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In present study Both operating income and operating expenses of the UCBs
registered an increasing trend during the first five year of the study period
and decreasing trend during the last two years but rate of growth in
operating expenses was much higher than that of operating income which
resulted decreased in operating profit. This indicates heavy dependence of
the UCBs on high cost bearing source of funds. 98% of the total operating
income earned by interest and discount while only 2% by commission
exchange and brokerage and other source of operating income. Nearly 75%
of the total operating income is spent on interest paid and other operating
expenses leaving a small amount for operating profit. Most of the banks
under study did not provide sufficient funds for various provisions during

period of the study.

Introduction

History and Growth of Urban Co-Operative Banks

The co- operative movement came into existence in the late England and Robert Owen

is known as the father of Co-operative Movement. But modern co-operative movement begun

in 1844 near Manchaster, England when 28 flannel weavers established "The Rochdale

Society of Equitable Pioneers" to improve their wages. In India however, the co-operative

movement was introduced as a remedy for the proverbial poverty of cooperative of the small

agriculturist.
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The origin of Urban Co-Operative Credit Societies in India can be traced to the close
of 19th century. Inspired by the Urban Co-Operative Credit Institution organized in Germany
by Herman Schulze (1860) and in Italy by Prof. Luigi Luzzatti (1866), the first Urban Credit
Society named " ANYNONYA SAHAKARI MANDALI" was established in Baroda on
February 5, 1889, under the guidance of Shri V. L. Kavthekar. But the co-operative credit
societies got legal status only in 1904, when a view to encourage thrift, eradicate rural
indebtedness and provide credit to the needy and weaker sections of society in rural areas.
This 1904 Act was later on modified in 1912 and 1919, which has widened the scope of co-

operative enterprise in India.

The Urban Co-operative Credit Societies gradually grew in members as well as in
volume of their operations on 1st March 1966, the UCBs were brought under the purview of
the Banking Regulation Act 1949 and some its provisions were made applicable to the UCBs
in 1966. In three306 tiered federal structure of co-operative credit system, the UCBs come at
grass root level and occupy an important place. They aim at mobilization of saving from the
middle and lower income urban groups and purvey credit to weaker sections. They work on
the principles of co-operation i.e. voluntary and open membership, equal economic
participation and concern for community. The UCBs perform various types of banking
activities which, besides acceptance of deposits, include sophisticated lending for promotion
of small scale and cottage industries and various type of retail traders and profession;

discounting and collecting bills; remittance of funds; safe deposits locker facilities.

The growth of the UCBs has shown a regional imbalance. At the end of March 2004,
around 80% of the total UCBs were located in 5 states, viz, Maharastra, Gujarat, Karnataka,

Tamil Nadu and Andhra Predesh.

Gujarat holds second position in development of the UCBs in India and known as the "
Mother Land" of the co-operative movement. At the end of March 2004, 351 UCBs provided
services in Gujarat. By the year ended 31st March 2004, there were 60 UCBs having 105
branches in Gujarat. Kalol is known as the birth place of UCB in South Gujarat the first
registered UCB " The kalyan Co-operative Bank Limited" was established in 1949 at Kalol. In
the last 5 years, the RBI has taken several step like prudential norms, restriction on interest

rate, rules regarding the advances to improve the financial position of the UCBs.
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Research Methodology and Conceptual Framework

The subject of the present study is " Performance Appraisal of Urban Co-operative
Banks in South Gujarat" which covers the period of seven years from 1997-98 to 2003-2004.
This study covers the Urban Cooperative Bank which is associated with Gujarat Urban Co-

operative Banks Federation Ahmedabad. The study is based on secondary data.

The data has been collected from the published annual reports and accounts of selected
banks and GUCBF, journal of trade and cooperation, RBI bulletins and circulars, books and
various committee reports based on UCBs and from leading daily newspapers. The present
study includes twenty UCBs which are MCB, MUCB, SCCB, KNSB, MNSB, RNSB, HNSB,
AMCB, UNSB, VNSB, BNSB, KHNSB, MONSB,TNSB, INSB, HINSB, BMCB, DNSB,
PPCB, PCB, registered in South Gujarat. Analysis of financial statement of selected UCBs
has been done by applying the tools and techniques of accounting such as common size
analysis, trend analysis, and ratio analysis. Various statistical measures like mean, index,
correlation etc. have been calculated. F test has been applied to test the validity of two
hypotheses namely (i) Null Hypotheses (ii) Alternate Hypotheses. For a more clear
understanding of the data, all ratios calculated for the purpose of study and some important

items of balance sheets and profit and loss account are presented through graphs.
Common Size Income Statement

In this chapter analysis of common size income statement has been analyzed. For the
measurement of profitability different component of financial statements are measured to a
particular component. In this chapter definition, advantages and limitation of common size
income statement have been given. Moreover, for the present study framework of analysis of
CSS has been shown. A detail analysis of CSS of units under study has been discussed and
after making inter firm and inter districts comparison of units under study certain findings

based on CSS of the units under study have been narrated.
Analysis of Profitability

In this analysis of profitability of units under study has been explained. Here meaning
of profitability, various measurement of profitability and framework of analysis of
profitability has been discussed. Finally, analysis of profitability with help of various

profitability ratios based on financial statements has been given. Here various statements of
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hypothesis have been tested with help of statistical tools and techniques like mean, standard

deviation, correlation and F-test.
Financial Analysis

In this chapter financial analysis of banks under study has been explained. Here
meaning and concept of the financial analysis and framework of financial analysis has been
discussed. The financial analysis of the selected UCBs has been analyzed with help of various
balance sheet ratios based on financial statements. Statistical tools and techniques like mean,

standard deviation and correlation and model summary has been explained.
Finding
Common Size Income Statement

A comparative study of the common size income statement of selected UCBs under

study displayed the following facts.

(a) Both operating income and operating expenses of the UCBs registered an increasing
trend during the first five year of the study period and decreasing trend during the last
two years but rate of growth in operating expenses was much higher than that of

operating income which resulted decreased in operating profit.

(b) The net profit marked a mixed trend during the study period. But the proportion of it in
total operating income decreased considerably due to increased proportion of interest
paid in total operating expenses. This indicates heavy dependence of the UCBs on

high cost bearing source of funds.

(c) 98% of the total operating income earned by interest and discount while only 2% by

commission exchange and brokerage and other source of operating income.

(d) Nearly 75% of the total operating income is spent on interest paid and other operating

expenses leaving a small amount for operating profit.

(e) Most of the banks under study did not provide sufficient funds for various provisions

during period of the study.
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Analysis of Profitability

The profitability was analyzed and interpreted with the help of profitability ratio. The

gross profit margin ratio, interest earned to total fund ratio, interest paid to total fund ratio, net

profit ratio, cost of external fund ratio, return on total fund ratio and return on capital

employed ratio are calculated and analyzed.

(a)

(b)

(1

2

€)

The highest average Gross Profit was recorded by HNSB with 22.51 percent
of operating income which was higher than the 13.27 percent of operating
income in all the twenty banks in combined position due to lower operating
expenses. The gross profit margin ratio was the highest in MONSB in 2001
2002 when it stood at 32.85 percent of the total operating income. The year
wise average of gross profit has been decreased during the study period due to

higher operating expenses.

There is no significant difference among the year so far as operating income is
concerned. The table value (2.18) is greater than calculated value (0.94) for

years, so here null hypothesis is accepted.

There is no significant difference in OPMR in operating income among
the years. The calculated value of "F" test (2.08) is lower than table value
(1.66) hence here null hypothesis is rejected. There is significant difference in

OPMR in operating income among the various banks.

Considering district wise comparison during the study period, the mean
difference is significant at 5% level between Mehsana and Sabarkantha and

Sabarkantha and Banaskantha.

The Interest Earned to Total Fund Ratio shows the relation between interests

earned and total funds. It reflects the profitability of a unit to large extent. The ratio

revealed the following observation.

(1)

The interest earned to total fund ratio which indicates the effectiveness of
utilization of deposits. It recorded a steady trend in all the bank units during the
study period except VNSB. In all selected UCBs up to 99-2000 there was
increasing trend and there were a fluctuating trend during the last four years of

the of study. It was the highest in MCB and the lowest in VNSB.
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The result shown by " F" test reveals that the difference in interest earned in
total fund is significant at 5% of significant in years and among the banks. The

null hypothesis is rejected. Hence the result are not as per the expectation.

Considering district wise comparison during the study period,the mean

difference is significant at 5% level between Mehsana and Sabarkantha .

The Interest Paid to Total Fund Ratio in all banks reduced during the last
three years of the study period except DNSB and AMCB. The average ratio
was the lowest in VNSB which was 6.78 percent and it was followed by PPCB
and SCCB. The ratio was higher than 10 percent in MCB, MUCB, KNSB,
RNSB, UNSB, BMCB, DNSB.

There is significant difference among the years so far as interest paid to total
fund is concerned. Table value (2.18) is lower than calculated value(3.20) of "
F" test. Hence the null hypothesis is rejected. There is significant difference
between the years. Same way table value (1.66) is lower than calculated value
of "F" (16.52) for banks and so here null hypothesis is rejected. There is

significant difference in interest paid to total fund among various banks.

Considering district wise comparison during the study period, the mean

difference is significant at 5% level between Mehsana and Sabarkantha.

The average Return on Total Fund Ratio was the highest in MONSB which is
followed by HNSB and HINSB.

(1)

2)

()

The ratio recorded a fluctuated trend during the first four years of the study
period but it was steady during the last three years of the study period in all
bank units. It was the lowest in MNSB and UNSB.

In relation to this ratio the table value (2.18) of "F" test was lower than
calculated value(4.72) in years and null hypothesis is rejected. There is
significant difference between the years. Same way there is significant

difference in return on total funds among various banks.

Considering district wise comparison during the study period, the mean

difference is significant at the 5% level between Mehsana and Sabarkantha.
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The Return on Capital Employed was the lowest in RNSB followed by AMCB,
MNSB, UNSB, and MCB.

(1)

2)

€)

(1)

2)

3)

(1)

2)

The average ratio was the highest in MUCB followed by HNSB, KNSB and
HINSB. The return on capital employed favorable in all bank units except in
RNSB, AMCB, UNSB and TNSB. But the ratio was decreased during the last
three years of study except in MCB.

The result shown by "F" test reveals that the difference in return on capital
employed is significant at 5% level among the years and between the banks.

The null hypothesis is rejected.
The mean difference is not existed in multiple tables between districts.

The average Cost of External Fund Ratio was the highest in MCB which was
followed by DNSB, UNSB, and UNSB MUCB. The cost of external fund ratio
was more than 10 percent in all selected bank units except in SCCB, VNSB,
and PPCB. There was fluctuated trend during the study period. A higher the

ratio lower the efficiency.

From the analysis of variance the calculated value (2.02) of "F" test is lower
than table value (2.18) so null hypothesis is accepted. There is no significant
difference in years. But the calculated value (13.62) of "F" test is greater than
table value (1.66) so null hypothesis is rejected. There is significant difference

among the banks.

Considering district wise comparison during the study period,the mean
difference is significance between Mehsana and Sabarkantha and also

Sabarkantha and Banaskantha

The net profit to total fund ratio was the highest in MONSB which was 2.83
percent. It was followed by HNSB, BNSB and INSB. The ratio was the lowest
in DNSB, INSB, MCB and PPCB. The ratio decreased considerably in KNSB,
RNSB, AMCB, TNSB, BMCB and PPCB during the last two years of the
study period.

The net profit to total assets in years is significant. The table value (2.18) is

lower than calculated value (14.53) so null hypothesis is rejected. Same way



€)

Performance appraisal of urban Co-operative banks in South Gujarat

there is significant difference in net profit to total assets among the various

banks.

Considering district wise comparison during the study period,the mean
difference is significant at 5% level between Mehsana and Sabarkantha and

Sabarkantha and Banaskantha.

Financial Analysis

The financial efficiency was analyzed and interpreted with help of financial ratio. The

net worth ratio, debt equity ratio, credit deposits ratio, current liabilities ratio, total investment

and advances to total deposits ratio and overdue to total advances ratio was calculated and

analyzed.

(@ (1)
2)

® @
2)

The highest average Net worth Ratio was recorded in HNSB with 20.74
percent of total assets, followed by VNSB, AMCB, HINSB MONSB, BNSB
and PCB. The ratio was less than ten percent in MUCB, MNSB, RNSB,
BMCB and DNSB. In remaining selected banks, the average ratio was ten to
fourteen percent during the study period. HNSB, HINSB and MONSB
maintained average net worth ratio during the study period and an increasing

trend during the last four years of study period.

There is significant difference in net worth to total assets in years so null
hypothesis is rejected. Same way there is significant difference in net worth to

total assets among the various banks.

Debt Equity Ratio plays an important role in analyzing the long term solvency
of a unit. The debt equity ratio was the highest in RNSB which was 1357.49
percent indicated lesser safety. It was followed by MUCB, BMCB, DNSB,
MNSB and TNSB. The ratio was the lowest in HNSB. These banks are

comparatively strong with other selected banks.

It shows that calculated value (7.53) of "F" is greater than table value (2.18) in
debt equity ratio so null hypothesis is rejected i.e. there is significant difference
among the years. Same way table value (1.66) is lower than calculated value
(51.35) of "F" for banks and so null hypothesis is rejected i.e. there is no

significant difference in external equities to internal equities.
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Credit Deposit Ratio indicates the relationship between advances and
deposits. A higher credit deposits ratio indicates efficiency of management.
The average ratio was the highest in HNSB which was 106.73 percent followed
by KNSB, PCB, AMCB, MUCB, PPCB, HINSB and MCB. The remaining
selected units maintained the CDR between 50 percent to 60 percent during the

study period except UNSB, VNSB and BNSB.

It is clear from the "F" test, that credit deposit ratio in year is significant
because table value (2.18) is lower than calculated value (3.12) here null
hypothesis is rejected i.e. there is significant difference among the year. Same
way there is significant difference in credit deposit to advances among various

banks.

A Current Liabilities to Net worth Ratio shows the relationship between
short term deposits and funds owned by the bank from internal sources. Higher
the ratio, lower the safety. The CLNWR was the lowest in AMCB while it
revealed that a continuously increasing trend in TNSB, BNSB, KNSB,
MONSB and HNSB. The ratio was higher in DNSB, BMCB, MUCB, MCB,
KNSB and MNSB. The remaining banks attained nearly 2 to 2.5 percent
during the study period. However all the selected banks reduced the ratio

during the last three years of the study period.

There is significant difference among the year so far as current liability to net
worth ratio is concerned. Same way table value (1.66) of "F" is lower than
calculated value (27.03) of for banks so here null hypothesis is rejected i.e.
there is significant difference in current liabilities to net worth ratio among the

banks.

Total Advance and Total Investment to Total Funds Ratio indicates that
banks are using their advance and investment rather than keeping them ideal. A
higher ratio indicates higher efficiency and lesser liquidity. The average ratio
was the highest in PCB which was 94.65 percent and maintained almost same
level during the study period. It was followed by HNSB, KNSB and SCCB.
The average ratio was the lowest in MCB. The other selected banks maintained

more than 80 percent during the study period except in MNSB and HINSB.
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The result shown by "F" reveals that the difference in total advance and
investment to total funds significant at 5 percent in years and among the banks.

The null hypothesis is rejected.

Long Term Deposits to Total Deposits Ratio indicates the proportion of long
term deposits in total deposits. A higher ratio indicates higher proportion of
long term deposits in total deposits which is not good from the efficiency and
profitability point of view. The average ratio was the highest in TNSB which
was followed by AMCB, BNSB, KHNSB, MCB, RNSB, INSB, MONSB and
KNSB. The average ratio was less than 80 percent in remaining selected bank
units. It was the lowest in VNSB which was 67.29 percent. The consolidated

average ratio with the use bank units was 79 percent during the study period.

The result shown by table 5.12 of "F" test, the table value (2.18) which is lower
than that of calculated value (11.53) in year so null hypothesis rejected i.e.
there is significant difference among the year related to long term deposits to
total deposits. Same way table value (1.66) is lower than the calculated value
(25.94) for banks and so null hypothesis is rejected i.e. there is significant

difference in long term deposit to total deposits among the various banks.

Overdue to Total Advance Ratio indicates the long term solvency of units. A
higher the ratio indicates poor recovery efforts form bankers, inadequate credit
appraisal, mis-utilization of loan. While lower the ratio indicates good recovery
efforts and credit management of the bank. The ratio was the lowest in MCB
which was 0.92 percent. It was the highest in PPCB which was 20.47 percent.
The ratio was less than 5 percent in MCB, RNSB, KHNSB, MONSB, BMCB
and PCB. It was higher than 10 percent in TNSB, HINSB and PPCB.

In relation to overdue to total advance the table value (2.18) of "F" test is lower
than that of calculated value(12.59) so null hypothesis is rejected. There is
significant difference between the years. Same way there is significant

difference in overdue to total advance amongst various banks.

On the basis of findings emanated from the present micro level research study on

selected UCBs in South Gujarat, it is found that the UCBs are facing problems of high cost of

10
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business operations, low capital base, inadequate loan appraisal and credit planning, poor
recovery performance, dual control, mounting overdue, high level of non performing assets,
political influence, lack of professional skills and relatively low level of customer satisfaction,
ect. But some of the new challenges are external; for example, the phenomenal growth in
volume of financial institution. These are big hurdle in the development of the UCBs.
Therefore a modest attempt has been made in this section to suggest a good number of
feasible ways and means in order to improve the financial strength as well as the overall
efficiency in both administration and operational management and to overcome the existing

deficiency and irregularities of the selected UCBs in South Gujarat.
Improvement in Productivity

In order to improve productivity in the selected banking units, emphasis must be

placed on three areas e.g. human factor, operative factor and Mechanization.
(@) Human Factor

Banking is a service industry; the human factor is the most important input in the
constituent of banking service. Persons having balanced mind, aptitude, analytical outlook and
extrovert personality should be recruited. Recruitment should not be made based on the

recommendation.

Caste, religion should not be considered for the selection procedure. There should be
no political interference in the matter of appointments. Suitable and regular training programs
must be introduced to develop skills. A scientific approach should be made for manpower
deployment to avoid over and under staff. The above lackings were sighted in almost all the

selected banks.
(ii) Operative Factor

To improve productivity in the selected banking units existing procedures should be

modernized. The changes should be applied in the internal as well as external environment.
(iii) Mechanization

The management information system in selected banking units should be introduced.
Information and technology should be given due importance and should be rapidly involved in

functioning of banks. A few UCBs have gone for computers linkages with their branches yet

11
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to provide better services, all the UCBs are required to connect their branches through

computer linkages.

Regarding cost control and reduction in operating expenses

(1)

()

()

To improve profitability of the UCBs, it is suggested that the management of the
UCBs should try to reduce operating cost by exercising efficient control over their cost
of external funds and increasing operating income by utilizing funds to their full
capacity. To exercise efficient control over their cost of external funds, they should try
to obtain more low cost funds. For the reduction and control of cost, techniques like

budgetary control, standard costing and value analysis should be implemented.

To improve return on total funds it is suggested hereby to increase the portfolio of
advances, simplification of the procedure of advancing and to provide door to door
services to customer. Similarly they should go for beneficial and safe investment of
funds. But they should be simultaneously aware about the quality and quantity of

advances and advance which do not convert in NPA.

It has been found that the UCBs were highly geared by long term deposits on one hand
and on the other hand, the earning from advances was highly unsatisfactory. In this
situation, the earning power of the UCBs do not justify higher proportion of long term
debt in capital structure as it creates burden of high rate of interest payment. It is
hereby suggested that the UCBs should try to enhance the internal source of funds by
implementing the policy of plugging back of profit as this source is the cheapest

source of funds.

Regarding Financial Management

(1)

2)

Management should ensure that important matters having significant bearing on the
proper functioning and working of the banks such as mobilization of deposits targets,
advance specially priority sector advance, liquid assets, investment, over dues and

recoveries etc. should be reviewed periodically in order to achieve better functioning.

Since the analysis reveals that all the UCBs have shown more dependence on deposits
as compared to other sources and as deposits involve interest cost, therefore it is

suggested that the banks should make concerted efforts to augment their owned funds

12
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by enrolling an increasing number of members in their fold and increasing the amount

of share capital.

It can be seen from the trend analysis of the deposits of all the banks that more reliance
was shown on fixed deposits as compared to other types of deposits. It is suggested
that special attention should be given by all the banks to mobilize more and more

savings and current deposits with a view to reduce cost of funds.

The banks should introduce certain other innovative deposits for savings and current
deposits suited mainly to habits and needs of the people of the area in order to attract a

large quantum of deposits from both members and non members.

They should introduce mobile savings vans so that maximum amount can be collected

from such customers who cannot reach the bank for one reason or the other.

The UCBs indicates mounding overdue which curb fresh lending and adversely act
upon profitability and liquidity. It is therefore, suggested that the banks should avoid
indulging in indiscriminate financing and take into active consideration capacity
absorption as also proper market intelligence to the area and the people advancing

loans.

It is suggested to that annual recovery must be fixed and a Recovery Committee

should be setup to speed up recovery by close monitoring over recovery.

Customers Services

To survive in market, it is very necessary for UCBs to improve the quality of customer

services. It is suggested that:

(1)

()

€)

(4)

Bank employee should be polite, impersonal and helpful.

The banks should apply the latest development in information and computer
technology for customers to cope with several threats, pressures and competition from

foreign as well as private banks.
The grievances of the customers must be solved as early as possible.

The UCBs should also introduce CUSTOMER SERVICE AUDIT like commercial
banks.

13



Performance appraisal of urban Co-operative banks in South Gujarat

(5) Marketing concept should be introduced in the banks instead of going for mass

marketing the bank should go for target marketing.
Other Suggestion

(1) The banks should initiate the social income statement and social balance sheet in order
to justify their growing utility and realization of social responsibility along with

published annual reports.

(2) It is suggested that more and more clerical and supervisory staffs should be provided
OFF- THE -JOB training and ONTHE- JOB training so as to build up necessary skills

and expertise with a view running the institutions smoothly and effectively.
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