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CHAPTER I
Design of Study

1. Introduction

Co-operative movement has to play a very vital role in
eradicating poverty and ensuring social Justice to the downtrodden section of
the community, It improves the standard of living of the people by providing
them proper education and training, by inculcating among them a sprit for co-

operation.

A co-operative institution is a voluntary association consisting of
independent economic units, organized, capitalized and run by, and for its
members, providing or marketing goods and services to its members. A co-
operative society is an enterprise formed and directed by an association of
users, applying by it the rule of democracy and directly intended to serve both
its members and the community as a whole. The co-operative credit structure
in Kerala comprises of two segments mainly (i) short term and medium term
credit structure and (ii) long term credit structure. For co-ordinating and
assisting the activities of Primary Agricultural Credit Societies (PACS) there
are District Co-operative Banks (DCB) at District level and State Co-operative
Banks (SCB) at State level. Primary Agricultural Credit Societies were

established in India after the enactment of Co-operative Societies Act in 1904.
2. Statement of the problem

The Aranattukara Oriental Co-operative Bank (AOCB) Ltd
No. 171 was registered as a co-operative society in 1927. Area of operation of
the society is in Aranattukara. The AOCB has a branch at Westfort and an
extension counter at Olarikkara. The bank has limited liability. According to
this financial year 2007-2008 there has been a tremendous increase of 10.19
percent in the share capital. In the same year the membership increased from

6.30 percent (2007) to 6.51 percentage (2008).



AQOCB raises its funds from three sources (i) Share capital
(if) Deposits and (iii) Reserves. The funds are deployed by the bank mainly in
the form of loans and advances. The AOCB provides facilities such as thrift
and savings habit among its members. The main motto of the bank is service

rather than attaining profit.

Though there is a commercial bank in the area of
operation; AOCB does not feel any competition as interest rate on
deposit is high and low lending rates. Major problem in lending is the
period of loan is short which results in high installment amount. The
profit and loss statements from the year 2005 onwards show a decline
in growth. Therefore, bank have to plan their éctivity, plan their funds
efficiently and effectively, utilize their work force to the maximum in
order to get a reasonable profit and to survive in the present
competitive world, Hence, it will be appropriate to analyze the

financial performance to streamline the banking activities.
3. Objective of the study

The objective of the study is to examine the financial

performance of Aranattukara Oriental Co-operative Bank.
4. Observations to be made

o  Share capital

s Deposits

* Borrowings

¢ Reserves

¢ Investment in fixed asset
» Loans and advances
& Loans outstanding

s Net profit

s Interest received

s Interest paid

¢ Non interest income

¢ Non interest expenses



5. Methodology

The study is based on secondary data and the data
required for the study were collected from the audited annual reports, balance sheet,
receipts and disbursement statements of the bank. The data were collected for a
period of 15 years 1990-1991 to 2004-2005. The performance analysis has been
done with the help of different following ratios showing efficiency in mobilization,

deployment and operation.

» Efficiency in Mobilization

1. Borrowed fund to working capital ratio

Borrowed fund

X 100
.Working capital

Borrowed fund includes deposits and borrowings.
Working capital = (Share capital + Reserves + Deposits + Borrowings -
Investment in fixed assets)

2. Owned fund to Borrowed fund ratio

Owned fund
X 100

Borrowed fund
Owned fund = (Share capital + Reserves)

Borrowed fund includes deposits and borrowings.



3. Deposit to Working Capital ratio

Deposits
X 100

Working capital

Deposits are deposits received by the bank.

Working capital = (Share capital + Reserves + Deposit + Borrowings -

Investment in fixed assets)
¢ Efficiency in Deployment
4. Credit to Deposit ratio
Credit
X 100
Deposits
Credits are the loans and advances given by the bank.
Deposits are the deposits received by the bank.
5. Credit to owned fund ratio
Credit

X 100
Owned fund

Credits are the loans and advances given by the bank

Owned fund = (share capital + Reserves)



6. Credit to working capital ratio

Credit
X 100

Working capital

Credits are the loans and advances given by the bank.

Working capital = (share capital + reserves + deposits + borrowings —

investment in fixed assets)

o EFFICIENCY IN OPERATION

7. Interest paid to Borrowed Fund ratio

Interest paid

X 100

Borrowed Fund

Interest paid is the amount paid as interest on deposits

Borrowed fund include deposits and borrowings

8. Net profit to Working capital ratio

Net profit
X 100

Working capital
Net profit is the profit of the bank.
Working capital = (share capital + reserves + deposits + borrowings —

investment in fixed assets)



9. Interest paid to Interest received ratio

Interest paid

X 100

Interest received

Interest paid is the amount paid as interest on deposits.

Interest received is the amount received as interest on lending.

10. Interest paid to Deposit ratio

Interest paid
X 100

Deposits
Interest is the amount paid as interest on deposits.
Deposits are the deposits received by the bank.

11. Interest received to Loans and Advances ratio

Interest Received
X 100

Loans and advances

Loans and advances are the amount given by the bank.

Interest received is the amount received as interest on deposits.



12. Spread ratio

Interest received — interest paid

X 100
Total fund

Interest received is the amount received as interest on lending.
Interest paid is the amount paid as interest on deposits.

Total fund is the total of owned fund and borrowed fund.

13. Burden ratio

Non interest expenses — Non interest income

X 100
Total fund

Non interest expenses include manpower expenses, administrative

expenses, provisions and other expenses.
Non interest income includes commission and miscellaneous income.
Total fund is the total of owned fund and borrowed fund.

14. Profitability ratio

(Spread ratio — Burden ratio)



6. Scope of the study

Aranattukara Oriental Co-operative Bank was selected in
order to evaluate and analyze the working of a co-operative bank. The study also
evaluates the financial performance of bank for fifteen years from 1992-93 to

2006-07, which will enable the society to know its strength and weakness.

7. Limitations of the study

As the study covers a Co-operative bank only, there are
chances of at least some local factors influencing the performance, which can not
be generalized. The study is confined to only one bank. So comparison with other
bank is not possible. Due to time constraint, the study has to be limited to a period
of fifteen years from 1992-93 to 2006-07.

8. Scheme of the study

The study is presented in four chapters. The first chapter
presents the design of the study. Second chapter gives the organizational profile of
the bank. The third chapter examines the financial performance of the bank. The
last chapter highlights the summary of findings and conclusions of the study.



Table 1 Ratios used for the study

SL.No. Ratios Formula
1. Efficiency in Mobilization
Borrowed fund to Working Borrowed Funds « 100
a. . ;
capital ratio Working Capital
Owned fund to Borrowed fund Owned Funds % 100
b. ratio Borrowed Funds
Deposits « 100
c. Deposit to Working capital ratio Working Capital
2. Efficiency in Deployment
. o Credit < 100
a. Credit to Deposit ratio Deposits posils
Credit 100
b. Credit to owned fund ratio Working  Capital X
Credit 100
c. Credit to Working capital ratio Owned Fund X
3. Efficiency in Operation
Interest paid
Interest paid to Borrowed fund % 100
a. \
rafo Borrowed fund
Net profit to Working capital Net Profit 100
b. ratio Working Capital
Interest paid to interest received Interest Paid x 100
c. ratio Interest Re ceived
Interest Paid 100
d. Interest paid to Deposit ratio Deposit X
Interest received to Loans and Interest Re ceived <100
€.
Advances ratio Loans and Advances
(interest Re ceived — Interest Paid)
f. Spread ratio Total Fand x 100
. Burden Ratio (Non Interest Expenses— Nonlnterest Income) 100
TotalFund
h. Profitability ratio (Spread Ra(io — Burden Ratio)




REVIEW OF LITERATURE

Ananthakrishnan (1990) opined that the banks can improve their CD ratio by
augmenting the lendable resources of the bank and making concerted efforts to
set up the credit portfolio. The branch managers should know the finer points of
fund management as to enable the banks to derive the maximum utilization of
lendable resources without violating the CRR and SLR requirements. He also
pointed out that the banks have to reduce the idle cash held in hand to the barest

minimum level.

Sukumaran and Shaheena (1991) in their study on spread, burden and
profitability remarked that lack of effective management of spread and burden
led to unfavorable trends in profitability. It was found that the increase in burden

ratio could be contributed to the increase in the non-interested expenditure ratio.

Kavinde (1991) in the effort to study the strategic issues and profitability of the
bank opined that the major factor responsible for declining profitability of the
bank was increase proportion of fund locked up in CRR and SLR.

Shanavas (1991) conducted a study in a selected service co-operative bank and
concluded that the declining profitability of the bank is a combined result of
increasing interest paid ratio, low interest in interest earned ratio, insufficient non
interest income, necessity of maintaining increased amount of reserves due to
mounting overdue arising out of banks inability collected the principal and

interest in time etc.

Patil (1993) in his study stated that the co-operative system is very well settled in
India. He further remarked that effectiveness of agricultural co-operative credit
system depends up on the performance of the grass root level organizations. The
destiny of Primary Agriculture Credit Societies depends on their ability to

provide better services at cheaper cost to the farmers than their competitors.

10



Krishna Rao (1994) in his study ‘Role of co-operative banks in financing
Agricultural credits’ found that capital was one of the factors of constraining
development in developing countries. Agricultural credit was considered as an

economic ladder helping in the uplifiment of the poor peasantry.

Khalid Mustafa (1995) in his study states that through co-operatives are
undertaking many, credit is one which has come to be regarded as an essential
function. In most of the developing countries, credit is usually necessary for
farmers’ especially low income farmers, to attend innovations that can lead to

increased profitability.

Kumar and Singh (1995) in their study revealed that even though there is no
alternative to democratic management of co-operative banks, democratic leaders
of the co-operative banks are required to be trained in banking practices, human
relations and management principles for smooth functioning of the co-operative

banks.

Garg (1996) in his study on improving productivity and profitability in the bank
stated that productivity and profitability were interrelated. By way of increasing
deposits and advances at a pace higher than that of the number of employees and
by increasing income or decreasing expenditure, productivity, productivity and
profitability could be improved. He suggested reducing costs, increasing the

revenue and productivity and profitability.

Babu (1997) evaluated resource management efficiency of three urban co-
operative banks in Thrissur district with regard to their liquidity and profitability
performance. Using the various ratios relating to profitability, liquidity and
business efficiency, he proved that one the banks were superior to the other two
as it had higher spread ratio, higher credit — deposit ratio and borrowed fund ratio

as compared to the other two.

Nanjunda (1997) observed that profitability and capital adequacy were closely
linked and higher profitability normally accompanied higher risk weighted asset

build up. The extensive risk build up would bring down the viability also.

11



Kulvant Singh (1998) in his study in a selected state co-operative bank conclude
that in the context of globalization and liberalization of the economy, co-
operative banks should ensure their business on health lines by having
professional manpower and infuse some competition and check the amount

directed for any unproductive purpose.

Reddy and Ravivarma (1999) in their efforts to study about “Management of
funds in PACS” pointed out the proportion of share capital in the working capital
of PACS was very low and the PACS were mainly depending on borrowings
from external agencies. The study highlighted the need for improving the share
capital base of banks. It also argued that the lending rate of the banks for short
term and medium term and long term should be commensurate with the

borrowings rates of the banks.

Triuttani (2000) indicated a number of strategies to increase spread in banks.
These include time recovery of interest and installment on loan and advances,
recovery of interest on subtended, doubtful and loss assets, acceleration of the
flow of credit to high yielding advances of good quality cost, sensuousness while
mobilizing high cost certificate of deposit and term deposits. According to him a
problem of burden in banks could be tackled by to using attention on loss making
branches to turn into profit making ones, improving the clientele base in

commercial pockets and improving staff productivity.

Suresh and Gresappa (2001) conducted a study on “Fund Management”. In this
study it was observed that profit was a great motivating factor and in a favorable
market, such is the power generated by “greed” for profits that fund managers
needed minimum organizational backing to put into play their natural instincts of

permit of profits.

Debashish (2002) viewed that performances of a bank can be measured by a
number of indicators. Profitability is the most important and reliable indicator as
it gives a broad indication of the bank to increase its earnings. The study focused
on identifying the most critical profitability ratios using a multivariate analysis
and identified five variables i.e., priority sector advances to net advances, interest

income to total assets, non interest income to total assets and wages bills total

12



expenses among the 13 variables as the significant discriminations of bank

profitability.

Raikar (2003) stated that deposits comprise an important component of the banks
working fund and profitability of the latter depends on the cost effective
mobilization of deposit. In fact, profitability of bank in significantly correlated to

the efficient deployment of funds.

James, O .Gill and Miora Chatton (2004) financial analysis provides easy to
apply tools to help anyone learn how to understand widely used financial
statements, evaluate capital investments and read an annual report. With
interactive exercises, formulas, and examples, one can learn not only how to
understand financial sfatemcnts, but also how to use them to analyze income,
manage assets, calculate ratios and better financial planning and which results an

effective job.

Sadare (2004) in his study revealed that lower is the ratio of operating cost to
total asset, better is the efficiency. These are many banks which are having
higher ratio in terms of operating expenses to total assets. If an attempt is made
to reduce such ratios the same will help these banks to show better performance

in terms of efficiency as well as profitability.

Suriyan (2005) in their study that profit is an apt measure for assessing the actual
performance of any business undertaking. The most important function o profit
is its significant impact on the overall viability of the banking operations and to
provide adequate stability to the business undertaking. The profitability
performance of the bank has been assessed by considering the pattern and trends
of income and expenditure. The profitability ratio has been derived by relating
various components of income statement to a common denominator, namely

volume of business.

Zakir Hussain (2006) made a comparative study on the performance indicators of
Service Co-operative Banks (SCBs) in Kerala with that of all India status shows
that the reason for failure is not only due to overdue, but mainly due to idle funds

or surplus funds.

13



Ramesh (2006) in his study states that a vibrant and effective credit flow in rural
India depends on the strength of co-operative credit societies in different tires.
The study reveals the financing mechanism in this vital sector is lopsided and
infested with a number of problems. The restructuring of the institutional

financing of agriculture will lead to productive use of bank credit.

Vinayagamooorthy (2006) viewed that in a developing country like India with
huge deficits in terms of quality and quantity, the state has to shoulder he
primary responsibility of providing co-operative credit. The need of the hour for
the co-operative sector in the era of liberalized environment is to seize every
opportunity available to it. Thus the future vision of co-operative movement
would have to be based on efficiency parameters relating to promotion of
excellence, improvement of operational efficiency and strengthening of financial

resource base.

Ramu (2007) studied performance and challenges of Urban Co-operative Bank
in India. The study revealed that it is important for Urban Co-operative Bank’s to
adopt and bring about changes to face the challenges of the growing competitive
market and also strengthen its operations. The 100 years of existence of Urban
Co-operative Bank in India have clearly shown that the resource base of the bank
financially independent. But at same time, Urban Co-operative Bank’s are facing
different problems like organizational, managerial, financial and operational

issues.

Natarajan (2007) opined that there is a situational need for the service co-

operative banks to go in for modern banking practices which are experiencing
tough competition with commercial banks and new generation banks. Profit may
not be a motive of co-operative, but for giving quality and continued service, the
co-operatives have to get a reasonable profit. It is high time that the service co-
operative banks in Kerala to analyze their profitability of each of their activity,
plan their funds efficiently and effectively.

Nanda (2007) highlighted some issues relating to credit co-operative. The first
and foremost issue bothering the credit co-operatives is its resources. According

to him the percentage of recoveries to demand at the State Co-operative Bank or

14



District Credit Co-operative Bank or Primary Agricultural Credit Societies are
not sustainable and the co-operatives also face interference in recovery of their
dues. The other issues identified are absence of professionalism, various

operational constraints, absence of democratic management etc.

Mohan (2008) in his study concluded that the success of banks, by and large
depends upon the management of funds. The fund management in co-operative
banks requires new orientation for achieving higher productivity and
profitability. Cost reduction in mobilizing resources and yield increase in
deployment of funds are to be ensured. The banks have to keep a constant watch
on the movement of funds to make sure not only they are used to the best

advantage, but also that no financial difficulty arises in due course.
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CHAPTER 2

Organizational Profile of Aranattukara Oriental Co-operative Bank

Genesis

The Aranattukara Oriental Co-operative Bank, which was established in

the year 1927, as a primary agricultural credit society which meets the credit needs of

the members. The Aranattukara Oriental Co-operative Bank was registered on

3.10.1927 and it commenced business on 18.12.1927. The bank operates its head

office at Aranattukara and an extension counter at Olarikkara. The area of operation

of the bank covers only in Aranattukara.

Objectives

1. To encourage thrift, self help and co-operation among members.

8.
9.

To provide short term and medium term loans.

To provide loans for agricultural purpose and for purchasing cattle
and vehicles.

To provide technical and financial assistance to develop small scale
industries.

To provide housing loans for construction and purchases of new
houses, repairs and renovation of existing houses.

The bank introduced agencies for consumer stores, depots under of
the Government.

To acquire fixed or tangible assets for the efficient and smooth
functioning of the bank.

To conduct and commence monthly deposit.

To provide loan on the security of gold.

10. To mobilize deposits for the performance of aforesaid objectives.

16



Table 2.1 Detailed Data of AOCB Profile for the past 15 years

Shar Loans Net
Y Memb ca itel Deposits and Investment rofit Reserve
cars embers pra Advances Borrowings P
. (in Rs (in Rs . (inRs
IE‘;(}:S) Lakhs) | (inRs | Lakhs) (inRs g‘k}fss) Iakhs)
5 Lakhs) Lakhs)
90-91 | 9233 1083 | 151.40 | 14521 57 14.56 1.29 0.23
91-92 | 9499 1493 | 180.81 | 187.88 59 11.12 3.39 0.23
92-93 | 10052 | 17.58 | 200.12 | 207.11 4.2 13.92 3.59 0.23
93-94 | 10667 | 19.13 | 24627 | 227.09 4.22 4.45 0.47 0.64
94-95 | 10912 1960 | 294.54 | 240.59 372 . 1.9 0.77
95-96 | 11465 19.75 | 319.31 | 284.85 3.72 - 36 0.77
96-97 | 12394 2011 | 37238 | 363.94 3.72 24.75 12.91 1.11
97-98 | 13050 | 2067 | 37463 | 396.57 372 58.75 6.28 1.11
98-99 | 13478 2094 | 49292 | 552.26 472 18.41 11.96 1.37
99-00 14214 22.18 509.52 537.69 3.72 35.25 6.81 1.1
00-01 | 14648 2218 | 51241 | 560.74 372 48.4 3.11 1.15
01-02 | 14884 | 2331 | 523.18 | 581.51 372 44.67 4.21 1.81
02-03 | 15013 2204 | 527.23 | 608.33 372 44.11 5.34 1.38
03-04 | 15972 20.37 | 52938 | 615.96 3.72 45.89 3.21 1.91
04-05 { 16073 | 2154 | 53049 | 615.02 372 50.12 3.64 1.55

Source: Audited annual reports of the AOCB for 15 years
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Membership

A person who has attained 18 years of age, a resident or having land
property with in the jurisdiction of the bank and having a sound mind is eligible for
the membership of the bank. Members constitute the general body and it is the
supreme authority. The bank has 3 types of members A Class, B Class, and C class. A
Class members are the real shareholders of the bank. They alone have right to vote
and they elect the board of directors. From general body and right to vote and they
elect the Board of Directors from the general body and Board of Directors elect the
president. B Class members are nominal members. Monthly deposit scheme
subscribers and persons taking gold loans could be included as B Class members. The

Government takes C Class shares. The B Class and C Class shares did not have

voting right.
Fig 2.1 Members of AOCB for 135 years
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Tables 2.1 shows the membership of the bank for a period of
fifteen years from 1990-1991 to 2004-2005. The membership of the bank is
increasing. During the year 1990-1991 the membership of the bank was 9233 and in
the year 2004-2005 the membership was 16073.
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Share Capital

The share capital of the bank is the major constituent of owned fund of
the bank. All the members of the bank contribute to the share capital. The authorized
share capital of the bank is Rs 1000000, which consists of 850000 A class shares of
Rs 10 each, 50000 B class shares of Rs 5 each, and 100000 C class shares of Rs 100

each.

Fig 2.2 Share Capital of AOCB for 15 years
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Table 2.1 shows the membership of the bank for a period of fifteen
years from 1990-1991 to 2004-2005. The highest amount of share capital was during
the year 2001-2002 which was Rs 23.31 lakhs and lowest was during the year 1990-
1991 which was Rs 10.80 lakhs. The trend shows a fluctuating trend but it is

increasing.
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Deposits

The bank fixes the interest rate for the deposits according to the
Reserve Bank of India Instructions, the decisions taken in the Board and also by Co-

operative Societies Act and Rules. The various kinds of deposits accepted by the bank

arc.

¢ Fixed deposits

Fixed deposit is one form of deposits in which a fixed amount is

deposited for a period of time.

Rate of interest

Period of Deposit Rate of Interest ( in % )

15 days to 45 days 6.25

46 days to 90 days 7.25

91 days to 179 days 8.25

180 days to 364 days 9.25

12 months to 23 months 11

24 months to 35months 10.75

36 months to53months 10.25

Above 60 months 10.25

» Saving deposits

The saving bank accounts can be opened with a sum of Rs.500. The

co-operative bank gives 4.5 percent interest on savings deposits.

o Compulsory deposits

When a loan is issued to the customer, the bank insists on him to
deposit a certain percentage of loan amounts as compulsory deposit. The bank will

repay the amount after 3 years with interest.
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¢ Badhratha deposits

Under this scheme a fixed amount deposited today will become
twice with in 120 months. Such an account can be opened by members as well as non-

members with a minimum amount of Rs.100.

¢ Kshemanidhi deposits

Under this scheme a fixed amount is deposited for a period of 72
months, 120 months, 240 months etc. The ‘minimum amount that can be deposited is
Rs.100. If a customer deposits Rs.7200 in the scheme he will get Rs.10000 after
completion of 72 months. That is, he will get interest of Rs.2800.

e Swayam vardhini

It is just like Kshemanidhi deposit. The customer can deposit

amount for 72 months and he will get amount after 72 months with interest.

Fig 2.3 Deposits of AOCB for 15 years
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Table 2.1 shows the deposits received by the bank during the study
period, 1990-1991 to 2004-2005. The highest amount of deposit was received during
the year 2004-2005 which was Rs 530.49 Lakhs and lowest was during the year 1990-
1991 which was Rs 151.40 Lakhs. The deposit of the bank is increasing.

Loans and Advances

Loans are given for a fixed period and repayable in suitable
installments. The loans may be Short term, Medium term and Long term depending
upon the purpose for which loan is provided. Loans which have duration of less than
three years are known as Short term loans. Duration of Medium term loan is between

three and five years and the loans above fifteen years are Long term loans.

The bank gives loans and advances on the instructions of Reserve
bank of India of various securities or on securities which have been sanctioned by the

Board of Directors. The securities can be:

a) Self-security or on third party guarantee

b) Loans are given on the collateral security of fixed deposits

¢) Securities can be given on pledging Government securities,
authorized companies shares, debentures, banks fixed deposits
and insurance policies.

d) By pledging gold

¢) Loans and advances given or other tangible securities
Types of Loans are:

Simple loan
Recovery loan
Mortgage loan
Housing loan
Gold loan
Equipment loan

Deposit loan

® NS AW =

Agricultural loan
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Fig 2.4 Loans and Advances of AOCB for 15 years
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Table 2.1 shows the loans and advances disbursed by the bank during
the study period, 1990-1991 to 2004-2005. The highest amount of loans and advances
was disbursed during the year 2003- 2004 which was Rs 615.96 lakhs and lowest was
during the year 1990-1991 which was Rs 145.21 lakhs. The loans and advances
disbursed by the bank are increasing, which shows that bank is satisfying the need of
customers through deployment of funds.

Net Profit / Loss

Net profit is the difference between total income and total
expenditure. It is an indication of efficiency and profitability of an organization. The
financial stability of the institution will be measured with reference to the operational

results. A positive operational result of the bank is an evidence for its success.
The net profit of the bank will be distributed on the following basis:

1. Reserve fund: Not less than 15 % of the net profit will be transferred to
reserve fund
2. Co-operative Education fund: 5% of the net profit will be transferred to

co-operative education fund.
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3. Rest of the amount will be distributed as follows:

¢ Bad debts fund
e Bonus fund

e Death fund

¢ Building fund
¢ Dividend fund

¢ Orin any reserve as recommended by Reserve Bank of India

Fig 2.5 Net profit of AOCB for 15 years
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Table 2.1 shows the net profit of the bank during 1990-1991 to
2004-2005. The net profit was at maximum during the year 1998-1999 which was Rs
11.96 lakhs and lowest was in the year 1996-1997 which was Rs -12.91 lakhs. In
1994-95 and 1996-97 shows negative result, which indicates the bank was loss in
those years it is because of the availabijlity of excess fund during that peried i.e.
threhank cannot able to disburse the loan according to the availability of fund. . The
net profits of the bank show a fluctuating trend
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Reserves

Reserve fund is an internal source of fund for the bank and
constitutes an important part of the working capital. Every year not less than 15

percent of net profit of the bank is carried to reserve fund.

Fig 2.6 Reserves of AOCB for 15 years
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Table 2.1 shows the reserves of the bank during the study period,
1990-1991 to 2004-2005. The highest amount of reserves was during the year 2003-
2004 which was Rs 1.91 lakhs and lowest was during the years 1990-1993 which was
Rs 0.23 lakhs.
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Borrowings

The Board of Directors of the bank can borrow funds with the prior
approval of the Registrar and the financing bank, either from members or from non-
members or from other institutions or from the Government. The bank borrowed from
District Co-operative Bank, State Co-operative Bank and NCDC (National Co-

operative Development Corporation). Borrowings are mainly in the form of overdraft.

Fig 2.7 Borrowings of AOCB for 15 years

60 1 _
55 4
50 1

pl - ]
40 -
30 1
25 4

20 A
15 1

Nl LU

90- 91- 92- 93- 94- 95- 95- 97- 98- 99- 00- 01- 02- 03- 04-
91 92 93 94 95 96 97 98 99 00 '01 '02 '03 D4 '05
Years

Borrowings (In Rs Lakhs)

O Borrowings ( In Rs Lakhs)

Table 2.1 shows the borrowings of the bank during the study period.
In the year 1994-1995 and 1995-1996 the bank did not borrow. But from the year
1996-1997 onwards the bank borrowed heavily. In the year 1997-1998, borrowings
of the bank were very high that is Rs. 58.75.
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ORGANIZATIONAL STRUCTURE OF THE BANK

Chart 1: Organizational Structure of the Bank
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Conclusion

Aranattukara Oriental Co-operative bank is acting as a financial
intermediary, mobilizes savings of the bank and supplements their resources through
borrowings for providing credit to the needy sectors. Efficient management, viability
of the bank and sound banking practices do a lot to get public confidence. Through
the process of taking deposits, making loans and responding to interest rates signals,
this banking system helps to channel funds from savers to borrowers in an efficient

manner.
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Financial Analysis of Aranattukara
Oriental Co-operative Bank,



CHAPTER 3
Financial Analysis of Aranattukara Oriental Co-operative

Bank

Financial performance analysis is the process of evaluating the relationship
between different types of financial statement to obtain a better understanding of
firm's position. This not only helps the management in decision making and control
but also serve as a useful tool for all concerned to the firm.

A financial statement is an organized collection of data according to logical and
consistent accounting procedures. Its purpose is to convey an understanding of some
financial aspects of a business firm. It is a process of identifying the financial strength
and weakness of the firm by properly establishing relationship between the items of
the balance sheets and profit and loss accounts.

In this study, an attempt has been made to evaluate the financial performance of
Aranattukara Oriental Co-operative Bank, by using ratio analysis.

Ratio analysis 'is one of the most powerful tools of financial analysis.
Accounting ratios are relationships expressed in mathematical terms between figures
which are connected with each other in some manner. Ratio analysis is a technique of
analysis and interpretation of financial statements.

The operational efficiency of the bank is administered through the following

headings:

o Efficiency in mobilization
L Efficiency in deployment
o Efficiency in operation
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3.1) Efficiency in mobilization
Efficiency in mobilization is of great important because mobilization of funds
has a vital role in building a sound financial structure. The following ratios are used to

analysis the efficiency of AOCB in the mobilization of funds:

L Borrowed fund to working capital ratio
o Owned fund to borrowed fund ratio

® Deposits to working capital ratio

3.1.1) Borrowed fund to working capital ratio

The ratio highlights the share of borrowed fund in working capital. A higher
ratio is an indicative of higher share of borrowed funds in the working capital and
smaller ratio indicates the dominance of owned fund in the working capital. The
borrowed fund would affect cost and unless the bank ensures profitable deployment of

such funds, the bank may have to suffer losses.

Borrowed fund to working capital ratio

Borrowed Fund | X 100
Working Capital

Borrowed fund include deposits and borrowings.
Working capital

= [Share capital + Reserves + Deposits -+ Borrowings - Investment in
fixed assets]
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Table 3.1 Borrowed funds to working capital ratic of AOCB from
1990-1991 to 2004-2005

o | Bl |l | o

(In Rs Lakhs) | Capital Ratio
1990-1991 165.97 171.32 96.87
1991-1992 191.93 201.89 95.06
1992-1993 214.05 227.65 94.02
1993-1994 250.72 266.27 94.18
1994-1995 294.54 311.28 94.62
1995-1996 319.31 336.11 95.00
1996-1997 397.13 414.63 895.77
1997-1998 433.39 451.44 96.00
1998-1999 511.33 528.92 96.67
1999-2000 544.77 564.34 96.53
2000-2001 560.81 580.42 96.62
2001-2002 567.85 589.25 96.36
2002-2003 571.34 591.04 96.66
2003-2004 575.27 593.83 96.87
2004-2005 580.52 599.98 96.75

Source: Audited annual reports of the AOCB
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Fig 3.1 Borrowed fund to Working capital ratio
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Table 3.1 gives the ratio of borrowed fund to working capital ratio of the

lower ratio indicates the inability of the bank to mobilize deposits also.

3.1.2) Owned fund to Borrowed fund ratio:

90- 91- 92- 93- 94- 95- 96- 97- 98- §9- 00- 01- 02- 03- 04-

bank for a period of fifteen years from 1990-1991 to 2004-2005. Above table showed
an increasing trend during the period of fifteen years. The ratio shows that borrowed
fund constitute a major share of the working capital of the bank. As the share of
borrowed fund increase in the working capital, the interest expense of the bank will

also increase. So a lesser ratio is always good for the bank. At the same time a very

This ratio show whether the bank depends more on owned fund or borrowed

deposits and borrowings.

Owned fund to borrowed fund ratio

Borrowed Fun

[Owned Fund) :' X100
d

funds. Higher ratios indicate the increased share of owned funds in the functioning of

the bank. Owned fund includes share capital and reserves. Borrowed fund includes
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Table 3.2 Owned fund to borrowed fund ratio of AQOCB from
1990-1991 to 2004-2005

Yeur | Qumedfind | Borowed und T e g
Fund Ratio
1990-1991 11.03 165.97 6.64
1991-1992 15.16 191.83 7.89
1992-1993 17.81 214.05 8.32
1993-1994 19.78 250.72 7.88
1994-1995 20.46 294 54 6.94
1995-1996 20.52 319.31 6.42
1996-1997 21.23 397.13 534
1997-1998 21.47 433.39 4.95
1998-1999 25.04 511.33 4 88
1999-2000 22,05 544 77 4,04
2000-2001 22.33 560.81 3.98
2001-2002 25.12 567.85 442
2002-2003 23.42 571.34 4.09
2003-2004 2228 575.27 3.87
2004-2005 23.09 580.52 3.97

Source: Audited annual reports of the AOCB

33



Fig 3.2 Owned fund to borrowed fund ratio
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Table 3.2 gives the ratio of owned fund to Borrowed fund of the bank for
a period of fifteen years from 1990-1991 to 2004 -2005.As per the table the ratios
show a decreasing trend over the years. The ratio had declined from 6.6 percent in
1990-1991 to 3.7 percent in 2004-2005. In the year 1992-1993 the ratio was highest
that is 8.3, percent. The decline in the ratio was because of the lower rate of growth of
owned fund. This may not be concern for the banking institutions which was efficient

in deployment of funds.
3.1.3) Deposits to working capital ratio:

A higher ratio is the indication of higher share of borrowed funds in working
capital since deposits are the only component of borrowed funds. A smaller fund
indicates the dominance of owned fund in working capital. The ratio also implies the
efficiency of the bank in the deposit mobilization and at the same time imposes
certain additional responsibility on the bank to ensure deployment of funds in
profitable channels otherwise the bank may have to suffer the loss.

Deposits to working capital ratio:

Deposits X100
Working Capital
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Table 3.3 Deposits to working capital ratio of AOCB from
1990-1991 to 2004-2005

Deposits Working Deposits To
Year (InRs _capital Working

Lakhs) (In Rs Lakhs) Capital Ratio
1980-1991 151.40 171.32 88.37
1991-1992 180.81 201.89 89'.55
1992-1993 200.12 227.65 87.90
1993-1994 246.27 266.27 92.48
1994-1995 294.54 311.28 94.62
1995-1996 319.31 336.11 95.00
1996-1997 372.38 414.63 89.81
1997-1998 374.63 451.44 B2.98
1898-1999 492.92 528.92 93.19
1969-2000 509.52 564.34 90.28
2000-2001 512.41 580.42 88.28
2001-2002 523.18 589.25 88.78
2002-2003 527.23 591.04 89.20
2003-2004 529.38 583.83 89.14
2004-2005 530.49 599.08 88.41

Source: Audited annual reports of the AOCB
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Fig 3.3 Deposits to working capital ratio
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Deposits are the deposits received by the bank. Working capital

includes share capital, reserves, deposits, borrowings and investment in fixed assets.

Table 3.3 gives the ratio of deposits to working capital of the bank for
a period of fifteen years from 1990-1991 to 2004-2005. The percentage of ratio of
deposits to working capital is very high during the study period. The ratio increased
from 88.37 percent in the year 1990-1991 to 88.41 percent in the year 2004-2005. A
higher deposit to working capital ratio indicates higher share of deposits in working
capital. It also implies the efficiency of the bank in deposit mobilization and at the
same time imposes certain additional responsibility on the bank to ensure deployment

of funds in profitable channels.
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3.2) Efficiency in Deployment of funds
Fund deployment is an important function as far as co-operatives are
concerned. Efficiency in deployment is as equally important as efficiency in
mobilization. The long term existence of any co-operative depends upon the effective
deployment of funds mobilized. The following ratios are considered for analyzing the
efficiency in deployment:
. Credit to Deposit ratio
. Credit to working capital ratio
J Credit to Owned fund ratio
3.2.1) Credit to Deposit ratio
Since deposits are mobilized for the purpose of giving credit, the relationship
with this two is very much relevant. The relationship shows the efficiency of the bank
in successfully getting rid of the high cost source. The ratio is an important measure
of banks efficiency in converting the funds available with it into loans and advances.

A high ratio indicates greater efficiency in the deployment of funds.

Credit to deposit ratio:

Credit X 100
Deposits

Credits are the loans and advances given by the bank

Deposits are the deposits received by the bank.
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Table 3.4 Credit to Deposits ratio of AOCB from

1990-1991 to 2004-2005

ear Credit Deposits  Credit To
(In Rs Lakhs) (In Rs Lakhs)  |Deposits Ratios

1990-1991 145.21 151.4 95.91

1991-1992 187.88 180.81 103.91
1992-1993 207.11 200.12 103.49
1993-1984 227.09 246.27 92.211
1894-1995 240.59 294 .54 81.68

1995-1996 284.85 319.31 89.20

1996-1997 363.94 372.38 97.73

1997-1998 396.57 374.63 105.85
1998-1989 552.26 492 92 112.03
1 999-é000 537.69 509.52 106.52
2000-2001 560.74 512.41 109.43
2001-2002 581.51 523.18 111.14
2002-2003 608.33 527.23 115.38
2003-2004 615.96 529.38 116.18
2004-2005 615.02 530.49 121.14

Source: Audited annual reports of the AOCB
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Table 3.4 gives the ratio of Credit to-deposits of the bank for a period of

fifteen years from 1990-1991 to 2004-2005. The highest ratio was116.35 percent in

the year 2003-2004 and lowest ratio was 81.68 percent in the year 1994-1995. A

declining trend in the Credit deposit ratio is not a good sign. So the bank should take

care to fix the target for deployment in proportion to the deposits mobilization targets.

3.2.2) Credit to working capital ratio

The credit to working capital is comprehensive indicator to study the

efficiency in fund management of the bank. The ratio shows the relationship between

the deployment in loans and advances and the available funds. This ratio reveals the

quantum of credit given from hundred rupees available. Higher the ratio higher will

be the efficiency in managing the funds.

Credit to working capital ratio:

Credit

Working Capital

X100
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Table 3.5 Credit to working capital ratio of AOCB from
1990-1991 to 2004-2005

Credit Working capital %zﬁ:i;{:
Year | (InRsLakhs) | (InRs Lakhs) Capital Ratios
1990-1991 145.21 171.32 84.75
1991-1992 187.88 201.89 93.06
1992-1993 207.11 227.65 80.97
1993-1994 227.09 266.27 85.28
1994-1995 240.59 311.28 77.29
1995-1996 284.85 336.11 84.74
1996-1997 363.94 41463 87.77
1997-1998 396.57 451.44 87.84
1998-1999 552.26 528.92 104.41
1998-2000 537.69 564.34 95.27
2000-2001 560.74 580.42 96.60
2001-2002 581.51 589.25 98.68
2002-2003 608.33 591.04 102.92
2003-2004 615.96 593.83 103.72
2004-2005 615.02 5£89.98 102.50

Source: Audited annual reports of the AOCB
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Fig 3.5 Credit to working capital ratio

110 —
1001 —

801 [ ]
70| [ ]
60 -
50 -
40 A
30
20 4
10

Ratios

gp- 91- 92- ©93- 94- 95- 96- ©7- 98- 99- O00- O1- 02- 03- 04-
91 92 93 94 95 9 97 98 99 00 '01 '02 03 04 '05
Years

O Credit To Working Capital Ratio

Credits are the loans and advances given by the bank. Working capital
includes share capital, reserves, deposits, borrowings and investment in fixed assets
Table 3.5 gives the ratio of Credit to working capital of the bank for a
period of fifteen years from 1990-1991 to 2004-2005. In the year 1998-1999 ratios are
highest i.e. 104.41 percent and in the year 1994-1995, shows the lowest at 77.29
percent. If deployment of credit is lagging, naturally affect the interest earning
capacity of the bank. So, the bank has to increase the amount of loan disbursed to
increase the interest income.
3.2.3) Credit to owned fund ratio
Credit to owned fund ratio measures the capacity of the bank to convert
owned fund to credit. A higher ratio is a positive indication to the efficiency in
deployment of funds.
Credit to owned fund ratio:

Credit X100
Owned Fund
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Table 3.6 Credit to owned fund ratio of AOCB
from 1990-1991 to 2004-2005

Vo | g o Ot | e
Fund Ratios
1990-1991 145.21 11.03 1316.50
1991-1892 187.88 15.16 1239.31
1992-1993 207.11 17.81 1162.88
1993-1994 _ 227.09 18.78 1148.067
1994-19895 240,59 20.46 1175.90
1885-1986 284.85 20.52 1388.15
1996-1997 363.94 21.23 1714.27
1897-1988 396.57 21.47 1847.08
1998-1999 552.26 2504 22056.51
1988-2000 537.69 22.05 2438.50
2000-2001 560.74 22.33 2511.15
2001-2002 581.51 25.12 2314.92
2002-2003 608.33 23.42 2597.48
2003-2004 615.86 2228 2760.68
2004-2005 615.02 23.09 2783.32

Source: Audited annual reports of the AOCB




Table 3.6 Credit to owned fund ratio of AOCB

from 1990-1991 to 2004-2005

Ve | g Ol jOwnedfnd | oL
Fund Ratios
1990-1951 145.21 11.03 1316.50
1991-1992 187.88 15.16 1239.31
19892-1993 207.11 17.81 1162.88
1993-19984 227.09 19.78 1148.07
1994-1885 240.59 20.46 1175.90 |
1995-1996 284.85 20.52 1388.15
1996-1997 363.94 21.23 171427
1997-1998 396.57 21.47 1847.08
1998-1999 552.26 25.04 2205.51
1999-2000 537.69 22.05 2438.50
2000-2001 560.74 22.33 2511.16
2001-2002 581.51 25.12 2314.92
2002-2003 608.33 23.42 259748
2003-2004 615.96 22.28 2760.68
2004-2005 615.02 23.09 2783.32

Source: Audited annual reports of the AOCB
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Fig 3.6 Credit To Owned Fund Ratios
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Credits are the loans and advances given by the bank

Owned fund = Share capital + Reserves

Table 3.6 exhibit the ratio of Credit to owned fund of the bank for a
period of fifteen years from 1990-1991 to 2004-2005. It was at fluctuating trend. The
highest ratio was 2764.63 percent during the year 2003-2004 and lowest ratio was
1148.07 percent during the year 1993-1994. Increasing efficiency of the bank to

create credit from owned fund.

3.3) Efficiency in operation

The operational efficiency of any firm depends to a large extent on its capacity to
manage the fund as well as the deployment of such funds. Even though Co-operative
is driven by service motive, profit is also needed for their existence and growth.
Hence an analysis of the profitability of the bank is equally important as mobilization

and deployment. The various ratios used are:
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° Interest paid to borrowed fund ratio

L Net profit to working capital ratio

. Interest paid to interest received ratio

L Interest paid to deposit ratio

. Interest received to total loans and advances ratio
. Spread ratio

. Burden ratio

] Profitability ratio

3.3.1) Interest paid to Borrowed fund ratio

The term interest paid includes interest paid and payable. One of the
main expenditure of the bank is the interest paid on deposits and borrowings. There is
an inverse relation between interest paid and profitability. i.e. , when interest paid
increases, profitability decrease and vice verse. But to attract depositors the bank has
to pay a reasonable rate of interest on deposits. This ratio shows the ability of the

bank to control its cost of funds.

Interest paid to borrowed fund ratio:

Interest Paid X100
Borrowed Fund

Interest paid is the amount paid as interest on deposits

Borrowed fund include deposits and borrowings
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Table 3.7 Interest paid to borrowed fund ratio of AOCB from
1990-1991to 2004-2005

Interest
Year Interest paid | Borrowed fund | Received To
(In Rs Lakhs) | (InRs Lakhs) |Borrowed Fund|

Ratios
1990-1991 17.44 165.87 10.50
1991-1992 21.41 191.93 11.15
1992-1693 23.27 214.05 10.87
1993-1994 26.37 250.72 10.51
1994-1995 28.67 294 .54 9.73
1995-1996 2584 319.31 B.09
1996-1997 28.89 387.13 7.27
1997-1898 27.57 433.39 6.36
1998-1999 30.3 511.33 5.92
1999-2000 36.4 544.77 6.68
2000-2001 40.01 560.81 7.13
2001-2002 48.27 567.85 8.50
2002-2003 51.33 571.34 8.98
2003-2004 49.48 575.27 8.60
2004-2005 50.17 580.52 8.64

Source: Audited annual reports of the AOCB
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Fig 3.7 Interest paid to borrowed fund ratio
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Table 3.7 reveals that interest paid to borrowed fund ratio for a period of
fifteen years from 1990-1991 to 2004-2005. The highest ratio was in the year 1991-
1992i.e. 11.1'5 percent. During that year the bank paid a huge amount as interest
towards its deposits and borrowings and after this year ratio decreased steadily till the
last year of reference. The lowest ratio is recorded in the year 1998-1999 i.e. 5.92
percent. A high ratio will affect the profitability of the bank adversely. Therefore

lower ratio is good for the bank.
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3.3.2) Net profit to working capital ratio

Overall profit is the sum of the profits of banking and non-banking activities.
It will give a total picture of the profit of the bank. Profit can be generally classified
into gross profit and net broﬁt. Gross profit refers to the profit from any activity after
meeting its direct expenses. Net profit refers to the net income from any activity after

meeting all its expenses, i.e., direct as well as indirect expenses.

Ratio indicates the efficiency of a bank to deploy its total working funds so as
to maximize its profits. The net profit should be adequate enough to provide optimum
returns on the working capital which is the soul of any organization. Hence bank has
to maintain a reasonable profit and manage working capital in an effective manner.
Net profit is the profit of the bank. Working capital include share capital, reserves,

deposits, borrowings and investment in fixed assets.

Net profit to working capital ratio:

Net Profit X 100
Working Capital
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Table 3.8 Net profit to working capital ratio of AOCB from
1990— 1991 to 2004-2005

Working Net Profit To
Year (Ifgspiggs) capital Working.
(In Rs Lakhs) | Capital Ratios
1990-1991 1.29 171.32 0.752976885
1991-1992 3.39 201.89 1.67
1992-1993 3.59 227.65 1.57
1993-1994 0.47 266.27 0.17
1994-1995 -1.9 311.28 -0.61
1995-1996 386 336.11 1.07
1996-1997 -12.91 414.63 -3.11
1997-1998 6.28 451.44 1.39
1998-1999 11.98 528.92 2.26
1989-2000 6.81 564.34 1.20
2000-2001 3.1 580.42 0.53
2001-2002 4.21 589.25 0.71
2002-2003 5.34 591.04 0.90
2003-2004 3.21 593.83 0.54
2004-2005 3.64 599.98 0.60

Source: Audited annual reports of the AOCB
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Fig 3.8 Net profit to working capital ratio
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Table 3.8 exhibit the ratio of Net profit to working capital of the bank for

a period of fifteen years from 1990-1991 to 2004-2005.The ratio was at decreasing
trend. The highest ratio is during the year 1998-1999 that was 2.26 percent and the
lowest ratio was during the year 1996-1997 with -3.11 percent. The low ratio is not a
sign of healthy banking operation.
3.3.3) Interest paid to interest received ratio

This show the extent of income from the operations of the bank. The bank
makes profit mainly on account of the differences in interest paid on deposits and that
charged on loans and advances: An increased ratio indicates decrease in profitability,
Interest paid to interest received ratio

Interest Paid X100
Interest Received

Interest paid is the amount paid as interest on deposits

Interest received is the amount received as interest on lending
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Table 3.9 Interest paid to interest received ratio of AOCB from
1990-1990to 2004-2005

. . Interest Paid To
Year Interest paid |Interest received Interest Received

(InRs Lakhs) | (In Rs Lakhs) Ratios
1890-1991 17.44 2543 68.58
1981-1992 21.41 29.33 72.99
1992-1993 23.27 34,11 68.22
1993-1994 26.37 37.17 70.94
1994-1995 28.67 35.87 79.92
1995-1996 25.84 40.19 64.29
1996-1997 28.89 43.15 66.95
1997-1898 27.57 46.9 58.78
1998-1999 30.3 56.62 53.51
1999-2000 36.4 59.01 61.68
2000-2001 40.01 63.12 63.38
2001-2002 48.27 66.35 72.75
2002-2003 51.33 70.81 72.48
2003-2004 49.48 76.03 65.07
2004-2005 50.17 80.41 62.39

Source: Audited annual reports of the AOCB
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Fig 3.9 Interest paid to interest received ratio
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Table 3.9 exhibits the ratio of Interest paid to interest received by the bank
for a period of fifteen years from 1990-1991 to 2004-2005. The ratio shows an
increasing trend till the year 1994-1995, but decreased from the next year onwards.
The highest ratio was during the year 1994-1995 that is 79.92 percent and lowest ratio
is during the year 1998-1999 that is 53.51 percent. High ratio leads to decrease in
profitability.

3.3.4) Interest paid to Deposits ratio

The term interest paid includes interest paid and payable. One of the main
expenditure of the bank is the interest paid on deposits. There is an inverse
relationship between interest paid and profitability that is when interest paid increases,
profitability decreases and vice versa. But to attract depositors the bank has to pay a
reasonable rate of interest on deposits.
Interest paid to Deposits ratio

Interest Paid | X 100
Deposits

Interest paid is the amount paid as interest on deposits.

Deposits include all types of deposits received by the bank.
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Table 3.10 Interest paid to deposits ratio of AOCB from
1990-1991 to 2004 -2005

Interest paid Deposits {ll,léeg :;::;ig
Year (InRs Lakhs) | (In Rs Lakhs) Ratios
1990-1951 17.44 151.4 11.51
1891-1962 21.41 180.81 11.84
1992-1993 23.27 200.12 11.62
1993-1994 26.37 246.27 10.70
1994-1995 28.67 294.54 9.73
1995-1986 2584 319.31 8.09
1996-1987 28.89 372.38 7.75
1997-1998 27.57 374.63 7.3
1998-1989 30.3 492 92 6.14
1999-2000 36.4 5.09.52 7.14
2000-2001 40.01 512.41 7.80
2001-2002 48.27 523.18 9.22
2002-2003 51.33 527.23 . 973
2003-2004 4948 529.38 9.34
2004-2005 50.17 530.49 9.45

Source: Audited annual reports of the AOCB
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Table 3.10 exhibit the ratio of Interest paid to Deposits of the bank for a
period of fifteen years from 1990-1991 to 2004-2005. The ratio shows fluctuating
trend. The highest ratio was during the year 1991-1992 that is 11.84 percent and
lowest ratio was during the year 1998-1999 that is 6.14 percent. A high ratio will
affect the profitability of the bank adversely. Therefore lower ratio is good for the

bank.
3.3.5) Interest received to loans and advances ratio

The term interests received include interest received and accrued. One of the main
incomes of the bank is the interest received on loans and advances. There is a direct
relationship between interest received and profitability that is when interest received
increases, profitability of the bank increases and vice versa.

Interest received to loans and advances ratio

Interest Received X100
Loans and Advances

Interest received is the amount received as interest on lending.

Loans and advances include all types of loans granted.
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Table 3.11 Interest received to loans and advances ratio of AOCB from
1990-1991 to 2004-2005

. Loans and Interest Received
Year Ir?;n;;; f:&‘gd advances To Loans and

(In Rs Lakhs) | Advances Ratio
1990-1991 25.43 | 145.21 17.51
1961-1982 29.33 187.88 15.61
1992-1963 34.11 207.11 16.46
1993-1994 37.17 227.09 16.36
1994-1995 35.87 240.59 14.90
1995-1996 40.19 284.85 14.10
1996-1997 43.15 J363.94 11.85
1997-1998 46.9 396.57 11.82
1998-1999 £586.62 552.26 10.25
1998-2000 59.01 537.69 10.97
2000-2001 63.12 560.74 11.25
2001-2002 66.35 581.51 11.40
2D002-2003 70.81 608.33 11.64
2003-2004 76.03 615.08 12.36
2004-2005 80.41 642.67 12.51

Source: Audited annual reports of the AOCB



Fig 3.11 Interest received to loans and advances ratio
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Table 3.11 exhibits the ratio of Interest received to loans and advances of
the bank for a period of fifteen years from 1990-1991 to 2004-2005. The ratio showed
a fluctuating trend, The highest ratio was during the year 1990-1991 that is 17.51

percent and lowest ratio was during the year 1998-1999 that is 10.25 percent.

3.3.6) Spread ratio

Spread is the difference between interest received and interest paid and which is used
by the bank for its operational expenses. Higher spread ratio indicates higher profit
and vice versa. Major source of interest income are interest earned from loans and
advances. Interest paid is the expenses paid by the bank on the deposits and
borrowings. It is actually the cost of funds. Interest received is the amount received
and receivable as interest on lending. Interest paid is the amount paid and payable as
interest on borrowings. Total fund is the total of owned fund and borrowed fund.
Spread ratio

Interest Received — Interest Paid | X 100
Total Fund
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Table 3.12 Spread ratio of AOCB from. 1990-1991 to 2004-2005

Total funds

v [l eopdd | TGRS | gy
Lakhs).
1990-1991 2543 17.44 177 4.514124294
1991-1992 29.33 21.41 207.09 3.82
1992-1993 34.11 23.27 231.86 4.67
1593-1984 37.17 26.37 270.5 3.689
1964-1985 35.87 28.67 315 2.28
1995-1996 40.19 25.84 339.83 422
1996-1997 43.15 28.89 418.36 3.40
1997-1998 48.9 27.57 454.86 4.24
1958-1999 56.62 30.3 536.37 4.90
1999-2000 59.01 36.4 666.82 3.98
2000-2001 63.12 40.01 583.14 3.96
2001-2002 66.35 48.27 582.97 3.04
2002-2003 70.81 51.33 584.76 3.27
2003-2004 76.03 49.48 587.55 4.44
2004-2005 80.41 50.17 603.61 5.00

Source: Audited annual reports of the AOCB
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Fig .3.12 Spread ratio
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Table 3.12 exhibits the spread ratio for a period from 1990-1991 to 2004--
2005. The declining trend in the credit deposit ratio is the main reason for low
spread ratio. The low spread ratio is due to low level of net interest income
obtained by the bank. The decrease in the spread ratio is unfavorable as far as
profitability is concerned. So, the bank should increase its net interest income
thereby boosting the spread level.
3.3.7) Burden ratio

Burden ratio is the proportion of burden to total fund of the bank. Although
the banks constantly try to increase their non interest income and reduce its non
interest expenses, the latter usually exceeds thc; former such that the difference is
labeled as banks burden. Reducing burden will improve the profitability of the bank.

Non interest expenses include manpower expenses, administrative expenses,

provisions and other expenses. Non interest income includes commission and
miscellaneous income.

Burden ratio

Non Interest Expenses —Non Interest Income | X 100
Total Fund
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Table 3.13 Burden ratio of AOCB from 1990-1991 to 2004-2005

Non Interest | Non interest | Total funds
Year expenses income (In Rs B;; ?i?)n

(In Rs Lakhs) | (In Rs Lakhs) | Lakhs)
1990-1991 30.55 23.85 177 3.7853107
1891-1892 32.01 27.48 207.09 218
1992-1993 34.92 27.67 231.86 3.12
1993-1994 38.2 28.87 270.5 3.81
1994-1995 46.42 37.32 315 2.88
1995-1996 55.96 45.21 339.83 3.16
1996-1997 79.33 52.16 418.36 6.49
1997-1998 86.37 73.32 454.88 2.86
1998-1999 96.01 80.65 536.37 2.87
1999-2000 104.51 88.72 566.82 2.78
2000-2001 108.6 92.33 583.14 2.79
2001-2002 112.47 98.16 592.97 2.41
2002-2003 118.52 103.13 594.76 2.58
2003-2004 122.22 111.9 597.55 1.72
2004-2005 125.81 113.39 603.61 2.05

Source: Audited annual reports of the AOCB



Fig 3.13 Burden Ratio
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Table 3.13 exhibits the Burden ratio for a period of fifteen years from 1990-
1991 to 2004-2005. The ratio is declined from 3.78 percent in the year 1990-1991 to
2.05 percent in the year 2004-2005. A lower ratio is always favorable for the bank.
Maintaining a lower burden by the bank is good for increasing the efficiency in its
operations.
3.3.8) Profitability ratio
Profitability ratio expressed in absolute terms indicates whether the banks operations
are satisfactory or not, It is the final figures of analysis. It is necessary to relate profit
and working funds for analyzing operational efficiency and there by profitability of

the bank.

Profitability ratio = (Spread Ratio =~ Burden Ratio)
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Table 3.14 Profitability ratio of AOCB from 1990-1991 to 2004-2005

Year Spread Ratio Burden ratio Profitability
1990-1991 4.514124294 3.7853107 0.72
1991-1992 3.824424163 2.18745647 1.63
1892-1993 4675235056 3.1268869 1.54
1993-1994 3.992606285 3.818854 0.17
1994-1995 2.285714286 2.8888889 -0.60
1995-1996 4.222699585 3.1633464 1.056
1996-1997 3.408547662 6.4944067 -3.08
1997-1998 4.249659236 2.8650146 1.38
1998-1999 4.807060425 2.6772564 222
1999-2000 3.988920645 2.7857168 1.20
2000-2001 3.863027746 2.7900676 1.17
2001-2002 3.049058131 2.4132755 0.63
2002-2003 3.275270697 2.5875984 0.68
2003-2004 4.443142833 1.72705621 2.71
2004-2005 5.009857358 2.05762 2.95

Source: Audited annual reports of the AOCB
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Fig 3.14 Profitability Ratios
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Table 3.14 exhibit the Profitability ratio for a period of fifteen years from
1990-1991 to 2004-2005. The profitability ratio was found negative in two years out
of fifteen years of reference. In those years the bank suffered loss. The higher spread
ratio results in high profitability ratio. The bank should try to maximize its spread
ratio over burden ratio. It can be seen that Aranattukara Oriental Co-operative Bank is

making only a very thin margin even in the years of profit.
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Fig 3.14 Profitability Ratios
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Table 3.14 exhibit the Profitability ratio for a period of fifteen years from
1990-1991 to 2004-2005. The profitability ratio was found negative in two years out
of fifteen years of reference. In those years the bank suffered loss. The higher spread
ratio results in high profitability ratio. The bank should try to maximize its spread
ratio over burden ratio. It can be seen that Aranattukara Oriental Co-operative Bank is

making only a very thin margin even in the years of profit.
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Conclusion

The analysis of the financial performance of Aranattukara Oriental Co-
operative Bank reveals that the efficiency shown by the Bank in deposit mobilization,
deployment of funds and in operations is appreciable. The study revealed that
borrowed fund is greater than owned fund of the bank. This shows that the bank is
mainly depending on borrowed funds, has to pay high interest on borrowings, which
leads to decrease in profit. Higher deposit td working capital ratio shown .by the bank
implies the efficiency of the bank in deposit mobilization. Fixed deposit and saving
deposit for the period of fifteen years shows increasing trend while other deposits
shows decreasing trend. They should try to increase the spread ratio éver burden ratio

and there by increase the profitability.
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CHAPTER 4

Summary of Findings and Conclusions

The study entitled “Financial performance of Aranattukara Oriental Co-
operative Bank Ltd No. 171" was taken up with the objective to examine the financial
performance of Aranattukara Oriental Co-operative Bank for the period of fifieen
years from 1990-1991 to 2004-2005. For the purpose of analysis, secondary data were
collected. In this study, the financial performance of the bank is examined in three
chapters. The first chapter gives the design discussing the relevance and importance

of analyzing the financial performance of the Primary Agricultural Credit Societies.

The study on the financial performance of AOCB was undertaken with the
objective of analyzing its financial performance. For the purpose of analysis, the
secondary data were collected. The performance analysis has been done with the help
of different ratios showing efficiency in mobilization, efficiency in deployment and

efficiency in operations.

4.1 Findings of the study

e The membership of the bank is increasing over last fifteen years. During the
year 1990-1991 the membership was 9233 and in the year 2004-2005 the
membership was 16073.

e The share capital of the bank shows an increasing trend in the last fifteen
years especially during last some years.

e The deposits of the bank show an increasing trend. During the year 1990-
1991 the deposits were Rs 151.40 lakhs and in the year 2004-2005 the

deposits were Rs 530.49 lakhs.
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o The credit provided by the bank also shows an increasing trend.

e The borrowings of the bank increased from Rs 14.56 lakhs in the year 1990-
1991 to Rs 50.12 lakhs in the year 2004-2005.

e The reserve fund of the bank hasn’t increased well over the years. In many
years, the reserve fund remains constant.

e QOut of fifteen years, the bank showed net profit thirteen years and the rest

net loss.

Efficiency in Mobilization

Throughout the study we can see that the bank has efficiently managed to

mobilize its funds.

» Borrowed fund to Working capital ratio and Deposit to Working capital
ratio shows a slight fluctuations but it is at increasing trend.
o There has been decline in Owned fund to Borrowed fund ratio because of

lower rate of growth of owned.

Efficiency in Deployment

The study shows that the bank has properly deployed its funds to the members

and the society.

» In some years Credit to Deposit ratio shows high ratio it revealed that the
bank was able to convert its deposits to credit satisfactory.
e Credit to Working capital shows an increasing trend during the reference

period.
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e The credit to Owned fund ratio increased during the study period. This

pinpoints to the efficiency of the bank to create credit from owned funds.

Efficiency in Operations

o Interest paid to Borrowed fund ratio shows an fluctuating trend over the
fifteen years.

¢ Net profit to Working capital ratio showed fluctuations during the study.
Out of fifteen years, in two years the ratio gave negative results.

o Interest paid to Interest received ratio shows a decreasing as well as
fluctuating one.

e Interest paid to Deposit ratio shows a decreasing as well as fluctuating
one.

e Interest received to Loans and Advances ratio shows a fluctuating trend
over the fifteen years.

e Spread ratio of the bank shows an excellent mark of banks efficiency; the
banks spread ratio is fluctuating.

e The Burden ratio was above one in all years. This is an unfavorable trend
because the high burden ratio is not a good sign of profitability. The bank
should try to reduce its non-interest expenses.

e The Profitability ratio shows negative values in two years. This is because

of high burden ratio and low spread ratio.
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4.2 Conclusion

To conclude, bank’s performance analyzed during the study period revealed
that membership position and share capital of the bank has increased. The bank
maintains higher efficiency in resource mobilization as the share capital, deposits of
the bank has increased during the reference period. The bank should try to increase its
owned fund because now it is very low compared with the borrowed fund. The bank
is also efficient in deployment of funds as credit disbursement of the bank has
increased during the reference period. In many years, Credit dcpdsit ratio showing a
satisfactory level. But the bank is not showing an efficient performance in operation
as the spread ratio is showing decreasing result due to low level of net interest
income obtained by the bank which affects the profitability of the bank. The
profitability ratio is not showing a good result as the margin is very low, The bank

should deploy its lendable resources in a more rational way.
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ABSTRACT

The study entitled “Financial Performance of Aranattukara Oriental Co-
operative Bank Ltd. No. 171" was undertaken to examine the financial
strength and weakness of Aranattukara Oriental Co-operative Bank. For
the purpose of the study secondary data were collected from annual
reports of the bank. The data were collected for a period of 15 years i.e.
from 1990-91 to 2004-05. The financial performance was studied from
detailed observation of financial ratios. From the above discussion and
analysis the study revealed that the bank was able to attraét more
deposits every year but this should match with equally efficient
deployment of funds. The bank should take care to fix the target for
deployment of funds in proportion to the deposit mobilization targets.
Otherwise it will affect the interest earning capacity of the bank and
hence the profits. By reducing the cost of production and other direct
expenses the pank can achieve the gross profit. The bank can start any

other trading activities for improving its profitable position.



Appendix




Appendix 1 Rs.in
lakhs
Share .. | Investment in . Borrowed | Owned | Total

year capital Reserves | Deposits fixed assets Borrowings fund fund fund

90-91 | 10.83 0.23 151.4 57 14.56 165.97 11.03 177

91-92 | 14.93 0.23 180.81 5.2 11.12 191.93 15.16 207.09
92-93 | 17.58 0.23 200.12 4.2 13.92 214.05 17.81 231.86
93-94 | 19.13 0.64 246.27 422 4.45 250.72 19.78 270.5
94-95 | 19.69 0.77 284 54 3.72 294.54 20.46 315

95-96 | 19.75 0.77 319.31 3.72 319.31 2052 | 339.83
96-97 | 20.11 1.11 372.38 3.72 2475 39713 21.23 418.35
97-98 | 20.67 1.11 37463 3.72 58.75 433.39 21.47 454 .86
98-99 | 20.94 1.37 492.92 472 18.41 511.33 25.04 536.37
99-'00 | 22.18 1.1 509.52 3.72 35.25 544.77 22.05 566.82
00-'01 | 22.18 1.15 512.41 3.72 484 560.81 22.33 583.14
01-'02 | 23.31 1.81 523.18 3.72 44,67 567.85 2512 592.97
02-'03 | 22.04 1.38 527.23 3.72 44.11 571.34 23.42 584.76
03-'04 | 20.37 1.91 529.38 3.72 45.89 575.27 22.28 597.55
04-05 | 21.54 1.65 530.49 3.72 50.12 580.52 23.09 603.61

NOTE:

Owned fund = Share capital + Reserves
Working capital = Share capital + Reserves + Deposits + Borrowings -~ Investment in

fixed assets

Total fund = Owned fund + Borrowed fund
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