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ANAYSIS

Urban Cooperative Banks: A Case Study

of Karnataka

RS
The future
of UCBs is
challenging,
and depends on
fransparency
in control and
operation,
governance,
customer-centric
policies, technology-
upgradation and
efficiency

HE URBAN Coaperative
Banks catering to the

cople of

sections in urban

a powerful
means of financial empowerment
and financial inclusion. Urban

Coopera

© Banking is based
on the twin model of Banking &

Cooperation. In spite of immense

heterogenity in assets, operation
area, nature of operation, UCBs
have immense potential to tackle
externalities that inhibit smooth

eredit flow at a local level

fn 2003, with RBIs liberal
licensing policy, there were 1,941
UCBs and their deposits and
advances were to the tune of Rs

01,546 crore and Rs. 64,880 crore

respectively, Licensin

UCBS was banned from 2004 and
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consolidation was encouraged
This, together with the chain
effect of a major UCB s

has resulted in a decline in the

number of UCBs. As on March

2009. there wer Urban

Cooperative Banks with 1.58,7.

crores worth deposits, of which
53 were Scheduled commercial

banks.

UCBs are grappling with the

Non

increa

Perfor nd dismal

ing Asse

finances and suffering from

certain incessant weaknesses as
unsound governance, unethical
lending, and high level of loan
defaults. The Reserve Bank of

India is considering their mer

despite

or perfor

banks forward the t
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Financial Inclusion. In this light, it
ed:

Ministry of Commerce, Govt of India

adequacy, asset quality, liquidity,

their situation, as in an era of

intense UCBs must

and eamings were
assessed. Based on the study,

onthe

explore new ways of increasing
incames and survive to keep
supporting the poor or semi-poor

urban populace.

Are

nt “Working Group
on Umbrella Organization and
Constitution of Revival Fund
for Urban Cooperative' of the
RBI was formed in 2008. It
recommends the formation of an
umbrella organization Lo provide
the services of fund management,
investment banking, management
consultancy, ATM networks,

capacity building services etc. An

future and scope for the UCBs

$UCBs in Bangalore City were
selected for the purpose of study.
Profitability in terms of Returns
on Assets (RoA) rose for 5 out of
8 banks with the highest growth
of 3.7%. However, it has risen
only by a very small percentege
which indicates that the banks
should atiempt 1o make better
use of availble funds, Operating
Efficiency had fallen for $ out of §
banks. Cost of funds fell for 6 out
of 8 banks and Retun on Equity
fell for 7 out of § banks,

from its very inception catered
1o women of weaker sections of
saciety and took rapid strides
in terms of profitability. Its
Profits rose by 8% from 2003-
2007 with & high eurrent rate of
Returns on Assets at 1.92%. The
bank attributed this progress to
suceessful deployment of funds
for loans, the progress in terms of
recovery by constituting recovery
teams that made daily visits. It
had formulated various kinds of
deposit schemes such as Recurring
Deposit Schemes, Mahila Nidhi
ete to suit its customers. A recent
initiative was the Daily Deposit
Scheme introduced in April-09 in
order to further attract deposits.
Tl 11 members

Emergency Fund
and a Revival Fund has also been
put forth

The present case study from
Karnataka is based on first-hand
qualitative and quantitative data
from the UCBS, secondary data
from RBI Offsite Surveillance
System, Bank's Balance Sheets &
RBI Inspection reporis. A survey
ofthe selected UCBs in June 2009
yielded meaningful insights.

A questionnaire was designed
based on the Central Bank
‘guidelines and the Memorandum
of Understanding for UCBs,
Previous findings in available

literature and the aspeets of capital

a2

Thus profi had fallen
in terms of ability of the banks
to generate adequate returns.
The Banks should therefore
attempt 1o improve returns. 1t
can be concluded that for the
banks chosen as & case study in
Bangalore, performance in terms
of Returns on Assets & Returns
on Equity has been far from
satisfactory. On the other hand
progress in terms of reduction in
cost of funds has been good but
efficiency in operation was low.
Thus. the banks must attempt
effors to improve profitability by
corretive steps.

A particular Grade-1 UCB,
Mahila Co-op Bank in Karnataka,

including 2 professional dircctors
wha define policics for the bank,
The future course of action of the
bank was in terms of framing new
deposits & loan schemes & be able
to sustain & augment profitability
further. This was the perfect case
of a well functioning UCB. In
general most Mahila Cooperative
Banks were performing well
in Karnataka. A Grade-2 Bamk,
Kalidasa Co-op Bank had shown
remarkable progress under RBI
directives since 2005-06. Since
then the bank made a tumaround
with better recovery efforts &
improved deployment of surplus
funds. There is an inerease in
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deployment of funds towar

advances that eam more interest
& investment portfolio has come
down, Operating profits have

shown an increase. The bank

attributes its increase

profits
to profitable use of surplus

funds. Importance is given to
NPA Recovery with setting up
of recovery teams & recovery
week. L

camps eve nproductive

expenditures have been avoided

& the bank is in a position to
declare dividends, A Grade-3
bank, Anjancya Co-op Bank had
accumulated losses 10 the tune of

Crores with a net NPA of

16%, The ba

k atiributed this to

poor recovery efforts, Verification

& post-sanction supervision hag
notbeen up to the mark. The bank
was as a result unsuccessful in
attracting new depositors, In the
future the hank expects (o meet

the losses overa period of 3 years.

One of the Grade-+ banks, which

does not wish (o be nan

facing repercussions of an ca
fraud and was under huge losses

as a result, However it had

designed policies on all fronis
in terms of deposit Mobilization
Campaigns, loans & investients,
training ete. This particular bank

has the capability of bec

a grade | bank onee it meets its
losses, The proposed Umbrella

Organization can fac

e the

grade-3 and grade-4 banks in this

direction in future

In Mysore district in terms

ts. from 2004 - 2008, the

o growth was large & positive

for most of the banks smon

10 UCBs, The performance of

Mysare UCBs can be scen in Table

The highest % growth in profit

was at 373% from 4 lakh: 05

10 19.3 lakhs in 2007. Assessed

CRAR was 29.8%, much above

v requirement of 9

March 2007, It has moved

from a grade-3 (2005) to a grade-1
bank (2007) and continues s 4
grade-1 bank on account of net
NPAs at §%. v

profits of all the Mysore UCBs &
bserving them over fime show
a continuous increase from 2004

102008 There been an increase of
0% in operating profits for all

sore UCRS togeth

\s per March 2008 reports.

the 17 UCBs in Bijspur 1
the profits rose by 218.66 %, T
performance of Bijapur UCBS can

be seen in Table 1. A Girade-3 ba

ost profit

ble bank with a

of Rs 641,68 lakhis. It

has moved from i grade-4 (June
04) to a grade-3 bank (Mar-07)
and continues as i gradie
account of net NPAs above 15
The Net Profit stood at Rs 155,33

lakhs on March 2008. Gross &

TABL RFORMANCE OF MYSORE & BIIAPUR UCBs
MYSORE BIIAPU |
RS E IR
2004 w0652 | 220 s7028 2004 632274 | sisiis | 0a8
ws | o D [ 2w [2ame0 | soene |
| sweo 53107 2006 | sois19 | sase2n | 2ssar
| 2omn | smis s | 2007 | seaTs | sora | 3174
| sme | wan 102658 2008 | ss202 | se229 | 9608 |
I 8001 | %GrOWTH | 712 565 | 21866
Surce - Campiied from OS5 and Reporss fom RA anc UC
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Net NPAs were high & stood
a1 44.1% & 25.1 respectively.
The Bank had been superseded
by RCS Karnataka. With a net
worth of Rs 203187 lakbs the
bank had adequate assets to meet
its Habilitics as on March 2009.
However the bank did not have
adequate CRAR. The operating
Profit rose by 95.2% from 2002-
2008. Income fell by 28.9% from
2002-2008 and Expenditure also
decreased by 94.3% .Thus, this
bank has been performing well
in spite of inadequate capital
adequacy. Its Operating profits
have risen by means of rising
spread & falling expenses. It has
thus moved from Grade ~ 4 to
Grade-3.

Therefore, from the
performace of the UCBs in
Bangalore . Mysore and Bijapur
in Karnataka we can reinstate
the fact that an increasingly
transtorming socio-cconomic
milicu and shifting socio-
economic paradigms necessitate
the Urban Cooperatives to
become constant innovators.
Tniroduction of new schemes
at atracting deposits have met
with considerable success in the
distriets of Mysore and Bijapur.
It was observed that a major
reason for the good performance
of the grade-1 & grade-2 banks
in Kamataka was the profitable

a4

fund deployment & suceessful
recovery efforts. It can be said
that improving interest & non-
interest incomes by exploring new
business opporturities should bea
constant endeavour for improving
profits.

An Urban Cooperative Bank
must strive (© ensure financial
stability. Saund Fund Deployment
Strategy is the first and most
essential step to maintain profits.
Better & improved recovery efforts
10 keep NPA levels under control
and certain innovative schemes
such as recovery camps arc o
fruitful sep in this direction

Operational Costs must be

kept within limits by following
budgeted policies and strict budget
control. Efficient & personalized
customer services and products
suitable to local needs must
be undertaken. Appropriate
& affordable technology by
assessing the in-house capabilities
for provision of [T products &
services should be combined with
competent policies for recruitment
& training of staff.

Issue of Demand Drafts
& Telegraphic Transfers and
remittance of funds through tie-
ups with commercial banks may
also be cxplored. Collection
and payment of utilty bills like
telephone, corporation taxes etc

on behalf of usiomers are & good
souree of income and would
generate goodwill. Insurance
business could be taken up on
referral basis (not bear risk).
Conduet of foreign exchange
business is allowed on fulfiment
of certain conditions and can be
2 profitsble proposition. RBI has
now allowed UCBs that have
signed MOUs and registered under
Multi-State Co-operative Socicties
Act 0 enter into agroements with
Mautual funds for marketing units.

This may be undertaken by the
bank to improve incomes

Demat Services after duly
applying to SEBI and fulfilling
certainriteria is a good opportunity
for increasing incomes provided
the bank possesses the requi
expertise & technology. Issue
of Bank Guarantees & Letters
of credit (intermediate between
buyers & sellers) may also be used
to carn incomes Making lending

rules more responsive to current
profits and projections of future
profits may be a way to both target
better and guard against potential
NPAs.

The future of UCBs is
challenging, and depends on
transparency in control and
operation, governance, customer-
centric policies, technology-
upgradation and efficiency. O
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