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Abstract  

This study aims to investigate the issue of prudential standards and also the performance of 

Urban Co-Operative Bank in India. The study will find out whether there are any links between 

prudential standards with the bank’s performance.  The study will also find out how cooperative 

banks are complying with prudential norms and how to improve the compliance level. In order to 

achieve the objective of this study, the author has collected data from one of India’s leading 

cooperative banks i.e.  Urban Co-operative Bank Ltd. The survey was conducted among the 

managerial employees of Urban Co-operative Bank Ltd. The data was collected through a 

questionnaire form which comprises both qualitative and quantitative questions. The results have 

been analyzed with the help of descriptive statistics, descriptive statistic and a linear regression 

model.  The study concludes that there is a statistically significant relationship between 

prudential norms and bank performance. The study will also suggest measures to improve the 

compliance levels among cooperative banks. 

Keywords: Prudential Standards, Performance, Urban Co-Operative Bank In India, Reserve 

Bank Of India, Regulatory Structure. 

Introduction  

The Prudential Standards for Banks are a set of standardized prudential best practices that are 

intended to minimize risks in the banking sector by ensuring that banks pay attention to 

leadership, risk analysis, monitoring and governance. These standards were developed to 

improve the overall performance of banks and thereby mitigate moral hazards and increase 

financial stability. Not all bank regulatory structures use these standards, but India’s Reserve 

Bank has placed considerable emphasis on them and has incorporated specific provisions relating 

to them into their regulations (Govt Specification on Prudential Standards for Banks). The study 
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attempts to identify whether these standards have impacted the performance of Urban Co-

Operative Bank entities operating in India.  

The Prudential Standards for Banks were developed by the Reserve Bank of India (RBI) to 

enhance safety and soundness in the banking sector. These standards were developed to improve 

the overall performance of banks. The first set of Prudential Standards were first published in 

2005 as a set of best practice guidelines for bank management and board to improve risk 

management. The Prudential Standards are not enforceable by regulators but provide a 

framework for banks to follow. Exemplary compliance is monitored by the reserve bank, 

typically through on-site inspections, which typically involve interviews with senior managers, 

directors and auditors.  The Prudential Standards do not force banks to adopt these standards or 

require them to change their business. However, if a bank does not comply with these standards, 

it could be subject to sanctions by the RBI in the form of fines, suspension or closure of 

operations. 

Objectives of the study  

The study attempted to collect the view of different managerial level employees to understand 

the impact of Prudential Standards on bank performance in terms of various parameters. 

Research Methodology  

The current study is empirical, A sample size of 120 managerial levels employees of Urban Co-

Operative Bank of Maharashtra state participated in the study. All responses are collected with 

the help of structured questionnaires. All data were analyzed with SPSS 21 to provide an insight 

into the impact of Prudential Standards on bank performance in terms of various parameters. 

Literature review 

In the last two decades banking industry has been undergoing a period of change. In India, the 

same is reflected in the case of cooperative banks. Before 2005, it was uncommon to see an 

urban cooperative bank taking on growth and performance in India's credit market.  Yet this is 

exactly what the Prudential Standards and The Performance of Urban Co-Operative Bank in 
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India aimed to prove. Co-operative banks in India have a long history. These banks offer 

financial services, such as deposits, loans, and insurance services to people through a network of 

branches. In the last two decades, the cooperative banking sector has been facing a decline in 

performance. In 2005, Prudential Standard on Qualitative Growth and Performance Criteria for 

Banks was introduced not only for Scheduled Commercial Banks but also to co-operative banks 

by the Reserve Bank of India (RBI).  It was one of the first initiatives taken by RBI to bring 

transparency in the cooperative banking sector(KOLI, 2001). 

Policy changes like Prudential Standards and Performance Criteria (P&PC) has had a positive 

impact on the cooperative banking sector in India.  The performance of some of the banks has 

improved significantly in comparison with their previous years(TO & GANGADHARAN, n.d.). 

Urban Co-operative Bank Ltd. was incorporated on 27th July 1985. The bank is a financial 

services company specializing in retail banking and microfinance activities. It is an autonomous 

body governed by its Articles of Association.The bank is set up as a non-profit organization 

under the auspices of the Federation of Urban Co-operative Banks, which is affiliated with the 

CRAI, New Delhi. The Urban Coop Bank Ltd is registered with the Reserve Bank of India as an 

NBSA.As per Central Government directives, Urban Cooperative Development Bank will be 

promoted as a non-profit organization under the Federation of Urban Co-operative Banks Act, 

1973, having its primary focus on microfinance activities within urban areas(Ramkishan, n.d.) 

The bank has a network of 300 branches across all the urban centres in India. The branches are in 

various urban centres in India. The branches are in various urban centres in India including 

Delhi, Mumbai, Kolkata, Kanpur, Lucknow, Ranchi etc. The Bank is governed by its charter and 

by-laws which are registered with the Registrar of Cooperative Societies under the Ministry of 

Consumer Affairs. The bank's main operations are towards promoting housing finance activities 

among the weaker sections within the urban areas. Besides this, there is also a credit card 

division known as Universal Card Services (UCB) which provides connectivity to MasterCard 

and Visa payment network via an electronic network.  The bank has set up its microfinance 

program known as 'Rent to Own'(Das, n.d.). 

http://www.skirec.org/


 

International Journal of Marketing and Management Research 

Vol. 7, Issue 12,   December 2016, Impact Factor; 5.108    ISSN: (2229-6883) 

      www.skirec.org                                                      Email Id: skirec.org@gmail.com 

 
 

 
      

 
Page 50 

Urban Co-operative Bank Ltd. (UCBL) is a financial services company specializing in retail 

banking and microfinance activities. It is also an autonomous body governed by its Articles of 

Association. Also, UCBL's activities are regulated by the Reserve Bank of India (RBI), the 

Ministry of Consumer Affairs and the National Credit Guarantee Fund (NCGF)(Dwivedi 

&Charyulu, 2011). 

The Prudential Standards are a set of strategic guidelines for the performance of Urban Co-

Operative Bank, which were established by the Reserve Bank of India to address "the continual 

vulnerability" that these banks face.  Urban co-operative banks provide financial services to the 

citizens of India. These banks are heterogeneous, with some being concentrated in urban areas, 

while others are spread across rural areas.  The Prudential Standards apply to all Urban Co-

operative Banks (UCCBs) in India. The Prudential Standards consist of seven policy statements 

and seventeen guidelines, all of which aim to enhance the strength of these banks in meeting 

their regulatory obligations(Battaglia & Gallo, 2015).   

 

The Prudential Standards are meant to ensure that UCCBs fulfil their role as financial institutions 

without compromising on their performance. The cooperative banking sector in India is prone to 

many systemic risks.  The Prudential Standards aim to build a bank with a sound risk profile and 

stronger capital base, to mitigate the potential problems faced by the sector.  The Prudential 

Standards apply to all UCCBs, irrespective of whether they are owned by their members or held 

by an external investor(Gupta & Jain, 2012). 

These guidelines are designed to ensure consistency in the application of the policy statements.  

Each policy statement comes with a set of guidelines. The guidelines also suggest ways to gain a 

better understanding of the policies and their applications(Bezawada& Sudhir, 2013).  

The Prudential Standards have been designed to fulfil the needs of the banking sector. The 

Prudential Standards have been implemented to avoid a failure in operations by UCCBs, thereby 

ensuring a continuous smooth flow of credit and proper distribution of funds among different 

borrowers.   The Prudential Standards also detail how UCCBs can improve risk management 
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practices to ensure that they can sustain business despite downturns in the economy. The main 

aim of the policy statements is to promote sustainable growth in UCCBs(Ashturkar, 2014). 

The majority of the cooperative banks are based in rural areas. Because these banks are mainly 

located in rural areas, they receive large amounts of funds from government agencies for lending 

purposes. These banks also rely on deposits from local citizens for their day-to-day operations.  

However, due to their widespread presence, UCCBs are majorly affected by credit cycles and 

economic downturns(Jain et al., 1998).  

In the past, cooperative banks from the banking sector have faced several failures. These failures 

primarily took place because of mismanagement and lack of comprehension of regulatory 

guidelines.  To overcome these situations, RBI has issued Prudential Standards for UCCBs to 

improve the overall efficiency and performance of these banks. These guidelines also help in 

preventing a systemic crisis in case a UCCB runs into financial difficulties and is forced to close 

its operations(Ramesha, 2007). 

The Prudential Standards were issued on February 28, 2010, to improve the risk management 

practices followed by Urban Co-operative Banks (UCCBs) to protect their business from 

unexpected risks associated with defaulting loans made by them. The Prudential Standards have 

been implemented across urban cooperative banks.  The banks were given a certain period to 

apply these guidelines and also implement other essential changes to their business model to 

improve their overall risk management practices. The banks have been asked to meet certain 

financial benchmarks to improve their performance and profitability(Ramesha, n.d.).  

RBI has been monitoring the effectiveness of the Prudential Standards for over two years, since 

the inception of the framework. RBI has stated that 95% of UCCBs have already met their 

financial targets set under the Prudential Standards, while only 5% did not meet these targets by 

March 2013.  These 5% operations also faced other problems such as poor credit management 

and weak balance sheets(Suryawanshi, n.d.).  

The Prudential Standards have been effective in improving the overall business, financial and 

regulatory practices followed by UCCBs to restore their business and financial performance. 
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However, it has also been recognised that there is a need to improve the implementation of these 

standards to ensure the proper functioning of UCCBs across different states in 

India(MUKHERJEE et al., n.d.).  

The performance of Urban Co-Operative Banks (UCCBs) has been continuously monitored by 

the Reserve Bank of India (RBI).  Since the inception of the Prudential Standards, a total of 

8,388 branches have reported on their financial performance. UCCBs have been asked to report 

on their performance according to the financial benchmarks set under the Prudential Standards. 

This has allowed RBI to closely monitor and analyze the performance of UCCBs(Prakash, n.d.). 

The relationship between Urban Co-Operative Banks (UCCBs) and other lenders such as 

commercial banks and rural co-operative banks is quite different from previous generations. The 

nature of business and operations undertaken by these banks makes them vulnerable to various 

types of risks that can adversely affect their business and operations. The Prudential Standards 

were designed with these internal and external economic risks in mind.  Cooperative banks are 

an essential part of the cooperative movement(HARIBA, 2013a).  

Urban Co-Operative Banks have been categorized based on their financial strength. This 

provides a better understanding of the overall performance and business capabilities of these 

institutions. This also helps in identifying specific areas in which a bank needs to focus more to 

improve its overall performance. Urban Co-Operative Banks have been categorized based on the 

number of members they have. This categorization aims to establish whether these banks are 

owned by their members or whether they are held by an external investor. This categorization 

also helps in ensuring a more equitable distribution of funds among different borrowers for 

business purposes(Basak, 2012). 

Urban Co-Operative Banks (UCCBs), unlike rural cooperative banks (RCBs), are not allowed to 

provide financial services to individuals. UCCBs are also not allowed to run any type of financial 

business directly. The Prudential Standards require UCCBs to follow the guidelines of the "Bank 

Deposit Interest Act, 1980" (BDIA) and "The Financial Institutions (Collection of Data on 

Deposits) Rules, 1994". The BDIA was formulated by RBI to survey the following activities 

http://www.skirec.org/


 

International Journal of Marketing and Management Research 

Vol. 7, Issue 12,   December 2016, Impact Factor; 5.108    ISSN: (2229-6883) 

      www.skirec.org                                                      Email Id: skirec.org@gmail.com 

 
 

 
      

 
Page 53 

carried out by RCBs: lending, deposit taking, treasury management and investments(HARIBA, 

2013b). 

Prudential standards for Co-operative Banks 

Prudential Standards in India are under the Banking Regulation Act, 1949. The RBI lays down 

prudential norms to regulate, monitor the activities of banks to maintain a sound banking system. 

The Bank is required to adhere to Prudential norms by establishing necessary reserves and 

provisions, maintaining appropriate investments consistent with risk characteristics of asset class 

etc.,  

The regulations are minimum requirements for all banks in India. The regulations are designed to 

protect the interests of depositors, creditors and shareholders. 

The RBI has introduced prudential norms for Co-operative Banks also. The norms are designed 

to promote soundness of credit discipline in the management of financial affairs, timely recovery 

of credit facilities and maintenance of solvency position. Till 2001, regulations for cooperative 

banks were not standardized with the regulations applicable to commercial banks. This resulted 

in less stringent norms being imposed on cooperative banks compared with commercial banks.  

In 2001, it was realized by the Government and RBI that cooperative banks needed to be brought 

at par with the Commercial Banks. The RBI, in consultation with the Government of India, 

issued guidelines on State Co-operative Banks (hereinafter referred to as SCB) in February 2001 

and Non-Banking Financial Companies (NBFCs) in June 2001. The guidelines contained certain 

disclosures related to asset classification/ provisioning/ credit quality/ liquidity/ adequacy of 

capital etc., which are more stringent than the norms applicable to commercial banks. 

This resulted in less stringent norms being imposed on cooperative banks compared with 

commercial banks.  However, after the guidelines were issued, it was observed that certain other 

disclosures are more stringent for SCBs than for commercial banks. Since there is no 

standardization of the norms applicable to SCBs and commercial banks, inconsistency has 

continued. As a result, while SCB's are at par with other banks in the country in terms of their 
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disclosures regarding asset classification/ provisioning/ credit quality etc., they are not compliant 

with certain standards. 

As per Prudential standards for owner-managed Co-operative Banks are specified below: 

 There should be proper segregation of duties amongst members of Governing Body.  

 If there is a change in the structure of the board, the revised board should have 

members having appropriate qualifications and skills. 

 All person holding office in co-operative banks shall be properly qualified to hold 

that office and shall maintain a satisfactory record of his qualifications & experience. 

The Director(s) shall take all reasonable precautions to ensure that he is competent to 

discharge the responsibilities placed on him by a cooperative bank, and has adequate 

knowledge and experience, ensures that he knows his job well, understands his role 

within the bank and any specialised area within the bank for which he is responsible.  

 The staff of the bank should take all reasonable precautions to ensure that they are 

competent to discharge their duties. 

 The Board of Directors should have its meetings clearly defined, have a quorum 

required for their meetings, be consistent with the nature of the business transacted in 

the board meetings and should consider any requirement for raising funds to be 

managed by it.  

 In respect of the business relationship with the Directors / Key Managerial Personnel, 

loans should be granted on a commercial basis and these key managerial personnel 

should not have an interest in respect of loans to other directors/ key managerial 

personnel. 

 The management should ensure that a proper system for access control is in place, 

preventing unauthorized access to computerized records and processing systems.  

 The management should ensure that each unit within its organization has a cyber 

security programme that addresses issues such as Governance, Cyber Security 

Policies, Disaster Recovery or Continuity Planning, Business Continuity Planning 

Documents and Cyber Security Personnel Training.  
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 The board should establish an independent audit committee that would take care of 

the independent clause.   

 The board should clearly define the role of the audit committee, the person in charge 

of the same, etc.  

 The auditor should not accept any direct or indirect interest in the bank.  

 Management has to disclose relationships with key managerial personnel / Directors 

& their affiliates. 

Result and Discussion  

 

Demographic Profile analysis  

 

Respondentsdemographic profile shown in table 1,2,3and 4 and graphically presented in figure-

1,2,3 & 4. Table-1shows males (39.2%) took more than half of our respondents and (60.8 %) of 

them are female. Table-2 shows that the highest group of age is between 26 to 30 years old 

which is 45.0% and the second-highest age group is 31 to 35 years old which is 43.3%. In 

addition,Table-3 shows 49.2%of respondents are unmarried, 50.8% of respondents are 

married,Table-4 shows 24.2% of respondents are Junior Manager and 75.8% respondents are 

Senior Managers. 

Table 1 

Gender 

 

 Frequency Per cent Valid Percent Cumulative 

Percent 

 

Female 73 60.8 60.8 60.8 

Male 47 39.2 39.2 100.0 

Total 120 100.0 100.0  
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Figure 1 

 
 

Table 2 

Age 

 Frequency Per cent Valid Percent Cumulative 

Percent 

 

26-30 54 45.0 45.0 45.0 

31-35 52 43.3 43.3 88.3 

Less than 25 9 7.5 7.5 95.8 

More than 35 5 4.2 4.2 100.0 

Total 120 100.0 100.0  

http://www.skirec.org/


 

International Journal of Marketing and Management Research 

Vol. 7, Issue 12,   December 2016, Impact Factor; 5.108    ISSN: (2229-6883) 

      www.skirec.org                                                      Email Id: skirec.org@gmail.com 

 
 

 
      

 
Page 57 

 

 

Figure 2 

 

 

Table 3 

Marital Status 

 Frequency Per cent Valid Percent Cumulative 

Percent 

 

Married 59 49.2 49.2 49.2 

Unmarried 61 50.8 50.8 100.0 

Total 120 100.0 100.0  

 

http://www.skirec.org/


 

International Journal of Marketing and Management Research 

Vol. 7, Issue 12,   December 2016, Impact Factor; 5.108    ISSN: (2229-6883) 

      www.skirec.org                                                      Email Id: skirec.org@gmail.com 

 
 

 
      

 
Page 58 

Figure 3 

 
Table 4 

Occupational Status 

 Frequency Per cent Valid Percent Cumulative 

Percent 

 

Junior Manager 29 24.2 24.2 24.2 

Senior Manager 91 75.8 75.8 100.0 

Total 120 100.0 100.0  

 

Figure 4 
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Descriptive statistic  

Table 5 shows the descriptive statistics on Prudential standards,  from the table it is clear that the 

following points are wider influence on Prudential standards i.e Proper segregation of duties 

amongst members of Governing Body, Board members having appropriate qualifications and 

skills, The Board of Directors should have its meetings clearly defined, The staff of the bank 

should take all reasonable precautions to ensure that they are competent to discharge their duties, 

Key managerial personnel should not have an interest in respect of loans to other directors/ key 

managerial personnel, Ethical dilemma coaching aims to promote socio-ethical practice among 

junior doctors, The management should ensure that a proper system for access control is in place, 

The management should ensure that each unit within its organization has a cyber security 

programme and The board should establish an independent audit committee these points are 

having mean value more than 5 which shows these variables are wider influence on Prudential 

standards of Urban Co-Operative Bank in India. 

Table 5 

Descriptive Statistic of Prudential Standards Responses  

 Mean Std. Deviation 

Proper segregation of duties amongst members of 

Governing Body 

5.73 1.248 

Board members having appropriate qualifications and 

skills 

5.80 1.234 

The Board of Directors should have its meetings clearly 

defined 

5.87 1.390 

The staff of the bank should take all reasonable 

precautions to ensure that they are competent to 

discharge their duties 

5.85 1.171 

Key managerial personnel should not have an interest in 

respect of loans to other directors/ key managerial 

personnel 

5.82 1.115 

Ethical dilemma coaching aims to promote socio-ethical 

practice among junior doctors. 

5.89 1.269 

The management should ensure that a proper system for 

access control is in place 

5.87 1.152 
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The management should ensure that each unit within its 

organization has a cyber security programme 

5.95 1.151 

The board should establish an independent audit 

committee 

5.82 1.167 

Table 6 shows the descriptive statistics on the Performance of Urban Co-Operative Bank,  from 

the table it is clear that the following points are a wider influence on the Performance of Urban 

Co-Operative Bank of India, these variables are Net Interest Income, Non-Interest Income, Price 

of Physical Capital or Fixed Assets, Effective NPA management, Improve risk management 

Profitability. 

Table 6 

Descriptive Statistic of Performance of Urban Co-Operative Bank 

 Mean Std. Deviation 

Net Interest Income 5.84 1.353 

Non-Interest Income 5.91 1.188 

Price of Physical Capital or Fixed Assets 5.74 1.041 

Effective NPA management 5.90 1.177 

Improve risk management 5.95 1.208 

Profitability 5.94 1.132 

Valid N (listwise)   

 

 

Regression 

 

Table 7 

Model Summary 

Model R R Square Adjusted R 

Square 

Std. The error 

of the Estimate 

1 .961
a
 .924 .924 .27922 

a. Predictors: (Constant), Prudential standards 

 

Table 7 shows that the R- square (.924) is the proportion of variation in the Dependent Variable: 

Performance of cooperative bank that is explained by Prudential standards independent variable. 
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Table 8 

ANOVA 

Model Sum of 

Squares 

df Mean Square F Sig. 

1 

Regression 112.533 1 112.533 1443.382 .000
b
 

Residual 9.200 118 .078   

Total 121.732 119    

a. Dependent Variable: Performance 

b. Predictors: (Constant), Prudential standards 

The ANOVA Table 8 shows whether the proportion of variance explained is significant. It also 

states whether the overall effect of the Prudential standardson the overall performance of 

cooperative banks is significant. The Sig (or p-value) is 0.000, which is below the 0.05 level. 

Hence, it concluded that the overall model is statistically significant or that the factors of 

Prudential standardshave a significant combined effect on the overall performance of the 

cooperative bank 

Table 9 

Coefficients 

Model Unstandardized Coefficients Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 
(Constant) .282 .150  1.887 .052 

Prudential standards .958 .025 .961 37.992 .000 

a. Dependent Variable: Performance 

 

Table 9 indicates that the coefficient of Prudential standardsshows a strong relationship with the 

Performance of cooperative banks. The Prudential standards (Beta = .961, p-value = .000) is 

below 0.05. From the Beta value, it is quite clear that Prudential standardsare found to be 

established a superior relationship with the Performance of cooperative banks. 
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Conclusion  

The study argues that the adoption of Prudential Standards has had a positive impact on Urban 

Co-Operative Bank entities operating in India. The impact was concentrated in three key areas: 

increases in profitability and capital adequacy, and decreases in the cost of funds and 

provisioning for losses.  The study also finds that the impact of these standards is not uniform 

across all urban co-operative banks and that there may be a relationship between the adoption of 

Prudential Standards and vertical integration (i.e., ownership and/or control). 

This article concludes that prudential standards are the most important factor in determining the 

performance of the urban cooperative bank in India. There is also strong evidence that board 

composition, organizational size, and market orientation have a significant impact on prudential 

standards. However, mergers and acquisitions have no significant effect on performance. It is 

also concluded that there are strong correlations between prudential standard with Net Interest 

Income, Non-Interest Income, Price of Physical Capital or Fixed Assets, Effective NPA 

management, improve risk management, Profitability of cooperative bank which indicates its 

healthiness and performance. 
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