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ABSTRACT

The co-operative banking structure is pyramidal or federal in
character. In the deregulated banking environment, the co-
operative bank engaged in financing agricultural and non-
agricultural activities are also exposed to various types of risks
like credit risk, interest rate risk and liquidity risk. Hence an
attempt has been made to study the financial performance of
kurukshetra central co-operative bank. This paper reflects the
financial performance of kurukshetra central co-operative for
the period 2006-2007 to 2010-2011.The financial performance
was analyzed through the ratio analysis. After a detailed study
of the financial statements of the bank, it is clear that although
there is increase in deposits an indicator of growth but the
profitability of the bank has decreased for the period from
2006-07 to 2010-11.the central cooperative bank should take

appropriate steps and means to improve the profitability of the
bank. :

Key words: Central Co-operative Banks, Deposits,
Deployment, operation. :

- INTRODUCTION

The beginning of cooperative banking in India dates back to
about 1904, when official efforts were made to create a new
type of institution based on principles of co-operative
organization & management, which were considered to be
suitable for solving the problems peculiar to Indian conditions.
The philosophy of equality, equity and self help gave way to
thoughts of self responsibility and self administration which
resulted in giving birth of co-operative. The origin on co-
operative movement was one such event-arising out of
a situation of crisis, exploitation and sufferings. Co-operative
banks in India came into existence with the enactment of the
Agricultural Credit Co-operative Societies Act in 1904. Co-
operative bank form an integral part of banking system in India
-Under the act of 1904, a number of cooperative credit societies
were started. Owing to the increasing demand of Co-operative
credit, a new act was passed in 1912, which was provided for
establishment of co-operative central banks by a union of
primary credit societies and individuals,

The kurukshetra Central co-operative bank Ltd. came into
existence onl.4.1973 with the primary objective of inculcating
banking habits among the rural masses. The bank has its
jurisdiction throughout the kurukshetra District. At the time of
registration the bank had only 4branches. Keeping in view the
persistence demand from the rural masses the bank has been
opening new branches for the facility of its customers. The



Vol. 6 No. 2

HSB Research Review

total branches as on date stands to 38 with 2 Extension L:ounlers.
Out of these 38 branches 29 are rural & 9 are urban. "!he bank
initially functioned for accepting deposits and advancmg.loans
to agricultural sector. Today with the changing scenario 1.he
bank has also diversified its functions and has also entct‘ed
into the non farm sector to compete with other commercial

banks.
REVIEWOFLITERATURE

To review the financial performance of the banks and the term-
lending institutions, various committees and analysts have
presented their expertise as it has been a key area of study for
financial institutions and the respective governments at the
global level. They have suggested various tools and
techniques for effective analysis and interpretation of the
financial and operational aspects of the financial institutions
specifically banks. Similarly various studies validate the need
of better financial performance of these banks.

Urs and Chitambaram (2000) studied performance of 14
District Central Cooperative Banks in Kerala on 23 parameters
and found inefficiency in their operations with lower capital
and poor deployment of funds in the District Central
Cooperative Banks Bhaskaran and Josh (2000) concluded
that the recovery performance of cooperative credit institutions
continues to be unsatisfactory which contributes to the growth
of Non performing assets even after the introduction of
prudential regulations. They suggested legislative and policy
prescriptions to make cooperative credit institutions more
efficient, productive and profitable organization in tune with
competitive commercial banking.
Jain (2001) has done a comparative performance analysis of
District Central Cooperative Banks of Western India, namely
Maharashtra, Gujarat and Rajasthan and found that District
Central Cooperative Banks of Rajasthan have performed better
in profitability and liquidity as compared to Gujarat and
Maharashtra.

Singh and Singh (2006) studied the funds management in the
District Central Cooperative Banks of Punjab with specific
reference to the analysis of financial margin. It noted that a
higher proportion of own funds and the recovery concernshave
resulted in the increased margin of the Central Cooperative
Banks and thus had a larger provision for non-performing
assets.

Mavaluri boppana and Nagarjuna (2006)) suggested that
performance of banking in terms of profitability, productivity,
asset quality and financial management has become important
to stable the economy. They found that public sector banks
have been more efficient than other banks operating in India.

Pal and Malik (2007) investigated the differences in the
_ﬁnanc-ial characteristics of 74 (public, private and foreign) banks
in India based on factors, such as profitability, liquidity, risk
and efficiency. It is suggested that foreign banks were t;etter
per formers, as compared to other two categories of banks, in
general and in terms of utilization of resources in particula;.
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Campbell (2007) focused on the relationghip bet
nonperforming loans and bank failure ang argueq chc
effective bank insolvency law for the prevention and c()r a
of nonperforming loans for developing anq tranqi?-mml
economies as these have been suffering severe PTOblémmnal
to nonperforming loans. $ dye

Singla (2008) emphasized on financial Managemen;
examined the financial position of sixteen bankg by conside:ind
profitability, capital adequacy, debt-equity and nop performi:

g
assets.

Dutta and Basak (2008) suggested that Cooperative bank
should improve their recovery performance, adopt ney, vy 3
of computerized monitoring of loans, implemen; pmp:l
prudential norms and organize regular workshops to Sustain i;
the competitive banking environment.

Chander and Chandel(2010) analyzed the financia] efficiency
and viability of HARCO Bank and found the poor performance
of the bank on capital adequacy, liquidity, earning quality ang
the management efficiency parameters. Centric to the ratio
analysis, these studies have customized and blended financia|
ratios in a model form to examine and predict the financia|
health. Similarly, comparative performance, recovery

Performance, cost reduction, productivity and efficiency are
vital areas which have been considered by various analysts,
With inquisitiveness the present study has been undertaken
with specific objectives as envisaged in the next section

Based on the above literature, it is clear that there are some
studies about private and public banks, however, no in depth
study has ever been done in cooperative bank in India because
of probably lack of sufficient information, and because of their
unfamiliarity with the global economy. The main contribution
of this study is to make financial comparison based on financial
banking activities as credits and deposits to determine the
performance and classifications of central cooperative bank in
kurukshetra.

STATEMENT OF THE PROBLEM

Banks play significant role in the economic development ofa
country broadly by promoting mobilization of resources and
allocating these resources in the form of loans and advances.
Central cooperative bank has to take banking facilities to fhe
rural areas and unbanked centers. The Central cooperative
banks have to mobilize the available resources and utilize them
in the most efficient and profitable manner. A significant Pmble“}
observed recently in kurukshetra is the low deploymentﬂ‘:
funds mobilized by Central cooperative banks compared © 0°
volume of deposits. Hence, an attempt has been made to St:‘_VZ
the financial performance of Kurukshetra central Co-oper2t
Bank.

OBJECTIVE OF THESTUDY

The objective of the study is to evaluate the ﬁ‘t‘;‘:“)u
performance of Kurukshetra Central Co-operativé Bank
ratio analysis.

cial
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METHODOLOGY

The study was based on data generated from the annual reports
of the bank. Moreover journal articles, banking regulations
and directives and relevant reports were also used. Period
selected for the study was Syars i.e., from 2006-2007 to 2010-
2011.For the purpose of financial performance analysis the
study included the variables viz., Share capital, Deposits,
Borrowed funds, Loans outstanding, Interest expenses, Net
profits or loss and overdue.

The study used the following ratios:
(A) Efficiency in Mobilization
» Owned funds to working capital Ratio
» Borrowed Funds to Working capital Ratio
» Deposit to working capital Ratio
» Deposit to borrowed funds Ratio
» Owned funds to Borrowed Funds Ratio
(B) Efficiency in Deployment
» Credit to Deposits Ratio
» Credit to working Capital Ratio
» Credit to Borrowed Funds Ratio
» Credit to Total Funds Ratio
(c) Efficiency In operation
» Spread Ratio
» Burden Ratio
» Profitability Ratio
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5. Result and Discussion

5.1 Financial performance of Kurukshetra Central Co-operative
Bank.

Selected Performance Indicators of kurukshetra Central
Cooperative Bank from 2006-07 to 2010-11

As stated in the methodology the following paragraphs present
the brief analysis of Kurukshetra Central Co-operative Bank’s
performance in three domain areas viz., the efficiency in

Mobilization, Efficiency in deployment and Efficiency in
operation.

5.2. Efficiency in mobilization

The analysis related to efficiency in mobilization facilitates the
bankers to identify the right mix of funds and its sources. The
banker can reduce the cost of fund si gnificantly if a continuous
assessment takes place in this line. For the purpose of working
capital analysis the study adopted the definition as the one
which includes share capital, reserves, deposits and

borrowings less investment on fixed assets and cumulative
losses.

Owned fund to working capital ratio

This ratio shows the share of owned funds in the working
capital of bank. It was calculated with the following formula;

Owned funds to working capital ratio= owned Sfund/working
capital x 100

Owned fund to working capital ratio reflect the sufficiency of
owned funds in bank and hence a higher ratio is preferable.
The results will portrait the bank’s capacity to mobilize owned
funds. From the table 2 it is clear that owned funds to working

Table 1: Selected Performance Indicators of kurukshetra Central Cooperative Bank from 2006-07 to 2010-11

year owned  deposits borrowed working  credit total interest interest mon interest non interest
fund fund capital funds received paid expenses income
200607 11.83 136.1 12591 10.01 250.56 137.74 1953 12.88 6.62 0.007
200708 11.79 143.75 20741 17.08 32421 2192 2048 1821 848 0.006
200809 11.84 152.04 14891 33 288.67 160.75 2849 18.17 8.05 0.04
2009-10 1201 172.14 141.94 1132 2884 153.95 2582 1545 992 001
2010-11 129 223.66 209.49 14.69 381.66 22239 2791 1891 12.19 0.02
CAGR 0.017 0.1 0.11 0.07 0.08 0.1 0.07 007 0.12 0.12
Source:- Complied From Annual Reports of Kurukshetra Central Co-operative Bank.
Table 2 : Efficiency in mobilization
year owned funds borrowed funds deposits deposits to owned funds
to working to working to working borrowed to borrowed
capital ratio capital ratio capital ratio funds ratio fund ratio
200607 118.06 1257.84 1359.64 108.09 938
200708 69.02 1214.34 841.62 69.3 5.68
2008-09 3584 4512.42 4607.27 102.1 794
2009-10 106.09 1253.88 1520.67 121.27 8.45
2010-11 87.81 1426.07 1522.53 106.76 6.15
Source:- Complied From Annual Reports of Kurukshetra Central Co-operative Bank.
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capital ratio have shown decreasing trend from 118.06 percgm
in 2006-07 to 87.81 by 2010-11.Higher owned fund to working
capital ratio is better, but here it is less, it could be concluded
that central cooperative bank has weak capital base.

Borrowed funds to working capital Ratio

This ratio shows the share of borrowed funds in 1_he working
capital of bank. It could be calculated by the following formula;

Borrowed funds to working capital ratio= borrowed fund/
working capital x100

A lower ratio is advisable for banks to show good performance.
This is because this ratio measures the proportion of borrowings
and deposits in working capital of bank. If the ratio is high it
means that bank’s average cost of funds is high. Table 2 depicts
that the borrowed funds to working capital ratio was1257.84
percent during 2006-07 and it increased to 1426.07 percent in
the year 2010-11.This means that the ratio has increased and
hence the bank’s average cost of funds has also increased.

Deposits to working capital ratio
Deposits constitute a major portion of total working capital.
This ratio could be calculated by using the following formula;

Deposits to working capital ratio =Deposit/working capital x100

Deposits to working capital ratio show the amount of deposit
in total working capital of the bank. Deposits are the total
deposits of all types received by the bank. From the table 2 it is
clear that the deposit to working capital ratio has increased
from 1359.64 percent in 2006-07 to 1522.53 percent in 2010-11.
The highest ratio was recorded during the year 2008-09 and
the lowest in the year 2007-08. This shows the Bank’s ability to
mobilize more deposits from the investors and also indicates
the fait bestowed upon by the customers on the bank.

Deposits to borrowed funds ratio

This ratio indicates the share of deposits in the borrowed fund.
It measures the efficiency of the organization in mobilizing
funds. It could be calculated as;

Deposits to borrowed funds ratio =deposits/borrowed fund x100

Deposits serve as a form of borrowings of bank, A higher ratio
indicates more amounts of deposits in borrowed fund and lower
ratio shows the dominance of borrowings in the borrowed
fund. Higher proportions of deposits are deemed as 3 symbol
of self finance. From the table 2 it is clear that the deposits to
borrowed funds ratio have decreased 108.09 in 200607 10 69..30
in 2007-08 after that it was increasing 69.30 in 2007-08 10121.27
in 2009-10 and in year 2010-11 ithas again decreased to 106.76.

Thus there is a dominance of deposits in borrowed fund of
central cooperative bank .

Owned funds to borrowed funds ratio

This is the ratio of owned funds

to borrowed funds. It coul
calculated by using the followj ould be

ng formula;
Owned funds to borrowed

Junds ratio=¢y, d :
borrowed funds x100 ned funds/
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This ratio shows whether the bank depends on ¢
or borrowed funds. Owned funds include share
reserves and borrowed funds include deposits ang borrowin S

Higher ratio is preferable; hence it indicates the increaseq Share'
of owned funds in the functioning of the bank. Frop, the tabj
2 it is clear that the owned funds to borrowed funq ratio hag
decreased from 9.38 percent in 2006-07 t0 6.15 Percent in 20
11.This means bank has not satisfactory leve| of Owned fyng
in the borrowed funds.

Wned ﬁlnds
Capita] apg

Table 3 : Efficiency in Deployment

credit ratio credit to

Credit to

year credit to
to deposit working borrowed tota] funds
capital ratio funds ratio ratio
200607  184.09 2503.09 19899 1819
200708 225.53 1898.18 156.31 1479
200809 189.86 874757 193.85 17957
2009-10 167.53 25477 203.18 18733
2010-11  170.64 2598.09 182.18 171.61

Source:- Complied From Annual Reports of Kurukshetra Central Co-
operative Bank.

5.3. Efficiency in Deployment

A series of ratios were being calculated in order to understand
the efficiency in deploying funds. The funds collected by the
bank through owned fund and borrowed funds should be
deployed in profitable avenues. The ratios used for analyzing
the efficiency in deployment of funds were:

Credit to deposits ratio

Credit to deposits ratio indicates the ability of bank in deploying
credit to customers out of the deposits mobilized. It is computed
for knowing the performance of bank in converting the cost
incurring funds into maximum interest earning assets. The ratio
was calculated by using the following formula;
Credit to deposits ratio=credit /deposits x100

Table 3 reveals that the credit to deposit ratio has decreased
from 184.09 percent in 2006-07 to 170.64 percentin 2010-1L.It
could be observed that the ratio has increased to 225.53 percent
during 2007-08, which was the highest record. However, credit
disbursement has not increased in tune with the significant
increase in deposits. It is high time that the bank should take
appropriate measure and to find new ways and means to lend
ore to creditworthy.

credit to working capital ratio

Credit to working capital ratio is quantitative measure of the

loaning operation of the bank. It could be calculated by the
formula;

Credit to working capital ratio= credit /working capital xl 0,0
This ratio shows the share of credit in working cap ,ta(li. Tthhl:
credit to working capital ratio is necessary to st [zatio
efficiency of bank in managing the funds. Higher thebleB i;
higher will be the efficiency in managing funds. From taduring
could be observed that the ratio was 2503.09 percent
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2006-07 and it has increased 2598.09 percent during 2010-11.
This means that credit has increased and money mobilized was
deployed satisfactory.

credit to borrowed funds ratio

Credit to borrowed funds ratio reveals the measure of the
efficiency of the bank in converting the borrowed funds to

loans and advances. I t could be calculated by the following
formula;

Credit to borrowed funds ratio= credit /borrowed funds x100

The cost of the borrowed funds is the major expenditure of the
bank. A higher the ratio indicates the efficiency on the
deployment of funds. Hence, bank should generate more income
by deploying the borrowed funds into loans and advances.
From the table 3, it is clear that the credit to deposits ratio has
a fluctuating trend. The highest ratio was during 2009-10
1.¢.203.18 percent. The higher ratio implies the efficiency in
deploying the funds, so a high ratio is preferred. Even though
the ratio has increased from 198.99 percent, during 2006-07 to
203.18 percent by 2009-10, it has again decreased to 182.18
percent during 20010-11.

credit to total funds ratio

Credit includes loans and advances. Bank takes and gives
credit. It can be important source of funds. This ratio implies
the mount of credit in total funds of bank, where total funds
includes owned funds and borrowed funds. From this ratio we
can get an idea of quantum of credit that is included in the total
funds of bank. The ratio could be calculated by the following
formula;

Credit to total funds ratio= credit / total funds x100

Table 3 shows the credit to total funds ratio for 5 years from
2006-07 to 2010-11. From the table it is clears that the ratio was
181.90 percent during 2006-07 and it got decreased to 171.61

percent by 2010-11. Highest ratio was during 2009-10i.e. 187.33
percent.

Table 4 : Efficiency in Operation
year spread burden profitability
ratio ratio ratio
200607 4.82 4.79 0.03
200708 1.03 3.86 -2.83
2008-09 641 4.98 1.43
2009-10 6.73 6.43 0.3
2010-11 4.04 547 -143

Source: Complied From Annual Reports of Kurukshetra Central Co-
operative Bank.

5.4. Efficiency in operation

Efficiency in operation indicates the result of all banking
transactions. The spread and the burden ratio calculated
advocates the way a head of a bank.

Spread ratio

Spread ratio explains the interest margin in total funds owned
by bank. In other words spread means difference between
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interest received and interest paid. Spread plays an important
role in profitability of the bank, because it is directly related to
profit. Higher ratio is preferable and it is possible only when
the interest received on loans are more than the interest paid

on deposit and borrowings. The ratio could be calculated by
the following formula;

Spread ratio= interest received-interest paid / total funds x 100

Table 4 shows the spread ratio of bank for 5 years i.e. from
2006-07 to 2010-11. It was 4.82 percent during 2006-07. A fter
that there were great fluctuations mostly positive in nature in
the ratio. The bank recorded the highest ratio 6.73 percent
during 2009-10.1t got decreased to 4.04 percent during 2010-
11.However, this is a phenomenal growth and the management
deserves a special mention.

Burden Ratio

Burden ratio explains the margin of non interest expenses and
non interest income to the total funds owned by bank. It is also
a measure of profitability. A low value of this ratio is preferred.

Burden Ratio= Non interest expense-non interest income /
total fund x100

Where non interest expense=contingency expenses and
establishment expenses

Non interest income= miscellaneous income of bank.

Table 4 shows the burden ratio of bank for 5 years i.e. 2006-07
t0 2010-11.Here from the table it is clear that the burden ratio
has increased 4.79 percent in 2006-07 to 5.47 percent by 2010-
11.Highest ratio was during the year 2009-10i.¢. 6.43 percent. It
shows the bank was not significantly reduced non-interest
expenses and it is not best operational efficiency indicator.
Profitability Ratio

Profitability ratio explains difference between spread and
burden of bank. Spread explains the margin of interest received
and interest paid and the burden explains the margin of non
interest income and non interest expense. This ratio indicates

the ability of bank to generate profit. Hence a higher value of
this ratio is Preferred.

The overall profitability is expressed in terms of spread and
burden ratio;

Profitability Ratio= Spread Ratio-Burden Ratio

Table 4 shows the profitability ratio of bank for 5 years i.e.
2006-07 to 2010-11.Here from the table it is clear that the
profitability ratio has decreased 0.03 percent in 2006-07 to - 1 43
percent by 2010-11.it shows the bank was not good profitability
position.

FINDINGS OF THESTUDY

Major findings of the study are given below on the basis of
analysis and interpretation:
Efficiency in Mobilization

e  The Result of the study shows that owned funds to
working capital ratio have shown decreasing trend. But
the Higher owned fund to working capital ratio is better,
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it is less, so that it could be concluded that tha? the QCB are in weak performance throy
but here 1t 1s (€SS, anital base. period which evident the dan Out the g,
ral cooperative bank has weak capita _ ger to the banks, The , dy
cen ' he borrowed flnds emphasize on proper utilization of the availap) anks shoulq
o The Result of the study depicts that the borr ‘ order to increase the profitability, liquidity able resoyrceg in

was increased. So that if the ratio

vorking capital ratio
e acreased he bank's average cost of funds

has increased and hence t
has also increased.
o The Result of the study shows that thg deposit to workin,g
capital ratio has increased. So that it sho“.'s the Bank’s
ability to mobilize more deposits from the investors and
also indicates the fait bestowed upon by the customers
on the bank.
The Result of the study indicates that the depositg to
borrowed funds ratio have decreased. Thus there is a
dominance of deposits in borrowed fund of central
cooperative bank.

e The Result of the study shows that the owned funds to
borrowed funds ratio has decreased. This means bank
has not satisfactory level of owned fund in the borrowed

funds.

6.2 Efficiency in Deployment

e  The result of the study found that the credit to deposit
ratio has decreased. However, credit disbursement has
not increased in tune with the significant increase in
deposits. It is high time that the bank should take
appropriate measure and to find new ways and means to
lend ore to creditworthy.

e  The result of the study found that the credit to working
capital ratio has increased. This means that credit has
increased and money mobilized was deployed
satisfactory.

e  The result of the study found that the credit to borrowed
fund ratio has decreased throughout the period of the
study.

¢  The result of the study found that the credit to total fund
ratio has decreased throughout the period of the study.

Efficiency in Operation
*  Theresult of the study indicates that the spread ratio has

decreased. However, this is a phenomenal growth and
the management deserving a special mention.

*  The result of the study indicates that the burden ratio
has increased. It shows the bank was not significantly
reduced non-interest expenses and it is not best
operational efficiency indicator.

e The resgl‘t of the study indicates that is clear that the
profitability ratio has decreased, It shows the bank was
not good profitability position.

CONCLUSION
The present study has been an attempt to identify the financial

perforr.nan.ce and efficiency of Central Cooperative Banks (CCB)
operating in kurukshetra division in Haryana. The results found

and efficiency, As
I mismanagemcm
nk should change
n their workip, g to

dynamic ﬁnanCiaI

the banks have been suffering from financia
and underutilization of resources, s this ba
their vision besides bringing transparency i
sustain in the competition and become
institutions.
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