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ABSTRACT

Banking system, being the most important fundamental of the overall economic system of any country plays a
major role in mobilizing nation’s savings and in channelizing them into high investment primacies and better
be pronounced as the kingpin of the chariot of fiscal progress. Evaluation of the financial performance of the
banking sector is an effective measure and indicator to check the steadfastness of the economic activities of the
country. In such a competitive environment, banks and financial institutions are forced to re-examine their
performance in this ever-changing economics of the 21st century. With this view, in the present paper, the
financial performance of the public sector banks of India has been analyzed. Ratio analysis being a very
important part of the strategic planning is used for the analysis. In this paper, to evaluate the financial
performance of public sector banks, five key financial ratios have been used. The present study adopts an

analytical and descriptive research design.

Keywords: Banking system, Fiscal, Financial Performance, Ratio Analysis, Public Sector Banks

I INTRODUCTION

It is rightly said that, “Cash-flow is the lifeblood
for any company” as it gives insight to company’s
operating, investing and financial activities.

If one believes in the old adage, "it takes money to
make money," then he could understand the
essence of cash flowand what it means to a
company. The cash flows divulge how a company
spends its money (cash outflows) and where the
money comes from (cash inflows). A company’s
profitability is shown by its net income. Thus, it
would be right to consider net income as a figure to
Judge Company’s overall performance. But,
accrual accounting talks about matching of
company’s revenue and expenses, where stand-
alone figures of net incomes without the cash flows
does not solve the problem. That is the reason why
a lot of researchers are carried on cash-flow
analysis of companies.

However, in case of the banks, the cash-flow
metrics are always overlooked. If we look at the
researches conducted on banks, the researchers
considers customer-driven deposits under operating
cash flow since “the strength of a bank’s operations
hang on its deposit base and its capacity to attract a
growing stream of deposits.” However, the
researchers confess their report’s final calculations
cannot be fully correct, partly because they didn’t
have adequate information to differentiate between
brokered and consumer-driven deposits.

The present study would thus, analyse the overall
cash flows of the public sector banks of India. The
flows of cash and credits from a bank to any sector
are an indicator of the growth and importance of
that sector. Also, the use of Ratio Analysis
technique, which is done by establishing a
relationship between two or more variables from

the financial statements would help to find out the
unique strengths and weaknesses of the commercial
banks which otherwise is difficult to ascertain from
the stand-alone figures.

Here is a brief introduction of the banks which
are taken into account for the present study:

(a) Punjab National Bank- PNB being the most
important financial pillars of the public sector
banks in India is playing a prominent role in the
development of our banking industry thus
contributing towards the growth of our economy.
PNB is measured as a high cap public sector bank.
With presence of more than 5,800 branches and
kiosks across the country, it is certainly stimulating
financial inclusion into the unbanked areas of
India.

(b) Oriental Bank of Commerce- Oriental Bank
of Commerce (OBC) is the nation's leading
financial institution and house for everybody’s
personal financial requirements. It goes to the
group of high market capitalization public sector
banks and acts as a crucial pillar of the public
sector banks in India. One of the vital ability of this
bank is to finance MSMEs that eventually adds to
the GDP growth of the country. On the other hand,
this bank with snowballing presence across the
country is also supporting financial inclusion and
evolving the banking habits of the customers.

(c) State Bank of India- State bank of India is the
high market cap public sector bank, which acts as a
true indicator and an agent of Reserve Bank of
India. Due to its exclusive positioning as the bank
‘closest’ to Government of India, SBI has unique
access to some exceptionally large funding
decisions like the recent Employees' Provident
Fund Organization's (EPFQO) decision.SBI also
works for the other banks as the banker’s bank. It



provides financial help to other banks, leading to
improvement of the banking conditions of the
country.

Il LITERATURE REVIEW

Kaur Ravinder, in January 2012 in her paper
“Performance Evaluation of Indian Banking
System: A Comparative Study of Public Sector and
Private Sector Banks”, found that the overall
performance of Public Sector Banks is better than
private Sector Banks from 2009-10 to 2010-11. She
also opined that all banks have depicted growth in
terms of Credit Deposit Ratio, Net Worth,
Deposits, Advances, Total Assets, Total Income
and Net Profit except State Bank of India, which
has shown a negative growth in Net worth and Net
Profits.

Dr. Guruswamy D., in January 2012 in the paper
titled “Analysis of Profitability Performance of SBI
and its Associates”, have used various tools such as
mean, S.D, variance, CAGR, and ANOVA to
analyze the profitability performance of SBI and Its
Associates.

Dr. Dhanabhakyam M. and Kavitha M, in January
2012 in their paper “Financial Performance of
Selected Public Sector Banks in India”, have used
ratio analysis and concluded that selected public
sector banks have performed well on the sources of
growth rate and financial efficiency during the
period of study. In addition, she also opined that in
comparison to the old public sector banks, the new
public sector banks play a vital role in marketing
new types of deposits and advances schemes.

Dr. Kavitha N., in April 2012 through her paper
“An  Assessment — Assets and Liability
Management of Scheduled Commercial Banks in
India”, has suggested that SBI and its associate
banks group are better performers as compared to
Private Banks group and other nationalized banks

group.

Hari V. Shri, Dr. Prasad Staya B.G., Jain Vikas,
and Dr. Shrineevas L., in June 2012 in their paper
“A Comparative Study of Public Sector Banks V/s.
Private Sector Banks”, have done a study on the
Indian banks considering the banking operations
after liberalization and banking reforms, and have
also analyzed the impact of competition on the
functioning of the banking operations in the
country.

Kaur Avneet, in November 2012 through her paper
“An  Empirical Study on the Performance
Evaluation of Public Sector Banks in India” has
suggested that prompt measures should be taken by
the banks to collect the over dues from the
borrowers. This would help them to earn profits in

future. The banks should also take necessary steps
to increase the non interest incomes, which
currently constitute less than 20 percent of their
total income. This could be done by collection of
cheques and bills, giving guarantees, locker
facilities, acting as an agent, providing merchant
banking services and so on.

Dr. Gupta R. and Dr. Sikarwar N. S., in February
2013 in their paper “A comparative Study of
Growth Analysis of Punjab National Bank of India
and HDFC bank Limited”, have used parameters
like Net profit growth, Net assets growth, EPS
growth and Reserve and Surplus growth and opined
that in terms of the parameters defined, HDFC
Bank has performed much better than the PNB
Bank.

Makkar Anita and Singh Shveta, in May 2013 in
the paper titled “Analysis of the Financial
Performance of Indian Commercial Banks: A
Comparative Study”, have revealed that there is no
statistically significant difference in the financial
performance of the public and private sector banks
in India, but still, there is a need for overall
development in the public sector banks to make
their position sound in the current competitive
environment.

Desai Sureshbhai Dhaval, in August 2013 in the
paper “Performance Evaluation of Indian Banking
Analysis” have applied CAMEL model to examine
and compare the performance of five different
banks of India i.e. BOI, SBI, HDFC, Bank of
Baroda, AXIS bank. On the basis of his study, he
also gave ranks to the banks i.e. 1st Rank to State
bank Of India, 2nd Rank to HDFC, 3rd Rank to
Bank of India, and 4th to Bank of Baroda, 5th rank
to Axis Bank.

Dr. Choudhary Vikas and Tandon Suman, in
October 2013 through their paper titled
“Performance Evaluation of Public Sector Banks in
India”, using key parameters like Coefficient of
Variation of advances, deposits, total assets, return
on assets, return on equity and spread ratio, etc.
have concluded that the CAGR of various variables
have shown variations from bank to bank. Thus,
government through RBI should formulate and
implement bank specific policies for upliftment of
Public Sector Banks.

11l RESEARCH METHODOLOGY

(a) An outline on the Research Methodology- In
this study, a three step methodology has been
adopted. The part A of the research deals with
computation of various financial ratios under Cash
Flow pillar using the banks’ data sets, followed by
part B which would deal with the prediction of
financial ratios using linear regression through
SPSS and finally in the part C, the parameters are



identified which would improve the performance
and position of the banks by regulating the ratios
thus forecasted.

(b) Research Obijectives- The basic objectives of
the research work are:

(i) Computation of financial ratios for Cash
Flow Ratio pillar for Indian Public Sector
Banks.

(ii) Application of Regression and Anova
through SPSS for prediction of inclusive
ratios upto 2020.

(iii) Validation of the predictions obtained in
form of ratios.

(iv) Identification of parameters that can be
regulated internally for better performance
of the banks.

(c) Research Techniques- Exploratory research is
used for research in this work. Exploratory research
provides insights into and comprehension of an
issue or situation.

This approach helps to determine the best research
design, data collection method and selection of
subjects.

The study relies on secondary research such as
reviewing available literature and/or data, or
qualitative approaches such as informal discussions
with consumers, employees, management or
competitors and more formal approaches through
in-depth interviews, focus groups, projective
methods, case studies or pilot studies.

(d) Data Collection- Data in this research has
been collected form secondary sources thereby
secondary data is used. The vital input components
of the research are ratios formulated from details
mentioned in published statements like balance
sheet, cash flow statements, yearly details of banks,
profit and loss statements obtained from CMIE
database, Reserve Bank of India and official
websites of the banks and financial institutions.

Prior researchers have identified the selected
financial ratios for prediction of Cash-Flow
position of the companies and the usefulness of
these financial ratios for prediction of banks’
performance can be known from the literature
survey. Consequently this research work uses
financial data i.e. published time series data for the
last 11 years from 2000 to 2010.

(e) Sampling- Using Judgment Sampling
methodology samples were drawn from Indian
banking public sector. The major players both in
the public sector of Indian Banking Industry being
State Bank of India (SBI), Punjab National Bank
(PNB), Oriental Bank of Commerce (OBC) are

chosen as representatives of the Indian Public
Sector Banking.

IV DATA COLLECTION

Following the research methodology elucidated,
the datasets that forms the basis for the empirical
part of this study are compiled.

The ratios are formulated from details mentioned in
published statements like balance sheet, cash flow
statements, yearly details of banks, profit and loss
statements obtained from CMIE database, Reserve
Bank of India and official websites of the banks
and financial institutions and internet.

The official websites of the banks have also been
visited for vital information. This research work
uses financial data i.e. published time series data
for the last 10 years from 2000 to 2010. This
research tries to present a holistic view by
incorporating various ratios that constitutes to an
integral part of Cash Flow Analysis and then
relating them to examine the explanatory
capabilities of the financial ratios to suggest the
financial position of the bank.

() Cash Flow Indicator Ratios- This section of
the research looks at cash flow indicators, which
focus on the cash being generated in terms of how
much is being generated and the safety net that it
provides to the company. These ratios can give
users another look at the financial health and
performance of a company.

(i) Dividend payout ratio Net Profit: This
ratio identifies the percentage of earnings
(net income) per common share allocated
to paying cash dividends to shareholders.
The dividend payout ratio is an indicator
of how well earnings support the dividend
payment. During a fiscal year quarter, a
company's board of directors declares a
dividend. This event triggers the posting
of a current liability for "dividends
payable." At the end of the quarter, net
income is credited to a company's retained
earnings, and assuming there's sufficient
cash on hand and/or from current
operating cash flow, the dividend is paid
out. This reduces cash, and the dividends
payable liability is eliminated. The
payment of a cash dividend is recorded in
the statement of cash flows under the
"financing activities" section. The basic
formula is:

“Dividend Payout Ratio (%) =Dividends per
common share/Earnings per share”



(ii) Dividend payout ratio cash profit: This

is similar to the above mentioned ratio but
the cash is the inclusive item in this
computation.

(iii) Earning Retention Ratio: The percent of

earnings credited to retained earnings. In
other words, the proportion of net income
that is not paid out as dividends. The basic
formula is:

“ERR= (Net Income-Dividends)/Net
income”

The retention ratio is the opposite of the
dividend payout ratio. In fact, it can also
be calculated as one minus the dividend
payout ratio.

(iv) Cash Earning Retention Ratio: Same as

the above mentioned ratio but includes
cash earning also.

(v) Adjusted Cash Flow times: Cash flow
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provided by operating activities adjusted
to provide a more recurring, sustainable
measure. Adjustments to reported cash
provided by operating activities are made

Table: 1

(@) Computation of Actual

to remove such nonrecurring cash items
as: the operating component of
discontinued operations, income taxes on
items classified as investing or financing
activities, income tax benefits from
nonqualified employee stock options, the
cash effects of purchases and sales of
trading securities for non-financial firms,
capitalized expenditures, and other
nonrecurring cash inflows and outflows.

V RATIO COMPUTATION &

DISPLAY

Ratios in

tabular format - All the Cash Flow ratios are
evaluated for the sampled public sector banks
being Punjab National Bank, Oriental Bank of
Commerce & State Bank of India. The
published information is utilised to compute
the ratios using the formulae mentioned from
2000 to 2010.The ratios from 2000 to 2010 are

used

for training.

Computed Ratios under the Cash flow ratio pillar using the formulae

2000 2000 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2003
139 | 1287 | 1132 | 1243 | 1079 | 1401 | 1498 | 3071 | 234 | 238 | 2074 | 1821 | 1175 | 2351
2684 | 366 | 2002 | 2139 | 1582 | 865 | 2307 | 1648 | 1638 | 2363 | 235 | 2019 | 2019 | 2021
1494 | 1807 | 1298 | 1625 | 1774 | 1746 | 1906 | 1898 | 2264 | 229 | 2336 | 2603 | 2006 | 2012
2000 2002 2003 2004 2005 2006 2007 2008 2009 2000 2011 2012 2003

1052 | 983 | 1078 | 921 | 124 | 1326 | 2726 | 2161 | 2247 | 1962 | 1721 | 1675 | 2203

B3 | 3044 | 1873 | 196 | W74 | 770 | 2031 | 1516 | 1504 | 217 | 2084 | 192 | 185 | 1846
1445 | 1105 | 1402 | 1491 | 1486 | 1635 | 1675 | 2056 | 20113 | 212 | 2324 | 1847 | 1862

2000 2002 2003 2004 2005 2006 2007 2008 2009 2000 2011 2012 2003

8608 | 100 | 8868 | 8756 | 892 | 8598 | 8499 | 6928 | 7659 | 7612 | 7925 | 8LT3 | 8225 | 7649
7316 | 6333 | 7898 | 7935 | 8454 | 9334 | 84 | 826 | 8357 | 7638 | 7649 | 7982 | 79.76 | 7979
8506 | 8193 | 8694 | 8375 | 8509 | 8388 | 8093 | 8097 | 7033 | 7T7AL | 7667 | 7397 | 7994 | 7988
2000 2002 2003 2004 2005 2006 2007 2008 2009 2000 2011 2012 2003

100 | 9017 | 8921 | %072 | 876 | 8672 | 7273 | 7838 | 7751 | 8037 | 8273 | 8325 | 7097

7666 | 6951 | 8127 | 8102 | 8557 | 9391 | 8537 | 8406 | 8492 | 783 | 7815 | 8098 | 8146 | 8151
8595 | 8889 | 8598 | 8714 | 8612 | 8364 | 8321 | 7941 | 7888 | 7882 | 7676 | 8153 | 8138

2000 2002 2003 2004 2005 2006 2007 2008 2009 2000 2011 2012 2003

10541 | 9907 | 781 | 6816 | 6477 | 7373 | 8065 | 7505 | 6395 | 6043 | 6673 | 7333 | 7129
6897 | 10035 | 7921 | 5789 | 4741 | 4426 | 5703 | 7AST | 8524 | 9978 | 9853 | 87.18 | 12548 | 12022
8145 | 12004 | 9521 | 8228 | 6275 | 6782 | 7403 | 8487 | 7264 | 7505 | 7954 | 10091 | 8208 | 789




(b) Forecasting of Ratios using SPSS- All the
actual ratios calculated for the year 2000 to 2010
from the banks’ financial statements are used for
forecast various financial ratios. The

forecasting is done using the ‘Forecasting models’
based on ‘Linear Regression’ through SPSS
software. The ratios forecasted for the year 2011 to
2020 are tabulated as under:

the

Table : 2
Ratio Predictions by Linear Regression through SPSS

Years 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

 Predicted  BSNE 1943 | 1691 | 2539 | 2187 | 2134 | 2282 | 243 | 2578 | 1926 | 1874
Dividend Pay-out

o NetProfit IR 2102 | 2102 | 2214 | 2333 | 2400 | 2388 | 2144 | 1007 | 2454 | 2122

S 2486 | 2274 | 2062 | 1851 | 1739 | 2027 | 2416 | 2704 | 2792 | 3081

Years 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Prediced BN 184 | 1478 | 2316 | 2753 | 2891 | 2028 | 2266 | 1804 | 1441 | 1579
Dividend Pay-out

retio Cash Profit IR 2097 | 2119 | 2206 | 2377 | 2699 | 1899 | 2345 | 1866 | 1064 | 1835

S0 2186 | 2081 | 1976 | 1871 | 2066 | 2462 | 2757 | 2852 | 2047 | 3043

Years 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Predicted Earning (AR 8304 | 8116 | 7928 | 774 | 8152 | 8364 | 87.77 | 8989 | 8801 | 8613

Retention Ratio [SG1EeM| 7788 | 791 | 8145 | 8755 | 9733 | 8476 | 7732 | 7522 | 7984 | 8153

S 7566 | 7776 | 7885 | 79.94 | 7703 | 7613 | 8122 | 8431 | 8941 | 895

Years 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Predicted Cash [INER 8212 | 8142 | 7461 | 7982 | 8202 | 8623 | 8443 | 8264 | 9084 | 89.04
Earning Retention

Patio 00| 7873 | 8307 | 7833 | 8107 | 8051 | 8497 | 8813 | 7941 | 8637 | 84.06

S0 7828 | 7931 | 8134 | 8437 | 844 | 8643 | 8746 | 8749 | 9052 | 9155

Years 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Predicted — BESNER 6503 | 7143 | 7694 | 8244 | 8794 | 9344 | 9894 | 9445 | 8995 | 8545
Adjusted Cash

FlowTime Ratio RG] 8853 | 10515 | 11812 | 13245 | 14304 | 11853 | 9833 | 87.12 | 7715 | 7844

S0 9136 | 8922 | 8745 | 8433 | 8152 | 7815 | 7964 | 8107 | 7699 | 7435

VI VALIDATION OF
FORECASTED RATIOS

The ratios forecasted through the SPSS are than
validated by comparing the forecasted ratios with
the actual field data results from 2011 and 2013.
The following table reflects a comparison of the

actual ratios of the banks with the predicted ratios.
Then, the absolute error and the standard error is
computed from the comparison.

A standard error of + 10% is taken into
consideration as the tolerance limit of the model
and the results are validated.



Table : 3 Data Validation Tables for Cash Flow Ratio Pillar

Dividend Payout Ratio Net Profit of Public Banks

ﬁgr Predic | Absol | Stand ﬁgr Predic | Absol | Stand ﬁgr Predic | Absol | Stand
ted ute ard ted ute ard ted ute ard

Val Val Val

- values | Error | Error - values | Error | Error - values | Error | Error

1%2 19.43 | -1.16 | -6.35 2%'1 2102 | 083 | -411 263'0 2486 | 117 | 4.49

175'7 1691 | 084 | 473 2%'1 2102 | 083 | -411 2%0 2074 | -0.68 | -3.39

231'5 2539 | -1.88 | -8.00 2(1'2 2214 | -1.93 | -955 2%1 2062 | 050 | -2.49

Dividend Payout Ratio Cash Profit of Public Banks

ﬁgr Predic | Absol | Stand ﬁgr Predic | Absol | Stand ﬁgr Predic | Absol | Stand
ted ute ard ted ute ard ted ute ard

Val Val Val

- values | Error | Error - values | Error | Error - values | Error | Error

177'2 18.40 | -1.13 | -6.54 1%'2 2097 | -1.77 | -9.22 Zi'z 2186 | 1.38 | 5.94

165'7 1478 | 1.97 | 11.76 1%'5 2119 | -2.69 | -14.54 1%4 2081 | -2.34 | -12.67

223'0 2316 | -1.13 | -5.13 186'4 22,06 | -3.60 | -19.50 182'6 1976 | -1.14 | -6.12

Note: Standard Error of 10% is taken into consideration in the process of prediction. The ratios that give a
standard error beyond 10% are presumed not to be predicted accurately by SPSS and thus, would be eliminated.

Earning Retention Ratio of Public Banks

ﬁgr Predic | Absol | Stand ﬁgr Predic | Absol | Stand ﬁgr Predic | Absol | Stand
ted ute ard ted ute ard ted ute ard

Val Val Val

- values | Error | Error - values | Error | Error - values | Error | Error

813'7 83.04 | -1.31 | -1.60 73'8 7788 | 104 | 243 73;'9 7566 | -1.69 | -2.28

8%'2 81.16 | 1.00 | 1.33 7%'7 7910 | 066 | 083 73'9 7776 | 218 | 273

7%'4 7928 | -2.79 | -3.65 7%'7 81.45 | -1.66 | -2.08 7%'8 7885 | 1.03 | 1.29




Cash Earning Retention Ratio of Public Banks

Act

Act

ual Predic | Absol | Stand ual Predic | Absol | Stand ual Predic | Absol | Stand
ted ute ard ted ute ard ted ute ard

Val Val Val

- values | Error | Error - values | Error | Error - values | Error | Error

823'7 8212 | 061 | 074 8%9 7873 | 225 | 278 7%'7 7828 | -1.52 | -1.98

8%2 8142 | 1.83 | 220 8%'4 83.07 | -1.61 | -1.98 813'5 7931 | 222 | 272

777'9 7461 | 336 | 431 811'5 7833 | 318 | 3.90 8;'3 8134 | 004 | 005

Adjusted Cash Flow Times of Public Banks

Act

Act

ual Predic | Absol | Stand ual Predic | Absol | Stand ual Predic | Absol | Stand
ted ute ard ted ute ard ted ute ard

Val Val Val

- values | Error | Error - values | Error | Error - values | Error | Error

663'7 6593 | 080 | 1.20 82'1 8853 | -1.35 | -1.55 1&)' 9136 | 955 | 9.46

7%3 7143 | 190 | 259 1585' 12045 | 503 | 401 8%'0 89.22 | -714 | -8.70

72'2 7694 | 035 | 045 12221 11812 | 310 | 256 7%9 7719 | 171 | 217

Note: Standard Error of 10% is taken into consideration in the process of prediction. The ratios that give a
standard error beyond 10% are presumed not to be predicted accurately by SPSS and thus, would be eliminated.

VII DATA ANALYSIS & INTERPRETATION

Ratios

e X

— PNB Actual Ratio
+——oPNB Predicted Ratio
— OBC Actual Ratio
+——00BC Predicted Ratio
— SBI Actual Ratio

SBI Predicted Ratio

2000
2001
2002
2003
2006
2007
2008
2009
2010
2011
2012

2013

2014
2015
2016
2017
2018
2019
2020

The Dividend Payout ratio of PNB bank is expected to
decrease by 13.86% during 2014 and further 2.42% during
2015. After this, the bank would slowly increase its
dividend ratio upto 7% over the period of 2016 to 2018. It
can further be seen that due to widespread turbulence in
the global financial markets as well as a slowdown of

: Dividend Payout Net Profit Ratio of Public Banks

economic growth in India, the ratio may decline by
25.29% during 2019 and again by 2.70% in 2020.

In case of OBC bank, it is forecasted that this ratio would
increase by 5.37% in 2014 and 3.26% in 2015. As per this
growth rate, the bank would be able to pay larger dividend
with the help of more earnings in the future. During the



period 2016 to 2018, the ratio would show a declining
trend upto 11.05%. In 2019, it is forecasted that there
would be an acceleration of 28.68%. It is expected that the
bank would be able to pay off most of its fixed obligations
with the help of this growth rate. During 2020, the ratio is
forecasted to take a downward swing by 13.53%.

As per the results obtained, the SBI bank would show a
declining trend ranging from 6.05% to 10.23% during the
period of 2014 to 2015. It can be assumed that the factors
like inefficient earnings would significantly influence this
ratio. But from 2016 to 2020, the ratio would depict an
acceleration upto 19.19%. It is than expected that due to

higher growth rate in the profitability of the bank, its
dividend policy is highly affected in future.

31
29
27
;g —PNB Actual Ratio
o 21 PNB Predicted Ratio
S 19 .
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Fig 2: Dividend Payout Cash Profit Ratio of Public Banks

It can be seen that due to better growth opportunities, the Therefore, the bank may face the high inflation rate, which
OBC would show an upward swing upto 13.55% for the would affect their dividend payout ratio in future.

period 2014 to 2015. However, due to the macroeconomic
instability there may be a sudden decrease of 29.64% in
dividend payout during the year 2016. Afterwards, the ratio
would be increasing and decreasing between a high range
of 20% to 75% approximately from 2017 to 2020.

In case of SBI, the ratio would decrease by 5.31% during
the year 2014. Over the period 2015 to 2020, the ratio
would illustrate an increasing trend upto 19.17%.
Therefore, this depicts that the bank with higher cash
earnings and better liquidity position would result into
higher dividend pay-outs.

—— PNB Actual Ratio
PNB Predicted Ratio
— OBC Actual Ratio
+——=00BC Predicted Ratio
— SBI Actual Ratio
SBI Predicted Ratio

Ratios

.

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

Fig 3: Earning Retention Ratio of Public Banks

In PNB bank, the Earning Retention ratio would decrease forecasted that the ratio would decrease by 2.09% and
by 2.37% in the year 2014. During 2015 to 2018, it is 2.14% over the period 2019 and 2020. Therefore, the
assumed that the bank may concentrate on higher deposit fluctuating trend of this ratio may be the outcome of slower
and thus lead to increase this ratio upto 5%. It is further cash margin of the bank.



In case of OBC bank, it can be observed that the bank’s As per the forecasts made, the SBI bank would show an
better liquidity position would lead to an increasing trend increasing trend of 1.38% during the year 2014 in this
in Earning Retention ratio by 7.49% to 11.17% during the ratio. It can be seen that, over the period 2015 to 2016, this
period of 2014 and 2015. It can be assumed that the bank is ratio would raise upto 3.64%. From 2017 to 2020, factors
majorly relying on doing good business with their like efficient earnings, inflation, and higher growth
customers and clients to see an increasing trend in its opportunities may influence the earning retention ratio of
retained earnings. During 2016 to 2018, the ratio would go SBI in future. Therefore, the ratio is depicting an increasing

down upto 12.91%.1t is expected that unstable cash inflows trend upto 6.69% over this period.
would significantly influence the earning retentions of the
bank.
101
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Fig 4: Cash Earning Retention Ratio of Public Banks

In case of PNB bank, the ratio is expected to incline uptoin 2015, again accelerate by 5.54% in 2016 and 3.72% in
6% during 2014 to 2016. But the forecast depicts that the2017. But it is assumed that limited profits of the bank may
ratio would than show a sudden decline by 2.09% in 2017decline cash earnings ratio by 10.23% in 2018. The ratio
and 2.12% in 2018. From 2019 to 2020, the ratio wouldwould than again accelerate by 9.18% in 2019 and decline
repeat these upward and downward swings by 10%by 2.67% in 2020. These variations can require bank to
approximately. It can also be presumed that availability ofchange its investment plans frequently in the next decade.

fewer amounts of free cash flows with the bank leads to

persuade cash earnings retention ratio, As per the predictions, the SBI bank would show an

increasing trend ranging from around 0.03% to 3.73%
In case of OBC bank, the ratio can be increased by 3.50% induring the period 2014 to 2020. Therefore, it is expected
2014. It is expected that the bank with the higher cashthat the bank may have lower dividend payout liability
earnings would go for more investment opportunities induring the next decade.

future. This ratio would than show a little decline of 0.69%

157
144
131 ——PNB Actual Ratio
118 PNB Predicted Rati
.3 105 redicted Ratio
§ 92 ——OBC Actual Ratio
79 +—60BC Predicted Ratio
66 - SB| Actual Ratio
53 SBI Predicted Ratio
40
O d AN M & IO O~ 00O O 1 AN M & WO O~ 0O O
O OO0 OO0 o000 o0 OO0 d A d d d d d d 4 4 N
O O O O O O O O O OO O O O OO oo oo o
AN N N N N N AN N AN N AN AN AN AN AN AN AN AN AN AN

Fig 5: Adjusted Cash Flow Time Ratio of Public Banks



In PNB bank, this ratio can increase upto 7.15% during themight be deployed to write off the non-cash or the
period 2014 to 2017. It is assumed that the bank with thenon-operating expenses by the bank.

help of planned and controlled growth may increase its

liquidity. During 2018 to 2020, this ratio can decrease upto

5%. VIl SUGGESTIONS &

In Oriental bank of commerce (OBC), the ratio would RECOMMENDATIONS

increase by 11.88% and 8.24% during the years 2014 and

2015 respectively. This inclination trend reflects that the(a) For Punjab National Bank

bank may have better liquidity position in future. But this (i) Improving the Assets’ Quality- The

ratio can depict a gigantic decline upto 17.14% due to bank has displayed a fluctuating trend in

political, economic, social and technological factors which terms of its Dividend Payout ratio Net

are external and difficult to control. However, there can be a Profit. This study suggests that with the

slight improvement of 1.67% in this ratio in the year 2020. existing turbulence in the financial
market, Punjab National Bank should
focus on improving its asset quality in
the current environment.

(if) Regulation of Non-Performing Assets
(NPASs)- The study recommends that the
Punjab National Bank should regulate its

In case of SBI bank, the ratio would show a dwindling trend
ranging from 3% to 4% approximately during the period of
2014 to 2016. In 2017 and 2018, the ratio would increase by
1.91% and 1.80% respectively. But it is forecasted that the
ratio would again rise by 5.03% and 3.43% during 2019 and
2020. Therefore, it can be assumed that this fluctuating trend NPA’s to generate more earnings in the
would occur because of high inflation and huge competition form of interest. This would add more to

in the banking industry. the its Profitability, Liquidity and
Solvency.

(iii) Generation of Free Cash Flows- This
study suggests that PNB should also take
some initiatives to enhance the banking
habits of its target customers. This would
help the bank to have good cash inflows.

(iv) Application of Personalized Risk
Retention Regulations- To survive into
the competitive market, it is suggested
that the bank should work for the
implementation of the Personalized Risk
Retention regulations that should vary in
different markets with difference on the
basis of specific parameters, such as risk
attitudes of banks and investors, riskiness
of underlying assets, etc.

(v) Retention of Planned and Controlled
Growth- To improve the liquidity, the
study suggests the bank can maintain its
current growth through proper planning
and forecasting. This would add to the
growth of the bank.

VIl CONCLUSION

Public sector banks should emphasize more on
improving the services like ATM cards, Debit
cards & Credit cards to enhance the flow of cash in
the economy. These cash flow ratios have
demonstrated that the public sector banks have a
strong financial position. Investors would be
confident about investing in their stocks because
they would know that by investing in these stocks,
not only their money would be safe, but they would
also get good returns every year.

The dividend pay-out ratios clearly indicates that
out of all the three public banks, State Bank of
India would be declaring more and more dividend
pay-outs out of its profits every year. This would
not be due to lack of expansion and growth
strategies but it would be the result of stability and
efficiency in operations of the State Bank.
However, all the other two banks would also
enhance its dividend pay-outs to gain a competitive

edge. .
(b) For Oriental Bank of Commerce

A fluctuating trend in the Earning retention ratio & (i) Widening of Net Interest Margins- As

Cash Earning retention ratio of all the banks
depicts that contribution of retained earnings from
the earnings would be affected by the immense
investment opportunities that would be available
with the banks. However, looking at the dynamic
government policies regarding globalization and
liberalizations banks might not be able to deploy
these to the fullest and contributions to the retained
earnings might get enhanced. The adjusted cash
flow time ratio suggests that huge amount of cash
flow would be available to be used in the coming
recent times but a deep fall also indicates that these

indicated by the forecasted trends of
Dividend Payout ratio, the OBC is
advised to maintain its current growth
rate. and should go for proper
accumulation of its retained earnings.
This can be achieved through flaring of
its net interest margins.



(©)

(ii)

(iii) Generation  of

Hedge Against Inflation- This study
suggests that the Oriental Bank of
Commerce should avail the sector’s
growth opportunities to improve its
profitability. This as a result would
enhance bank’s cash flows acting as a
hedge against the inflation.

Higher  Premium
Revenues- This study recommends that
OBC by predicting and preventing
coverage lapses can generate higher
premium revenues which would further
improve the liquidity position of the bank
in future.

(iv) Controlling of capital expenditures- As

v)

indicated by the Cash Earning Retention
ratio, the bank should try to reduce its
capital expenditures. Therefore, it would
lead to improve the cash earnings of the
bank.

Ready for Economic, Social and
Technological Change- To improve the
adjusted cash flow times, the bank is
suggested to be proactive in terms of
response to economic, social, and
technological changes. Further, it should
also regulate its investment portfolios for
enhancing the earnings.

For State Bank of India

(i)

(ii)

Efficient Earnings and Capital to Risk
Weighted Assets- This  study
recommends that SBI should concentrate
on generating more earnings by reaching
at untouched markets of the country.
Moreover, maintenance of minimum
capital to risk weighted assets would help
the bank during the financial crisis and
uncertainties.

Retaining High Liquidity - This study
suggests that the bank should try to retain
its liquidity position in the industry. This
would be achieved by spreading its
operations and huge network across the
globe.

(iii) Analyze current market conditions

and shareholders’ expectations- As
indicated by the Cash Earning Retention
ratio, the study recommends that the
State Bank of India should consider
various important parameters like market
conditions and shareholders’
expectations more while making its
dividend policy.

(iv) Multiple Interest Rate Scenarios - In

v)

[1]

[2]

[3]

[4]

[5]

order to improve its Adjusted Cash
flows, the SBI is suggested to generate
multiple interest rate scenarios, and then
the cash flows should be determined
under each of the scenarios. This would
help the bank to select the best and
appropriate rate.

Risk Appetite and Risk Tolerance
Levels - This study suggests that the
State Bank of India should clearly defend
its risk appetite and risk tolerance levels.
This would be done by keeping in ‘past
and forward looking view’ on the likely
internal and external risk environment.
Risk tolerance level would work as an
indicator of financial risk and would
ultimately help the bank to maintain its
liquidity.
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