

k) In order to avoid any pos-
sible conflict of  interest, it 
should be ensured that the 
stockbrokers as directors on 
the Boards of  banks or in 
any other capacity, do not 
involve themselves in any 
manner with the Investment 
Committee or in the deci-
sions in regard to making 
investments in shares, etc., or 
advances against shares.

l) The internal audit depart-
ment should audit the trans-
actions in securities on an 
on going basis, monitor the 
compliance with the laid 
down management policies 
and prescribed procedures 
and report the deficiencies 
directly to the management 
of  the bank.

m) The banks’ managements 
should ensure that there 
are adequate internal con-
trol and audit procedures 
for ensuring proper com-
pliance of  the instructions 
in regard to the conduct of  
the investment portfolio. 
The banks should institute 
a regular system of  moni-
toring compliance with the 
prudential and other guide-
lines issued by the RBI. The 
banks should get compli-
ance in key areas certified by 
their statutory auditors and 
furnish such audit certifi-
cate to the Regional Office 
of  Department of  Banking 
Supervision of  RBI under 
whose jurisdiction the HO 
of  the bank falls.

3. Ready Forward Contracts in 
Government Securities:

The RBI vide notification 
No. S.O. 131 (E) dated 22nd 

Banks should have strong 
internal control systems 
in place considering the 
various factors such as 
the volume, volatility, 
fraud and errors, etc. 
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January has issued the terms and 
conditions under which ready 
forward contract including re-
verse repo transactions may be 
entered into as under:
(a) Ready forward contracts 

may be undertaken only 
in (i) Dated Securities and 
Treasury Bills issued by 
Government of  India and 
(ii) Dated Securities issued 
by State Governments.

(b) Ready forward contracts 
can be entered into only 
with i) persons or entities 
maintaining a Subsidiary 
General Ledger (SGL) ac-
count with Reserve Bank 
of  India, Mumbai and ii) 
the following categories of  
entities who do not main-
tain SGL accounts with the 
Reserve Bank of  India but 
maintain gilt accounts (i.e 
gilt account holders) with 
a bank or any other entity 
(i.e. the custodian) permit-
ted by the Reserve Bank 
of  India to maintain Con-
stituent Subsidiary General 
Ledger (CSGL) account 
with its Public Debt Office, 
Mumbai:
i) Any scheduled bank,
ii) Any primary dealer au-

thorized by the Reserve 
Bank of  India,

iii) Any non-banking fi-
nancial company regis-
tered with the Reserve 
Bank of  India, other 
than Government 
companies as defined 
in Section 617 of  the 
Companies Act, 1956, 
d) Any mutual fund reg-
istered with the Securi-
ties Exchange Board of  
India, e) Any housing 
finance company regis-
tered with the National 
Housing Bank, and 

iv) Any insurance compa-
ny registered with the 

Insurance Regulatory 
and Development Au-
thority.

(c) All persons or entities spec-
ified at (ii) above can enter 
into ready forward trans-
actions among themselves 
subject to the following re-
strictions :
i) An SGL account hold-

er may not enter into a 
ready forward contract 
with its own constitu-
ent. That is, ready for-
ward contracts should 
not be undertaken be-
tween a custodian and 
its gilt account holder.

ii) Any two gilt account 
holders maintaining 
their gilt accounts with 
the same custodian 
(i.e., the CSGL account 
holder) may not en-
ter into ready forward 
contracts with each 
other, and iii) Coopera-
tive banks may not en-
ter into ready forward 
contracts with the non-
banking financial com-
panies.

(d) All ready forward contracts 
shall be reported on the 
Negotiated Dealing System 
(NDS). In respect of  ready 
forward contracts involv-
ing gilt account holders, the 
custodian (i.e., the CSGL 
account holder) with whom 
the gilt accounts are main-
tained will be responsible 
for reporting the deals on 
the NDS on behalf  of  the 
constituents (i.e. the gilt ac-
count holders).

(e) All ready forward contracts 
shall be settled through the 
SGL Account / CSGL Ac-
count maintained with the 
Reserve Bank of  India, 
Mumbai, with the Clearing 
Corporation of  India Ltd. 
(CCIL) acting as the central 

counter party for all such 
ready forward transactions.

(f) The custodians should put 
in place an effective sys-
tem of  internal control and 
concurrent audit to ensure 
that:
i) ready forward transac-

tions are undertaken 
only against the clear 
balance of  securities in 
the gilt account,

ii) all such transactions are 
promptly reported on 
the NDS, and iii) other 
terms and conditions 
referred to above have 
been complied with.

(g) The RBI regulated enti-
ties can undertake ready 
forward transactions only 
in securities held in excess 
of  the prescribed Statu-
tory Liquidity Ratio (SLR) 
requirements.

(h) No sale transaction shall be 
put through without actu-
ally holding the securities in 
the portfolio by a seller of  
securities in the first leg of  a 
ready forward transaction.
(i) Securities purchased 

under the ready for-
ward contracts shall 
not be sold during the 
period of  the contract.

(ii) Buy-back arrangements:
(a) Double ready forward 

deals in Government 
securities including 
treasury bills are strictly 
prohibited.

(b) No ready forward and 
double ready forward 
deals should be put 
through even among 
banks and even on their 
investment accounts in 
other securities such as 
public sector undertak-
ings bonds, units of  
UTI, etc.

(c) Similarly, no ready for-
ward and double ready 
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forward deals should 
be entered into in any 
securities including 
Government securi-
ties, on behalf  of  other 
constituents including 
brokers.

(iii) The guidelines for uni-
form accounting for 
Repo / Reverse Repo 
transactions have also 
been announced by the 
Reserve Bank of  India.

4. Transactions through SGL 
account:

The following instructions 
have been issued by the RBI to 
be followed by banks for pur-
chase/ sale of  securities through 
SGL A/c under the Delivery 
Versus Payment (DVP) System 
wherein the transfer of  securi-
ties takes place simultaneously 
with the transfer of  funds. It 
is, therefore, necessary for both 
the selling bank and the buy-
ing bank to maintain current 
account with the RBI. As no 
Overdraft facility in the current 
account would be extended by 
RBI, adequate balance in cur-
rent account should be main-
tained by banks for effecting 
any purchase transaction.
i) All transactions in Govt. 

securities for which SGL 
facility is available should 
be put through SGL A/cs 
only.

ii) Under no circumstances, a 
SGL transfer form issued 
by a bank in favour of  an-
other bank should bounce 
for want of  sufficient bal-
ance of  securities in the 
SGL A/c of  seller or for 
want of  sufficient balance 
of  funds in the current a/c 
of  the buyer.

iii) The SGL transfer form re-
ceived by purchasing banks 
should be deposited in their 
SGL A/cs immediately i.e. 

the date of  lodgment of  the 
SGL Form with RBI shall 
be within one working day 
after the date of  signing of  
the Transfer Form. While 
in cases of  OTC trades, the 
settlement has to be only 
on ‘spot’ delivery basis as 
per Section 2(i) of  the Se-
curities Contract Act, 1956, 
in cases of  deals on the rec-
ognized Stock Exchanges, 
settlement should be within 
the delivery period as per 
their rules, bye laws and 
regulations. In all cases, par-
ticipants must indicate the 
deal/trade/contract date in 
Part C of  the SGL Form 
under ‘Sale date’. Where 
this is not completed the 
SGL Form will not be ac-
cepted by the Reserve Bank 
of  India (RBI).

iv) No sale should be effected 
by way of  return of  SGL 
form held by the bank.

v) SGL transfer forms should 
be signed by two authorised 
officials of  the bank whose 
signatures should be re-
corded with the respective 
PDOs of  the Reserve Bank 
and other banks.

vi) The SGL transfer forms 
should be in the standard 
format prescribed by the 
Reserve Bank and printed 
on semi-security paper of  
uniform size. They should 
be serially numbered and 
there should be a control 
system in place to account 
for each SGL form.

vii) If  a SGL transfer form 
bounces for want of  suffi-
cient balance in the SGL A/
c, the (selling) bank which 
has issued the form will be 
liable to the following penal 
action against it :
a) The amount of  the SGL 

form (cost of  purchase 
paid by the purchaser 

of  the security) would 
be debited immediately 
to the current account 
of  the selling bank with 
the Reserve Bank.

b) In the event of  an over-
draft arising in the cur-
rent account following 
such a debit, penal in-
terest would be charged 
by the Reserve Bank on 
the amount of  the over-
draft at a rate of  3 per-
centage points above 
the Discount and Fi-
nance House of  India’s 
(DFHI) call money 
lending rate on the day 
in question. However, 
if  the DFHI’s closing 
call money rate is lower 

than the prime lending 
rate of  banks, as stipu-
lated in the Reserve 
Bank’s interest rate di-
rective in force, the ap-
plicable penal rate to be 
charged will be 3 per-
centage points above 
the prime lending rate 
of  the bank concerned

c) If  the bouncing of  
the SGL form occurs 
thrice, the bank will be 
debarred from trad-
ing with the use of  the 
SGL facility for a pe-
riod of  6 months from 
the occurrence of  the 
third bouncing. If, af-
ter restoration of  the 
facility, any SGL form 
of  the concerned bank 

All transactions in Govt. 
securities for which 
SGL facility is available 
should be put through 
SGL Accounts only.
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bounces again, the bank 
will be permanently de-
barred from the use of  
the SGL facility in all 
the PDOs of  the Re-
serve Bank.

d) The bouncing on ac-
count of  insufficient 
balance in the current 
account of  the buying 
bank would be reck-
oned (against the buy-
ing bank concerned) 
for the purpose of  
debarment from the 
use of  SGL facility on 
par with the bouncing 
on account of  insuf-
ficient balance in SGL 
a/c. of  the selling bank 
(against selling bank). 
Instances of  bouncing 
in both the accounts 
(i.e SGL a/c and cur-
rent a/c) will be reck-
oned together against 
the SGL account holder 
concerned for the pur-
pose of  debarment (i.e 
three in a half-year for 
temporary suspension 
and any bouncing af-
ter restoration of  SGL 
facility, for permanent 
debarment.)

5. Engagement of Brokers:
As a follow up to the securi-

ties scam the RBI issued strict 
norms for appointment of  bro-
kers, types transactions to be 
put through, settlement etc as 
below:
a) Transactions between one 

bank and another bank 
should not be put through 
the brokers’ accounts. The 
brokerage on the deal pay-
able to the broker, if  any 
(if  the deal was put through 
with the help of  a broker), 
should be clearly indicated 
on the notes/ memorandum 
put up to the top manage-

ment seeking approval for 
putting through the trans-
action and separate account 
of  brokerage paid, broker-
wise, should be maintained.

b) If  a deal is put through with 
the help of  a broker, the role 
of  the broker should be re-
stricted to that of  bringing 
the two parties to the deal 
together.

c) While negotiating the deal, 
the broker is not obliged to 
disclose the identity of  the 
counterparty to the deal. On 
conclusion of  the deal, he 
should disclose the counter-
party and his contract note 
should clearly indicate the 
name of  the counterparty.

d) On the basis of  the con-
tract note disclosing the 
name of  the counterparty, 
settlement of  deals be-
tween banks, viz. both fund 
settlement and delivery of  
security, should be directly 
between the banks and the 
broker should have no role 
to play in the process.

e) With the approval of  their 
top managements, banks 
should prepare a panel of  
approved brokers which 
should be reviewed annu-
ally, or more often if  so 
warranted. Clear-cut cri-
teria should be laid down 
for empanelment of  bro-
kers, including verification 
of  their creditworthiness, 
market reputation, etc. A 
record of  broker-wise de-
tails of  deals put through 
and brokerage paid, should 
be maintained.

f) A disproportionate part 
of  the business should not 
be transacted through only 
one or a few brokers. Banks 
should fix aggregate con-
tract limits for each of  the 
approved brokers. A limit 
of  5% of  total transactions 

(both purchase and sales) 
entered into by a bank dur-
ing a year should be treat-
ed as the aggregate upper 
contract limit for each of  
the approved brokers. This 
limit should cover both the 
business initiated by a bank 
and the business offered/ 
brought to the bank by a 
broker. Banks should ensure 
that the transactions entered 
into through individual bro-
kers during a year normally 
did not exceed this limit. 
However, if  for any reason 
it becomes necessary to 

exceed the aggregate limit 
for any broker, the specific 
reasons therefor should be 
recorded, in writing, by the 
authority empowered to put 
through the deals.  Further, 
the board should be in-
formed of  this, post facto. 
However, the norm of  5% 
would not be applicable 
to banks’ dealings through 
Primary Dealers.

g) The concurrent auditors 
who audit the treasury op-
erations should scrutinise 
the business done through 
brokers also and include it 
in their monthly report to 
the Chief  Executive Officer 
of  the bank. Besides, the 
business put through any 
individual broker or brokers 
in excess of  the limit, with 
the reasons therefor, should 

If a deal is put through 
with the help of a broker, 
the role of the broker 
should be restricted to 
that of bringing the two 
parties to the deal to-
gether.
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be covered in the half-year-
ly review to the Board of  
Directors/ Local Advisory 
Board.

6.  Retailing in Government 
Securities:

The banks are permitted to 
undertake retailing of  Govern-
ment Securities with non-bank 
clients subject to the following 
conditions:
i) Such retailing should be on 

outright basis and there is 
no restriction on the period 
between sale and purchase.

ii) The retailing of  Govern-
ment securities should be 
on the basis of  ongoing 
market rates/ yield curve 
emerging out of  secondary 
market transactions.

iii) No sale of  Government se-
curities should be effected 
by banks unless they hold 
the securities in their port-
folio either in the form of  
physical scrips or in the 
SGL Account maintained 
with the Reserve Bank of  
India.

iv) Immediately on sale, the 
corresponding amount 
should be deducted by the 
bank from its investment 
account and from its SLR 
assets.

v) Banks should put in place 
adequate internal control 
checks/mechanisms as in-
dicated in paragraph 3.

vi) These transactions should 
be subjected to concurrent 
audit by internal auditors/ 
external auditors and re-
sults of  their audit should 
be placed before the CMD 
of  the bank every month. 
These audit reports are 
also to be submitted to a 
separately constituted Cell 
on supervision of  funds 
management operations in 
banks in RBI.

7. Issues specific to non-SLR 
securities:  

The phased reduction in SLR 
percentage has led the banks to 
deploy their funds in non-SLR 
securities both in Government 
Papers as well as subscription to 
various instruments of  private 
sector.  Some of  the Investments 
in the Private Sector became bad 
leading to heavy provisioning 
and write off.  The Reserve Bank 
from time to time has imposed 
restrictions and conditions 
against indiscriminate investment 
measures taken up the banks in 
this regard.  As per guidelines of  
the RBI rating is a must and also 
it is strongly recommended the 
securities are listed in the mar-
ket.  The rating also should not 
be older than one month prior 
to the date of  issue. Also the 
technical group formed by the 
RBI has recommended stringent 
disclosure norms in the offer 
document.  Bank’s investment 
in unlisted non-SLR securities 
should not exceed 10 per cent of  
its total investment in non-SLR 
securities as on March 31, of  the 
previous year. The unlisted non-
SLR securities in which banks 
may invest up to the limits speci-
fied above, should comply with 
the disclosure requirements as 
prescribed by the SEBI for listed 
companies.

Bank’s investment in unlisted 
non-SLR securities may exceed 
the limit of  10 per cent, by an 
additional 10 per cent, provided 
the investment is on account 
of  investment in securitization 
papers issued for infrastructure 
projects, and bonds/debentures 
issued by Securitization Compa-
nies and Reconstruction Com-
panies set up under the Securi-
tization and Reconstruction of  
Financial Assets and Enforce-
ment of  Security Interest Act, 
2002 and registered with RBI. 
In other words investment ex-

clusively in securities specified 
in this paragraph could be up 
to the maximum permitted limit 
of  20 per cent. Boards of  banks 
should review the following as-
pects of  non-SLR investment at 
least at quarterly intervals:
a) Total business (investment 

and divestment) during the 
reporting period.

b) Compliance with the pru-
dential limits prescribed by 
the Board for non-SLR in-
vestment.

c) Compliance with the pru-
dential guidelines issued by 
Reserve Bank on non-SLR 
securities.

d) Rating migration of  the is-
suers/ issues held in the 
bank’s books and conse-
quent diminution in the 
portfolio quality.

e) Extent of  non performing 
investments in the non-SLR 
category

8. Reconciliation of Holdings:
Banks should furnish to the 

Reserve Bank the statement of  
the reconciliation of  bank’s in-
vestments (held in own Invest-
ment account, as also under 
PMS) as at the end of  every ac-
counting year duly certified by 
the bank’s auditors. Further, the 
statement should be sent to the 
Reserve Bank within one month 
from the close of  the account-
ing year.

9. Classification of Investment 
Portfolio:

As per the RBI guidelines the 
investment portfolio of  a Bank 
has to be classified under three 
categories viz. ‘Held to Maturi-
ty’, ‘Available for Sale’ and ‘Held 
for Trading’.  The classification 
shall be made at the time of  ac-
quisition and the decision should 
be recorded on the investment 
proposals. However, in the Bal-
ance Sheet the investments will 
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continue to be disclosed as per 
the existing six classifications 
as below:
a) Government Securities
b)  Other approved securities
c) Shares
d) Debentures & Bonds
e) Subsidiaries/Joint Ventures 

and
f) Others (CP, Mutual Fund 

Units, etc.)
i) The securities acquired by 
the banks with the intention 
to hold them up to maturity 
has to be classified under 
held to maturity.
ii) The investments included 
under ‘Held to Maturity’ 
should not exceed 25 per 
cent of  the bank’s total in-
vestments. The banks may 
include, at their discretion, 
under ‘Held to Maturity’ cat-
egory securities less than 25 
per cent of  total investment.
iii) The following invest-
ments will be classified un-
der ‘Held to Maturity’ but 
will not be counted for the 
purpose of  ceiling of  25% 
specified for this category:
a) Re-capitalisation bonds 

received from the Gov-
ernment of  India to-
wards their re-capitali-
sation requirement and 
held in their investment 
portfolio. This will not 
include re-capitalisation 
bonds of  other banks 
acquired for investment 
purposes.

b) Investment in subsid-
iaries and joint ven-
tures. (A joint venture 
would be one in which 
the bank, along with 
its subsidiaries, holds 
more than 25% of  the 
equity.)

c) The investments in de-
bentures/ bonds, which 
are deemed to be in the 
nature of  an advance.

iv) Banks have been al-
lowed in September 
2, 2004 to exceed the 
limit of  25 per cent of  
total investments under 
HTM category provid-
ed :

a. the excess comprises 
only of  SLR securities, 
and

b. the total SLR securities 
held in the HTM cat-
egory is not more than 
25 per cent of  their 
DTL as on the last Fri-
day of  the second pre-
ceding fortnight.

v) The non-SLR securities 
held as part of  HTM as on 
September 2, 2004 may re-
main in that category. No 
fresh non-SLR securities are 
permitted to be included in 
the HTM category, except 
the following :
a) Fresh re-capitalisation 

bonds received from 
the Government of  
India towards their re-
capitalisation require-
ment and held in their 
investment portfolio. 
This will not include 
re-capitalisation bonds 
of  other banks ac-
quired for investment 
purposes.

b) Fresh investment in the 
equity of  subsidiaries 
and joint ventures.

c) RIDF/ SIDBI deposits
vi) To sum up, banks may 
hold the following securi-
ties under HTM category:
a) SLR securities upto 25 

per cent of  their DTL 
as on the last Friday of  
the second preceding 
fortnight.

b) Non-SLR securities in-
cluded under HTM as 
on September 2, 2004.

c) Fresh re-capitalisation 
bonds received from 

the Government of  
India towards their re-
capitalisation require-
ment and held in their 
investment portfolio.

d) Fresh investment in 
the equity of  subsidiar-
ies and joint ventures ( 
A joint venture would 
be one in which bank, 
along with its subsidiar-
ies, holds more than 25 
per cent of  the equity).

e) RIDF/ SIDBI depos-
its.

vii) Profit on sale of  in-
vestments in this category 
should be first taken to the 
Profit & Loss Account and 
thereafter be appropriated 
to the ‘Capital Reserve Ac-
count’. Loss on sale will be 
recognised in the Profit & 
Loss Account.

Available for Sale & Held for 
Trading
i) The securities acquired by 

the banks with the intention 
to trade by taking advantage 
of  the short term price/ in-
terest rate movements shall 
be classified under held for 
trading.

ii) The securities which do not 
fall within the above two 
categories are to be clas-
sified under available for 
sale.

iii) The banks have the free-
dom to decide on the extent 
of  holdings under Available 
for Sale and Held for Trad-
ing categories. This will be 
decided by them after con-
sidering various aspects 
such as basis of  intent, 
trading strategies, risk man-
agement capabilities, tax 
planning, manpower skills, 
capital position.

iv) The investments classified 
under Held for trading cat-
egory would be those from 
which the bank expects to 
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make a gain by the move-
ment in the interest rates/ 
market rates. These securities 
are to be sold within 90 days.

v) Profit or loss on sale of  in-
vestments in both the cat-
egories will be taken to the 
Profit & Loss Account.

10. Shifting among 
Categories:
i) Banks are permitted to shift 

investments to/from Held 
to Maturity category with 
the approval of  the Board 
of  Directors once a year. 
Such shifting shall be nor-
mally allowed at the begin-
ning of  the accounting year. 
No further shifting to/ from 
this category shall be allowed 
during the remaining part of  
that accounting year.

ii) Banks may shift invest-
ments from Available for 
Sale category to Held for 
Trading category with the 
approval of  their Board of  
Directors/ ALCO/ Invest-
ment Committee. In case 
of  exigencies, such shifting 
may be done with the ap-
proval of  the Chief  Execu-
tive of  the bank/ Head of  
the ALCO, but should be 
ratified by the Board of  Di-
rectors/ ALCO.

iii) Shifting of  investments 
from Held for Trading 
category to Available for 
Sale category is generally 
not allowed. However, it 
will be permitted only under 
exceptional circumstances 
like not being able to sell 
the security within 90 days 
due to tight liquidity condi-
tions, or extreme volatility, 
or market becoming uni-
directional. Such transfer 
is permitted only with the 
approval of  the Board of  
Directors/ ALCO/ Invest-
ment Committee.

iv) Transfer of  scrips from one 
category to another, under 
all circumstances, should 
be done at the acquisition 
cost/ book value/ market 
value on the date of  trans-
fer, whichever is the least, 
and the depreciation, if  any, 
on such transfer should be 
fully provided for.

11. Valuation:
The Reserve Bank of  India 

has issued the necessary guide-
lines for valuation of  the securi-
ties under all the three catego-
ries as below:
Held to Maturity
i) Investments classified un-

der Held to Maturity cate-
gory need not be marked to 
market and can be carried 
at acquisition cost unless it 
is more than the face value, 
in which case the premium 
should be amortised over 
the period remaining to 
maturity.

ii Banks have to recognise 
any diminution, other than 
temporary, in the value of  
their investments in subsid-
iaries/ joint ventures which 
are included under Held to 
Maturity category and pro-
vide therefor. Such diminu-
tion should be determined 
and provided for each in-
vestment individually.

Available for Sale
i) The individual scrips in the 

Available for Sale category 
shall be marked to market 
at the quarterly or at more 
frequent intervals. While 
the net depreciation under 
each class should be rec-
ognized and fully provided 
for, the net appreciation 
under each classification 
should be ignored. The 
book value of  the indi-
vidual securities would not 
undergo any change after 

the revaluation. Securities 
under this category shall 
be valued scrip-wise and 
depreciation/ appreciation 
shall be aggregated for each 
classification. Net deprecia-
tion, if  any, shall be provid-
ed for. Net appreciation, if  
any, should be ignored. Net 
depreciation required to 
be provided for in any one 
classification should not be 
reduced on account of  net 
appreciation in any other 
classification.

ii) The provisions required to 
be created on account of  
depreciation in the Avail-
able for Sale category in any 
year should be debited to the 
Profit & Loss Account and 
an equivalent amount (net of  
tax benefit, if  any, and net of  
consequent reduction in the 
transfer to Statutory Reserve) 
or the balance available in 
the Investment Fluctuation 
Reserve Account, whichever 
is less, shall be transferred 
from the Investment Fluc-
tuation Reserve Account to 
the Profit & Loss Account. 
In the event provisions cre-
ated on account of  depre-
ciation in the Available for 
Sale category are found to 
be in excess of  the required 
amount in any year, the ex-
cess should be credited to 
the Profit & Loss Account 
and an equivalent amount 
(net of  taxes, if  any, and net 
of  transfer to Statutory Re-
serves as applicable to such 
excess provision) should be 
appropriated to the Invest-
ment Fluctuation Reserve 
Account to be utilized to 
meet future depreciation re-
quirement for investments in 
this category. The amounts 
debited to the Profit & Loss 
Account for provision and 
the amount credited to the 
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Profit & Loss Account for 
reversal of  excess provision 
should be debited and cred-
ited respectively under the 
head “Expenditure – Provi-
sions & Contingencies”. The 
amounts appropriated from 
the Profit & Loss Account 
and the amount transferred 
from the Investment Fluc-
tuation Reserve to the Profit 
& Loss Account should be 
shown as ‘below the line’ 
items after determining the 
profit for the year.

Held for Trading
The individual scrips in the Held 

for Trading category will be 
marked to market at month-
ly or at more frequent inter-
vals as in the case of  those 
in the Available for Sale 
category. The book value 
of  the individual securities 
in this category would not 
undergo any change after 
marking to market.

The equity shares in the bank’s 
portfolio should be marked 
to market preferably on a 
daily basis, but at least on a 
weekly basis.  In respect of  
securities included in any of  
the three categories where 
interest/ principal is in ar-
rears, the banks should not 
reckon income on the secu-
rities and should also make 
appropriate provisions for 
the depreciation in the val-
ue of  the investment. The 
banks should not set-off  
the depreciation require-
ment in respect of  these 
non-performing securities 
against the appreciation in 
respect of  other perform-
ing securities.

13. Investment Fluctuation 
Reserve:

In order to build up of  ad-
equate reserves to guard against 
any possible reversal of  interest 

rate environment in future due 
to  unexpected developments, 
the RBI has made it compulsory 
for banks to build up Invest-
ment Fluctuation Reserve (IFR) 
of  a minimum of  5 per cent of  
the Investment Portfolio.  IFR 
should be computed with ref-
erence to investments in two 
categories, viz., “Held for Trad-
ing” and “Available for Sale”. It 
will not be necessary to include 
investment under “Held to Ma-
turity” category for the purpose 
of  computation of  IFR. How-
ever, banks are free to build up 
a higher percentage of  IFR up 
to 10 per cent of  the portfolio 
depending on the size and com-
position of  their portfolio, with 
the approval of  their Board of  
Directors.  Transfer to IFR shall 
be as an appropriation of  net 
profit “below the line” after  ap-
propriation to statutory reserve.

13. Market Value:
The ‘market value’ for the 

purpose of  periodical valua-
tion of  investments included in 
the Available for Sale and Held 
for Trading categories would be 
the market price of  the scrip 
as available from the trades/ 
quotes on the stock exchanges, 
SGL account transactions, price 
list of  RBI, prices declared by 
Primary Dealers Association of  
India (PDAI) jointly with the 
Fixed Income Money Market 
and Derivatives Association of  
India (FIMMDA) periodically. 
In respect of  unquoted securi-
ties, the procedure as detailed 
below should be adopted:
Unquoted SLR securities
Central Government Securities
i) Banks should value the 

unquoted Central Govern-
ment securities on the basis 
of  the prices/ YTM rates 
put out by the PDAI/ FIM-
MDA at periodical inter-
vals.

ii) The 6.00 per cent Capi-
tal Indexed Bonds may 
be valued at “cost” as de-
fined in ircular DBOD. 
NO.BC.8/12.02.001 / 97-98 
dated January 22, 1998 and 
BC.18/12.02.001/2000-
2001 dated August 16, 
2000.

iii) Treasury Bills should be 
valued at carrying cost.

State Government Securities
State Government securities 

will be valued applying the YTM 
method by marking it up 

by 25 basis points above the 
yields of  the Central Govern-
ment Securities of  equivalent 
maturity put out by PDAI/ 
FIMMDA periodically.
Other ‘approved’ Securities

Other approved securities 
will be valued applying the YTM 
method by marking it up by 25 
basis points above the yields of  
the Central Government Securi-
ties of  equivalent maturity put 
out by PDAI/ FIMMDA peri-
odically.
Unquoted Non-SLR securities
Debentures/ Bonds

All debentures/ bonds other 
than debentures/ bonds which 
are in the nature of  advance 
should be valued on the YTM 
basis. Such debentures/ bonds 
may be of  different companies 
having different ratings. These 
will be valued with appropriate 
mark-up over the YTM rates for 
Central Government securities 
as put out by PDAI/ FIMMDA 
periodically. The mark-up will 
be graded according to the rat-
ings assigned to the debentures/ 
bonds by the rating agencies 
subject to the following: -
(a) The rate used for the YTM 

for rated debentures/ 
bonds should be at least 50 
basis points above the rate 
applicable to a Government 
of  India loan of  equivalent 
maturity.
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(b) The rate used for the YTM 
for unrated debentures/ 
bonds should not be less 
than the rate applicable to 
rated debentures/ bonds 
of  equivalent maturity. The 
mark-up for the unrated de-
bentures/bonds should ap-
propriately reflect the credit 
risk borne by the bank.

(c) Where interest/ principal on 
the debenture/ bonds is in 
arrears, the provision should 
be made for the debentures 
as in the case of  debentures/ 
bonds treated as advances. 
The depreciation/provi-
sion requirement towards 
debentures where the inter-
est is in arrears or principal 
is not paid as per due date, 
shall not be allowed to be 
set-off  against appreciation 
against other debentures/ 
bonds. Where the deben-
ture/ bonds is quoted and 
there have been transactions 
within 15 days prior to the 
valuation date, the value ad-
opted should not be higher 
than the rate at which the 
transaction is recorded on 
the stock exchange.

Preference Shares
The valuation of  preference 

shares should be on YTM basis. 
The preference shares will be is-
sued by companies with differ-
ent ratings. These will be valued 
with appropriate mark-up over 
the YTM rates for Central Gov-
ernment securities put out by 
the PDAI/FIMMDA periodi-
cally. The mark-up will be grad-
ed according to the ratings as-
signed to the preference shares 
by the rating agencies subject to 
the following:
a) The YTM rate should not 

be lower than the coupon 
rate/ YTM for a GOI loan 
of  equivalent maturity.

b) The rate used for the YTM 

for unrated preference 
shares should not be less 
than the rate applicable to 
rated preference shares of  
equivalent maturity. The 
mark-up for the unrated 
preference shares should 
appropriately reflect the 
credit risk borne by the  
bank.

c) Investments in preference 
shares as part of  the proj-
ect finance may be valued 
at par for a period of  two 
years after commencement 
of  production or five years 
after subscription whichev-
er is earlier.

d) Where investment in pref-
erence shares is as part of  
rehabilitation, the YTM 
rate should not be lower 
than 1.5% above the cou-
pon rate/ YTM for GOI 
loan of  equivalent maturity.

e) Where preference dividends 
are in arrears, no credit 
should be taken for accrued  
dividends and the value de-
termined on YTM should 
be discounted by at least 
15% if  arrears are for one 
year, and more if  arrears are 
for more than one year. The 
depreciation/provision re-
quirement arrived at in the 
above manner in respect 
of  non-performing shares 
where dividends are in ar-
rears shall not be allowed 
to be set-off  against appre-
ciation on other performing 
preference shares.

f) The preference share should 
not be valued above its re-
demption value.

g) When a preference share 
has been traded on stock ex-
change within 15 days prior 
to the valuation date, the 
value should not be higher 
than the price at which the 
share was traded.

Equity Shares
The equity shares in the 

bank’s portfolio should be 
marked to market preferably on 
a daily basis, but at least on a 
weekly basis.

Equity shares for which cur-
rent quotations are not avail-
able or where the shares are 
not quoted on the stock ex-
changes, should be valued at 
break-up value (without consid-
ering ‘revaluation reserves’, if  
any) which is to be ascertained 
from the company’s latest bal-
ance sheet (which should not be 
more than one year prior to the 
date of  valuation). In case the 
latest balance sheet is not avail-
able the shares are to be valued 
at Re.1 per company.

Mutual Funds Units
Investment in quoted Mu-

tual Fund Units should be 
valued as per Stock Exchange 
quotations. Investment in un-
quoted Mutual Fund Units is 
to be valued on the basis of  
the latest re-purchase price 
declared by the Mutual Fund 
in respect of  each particular 
Scheme. In case of  funds with 
a lock-in period, where repur-
chase price/ market quote is 
not available, Units could be 
valued at NAV. If  NAV is not 
available, then these could be 
valued at cost, till the end of  
the lock-in period. Wherever 
the re-purchase price is not 
available the Units could be 
valued at the NAV of  the re-
spective scheme.

Commercial Paper
Commercial paper should be 

valued at the carrying cost.

Investments in RRBs
Investment in RRBs is to 

be valued at carrying Cost (i.e. 
book value) on consistent basis.



The Chartered Accountant   1473April 2006

Investment in securities 
issued by SC/RC

When banks/FIs invest 
in the security receipts/pass-
through certificates issued by 
Securitisation Company (SC)/
Reconstruction Company (RC) 
in respect of  the financial as-
sets sold by them to the SC/RC, 
the sale shall be recognised in 
books of  the banks/FIs at the 
lower of:
l the redemption value 

of  the security receipts/
passthrough certificates, 
and

l the NBV of  the financial 
asset.

The above investment should 
be carried in the books of  the 
bank/FI at the price as deter-
mined above until its sale or 
realisation, and on such sale or 
realisation, the loss or gain must 
be dealt with as under:
(i) If  the sale to SC/RC is at 

a price below the net book 
value (NBV) (i.e. Book val-
ue less provisions held), the 
shortfall should be debited 
to the profit and loss ac-
count of  that year.

(ii) If  the sale is for a value 
higher than the NBV, the 
excess provision will not be 
reversed but will be utilised 
to meet the shortfall  loss 
on account of  sale of  other 
financial assets to SC/RC.

All instruments received by 
banks/FIs from SC/RC as sale 
consideration for financial as-
sets sold to them and also other 
instruments issued by SC/RC in 
which banks/FIs invest will be 
in the nature of  non-SLR secu-
rities.

Accordingly, the valuation, 
classification and other norms 
applicable to investment in non-
SLR instruments prescribed by 
RBI from time to time would 
be applicable to bank’s/FI’s in-

vestment in debentures/bonds/
security receipts/PTCs issued 
by SC/RC. However, if  any of  
the above instruments issued 
by SC/RC is limited to the ac-
tual realisation of  the financial 
assets assigned to the instru-
ments in the concerned scheme 
the bank/FI shall reckon the 
Net Asset Value (NAV), ob-
tained from SC/RC from time 
to time, for valuation of  such 
investments.

14. Non performing 
Investments:

 In respect of  securities in-
cluded in any of  the three cate-
gories where interest/principal is 
in arrears, the banks should not 
reckon income on the securities 
and should also make appropriate 
provisions for the depreciation in 
the value of  the investment. The 
banks should not set-off  the de-
preciation requirement in respect 
of  these non-performing securi-
ties against the appreciation in 
respect of  other performing 
securities.

A non performing investment 
(NPI), similar to a non performing 
advance (NPA), is one where:
(i) Interest/instalment (includ-

ing maturity proceeds) is 
due and remains unpaid for 
more than 90 days.

(ii) The above would apply 
mutatis-mutandis to prefer-
ence shares where the fixed 
dividend is not paid.

(iii) In the case of  equity shares, 
in the event the investment 
in the shares of  any com-
pany is valued at Re.1 per 
company on account of  the 
non availability of  the lat-
est balance sheet in accor-
dance with the instructions 
contained in paragraph 28 
of  the Annexure to cir-
cular DBOD.BP.BC.32/ 
21.04.048/ 2000-01 dated 

October 16, 2000, those 
equity shares would also be 
reckoned as NPI.

(iv) If  any credit facility availed 
by the issuer is NPA in the 
books of  the bank, invest-
ment in any of  the securi-
ties issued by the same is-
suer would also be treated 
as NPI.

(v) The investments in deben-
tures/bonds, which are 
deemed to be in the nature 
of  advance would also be 
subjected to NPI norms as 
applicable to investments.

State Government guaranteed invest-
ments

For the year ending March 
31, 2005, investment in State 
Government guaranteed se-
curities would attract pruden-
tial norms for identification of  
non-performing investments 
and provisioning, if  interest 
and/or principal or any other 
amount due to the bank re-
mains overdue for more than 
180 days.

With effect from the year end-
ing March 31, 2006, investment 
in State Government guaranteed 
securities, including those in the 
nature of  ‘deemed advance’, will 
attract prudential norms for iden-
tification of  non-performing in-
vestments and provisioning, when 
interest/ instalment of  principal 
(including maturity proceeds) or 
any other amount due to the bank 
remains unpaid for more than 
90 days.

15. Uniform Accounting 
for Repo / Reverse Repo 
Transactions Prescribed by 
RBI

In order to ensure uniform 
accounting treatment for ac-
counting repo /reverse repo 
transactions and to impart an 
element of  transparency, uni-
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form accounting principles, 
have been laid down for repo 
/ reverse repo transactions un-
dertaken by all the regulated en-
tities. However, for the present, 
these norms would not apply to 
repo / reverse repo transactions 
under the Liquidity Adjustment 
Facility (LAF) with RBI.

 The legal character of  repo 
under the current law , viz. as 
outright purchase and outright 
sale transactions will be kept in-
tact by ensuring that the securi-
ties sold under repo (the entity 
selling referred to as “seller”) are 
excluded from the Investment 
Account of  the seller of  secu-
rities and the securities bought 
under reverse repo (the entity 
buying referred to as “buyer”) 
are included in the Invest-
ment Account of  the buyer of  
securities.

Further, the buyer can reckon 
the approved securities acquired 
under reverse repo transaction 
for the purpose of  Statutory Li-
quidity Ratio (SLR) during the 
period of  the repo.

At present repo transactions 
are permitted in Central Gov-
ernment securities including 
Treasury Bills and dated State 
Government securities. Since the 
buyer of  the securities will not 
hold it till maturity, the securities 
purchased under reverse repo by 
banks should not be classified 
under Held to Maturity cat-
egory. The first leg of  the repo 
should be contracted at prevail-
ing market rates. Further, the ac-
crued interest received / paid in 
a repo / reverse repo transaction 
and the clean price (i.e. total cash 
consideration less accrued in-
terest) should be accounted for 
separately and distinctly.

16. Income Recognition
i) Banks are permitted  book 

income on accrual basis on 

securities of  corporate bod-
ies/ public sector undertak-
ings in respect of  which 
the payment of  interest 
and repayment of  principal 
have been guaranteed by 
the Central Government or 
a State Government, pro-
vided interest is serviced 
regularly and as such is not 
in arrears.

ii) Banks may book income 
from dividend on shares of  
corporate bodies on accrual 
basis provided dividend on 
the shares has been declared 
by the corporate body in 
its Annual General Meet-
ing and the owner’s right 
to receive payment is estab-
lished.

iii) Banks may book income 
from Government securi-
ties and bonds and deben-
tures of  corporate bodies 
on accrual basis, where in-
terest rates on these instru-
ments are pre-determined 
and provided interest is ser-
viced regularly and is not in 
arrears.

iv) Banks should book income 
from units of  mutual funds 
on cash basis.

17. Broken Period Interest
Banks should not capital-

ise the Broken Period Interest 
paid to seller as part of  cost, 
but treat it as an item of  ex-
penditure under Profit and 
Loss Account in respect of  in-
vestments in Government and 
other approved securities. It 
is to be noted that the above 
accounting treatment does 
not take into account taxation 
implications and hence the 
banks should comply with the 
requirements of  Income Tax 
Authorities in the manner pre-
scribed by them.

18. Dematerialised Holding
Banks have been advised to 

settle the transactions in secu-
rities as notified by Securities 

and Exchange Board of  India 
(SEBI) only through deposito-
ries. Banks were also advised 
that after the commencement 
of  mandatory trading in demat 
form, they would not be able to 
sell the shares of  listed compa-
nies if  they were held in physi-
cal form. In order to extend the 
demat form of  holding to other 
instruments like bonds, deben-
tures and equities, it was decid-
ed that, with effect from Octo-
ber 31, 2001, banks, FIs, PDs 
and SDs would be permitted to 
make fresh investments and hold 
bonds and   debentures, private-
ly placed or otherwise, only in 
dematerialized form. Outstand-
ing investments in scrip forms 
would have to be converted into 
dematerialised form by June 30, 
2002. As regards equity instru-
ments, banks were required to 
convert all their equity hold-
ing in scrip form into dema-
terialised form by December 
31, 2004. r

Banks have been ad-
vised to settle the trans-
actions in securities as 
notified by Securities 
and Exchange Board 
of India (SEBI) only 
through depositories. 
Banks were also advised 
that after the com-
mencement of manda-
tory trading in demat 
form, they would not be 
able to sell the shares of 
listed companies if they 
were held in physical 
form.


