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In the business of trust

I
t's been 16 years since Business India began 

honouring the Best Bank of the Year and it 

has become an annual event we look for

ward to. Every year, we select a single bank 

that qualifies to be called the best among the 

rest in that particular year. We have at times 

debated whether small banks should be treated 

differently from larger banks, while selecting 

the awardee, and also whether there should be 

a distinction between public, private and for

eign banks in India, considering that the oper

ating environment is different in each case. But 

we accept that each bank has its advantages and 

disadvantages, which the others are not exposed 

to and it is these discrepancies that in fact level 

the playing field, to a great extent.

Business India has never chosen the best bank 

itself but leaves the selection to an esteemed 

group of panellists. This discussion is chaired 

by the managing director of the previous year's 

w inn ing bank. The panel is provided w ith a 

compilation of data, and, based on these num 

bers, 10 banks are shortlisted to facilitate dis

cussions. The process of selection, however, has 

always been the prerogative of the panel.

The criteria for selection remain the key 

and they vary from year to year, as is decided 

by the panel. How does one measure the in tan 

gibles linked to a bank - like customer service 

or brand value? A balance sheet can tell only a 

part of the story.

Rising non-performing assets are also increas

ingly camouflaged in the bank's balance sheet. 

Restructured accounts, for instance, may pre

vent gross NPAs from being seen as having risen 

on a bank's books. But interest rates on these 

accounts are bound to escalate as the years go 

by, in turn making them turn more risky.

The entire restructuring model hinges on a 

reversal of the economy. Should the economic 

slowdown prolong further, the banking system's 

restructured portfolio will crash right into the 

NPA category. That will not only require more 

capital to be set aside, but also prevent the weak 

banks from bouncing back.

Secondly, non-performing assets that are sold 

by banks to asset reconstruction companies are 

now conveniently classified as £>n investment in 

the books, since roughly 80 per cent of the asset 

is still owned by them. Moreover, selling to an 

ARC makes the book look cleaner. Not only does 

this allow for a higher provision coverage ratio, 

but it also lowers the NPA to be booked.

In the third place comes the ever-greening 

of assets. One bank in particular has shown a 

significant rise in corporate finance fee income 

when the year has been a relative disaster in 

the segment for the industry. W hen interest 

rates are too high, banks and companies are 

known to settle a portion in fee income. Such 

accounting standards are scafy, because they do 

not reflect the true picture of a balance sheet
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to either the depositor or the 

common investor which, in 

fact, should have been their 

solitary purpose.

This year's panel was 

chaired by Aditya Puri, manag

ing director, HDFC Bank, Busi

ness India's Best Bank for 2013.

And to assist h im  in decision

making, members selected 

to the panel included Arch- Aditya Puri 

ana Hingorani, CEO & executive 

director, IL&FS Investment Managers; Jalaj Dani, 

president, international, Asian Paints; Ranu 

Vohra, co-founder, Avendus; Saurabh Tripathi, 

partner & director, Boston Consulting Group; 

Sunil Singhania, chief investment officer, equity, 

Reliance Mutual Fund; and Vedika Bhandarkar, 

vice-chairman, India, Credit Suisse.

T he last few years have been tough for 

Indian banking and it is in times like these 

that a good bank stands out. But once 

the men have been separated from the boys, a 

selection from within can be a tricky task.

The panel decided to first set the criteria for 

the award selection. This included the envi

ronment in which banks have been operating. 

Two public sector banks were found to be in the 

docks. The former chairman of one had been 

arrested on alleged bribery charges, while the 

other was yet to recover despite a bailout.

The second consideration was corporate gov

ernance. This included a bank that had the 

right policy, procedure and independent board 

in place, and had maintained stability at the 

top. The Best Bank would also need to have 

built leading positions in its chosen segments, 

because the market leader can take away 70 per 

cent of market share.

One panel member said that when compared 

to banks abroad, there is an impression that 

Indian banks have a high margin, because the 

standards of accounting followed in  India are dif

ferent from those followed globally. Overseas, the 

net interest margin is taken into account while 

making provisions for bad debts. If the same

practice is followed in 

India, over 70 per cent 

of the Indian bank

ing system would run 

into losses.

In fact, the mem

ber added that bank

ing India was not 

treated on commer

cial lines. W hile new 

competition was more 

Jalaj Dani than welcome, SLR

Sunil Singhania
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and CRR were a tax on the sys

tem. Added to that was priority 

sector lending and now  finan

cial inclusion targets. Jf not for 

the margins, Indian banking 

would be in dire straits.

Another panel member said 

that we are emerging from a 

period of slow growth and that 

would impact profitability. It 

would be naive to expect a 

bank to have the same profitabil

ity when GDP growth is 8 per cent and when it is 

4 per cent. But, if the bank cannot be profitable 

at all, then it is going to have a seriOLts problem 

going forward.

Moreover, economic cycles are a reality. And 

banks should, therefore, set aside capital to act as 

counter-cyclical buffers in good times to reduce 

the impact of the bad times.

Another panel member mentioned that w ith 

out reforming the public sector banks, which 

cater to 70 per cent of the economy, the sys

tem wasn't going to change much. This could 

require mergers between them. Another panel 

member suggested bringing the number down 

to three.

W hile regional banks in  India have always 

been strong, catering to diverse needs w ith in  

the country, the PSBs had grown into national 

banks w ith overlapping businesses and had 

overseas ambitions too. In comparison, Canada 

and Australia have about four banks each. The 

US still has about 10,000 banks but these cater 

to specific communities and remain regional 

in nature.
The discussion then shifted to the qual

ity of earnings. Two panel members had sifted 

through the data, to pick relevant comparisons. 

One member compared the cost to income ratio 

and capital adequacy ratio as relevant parame

ters, while the other looked at the net NPA ratio, 

along with provision coverage ratio. They also 

looked at the current account/savings account 

ratio, along w ith the savings deposits growth.

One panel member also looked at the 

banks' efficiency from an equity market per

spective - looking at 

operating expenditure 

growth, while keeping 

in m ind branch expan

sions. Many panel

lists found comfort in 

a stronger provision 

conversation ratio.

One member recom

mended that the panel 

should look at innova
tion in banking. W hat A rch a n a  Hingorani



the bank was doing 
and what its fran
chise was. Whether 
they were really doing 
something different 
or whether one sticker 
could be replaced by 
the other.

One panel mem-
.......... .....................................ber said that banks
Vedika Bhandarkar apparently will have

to operate in three 
worlds going forward -  the physical world, the 
e-commerce world and the 50:50 world, where 
the consumers are progressing towards tech-sav- 
viness but were still not there.

W hen it came to trimming the shortlist, 
one fast growing private sector bank 
which had posted good numbers on 

the balance sheet fell through first. The panel 
was not convinced that this was the year for it to 
win; moreover, there were corporate governance 
issues at the bank.

The next three banks to fall off the list were 
public sector banks. Linked to the problems in 
the sector, while they were better than most 
other PSBs in numbers, they still faired low in 
comparison with the other private and foreign 
banks on the list.

One member pointed out that, being in the 
public sector, the banks did not have an option 
but to follow the government's diktat. But it was 
generally accepted that public sector or not, if 
the government as owner doesn't want to cre
ate the right conditions for governance there
-  the bank has to be considered 'bad'. The 
selection of the best bank would have to be 
agnostic to ownership. Since the banks were oper
ating in the marketplace and targeted the same 
customers, the same rules would apply. Whose 
fault or whose credit a development is attributed 
to is irrelevant.

One member did point out that some banks 
were being proactive about NPAs, seeking solu
tions in the capital market or through mergers 
and acquisitions. But there were others who were

taking no such mea
sures but would blame 
it on the legal system. 
One large public sector 
bank, it was acknowl
edged, was adaptable 
to changing trends, 
but its legacy issues 
would take some time 
to sort out.

The discussion 
Saurabh Tripcithi then shifted to the
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foreign banks in the shortlist. One of them had 
performed well in terms c>f numbers this year 
but had done poorly not too long ago in sev
eral of its businesses including SME, credit cards 
and wealth management. Moreover, like several 
other foreign banks, it wa< not clear whether it 
was really here to stay.

A second foreign bank had closed down an 
NBFC and had identified retail as a key area for 
expansion. But despite it  ̂ size, the bank would 
never form a major part of the Indian economy. 

For that reason, it fell off the list too.
At this stage, one panel member recom

mended the addition of another mid-sized pri
vate sector bank. The managing director of 
this bank had done a fabulous job, turning it 
around. He was building the bank for scale and, 
with new RBI relaxations, would be able to see it 
through in the years 
to come. The market 
capitalisation of this 
bank, however, was 
less than that of the 
growth in market cap 
of some of the larger 
banks. So, while the 
panel acknowledged 
the potential of the 
bank, it felt the bank's 
chance would come 
in another year.

By now, the list has been pruned down to 
three banks. Two of these counted among the 
largest private sector b an k s in India, while the 
third was perceived as operating in niches.

G iven that the restructured assets in the 
industry were gping to be a big problem 
in the future, it had become a deciding 

factor even now. Both the large banks had sig
nificant restructured assets, while the third had 
hardly any.

A panel member questioned whether it would 
be prudent to penalise the larger banks for lend
ing? Should they take a risk over a bank which 
did not lend and, therefore, had a cleaner book?

This bank, however, had demonstrated excep
tional performance on the stock markets. And, 
as capital was bound to be an issue going for
ward, it was well placed for future growth. This 
bank also had a conservative accounting policy, 
when it came to restructured assets.

Banking being a business of trust, it was 
unanimously accepted that this bank's numbers 
could be trusted. It now became clear which 
would be the best bank for 2014. We congratu
late Uday Kotak and Kotak Mahindra Bank for 
winning Business India’s Best Bank 2014.

♦  R Y A N  M A X I M  R O D R I G U E S

Ranu Vohra
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ing? Should they take a risk over a bank which 
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