Issue - 56

pas— TN R TR T T TRy 3 ke A, e

EEinanciatil mm N -
@@@mm yicJRresentiScenario’s
ctmeQ pUlCHOEVEIopment*
 Beonamia Valua AR
FargelcemeniUnitSyniRajasthan -



ISSN NO. 0975-1351
Phone : (91) 0145-2426471

7, Mobile : 09829121749
e-mail : editor@economicchallenger.net
7 THE
. ECONOMIC CHALLENGER
Number - 14 Issue - 56 July-September 2012
CONTENTS

1. CRISES AND COLLAPSE OF EDUCATION IN INDIA 02
- Dr. Mahesh Chandra Prasad

2. FINANCIAL INCLUSION: PROGRAMS AND ISSUES OF VIABILITY 07
- Prof. Mahendra.Mishra

3. MODERNIZATION OF UNORGANIZED RETAIL IN INDIA: NEED OF THE HOUR 11
- Poornima D., Dr. D. Ashok

4. AN ANALYSIS OF SOCIAL SECURITY AND THE PRESENT SCENARIO 15

- Dr. N.P. Hariharan, Prof. S. Siva Kumar

5, INNOVATION AND PRODUCT DEVELOPMENT: IMPLEMENTING MARKET RESEARCH 21
- Rachna & Renu Bansal

6. A DISCUSSION ON ECONOMIC VALUE ADDED: _ 28
- Rekha Raheja, Rajesh Bhardwaj & Priyanka

7. RESEARCH ARTICLES

® Socio Economic Analysis of Large Cement - Dr. Suman Pamecha 33
Units in Rajasthan Aruna Gupta
® Asset Quality Analysis of State Bank of India - Dr. Ankita Chaturvedi 38
and Punjab National Bank Deergha Sharma
® |Inter District Regional Disparities in the level of - Dr. Shobha Chaudhary 41
| Agricultural Development in Haryana Nisha
f
‘ ® Rashtriya Swasthya Bima Yojna: A Step Towards - Bijender S. Ahlawat 46
Insurance Inclusion in India
% ® A Study of Customer Perception About E-Banking - A. Theivasakthi Priya 51
{ : Services in Tirunelveli District, Tamil Nadu Dr. (Mrs.) J. Nirmala,

Dr.C.Sivamurugan
8.  ARTICLES OF INTEREST

® Disparities in Haryana: An Inter District Analysis - Suman Rani & Seema 57
® Quality of Work Life and Empowerment - Dr. A. Jaya Kumar, K. Kalaiselvi 61
® Markovian Approach & Brand Decision - Dr. Ashutosh Joshi 66
® Rural Entrepreneurship: A suggestive framework - Ms. Ruchi Jain, Ms. Chhavi Jain 72
for Growth
® Due Diligence in Corporates - Ms. S. Sujatha, Dr. M. Ragupathi 76
*The Economic Challenger eNo 14 slssue 56 eJuly-September 2012 1




Asset Quality Analy

and Punjab N

* Dr. Ankita Chaturvedi
++ Deergha Sharma

|

* gr. Assistant Profe '
The 1IS University, Jaipur

++ Asstt. Professor- J

INTRODUCTION N
t profitable activity for

Lending is the mos > acll
banking sector. The interest rate realized in credit

disbursement generates more cash-flow then
those realized on investments. Credit deployment
also fulfills the social responsibility of banks
towards different sections of society. Although
Non Performing Assets (NPA) adversely affect
lending of banks as non-recovery of loan
installments as also interest on the loan portfolio
negates the effectiveness of credit-dispensation
process. Besides, banks with high level of NPAs
have to carry more owned funds by way of capital
and create reserves and provisions and to provide
cushion for the loan losses. Thus, the most critical
condition for bringing about an improvement in
the profitability of banks is reduction in the level
of NPAs. The present study is an attempt to
analyse the performance of State Bank of India
(SBI) and Punjab National Bank (PNB) in terms
of three parameters such as Gross NPA Ratio,
Net NPA Ratio and Capital Adequacy ratio. The
parameters indicate the level of mounting NPAs
and the capital reserves utilised to cope up with
the criticality of defaults.
REVIEW OF LITERATURE

Edward (2011) has described the credit
management practices used by banks. Krishna
Murthy (2011) has highlighted the recent trends
and challenges of banking system in terms of
Non Performing Assets. Ahmad (2011) has done
critical analysis of Asset Quality and Non
Performing Assets of Public sector banks. Reddy
(2010) has described the management of Non
Performing Assets in Indian Financial Institutions
Gupta (2010) has thrown light on perSpectives'
and future directions for management of Non
Performing Assets. Rao (2010) has shown th
influence of Non Performing assets on busi .
of banking sector. EEINSSS

sis of State Bank of Indij
ational Bank

/i -
ssor, Department of Accounting and Taxatm

agannath International Management School, New Dalh
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OBJECTIVE OF STUDY
The Study has following objectives:
1. To analyse the Non Performin
selected banks.
o To compare the quality of
banks. P quallty ot assets of Selectyy
3. To draw meaningful conclusion ang
necessary suggestions to impro\,e(){fe
performance of selected banks in tem I
asset quality of both the public sector bas !
RESEARCH METHODOLOGY s
The study is focused on the evaluation
asset quality of State Bank of India and Punj:b
National Bank. The financial data of the two banj
has been taken for a period of five years fron
2007 to 2011. The performance of the selected
banks has been analysed on three parameters
such as Gross NPA ratio, Net NPA Ratio and
Capital Adequacy Ratio. The purpose of the study
is to determine the effectiveness of various
practices being adopted by both banks to cutb
their non performing assets. The study will also
highlight the performance of selected banks in
current competitive scenario.
Gross Non Performing Assets Ratio
Gross Non Performing Assets Ratio indicates
the level of Gross NPA on the total advances 0
the banks. It can be calculated by dividing Gross
NPA by Total Advances given by thé bank. Highef
the ratio, more the level of Gross NPA the bark
contains.

g ASSels 01

A
Gross NP 0

Gross NPARato = ______—
Gross Advances

Net Non Performing Assets Ratio ” jovel

Net Non Performing Assets shows pank

of Net NPA on Net Advances give" by t/?eby Nel

It can be calculated by dividing Net alarmiﬂg
Advances. Higher the ratio, more the

situation for the bank. 33
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Net NPA
" 100

Net NPA Ratio = Net Advances

where Net NPA= Gross NPA excluding the
rovisions

|
|
|
|
{

Net Advances= Gross Advances excluding bad |

debts.

Capital Adequacy ratio ‘ |

Capital adequacy ratio detgrmlnes the
capacity of bank in terms of meeting the time
liabilities and other risks such as credit risk,
operation risk, and so on. It is the measure of
how much capital is used to suppor the bank's
risk asset. Higher the Ratio, better position the
bank contains to diversify its risk.

Capital Tier 1 Capital+Tier 2 Capital

Adequacy Ratio = _*100
Risk Weighted Assets

Where:

Tier | Capital is core capital which provides
the most permanent and readily available support
to a bank against unexpected losses. Tier Il
capital contains elements that are less
permanent in nature or are less readily available.
Elements of Tier | capital and Tier Il capital differ
with respect to Indian banks and foreign banks
operating in India.

Risk Weighted Assets means Balance Sheet
assets and conversion factors to off-Balance
Sheet items, expressed as a weighted
percentage of individual credit risk. The value of

Table.1 Asset Quality Analysis of SBI
Gross NPA Net NPA
Year Ratio Ratio CAR
2007 2.9 1.56 12.34
2008 3 1.78 13.54
2009 | 2.8 176 | 1425
2010 3.28 1.72 13.39
2011 3.5 1.63 11.98
b
_Mean | 3132 1.69 ;393
| St.Dev |  0.251 0.093 :
LCv. | 8009 5487 | 7.071
\

Percent

Asset Quality Analysis of SBI
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Years

eacn assel/item shall be multiplied by the relevant
weights to produce risk adjusted values of assets
and of off-Balance Sheet items. The aggregate
will be taken into account for reckoning the
minimum capital ratio.
It can be analysed from the Table1 that all the
ratios under considerations are showing a
fluctuating trend during study period 2007 1o 2011,
The Gross NPA Ratio is showing a rise of 20.6
per cent from 2007 to 20110owing to increase in
default cases especially in small scale industries.
The ratio has shown maximum increase in 2011
where the NPA reached up to 3.5 per cent while
in 2007 the NPA was on its minimum level with
Gross NPA at 2.90 per cent. Net NPA Ratio is
also showing an increase of 4.4 per cent for 2007
to 2011 due to increase in interest rates of the
credit. The Net NPA Ratio is maximum in 2008
with 1.78 per cent Net NPA which lies on its
minimum in 2007 with1.56 per cent Net NPA.
The increase of NPA has affected the capital base
of the bank reserved for hedging the credit risk.
The Capital Adequacy Ratio is showing a
decrease of 2.9 per cent from 2007 to 2011.The
bank has maintained maximum Capital Adequagy

Ratio of 14.25 per cent in 2009 due to incr'ezflse in

capital base of the bank while showing a minimum

Capital Adequacy Ratio of 11.98 per cent in 2011

due to increase in provisions for bad debts.

It can be analysed from Table.2 that Punjab

1
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Table2. Asset Quality Analysis of PNB
Gross NPA Net NPA R
Years Ratio Ratio CA
—
2007 3.5 0.76 12.29
2008 2.7 0.64 13.46
2009 *1.77 0.17 14.03
2010 1.71 0.53 14.16
T 2011 1.79 0.85 1242 | |
13278 | |
Mean 2.294 0.59
88
StDev | 0789 0.264 0
63
cv. | 34386 763 | °

National Bank is showing a decrease of 48.8 per
cent in Gross NPA Ratio during study period from
2007 to 2011. The Gross NPA falls from 3.5 per
cent in 2007 to 1.79 per cent in 2011. The
decrease can be credited to better utilisation of
practices to curb NPA then SBI. The Ratio is
maximum in 2007 with 3.5 per cent Gross NPA
which reached its minimum level in 2010 with 1.71
per cent Gross NPA. Net NPA Ratio is however
showing an increase of11.8 per cent from 2007 to
2011due to increase in NPA as economy has
shown a slowdown during the period of study. The
Net NPA Ratio is maximum in 2011 with 0.85 per
cent Net NPA while showing minimum Net NPA
of 0.17 per cent in 2009. Although Net NPA Ratio
of PNB is significantly lower than Net NPA Ratio
of SBI as the bank has lesser cases of NPA.
Capital Adequacy Ratio has shown an increase
of 1.05 per cent during study period of 2007 to
5011.The ratio is maximum with 12.42 per cent in
2011 while lies on its minimum level of 12.29 per
cent in 2007. The improvement is due to eaming
of bank from secondary market operations. The
performance of PNB in terms of Capital Adequacy
Ratio is better than SBI as the bank has more
capital base being used as a cushion hedge the
credit risk than that of SBI .
CONCLUSION AND SUGGESTIONS

From the above analysis it can be concluded
that the performance of PNB is better than SBI
in terms of Gross NPA Ratio, Net NPA Ratio and
Capital Adequacy Ratio during study period from
2007 to 2011. SBI has to take necessary steps
to curb it§ mounting NPAs. Better credit appraisal
with credit disbursement only to prime customers

— —
Asset Quality Analysis of PNB )
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can decrease the chances of tumning account

into NPA. Serious attention needs 1o be paid

monitor the loans sanctioned by the ban

Comprehensive preventive monitoring mechanism

to maintain sound and healthy loan portfolio needs

to be developed by the bank. Besides bank needs
to adopt its own risk rating system to access the
risk of lending.
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