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ABSTRACT

The primary objectives of the study were; to assestréne of NPAs position in the Indian Public sectoivéte
sector and Foreign Banks. To predict the status of Cauitguacy ratio of Basel Il of Indian Public sect®rivate sector
and Foreign Banks. The present study is based on data gathmredecondary sources which are cited in the paper.
Major guidelines issued by RBI from time to time were &ddn depth. The findings show the trend of NPAs in public,
private sector and foreign banks in the last ten yearsats that the level of NPAs in relation to the teatsdets has
declined. The extent of the NPA is comparatively highguublic sector banks compared to the private sector ardfor
banks. The study also focuses on the risk management of pabligrivate sector banks after the implementation oélBas

Il with the help of capital adequacy ratio.
KEYWORDS: Risk Management, Basel IIl, Capital Adequacy Ratio, NPAs
INTRODUCTION

The Indian economy’s liberalization in the early 1990s lessilted in the conception of various private sector
banks and foreign banks. This has sparked a boom in the gsurdanking sector in the past two decades. The revenue of
Indian banks grew four-fold from US$ 11.8 billion to US$ 4biflon, whereas the profit after tax rose nearly rfiole-
from US$ 1.4 billion to US$ 12 billion over 2001-10 (IBEF, 201Bhis rapid growth has led to the Indian economy
becoming sensitive to the movements of the global economy.

On August 3, 2011 RBI set up a High Level Steering CoremiHLSC) to suggest measures for making
the supervisory processes for commercial banks morectiee and useful to the supervised entities as well.
The terms of reference for the Committee included a atandor reviewing the extant approach, methodology,
processes/tools for on-site and off-site supervisiopemisory rating and stress testing frameworks and rewording

measures for a gradual progression to a risk based superfveamework.
Risk Structure & NPA

Risk is a possibility of loss or injury perils and the megof uncertainty in return. Banks in the process of
financial intermediation are faced with one or more offttlewing risk categories; credit risk, market risk and opereal
risk
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A strong banking sector is important for flourishing econoiitye failure of the banking sector may have an
adverse impact on other sectors. Non-Performing Assef)N&one of the major concerns for banks in India. NPAs
reflect the performance of banks. A high level of NPAs suggekigh probability of a large number of credit defaults that
affect the profitability and net-worth of banks and alsodes the value of the asset. The NPA growth involves
the necessity of provisions, which reduces the overalitprahd shareholders’ value. Assets which generate periodica
income are called as performing assets. Assets, whichotl generate periodical income, are called as non-perfgrm
assets. NPAs are further classified into sub-standatdhtfild and loss assets based on the criteria stipulated by RB

An asset, including a leased asset becomes nonperforming ttesaseés to generate income for the bank for a

specified period of time.

The banking sector's asset quality woes further worsendteifast one year, with gross non-performing asset
(GNPA) ratio inching to 4.45 per cent as of March 15 yeiar, as compared to 4.1 per cent in March 2014, according to
the latest data released by the Reserve Bank of (R#i§. Stressed assets ratio, which is GNPA plusuestred standard
advances for the system, stood at 10.9 per cent,the and of March, 2015 as compared to 10 per cent in March, 201
and 10.7 per cent in September 2014. (Business Standard, May 2015)

The NPAs is considered as an important parameter to judgedrformance and financial health of banks.
The level of NPAs is one of the drivers of financial digband growth of the banking sector. The Financial companies
and institutions are nowadays facing a major problem ofagiag the Non-Performing Assets (NPAs) as these agsets a
proving to become a major setback for the growth of the eocpnNPAs in simple words may be defined as the borrower

does not pay principal and interest for a period of 180 days.

However, it is taken into consideration now that defatdtus would be given to a borrower if dues are not paid

for 90 days.

In banking business, evaluation of capital position a bankt consider both the static and dynamic costs. The
static costs and perhaps the dynamic costs, depend iorpre penalties regulators impose for inadequate cagpttal
The levels and changes in capital position variety of negidatory costs have associated. During the seventiesvibeee
no regulations that specified minimum capital ratios.URaetgrs dissatisfied with many banks capital ratiaghatbeginning
of the eighties. In 1981 U.S. regulators specified mimmtapital to asset ratios for all banks. As a reBult983, banks

were required to raise their capital-to asset ratie®toe pre-specified minimum. Subsequently, other couritiiesved.

The Basel Committee on Banking Supervision (BIS) waséadl in response to the messy liquidation of a
Frankfurt bank in New York. Under the auspices of the Banknternational Settlement (BIS) Basel | refer to a rouhd o
deliberations by central banks from around the world. DutBgg8 BIS published a set of minimal capital requiremfamts
banks. This is also known as the 1988 Basel Accord. In t8892vas enforced by law in (G-10) countries. Basel nomeis a

discussed in brief below.
Basel | Norms

India began implementing the Basel | in April 1992. Theddads are almost entirely addressed to credit risk, the
main risk incurred by banks. The document consists of tain sections, which covers; the definition of capital and the

structure of risk weights.
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Based on the Basel norms, the RBI also issued simitdiatadequacy norms for the Indian banks. According to
these guidelines, the banks will have to identify tfiéer- | and Tier-ll capital and assign risk weightsthe assets.
Having done this they would have to assess the CapiRisk Weighted Assets Ratio (CRAR). Banks in Inuae been

making efforts to reduce their NPAs post Basel | impleatéort and thereafter.

Tier-1 Capital consists of; Paid-up capital, statutoryeress, disclosed free reserves and capital reserves
representing surplus arising out of sale proceeds ofsagsgaity investments in subsidiaries, intangible assetdasses

in the current period and those brought forward from previousgeewill be deducted from Tier | capital.

Tier-1I Capital consists of; undisclosed reserves andutative perpetual preferred shares, revaluation reserves

and general provisions and loss reserves
Basel Il Norms

Basel Il is the second of the Basel Accords recommenddaafding laws and regulations issued by the BCBS
and BIS. The focus of Basel Il is on risk determination quehtification of credit, market and operational risks famed
banks. With this objective, on June 26, 2004, The Basel Coeanith Banking Supervision released “International
Convergence of Capital Measurement and Capital StandarBgvised Framework”, which is commonly known as the
Basel Il Accord was introduced. Basel 1 initially haedit Risk and afterwards included- Market Risk. In Bakelpart
from Credit & Market Risk; Operational Risk was considemedCapital Adequacy Ratio calculation. Basel Il norms
consist of three pillars. The first pillar, minimump@al requirements, develops and expands on the standardized 1988
rules. The risk weighting system describes and repldeegdrlier system by using external credit ratindge $econd
pillar is the supervisory review of capital adequacy, Whieeks to ensure that the bank’s position is consistemtitait
overall risk profile and strategy, and as such encosragely supervisory intervention. Supervisors want the wahit
require banks, which show a greater degree of risk t &ohinimum capital in excess of 8.00 per cent. The thirdrpill
market discipline, encourages high disclosure standardsnénach@es the role of market participants in encouragingsban

to hold adequate capital.
2.1.3 Basel lll Norms

Basel I, supplements the existing International Conwergeof Capital Measurement Document (Basel ),
which came into in 2008. One of the main outcomes of Béisi the significant rise in the banking industry’s cabita
requirement. As is widely known, Basel Ill is a respotby regulators to perceived weaknesses in tharexiBasel |
framework. Whilst Basel Ill has a wide remit - includiegtensions, new requirements for securitisations and trading.
Basel Il also introduces stricter regulatory deducti@ng. for minority interests) for calculating Tieicapital and tighter
requirements for capital instruments, which are not comnmritye to form part of Tier 1 capital. In addition to
strengthening Tier 1 capital, two capital buffers willdseled - a capital conservation buffers equal to 2.5 per c&Waf
and a countercyclical buffer of an additional O per cen2.6 per cent of RWA. Both buffers must be raised through
common equity. In addition to increased risk-based capitalrergants, Basel lll introduces for the first time aeleage
ratio. The intention is to constrain the build up of leveragie banking sector with a simple metric. The current proposal
by the Basel Committee is to test a leverage ratiatsgiper cent of Tier 1 capital as part of the Pillanf@esvisory review
with a view to migrating this to a Pillar 1 requirementlbyanuary 2018. It is also proposed to introduce two standards f

the liquidity of bank assets. The first standard is tlgpidity Coverage Ratio (LCR) to ensure that banks havécgrit
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liquidity to deal with severe market shocks. The secdaddsrd is the Net, Stable Funding Ratio (NSFR) which is
intended to promote more medium and long-term funding of banksities.

Literature Review

There are numerous empirical studies conducted on NPA8asel Accord in India as well as abroad. Present
review deals with the empirical studies conducted in mdiantext on Non-performing Assets and Basel Accord of Publi
and Private Sector banks. The following are the various stundibs field.

Non Performing Asset

The concept of Non Performing Assets was introduced faligwtroduction of Income Recognition and Asset
Classification (IRAC norms), in the year 1993. In viefathee importance of the matter in terms of the concept wivizh
new, introduction in Indian banking industry for the filiste, its impact on profitability and image of the bameed to
take urgent steps to switch over to international normticpéarly to move to Basel Il norms.

P.N Joshi (2003) in his article “Non-Performing Asse®auses, Extent and Remedies” has observed conceptual
irregularities in the guidelines issued by the Central B&gsnks should be advised to disclose the total provigieits
(outstanding) against the NPAs and not only provision madénéocurrent year’s profit and loss account. This will give
confidence to the shareholders about the magnitude of provistthsgainst problem accounts. It is also necessatkdor
banks to give disaggregated data of NPAs such as ‘sub-stigridaubtful’ and ‘loss assets’, which will throw more light
on the quality of assets.

Dr. N. M. Bachhawat (2001) “Management of Non-Performirgsets in Commercial Bank” has stated that
the prudential norm of 90 days for classifying the A/CBIR# is very much strict looking for the Indian condisomhere
whole of the economy is still based on Agriculture and Agtidsed on Monsoon, and which is uncertain and erratic,

instead of this Bank’s should recruit technical/ fielda#fs for vigorous follow up and supervision of such accounts

K. H. Vora (2007) in his study entitled “Management of NRerforming Assets and Asset Reconstruction
Company” observed the impact of NPAs. The effect oANIA the bank is as under- There is loss of interest income.
The current profit is reduced, as banks have to make pro¥@idtPA. The capital adequacy ratio is also affected &ss
directly related to the quality of assets. It also affele liquidity position of bank as also recycling of fudde to asset
liability mismatch. Banks at times have to borrow at high tm#lfill their commitment/ obligations, which increagés
cost of funds. The high level of non- performing assets @ffects the image of the bank in the public. The cratlitg of
the bank also affected due to high NPA and consequently bugiresgects in the country & abroad. The NPA has an
effect on the moral of the staff and may shy awagnfdoing credit business due to fear of NPA. The bank cannatimem

competitive in the market due to various adverse &ffec the balance sheet and profit.

Ayyappan and Ramachandran (2011) conducted a study of 22 petitr and 15 private sector banks to predict
the determinants of the credit risk in the Indian Comiaérbanking sector by using an econometric model.
The outcome of the study is the nonperforming assets hadray ind statistically significant positive influence on the
current non-performing assets. They opined that the probiehe NPA is not only affecting the banks, but ats®whole

economy.
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Capital Adequacy

Ochei (2013) investigated the impact of bank capital adequatigs, management and performance in
the Nigerian commercial bank (1986 - 2006). The objectifehi® paper are: to determine to what extent bank capital
adequacy ratios impact on bank performance and alswéstigate the extent to which operation expenses has irdpacte
on the return on capital. The study captured their performadgzators and employed cross sectional and time series of
bank data obtained from Central Bank of Nigeria (CBNJ &mnual Report and Financial statements of the sampled
banks. The formulated models were estimated using ordieasy square regression method. The overall capital adequacy
ratios of the study shows that Shareholders Fund/Total #\¢S¢{F/TA) which measures capital adequacy of banks
(risk of default) have negative impact on ROA. The efficieof management measured by operating expenses indice is
negatively related to return on capital. The implicationhd study, among others, is that the adequate sharehblders
can serve as a veritable stimulant in strengthening therpence of Nigerian commercial banks and also heighten
the confidence of customers especially in this era dbajleconomic meltdown that has taken its toll in the Nigeria

financial system.

Brill et al (2006) has investigated the macroeconomipaich of changes in capital adequacy requirements as
developed in Basel capital accords in Brazil and Mexit® simulations show that an increase in capital adequtog ra
either domestic or international has adverse impacts oriliBraand Mexican GDPs. A moderate credit crunch occurs in

both cases and in both countries as is accompanied byia lesgling rates.

Zuk-Butkiviene et al (2014) have carried out a study of tiedyais of capital adequacy and liquidity prudential
requirements, their evaluation and possibilities for impneent in banks operating in Lithuania. The analysis congfists
the assessment of assets and liabilities of banks iegstire prudential standards depending on the type of risk
The research revealed that the most important in banksacagequacy and liquidity risk management is quality dnt
and the harmonization of bank assets and liabilities. Bgsitles offered to review the calculation of requirenseand
procedures, to impose additional limits to ensure thie Iségndards and an efficient banking security.

Cao and Chollete (2014) present a framework for modellingnom capital adequacy in a dynamic banking
context. The results deliver three interesting findingst,Rhe simulated dynamic model in the leverage ratiolme either
procyclical and countercyclical. This result appearsdotradict previous opinions, and arises because, in adlditio
holding equity, banks can also use a liquidity buffercteshion adverse shocks. Second, a striking result is that
the regulatory capital adequacy ratio is lower thamthreregulatory solution. This outcome arises because bankisereq
less equity to further constrain their risk-taking behaviogesiioan riskiness and lean supply are both restrictedll¥i

analysis suggests that the capital adequacy ratio shoelolbéercyclical.
Basel Laws and Risk Management

Drehmann’s (2013), the study reveals that financial crégesusually preceded by private sector credit booms.
This insight can be used to construct early warning inolisafor crises. The analysis draws on the new BIS daabas
covering banking and total credit to the private noneaial sector. The sample comprises 39 emerging markekts a
advanced economies, starting at the earliest in 1970 gutdricsy 33 crises. This study finds that both the bank and the

total credit-to-GDP gaps provide powerful early warnimdjcators for systemic banking crises.
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As such, both types of indicator can help to identify vidbéities or guide the deployment of macroprudential

tools such as countercyclical capital buffers.

But, as suggested in the Basel Il guidelines, gaps basedl sources of credit are likely to provide a more
accurate indication of impending systemic crises. A# sources of credit have not been considered in this study.

This makes the result less reliable.

As per Sengupta (2011), one of the new proposed guidelitterisake the deductions deductible only if they
exceed 15% of core capital at an aggregate level oréit0&h individual level. This is likely to have a majorpact on
Indian banks because, according to existing RBI guidelalegeductibles are deducted. Moreover, Indian banks do not
have re-securitization exposures and small trading bodies.n@w guidelines require 100% deduction from core capital,
which is stricter than the existing RBI guidelines tfejuire 50% deduction from Tier | capital and 50% fromTtes II
capital, except in cases of intangible assets and deftareassets wherein 100% deduction is done from Tiepitata
Similarly, the new guidelines have a stricter definitiorsighificant interest. These public sector banks, which acdount
more than 70% of the assets in the banking sector aradraggor source of funding for the productive sectaslikely to
face some constraints due to the implementation oB#s®! 1l norms. These banks are also unable to fraédg capital
from the market as the government has a policy of maintaat least a 51 % stake in these banks. A rise in riglhtesl
assets as well as disqualification of some non common Taed ITier Il capital instruments would increase the tahpi
requirement. With annualized growth rate of 20% in riskgivesd assets, additional capital of about Rs. 6000 billion
would have to be raised by 31st March 2009 (ICRA 2009).

Capital requirement is considered as the main factor affedtie risk management practices in this article.
However, even well capitalized banks fell during the faialcrisis.

Herman (2011), studied what is the net contribution of the |Beseords to the governance of global finance?
The methodology used in this dissertation for assessing #is aod benefits of the Basel Process is the compasfson
intended consequences and unintended consequences. Intended coaseapgeit the public interest and regarded as
benefits. The unintended consequences are the side effebtssefregulations which, it is assumed, no regulator would
have deliberately selected or favored. The conclusion oflttértation is that, while the Accords have contributetido t
stability of the international banking system, they hal® given market participants the incentive to evade regulations
and create financial risks in the “shadow banking systdine’ Basel Accords, in short, indirectly contributed ® Banic
of 2008 and the Global Financial Crisis. Therefore, thesco$ the Basel Process have outweighed its benefits.

The analysis is based on cost and benefit assumed by the Jindee. might not be relevant in Indian context.

According to the report by PWC (2010), Basel Ill estdiggstougher capital standards through more restrictive
capital definitions, higher risk-weighted assets (RWddlitional capital buffers, and higher requirements for mimn
capital ratios. The reforms will fundamentally impacoffiability and require transformation of the business modél
many banks.

The effects of only Capital and Liquidity requirements studied. The impacts presented are just opinion, and

might differ for Indian scenarios.
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Risk Management in Public and Private Sector

According to Abhiman Das (2002), capital, risk and produgtighange are intertwined, with each reinforcing
and to a degree, complementing the other. His study isfhie, inadequately capitalized banks have lower prisvilyct
and are more subject to a higher degree of regulatory peefg|an adequately capitalized ones. Finally, the eerid

some credence to the belief that lowering government ohipeiends to improve productivity.

However, the researcher has considered only credit ndkesverage as the variables. There is a scope for other

variables like market risk, risk hierarchy etc to impaetriesearch.

Arunkumar and Koteshwar (2006), in their study to evaluateridit risk management practices in public sector
banks vi's-a-via private sector banks, based on primatg, devealed some interesting aspects about the cigdit
management practices of commercial banks in IndiaMae popular credit evaluation techniques like Altman’ scédre
model, J.P. Morgan credit matrix, Zeta analysis ddindta place in the credit evaluation tool kit of the comnatzanks
in India. Employees are not given enough training to enhaeieddnceptual understanding of credit risk and improving
their skills in handling it. The leverage provided by infation technology for efficient credit risk administraticnriot
satisfactorily harnessed by commercial banks in Ind@stiqularly in public sector banks. The availability of
comprehensive data for credit evaluation is far fronisfetory in commercial banks in India. The overall CRM
performance of commercial banks in India as against tdmedard set out under the New Basel Capital Accord is not
satisfactory. To CRM performance Index of 49 percentuhlip sector banks and 47 percent of private sectorhank
respectively, the performance of public sector banks paiatvith the performance of private sector banks. Bagettiese
findings, it can be concluded that; Credit risk managemesnttipes of commercial banks in India do not meet the
standards set out under the New Basel Capital Accordheme éxists no marked difference between public sector banks
and private sector banks, as regards their credit risk geament performance. In this study, the researcher hadymai
focused on credit risk. There igassibility that some banksare better at managing market risk, which is the main cause
of crises like subprime crisis.

Objectives of the Study

The primary objectives of the study are; to assesdrdnd of NPAs position in the Indian Public sectory&e
sector and Foreign Banks. To predict the status of Cauitguacy ratio of Basel Il of Indian Public sectrivate sector

and Foreign Banks.
METHODS

The present study is purely based on data gathered from secwulaces. The required secondary data
constitutes the main source of information, suitable ferghrpose of the present study. The sources of secondary data
were annual publications of Reserve Bank of India, R&lletins, Indian Banks Association Bulletins, Mumibdational
Institute of Bank Management (NIMB), Pune, the journalnofian Institute of Banking & Finance, Annual Reports of
various banks, daily newspapers such as Financial ExpertseBsidiine, and Business Standards were also used for the
purpose of the study and also various referred articles, akgournals and data available on internet and other sources

has also been used. Major guidelines issued by RBI fromttitime were studied in depth.

The methodology used to analyze the NPAs of banks ieptrges of Total Advances. The NPAs position in public,
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private sector and foreign banks has been taken in the foljosgitegories; Gross NPAs; and Net NPAs. The data leas be
collected from the RBI website for the period of ten ydams 2005-06 to 2014-15

RESULTS AND DISCUSSIONS
NPA Position in India

NPAs reflect the performance of banks. A high leveN&As suggests high probability of a large number of
credit defaults, that affect the profitability and net-thaof banks and also erodes the value of the asset. Theghktfvth
involves the necessity of provisions, which reduces the overallitprand shareholders- value. The issue of
Non-Performing Assets has been discussed at length forcfaiasystem all over the world. The problem of NPAs is not
only affecting the banks but also the whole economy.abt, fhigh level of NPAs in Indian banks is nothing, but a

reflection of the state of health of the industry aiade.

Table No. 1 exhibits the trend of gross non-performing ag&t{IPAs) as a percentage to total assets in public,

private and foreign sector banks in India during last temsy€2005-2015)

Table 1: Trend of GNPASs to Total Advances Ratio

Year Public Sector Banks | Private Sector Banks | Foreign Banks
2005-06 3.64 2.60 2.12
2006-07 2.66 2.40 1.92
2007-08 2.23 2.70 1.92
2008-09 2.00 3.20 4.37
2009-10 2.20 2.74 4.36
2010-11 2.24 2.25 2.61
2011-12 3.30 2.10 2.76
2012-13 4.10 2.00 2.9
2013-14 4.36 1.78 3.86
2014-15 4.96 2.10 3.2

Source: RBI Report on trend Rrafyress of Banking in India 2005-2015

It is clear from the table that the percentage of grd38d\bf public sector banks has increased from 3.64 per cent
to 4.96 per cent from 2005-06 to 2014-15. The gross NPAg\vate sector banks has decreased from 2.60 per c2ritGo
per cent from 2005-06 to 2014-15. The gross NPAs in foreégiks has increased from 2.12 percent to 3.20 percent from
2005-06 to 2014-15.

Table No. 2 exhibits the trend of Net non-performing assets IWPAs) as a percentage to total assets in public,
private and foreign sector banks in India during last nesrs/(2005-2014).
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Table 2: Trend of Net NPAs to Total Advances Ratio

Year Public Sector Banks | Private Sector Banks| Foreign Banks
2005-06 1.22 1.09 0.80
200¢-07 1.01 0.97 0.7
2007-08 1.0C 1.2¢ 0.8C
2008-09 0.90 1.50 1.80
2009-10 1.10 1.01 1.80
2010-11 1.20 0.67 0.60
2011-12 1.70 0.50 0.60
2012-13 2.0C 0.5C 1.0C
201:-14 2.5¢ 0.6z 0.34

Source: RBI Repamttrend and Progress of Banking in India 2005-2015. Thefdaf2015 was not

available

The percentage of Net NPAs of public sector has igectafrom 1.22 per cent to 2.53 percent from
2005-06 to 2013-14. The percentage of Net NPAs of privaterdeasodecreased from 1.09 per cent to 0.62 percent from
2005-06 to 2013-14. The net NPAs of foreign banks have alseeddtom 0.80 percent to 0.34 percent from 2005-06
to 2013-14.

The analysis points out that public sector banks have beewyfasues in reducing the NPAs. The rise in NPAs
in 2014-15 has been attributed to the effects of globeégsion coupled with internal factors such as slowdown in
the domestic economy. This has adversely affected the redepperformance leading to a negative impact on credit
quality. (Business Line, May 2015). The private sector ban&sperforming better than foreign banks in managing their
NPA position. Hence, it can be concluded that private barkdetter than public sector and foreign banks in managing
their NPAs.

4.2 Trends in Capital Adequacy Ratio Values in India

It is noted that most of the earlier studies focus oreBélsnorms for Indian banks and explain the conceptual
framework. Little attention is paid to analysis of Capidequacy Ration (CAR) that can help in (i) identifyiwy there
is a change in CAR between and among banks from one yehe toext and (ii) ascertaining how the banks will be
affected if the CAR is maintained at lower than the reguyalevel. This can be inferred from the recent crisezd by
US banks — many were forced to close down. In the y@@8,225 banks became bankrupt including the big ones like
Lehmann Brothers. This study tries to identify the stafUBAR of the commercial banks in India, examine the tremds a
ascertain the impact of Basel Ill norms on CAR. It aswlyzes the implementation of CAR by banks in India.
The situation is displayed through graphs and also discussedtddy pertains to public, private and foreign commercial
banks operating in India. The data used for the studyem@ndary, drawn from published work and the RBI's progress

reports on banks and the guidelines.
4.2.1 Capital Adequacy Standards in India

Capital adequacy is deemed to control risk appetithefbank by aligning the incentives of bank owners with
depositors and other creditors. In this background, we eweithe CAR of Public, Private Sector and ForeignkBa
Public Sector banks including SBI and subsidiaries, NaiewlBanks and Private Sector banks including old private

sector banks and new private sector banks.

| Impact Factor(JCC): 2.9867 - This article can be downloadkfrom www.impactjournals.us




| 68 Krutika Zarapkar, M.A.Khan & Aditya Zarapkar |

Considering that the Regulatory Capital requirement is uléityaalculated as an additive of Tier 1 capital and
Tier 2 capital i.e. Tier 1% + Tier 2% should be >= 8%haf total RWA; we can consider that the RWA calculatetD3

units and therefore the Tier 1 and Tier 2 percentagessegirthe actual capital required.
Based on this, we can understand that Tier 1 capital is%=of3he Total capital required. i.e. Tier 1 = 6%

In the case of RBI guidelines the Tier 1% + Tier 2% >= 3% @&ier 1 capital is >= 77% of the total capital

required. i.e. Tier 1 = 7%

Since Basel Ill Capital adequacy was implemented inl&13 (RBI, 2013), the data is analyzed for two years
viz; 2013-14 and 2014-15.

It was observed that Indian banks (Public and PrivateoBeuthich are calculating their RWA based on
the Standardized approaches; no significant change is \iisiBsel 2 v/s Basel 3 regulatory capital requiremeneeith
Tier 1 or Tier 2.

72% of Indian Banks have met the requirement of Additidied 1 Capital and 28% have been unable to do so in
the year 2014. Table 3 below exhibits the banks which did nottmedier | Capital requirement in the year 2014.

Table 3: Banks That did not Meet Tier | Capital Requirermrent in 2014

Data 2013 — 2014 Actuals Percentage Contribution

Sector Bank Name Tier-1 Tier-1 Total Tier-I Tier-1l | Total
Public Sector Banks gggjkab National 8.87 2.65 11.52 |  76.99 23 10(
Public Sector Banks Vijaya Bank 8.12 2.44 10.56 76.89 23.1100
Foreign Banks American EXpress | 1567 | 389 | 1656| 7651 2349 10D

Banking Corp.

Public Sector Banks Syndicate Bank 8.68 2.73 1141 76.07 9328. 100
Public Sector Banks State Bank Of Patiala 7.88 25 1038 .9275 24.08 100
Public Sector Banks Bank Of Baroda 9.28 3 12.28 75|57 24.43 100
Public Sector Banks Allahabad Bank 7.51 2.4b 9.96 78.4 6 24. 100
Public Sector Banks Andhra Bank 8.09 2.69 10.78 7505 24,9500 |1
Public Sector Banks I%Z?;a' Bank Of 7.37 25 9.87 7467| 2533 10
Private Sector Banks Hdfc Bank 11.7¢7 4.3 16.07 7324 26.76 100
Public Sector Banks Bank Of India 7.24 2.73 9.9y 72.62 27.3800
Public Sector Banks Canara Bank 7.68 2.95 10.63 72.25 2. 780
Private Sector Banks ICICI Bank 12.78 4,92 17.v 72|12 27.8 00 1
Private Sector Banks Lakshmi Vilas Bank 7.87 3.03 10(9 72.227.8 100
Public Sector Banks Corporation Bank 8.14 3.51 11.65 69.880.13 100
Public Sector Banks Union Bank Of India 7.54 3.2b 10.8 69,8 30.19 100
Public Sector Banks g‘gr']?(” Overseas 7.47 3.31 1078 | 69.29] 3071 100
Public Sector Banks E:Q{fb And Sinc 762 | 342 | 1104| 6902 3098 100
Public Sector Banks Bank Of Maharashtra 7.44 3.35 10{79 9568. 31.05 100
Public Sector Banks UCO Bank 8.71 3.97 12.68 68.69 31.31 0 (0
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Table 3: Condt,
Private Sector Banks| Yes Bank Ltd. 9.8 4.6 14.4 68,06 31.9400
Public Sector Banks Dena Bank 7.43 3.71 11.14 66.7 3B.3 100
Public Sector Banks IDBI Bank Limited 7.79 3.89 11.68 66/7 33.3 100
Public Sector Banks United Bank Of Indja 6.54 3.2/ 9.81 66.67 33.33 100
Foreign Banks Societe Generale 19.84 10.42 30426 63.57 34.430 |10

Source: Modified RBI data

It is clear from the table that 19 Public Sector bafM@9o), 4 Private Sector banks (20%) and 2 Foreign bank

(4%) have not been able to meet the Tier | Capital remént.

73% of Indian Banks have met the requirement of Additidie 1 Capital and 27% have been unable to do so in

the year 2015.
Table 4 below exhibits the banks which did not meet thelTWapital requirement in the year 2015.

Table 4: Banks that did not Meet Tier | Capital Requirement in 2015

Data 2014 — 2015 Actuals Percentage Contribution

Sector Bank Name Tier-I Tier-ll Total Tier-I Tier-Il Total

Public Sector Banks | Onental Bank Of 873 | 268 | 11.4| 765| 2349 100
Commerce

Public Sector Banks Punjab National Bank 9.8 2491 12.2 76.2 8328. 100
Public Sector Banks Bank Of India 8.17 2.56 10(7 76.1 23.86 00 1
Public Sector Banks Canara Bank 8.02 2.54 10.6 76 24.05 100
Public Sector Banks Punjab and Sind Bank 8.48 2.76 1.2 75.4 24.5800
Public Sector Banks Andhra Bank 7.99 2.64 10/6 75.2 24.84 100
Private Sector Banks ICICI Bank 12.9 4.24 17 75]1 2491 0 1p
Public Sector Banks Syndicate Bank 7.84 2.7 10.5 74.4 2562 0 10
Public Sector Banks Uco Bank 9.04 3.17 12{2 74(4 25,64 100
Public Sector Banks Central Bank Of India 8.05 2.85 10.9 73.9 1526. 100
Public Sector Banks Allahabad Bank 7.71 2.74 10.5 73.8 26.22 0 10
Private Sector Banks Yes Bank Ltd. 11.6 4.1 156 73.7 26.28100
Public Sector Banks Union Bank Of India 7.5 2.72 10(2 73.4 26.61100
Public Sector Banks Bank Of Maharashtra 8.16 3.18 11.9 78.4 6326. 100
Public Sector Banks State Bank Of Mysore 8.36 3.06 11.4 78.226.8 100
Public Sector Banks Corporation Bank 8.0b 3.04 11.1 72.6 27.4100 1
Public Sector Banks Indian Overseas Bank 7.3 2.81 10.1 72.27.79 100
Public Sector Banks Vijaya Bank 8.24 3.149 1144 72{1 27191 100
Public Sector Banks State Bank Of Patiala 8.66 34 12.1 .8 7[L 28.19 100
Public Sector Banks United Bank Of India 7.5p 3.0b 10.6 71.1 8628. 100
Foreign Banks Societe Generale 178 7.36 25.1 70.7 29.29 100
Public Sector Banks Dena Bank 7.6 3.26 1019 70.2 29.83 100
Public Sector Banks IDBI Bank Limited 8.18 3.58 118 69/6 0.43 100
Foreign Banks DBS Bank Ltd. 10.8 6.22 17 63.4 36.57 100

Source: Modified RBI data

It is clear from the table that 20 Public Sector bafM&96), 2 Private Sector banks (10%) and 2 Foreign bank
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(4%) have not been able to meet the Tier 1 Capital Reqgeireofi =>77% as per RBI requirement.

It can be concluded that Private Sector banks seem quickaitt to meet the additional Tier 1 capital
requirement. In 2014, there were 4 private sector banksuse? banks in 2015 which did not meet Tier | capital
requirement. Public Sector banks have shown no reaction tog®iing the additional Tier 1 capital requirementrfast

public sector banks have not met the requirement in hethears.
CONCLUSIONS

From above analysis it can be concluded that, Privaterdeanks are better than foreign banks and public sector

banks in managing their NPA as well as maintaining thetguaflcapital.
Public sector banks are finding it difficult to control theAland meeting the Tier | capital requirement.

There can be further research on this, by observing tHgygofaTier | capital. As per the Basel norms and RBI

guidelines; common equity should be 4.5% of total regulatgifalaequirement.

The NPA is the root cause of the global financial criest we observed recently. The problem of NPA has
received considerable attention after the liberalizatiotheffinancial sector in India. The NPAs have always lzebiy
worry for the banks in India. The extent of NPA is compeedy higher in public sectors banks. Various steps have been
taken by government to reduce the NPAs in both Public anétBri&ector Banks in India. This has led to decline in
the level of NPAs of the Indian banking sector. The NRA®Il of our banks is still high as compared to the international
standards. It is highly impossible to have zero percent&fesNOne cannot ignore the fact that a part of the reduiction
NPAs is due to the writing off bad loans by the banks. fd&n banks should take care to ensure that, they give loans to

creditworthy customers as prevention is always better ¢chee.
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