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OcHOBHBIE CPEJCTBA — ATO TaKW€ TOBAPHO-MaTepuaIbHble LIEHHOCTH, KOTOPHIE B Te-
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(dbopMy, U3HAIIMBAIOTCS MOCTEIIEHHO U MEPEHOCST CBOIO CTOMMOCTh Ha TOTOBYIO MPOJYK-
LU0 WJIM YCIYTHU MO YacTsIM.
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U YPOBHEM PEHTAOEIbHOCTH.
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Banking sector is one of the fast-growing sectors in India and it plays a vital role inpresent
economic system also. So, investors want to evaluate the performance of Bankingsector to know the
risk — return factors as well as factors affecting the performance of the banks. To evaluate the per-
formance of banking sector, in the present study CAMEL model isused. This study analyzes finan-
cial health of three selected Indian banks, SBI bank, HDFC bank, AU small finance Bank through
CAMELS model. The data were collected for a period between 2017 to 2022. It reveals the effect of
each parameter (Capital Adequacy, Asset Quality, Management Efficiency, Earning Quality, Li-
quidity, Sensitivity) on the profit generating capacity of bank.

Keywords: CAMELS Approach, Capital Adequacy, Asset Quality, Management Efficiency,
Earning Quality, Liquidity, Sensitivity.



202 Cexknus V. JKOHOMHKA, OPraHU3aLUs NIPOU3BOJACTBA U YIIPABJIeHHE

The Camel model is a rating system to analyze banking performance. It is an effective
tool to measure the financial status of the bank and to suggest relevant solutions in subject
to improve them. Camel framework was originally developed in the U.S. by three banking
supervisory (the Federal Reserve, the FDIC, and the OCC) in order to examine the bank's
health. Under this system, each banking institution is evaluated by on-site examination on
the basis of five now (six) critical dimension which is referred as the components of the
CAMELS approach. These are Capital Adequacy (C) to assess a bank’s ability to absorb
losses and maintain sufficient capital buffer to cover up potential risk, Assets quality (A) to
examine the quality of bank’s assets and thee level of credit risk and its loan portfolio,
Management efficiency (M) to evaluate the quality of bank’s management and their ability
effectively bank’s operation and risks, Earning quality (E) to assess bank’s profitability
and ability to generate sufficient earnings to support its operations and capital require-
ments, Liquidity (L) to evaluate bank’s ability to meet its short term and long term funding
needs and maintain sufficient liquidity in times of stress and Sensitivity to market risk (S)
to assess a bank’s exposure to market risk and its ability to manage fluctuation in interest
rates, exchange rates and other market factors. Each of these components is assigned a rat-
ing on a scale of 1 to 5, with 1 being the best rating and 5 being the worst rating. The over-
all CAMELS rating for a bank is calculated by averaging the ratings for each of the six
components.

The objective of this study is to assess the financial health of selected Indian banks,
analyze their capital adequacy and asset quality, assess their returns and management ef-
fectiveness, determine their liquidity, review their compliance with prudential standards,
identify areas of unsatisfactory operational performance and propose measures. improve
their financial health and productivity.

The Indian banking sector plays a crucial role in the country's economic growth and
development. However, in recent years, there have been concerns regarding the financial
health of certain banks. It is therefore essential to assess the financial performance of se-
lected Indian banks to identify areas of strength and weakness. There is a lack of research
on the application of the CAMELS model to the Indian banking sector. Therefore, this
study aims to analyses the financial performance of selected Indian banks through the
CAMELS model to identify areas for improvement and promote greater transparency and
accountability in the Indian banking sector.

The banks selected for this study are from different sectors as, State bank of India
(Public sector bank), HDFC bank (Private sector bank), AU small finance bank (Small fi-
nance Bank). For these banks data has been evaluated for the time period between 2017 to
2022. The study is based on collection of secondary data from official websites of selected
banks, and the Reserve bank of India.

The tool of this presented study is the parameters of CAMELS model on which banks
are evaluated. Each component of CAMELS has considered sub ratios to measure the per-
formance as per the standard norms stated by Basel III committee. Under Capital Ade-
quacy (C) Capital-to risk weighted asset ratio (CRAR), for Asset Quality (A) Net NPA to
Advances ratio, for Management Efficiency(M) Return on Equity, for Earning Qual-
ity(E)Return on Asset, for Liquidity(L) two ratios are considered viz, Total Advances to
Total Deposits ratio and Current Assets to Total Asset ratio. For measuring the sensitiv-
ity(S) Total Securities to Total assets ratio is considered.

Ranking mechanism for each component is based on an average of data for selected
time period. Then the averages are measured with the standard norms given by the Basel
IIT committee and the ratings from 1 to 5 accordingly. To get the overall output from the
data of the banks a composite ratings has been allotted by assigning the weightage to each
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components. For C — 20 %, A —20 %, M —25 %, E—15 %, L — 10 %, S — 10 % weightage
is given. The ratings for individual components multiplied with the weightage for assign-
ing composite ratings to each bank. And based on composite rantings the components af-
fecting the profitability and smooth functioning of banks are evaluated.

From this study these are the results drawn. For SBI bank it has got 5" rank in Man-
agement efficiency and sensitivity to market which indicates the need for bank to work on
its management and to improve their performance in the market. Capital adequacy and li-
quidity has got the 1 ratings which indicates strong performance of bank in maintaining
their equity capital and the liquidity for carrying out the short-term tasks. For the Asset
quality it has an average rating of 2 which shows that there is still the scope of improve-
ment, also Earning quality has 4th rating which shows poor performance in the area of re-
turns of earnings and the need of efficient use of assets by the bank for earning more profit.
SBI has got 3 as composite rating which is calculated by using an average of each parame-
ter’s individual ratings. Rating 3 in CAMELS model indicates risk management practices
and controls for market risk are not fully commensurate with the size and sophistication of
the credit union or the level of market risk it has accepted.This rating shows that the SBI
bank is an average performing bank and they have to be engrossedon improving their man-
agement efficiency and sensitivity in market, whereas focusing on upgrading their areas of
strength which are capital adequacy and liquidity.

From the study it is seen that HDFC bank has got composite ranting of 2.5 which in-
dicates their risk management practices and controls for market risk are satisfactory for the
size and sophistication of the credit union and the level of market risk it has accepted. This
rating also indicates that the bank good performing bank as per the rating standards of
CAMELS model. The composite ranting is calculated using an average of each parame-
ter’s individual ratings. Bank hasan average rating of 1 in capital adequacy, Asset quality
and Earning quality which indicatesthe efficient use of assets, enough capital for absorbing
any uncertain risk and high-quality assets held by the bank. In Liquidity it has an average
rating of 2 which signifies the good level of maintained liquidity in the bank. For the sensi-
tivity parameter it has ranking of 5 which shows the poor performance of bank within the
market. In a nutshell, capital adequacy, Asset quality and Earning quality are the areas of
strong performance for bank and the sensitivity is their area of weakness which if im-
proved, then it can result in generating more profit.

Accordingly, AU small finance bank has got overall rating of 2 which indicates their
strong performance and financial stability of the bank. It has an average rating of 1 in three
parameters; capital adequacy, asset quality and Earing quality which indicatesefficient use
of assets, sufficient capital to absorb any uncertain risks and quality assets held by the
bank. For the Management efficiency and sensitivity, it has an average rating of 3 which
indicates the average performance in the area of management efficiency and their perform-
ance in the market. For the Liquidity it has an average rating 5 which indicates the strong
need for them to improve the liquidity in the bank. Overall, the bank has given the rating of
strong performance, but bank should focus more on the liquidity, Management efficiency
and sensitivity which their areas where improvement is needed. While capital adequacy,
asset quality and Earing quality are the areas of strength. By focusing on the areas of im-
provement, bank have the opportunity to increase their profit earning potential.

Here it can be concluded that even though the selected banks are well-performing in
their respective sectors, there still is the scope improvement. By measuring the financial
health of selected Indian banks through CAMELS model, the aim of identifying the areas
of strength and weakness of respective banks is achieved. Also, if any other individual or
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institution aspires to check the banks performance, CAMELS model mechanism will be
helpful when it comes to the fundamental analysis of any bank.

References

Camel Survey of Selected Private and Public Sector Banks in India / S. Panboli, K. Birda. — 2019.
Analysis of Financial Performance Using CAMEL Model with Special Reference to Listed Small
Finance Banks in India / Dr. Kanchan, Choudhary. — 2023.

Performance Analysis of Public Sector Banks Using the CAMEL Rating Model / P. K. Singhal. —
2020.

Sample Study: Camel Analysis of Indian Private Sector Banks / C. Dudhe. — 2018.

An Analysis of the Camel Model of Private Banks in India / V. Kumar, B. Malhotra. — 2017.

Mode of access: http://hdl.handle.net/10603/317649.

Mode of access: http://hdl.handle.net/10603/209669.

Mode of access: https://www.moneycontrol.com/financials/statebankofindia/consolidated-
ratiosVI/SBI#SBI.

Mode of access: https://sbi.co.in/web/investor-relations/sbi-financial-highlights-past-5.

Mode of access: https://economictimes.indiatimes.com/au-small-finance-bank-Itd/stocks/companyid-
66288.cms.

Mode of access: https://m.rbi.org.in//Scripts/PublicationsView.aspx?id=21340.



