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ABSTRACT

The banking industry has developed economies and shaped the economic growth. The banking industry in India
focuses on the financial growth, regulations, and aspects specific to the Indian banks’ lending process. The
bank prefers certain kind of loan, high yield or low yield, based on the risk profile of the borrower.

The original CAMELS framework to evaluate the financial health of the bank is established in the 1970 by the
Federal Reserve. A few shortcomings like the Silicon Valley Bank failure and its CAMELS rating elaborates
some of the flaws. The CAMELS framework as used in the context of Indian Banks, now it has been used by
financial regulators in India as well. The current study builds a process on the CAMELS framework and
introduces the modified CAMELS framework (MCAMELS). Yearly MCAMELS score is compared to find out the
overall trend. Further for three specific years of 2025, 2023 and 2020, the ratings are compared with their
previous rating to find out about any significant changes.

HDFC bank as a private sector bank, SBI as a public sector bank and Ujjivan as a small finance bank are
compared to see how various factors across these banks change over the years and how these banks are
fundamentally different.

Keywords: Indian Banking Sector, CAMELS framework, MCAMELS framework, Return on Assets, Return on
Equity

1. INTRODUCTION

The banking system is the main support structure of every modern economy and plays an essential role in
ensuring the continuous circulation of money, promoting liquidity, and maintaining financial stability in the
economy. Banks perform several functions, from disbursement of credit to safeguarding deposits. They also
have pivotal role in maintaining liquidity and implementing the vision of the central bank. From 1960, all the
banks of the then princely states of India were made subsidiaries of state bank of India [1]. Over time, the
Indian banking system expanded and diversified to meet the growing developmental needs of the nation. The
nationalization of major banks in 1969 and again in 1980 was a watershed moment that aligned the sector more
closely with the objectives of planned economic development [2]. The Indian financial ecosystem is composed
of a diverse range of institutions, each serving different segments of the economy. Microfinance Institutions
(MFIs) and Small Finance Banks focus on underserved populations, particularly in rural and low-income
segments. They provide small loans, savings options, and basic financial services, empowering marginalized
groups and supporting micro-entrepreneurship where conventional banks have limited reach. Non-Banking
Financial Companies (NBFCs) are critical in extending credit to sectors often underserved by banks, including
SMEs (Small and Medium Enterprises), real estate, and consumer finance. As India continues its trajectory as a
fast-growing economy, the banking sector will remain a critical enabler of sustainable growth. Strengthening
financial stability, enhancing technological capabilities, and ensuring broader access to credit will be essential
for the sector to meet the demands of a modern, globally integrated economy. A robust, inclusive, and adaptive
banking system is therefore indispensable for achieving India’s long-term developmental goals.

The current study focuses on to understand banking sector in India, to elaborate Preference and types of lending
of banks, to study CAMELS framework used for bank ratings and to suggest the modified CAMELS framework
(MCAMELS) for scoring and valuation of Indian banks.

2. LITERATURE REVIEW

Despite gold loan being secured loans, they attract high interest rates, around 12% annually. While the collateral
reduces credit risk, operational and borrower-specific risks remain hence the higher interest rate on these loans
[3][6]- The informal sources charge a huge rate of interest of about 30%, hence MSMEs tend to turn to banks
and NBFCs which charge rates between 15-25% [4][7]. A few MSME focused NBFCs are Five star and SBFC
with annualized yield on their average AUM at 24.2% and 15% for H1 FY25 [5]. High yields compensate for
the elevated operational costs, default risks, and intensive monitoring required in this segment [8]. The low-
yield loans segments are considered lower risk due to strong collateral, higher borrower creditworthiness, or
large-scale lending relationships. While they yield lower margins, they contribute significantly to balance sheet
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stability and better asset quality [9]. The CAMELS framework is an acronym for all these various factors as C:
Capital adequacy, A: Asset Quality, M: Management, E: Earnings, L: Liquidity, and S: Sensitivity to market
risk [10] [11]. In this paper [12], authors have taken CRAR ratio, also known as CAR ratio, is a commonly
reported metric. It is used for the factor of Capital adequacy based on Business per employee to find the
management efficiency. In the paper [13], the author has used four banks to give CAMELS rating to banks, out
of which two are private (HDFC and KMB) and two are public (SBI and PNB). Small finance banks were given
a CAMELS rating. The paper has compared small finance banks on various factors within a single broad factor
[14]. The present study is based on the similar framework.

3. RESEARCH METHODOLOGY

3.1 CAMELS framework

The CAMELS framework evaluates six key components: Capital adequacy, Asset quality, Management
efficiency, Earnings, Liquidity, and Sensitivity to market risk. Among its advantages, CAMELS support
consistent monitoring and benchmarking, guiding corrective interventions to maintain financial stability. The
model encourages transparency and accountability in banks, fostering investor and depositor confidence [16]. It
has no inherent problems regarding predictive ability, in the US banks context of the crisis of 2008 [17]. The
downgrade of the composite CAMELS rating is not significantly associated with their measures of interest rate
risk exposure taken by the bank throughout the entire sample period [18]. While CAMELS remain foundational
for banking supervision by offering a broad, multi-dimensional approach and regulatory standardization, it
requires continuous enhancement to capture evolving financial risks and integrate more forward-looking
analytics.

3.2 Modified CAMELS framework (MCAMELS)
In the modified CAMELS framework (MCAMELS), the same factors are there as mentioned in the CAMELS
framework, with the only modified part is the riskiness constant.

e C: Capital adequacy, represented by CAR (capital adequacy ratio)
e  A: Asset quality, represented by slippage%
¢  M: Management, represented by Business/employee

e E: Earnings is divided into two parts. Absolute level of earnings, measured by ROA, ROE and spread, and
quality of earnings, measured by leverage and standard deviation of ROE.

e L:Liquidity, measured by the consolidated liquidity ratio.
e  S: Sensitivity to market risk, measured by Market RWA as a % of total RWA.

Factor 1- Spread is simply the difference between the yield on advances and cost of funds, a rough measure of
how much the bank keeps. The spread has 12% weightage as it gives an idea of the actual margin of the bank
and more importantly about its profitability. Factor 2 - Business/Employee refers to the sum of quarterly
average of net advances and deposits (net of inter-bank deposits). The weightage of this factor is 8% as this
factor is used to measure the management efficiency. Factor 3-ROE stands for return on equity. It is the ratio
of net profit over Networth. The weightage of ROE is 6%. The factor is used to find out the absolute level of
earnings. Factor 4 - Slippage %o is the incremental number of loans that are turning into NPAs.

The weightage of slippage parentage is 14%. Factor 5 - Leverage is total assets divided by Networth. A simple
way to calculate leverage is to take the ratio of ROE and ROA. The leverage factor has 6% weightage as it is
used to find the quality of earnings. Factor 6 — ROA stands for return on assets. It is net profit of that year
divided by average assets, as a percentage. ROA has 6% weightage. Factor 7 - Standard deviation of ROE
stands for return on equity. It is simply the net profit divided by the shareholders equity (equity and surplus).
The weightage of this factor is 12%. Factor 8 - Market RWA% is used to capture the factor of S in
MCAMELS, this study is using capital for market risk divided by total capital (sum of credit risk, market risk,
and operation risk). The weightage of this factor is 6%. Sensitivity to market risk is measured by this value.
Market RWA is market risk weighted assets. Factor 9 — CAR stands for Capital Adequacy Ratio. The risk
weight for BBB rated corporate loans is 75% and cash is 0%, since there is high risk for BBB rated corporate
loans and no risk for cash [19]. The weightage of this factor is 6%. CAR is the capital adequacy ratio; it is a
measure of the capital adequacy of the bank. Factor 10 — LCR is presented to capture the liquidity in CAMELS
framework. The weightage of this factor is 6%. LCR is the liquidity coverage ratio. Factor 11 - Riskiness
constant is a subjective factor used in the MCAMELS framework. The reason for the higher weightage, 18%,

126




International Journal of Advance and Innovative Research ISSN 2394 - 7780
Volume 13, Issue 3: July - September 2026

to this factor is to make the MCAMELS framework more forward looking and not just based on quantitative
data and historical data.

In the modified score, higher weightage has been given to Spread, Slippage %, Standard deviation of ROE and
Riskiness constant, a subjective factor. The reason for this to capture absolute profitability, stability of the bank
and forward-looking statement. The MCAMELS score should be between 1 and 10. The lower the MCAMELS
score the better the bank. The MCAMELS framework is not a final valuation metric for judging a bank, it is a
tool to help us compare banks of different sizes based on a lot of factors like profitability, stability and types of
loans given.

4. RESULTS AND DISCUSSION

4.1 Yearly MCAMELS score and ratings
After giving the scores to all the banks for a particular year, the scores are sorted in the increasing order to get a
ranking as shown in figure 1.

2017 2018 2019 2020 2021 2022 2023 2024 2025
HDFC 1 1 1 1 1 1 1 3 1
ICICI 4 4 4 5 2 2 2 1 2
AXIS 5 6 6 7 5 4 4 5 6
IDFC 3 5 8 8 9 8 10 10 10
S8l 6 7 7 6 6 6 5 4 4
CANARA I 8 9 9 10 7 £ 8 5
JANA 7 - 8 7 8
CUBK 2 2 2 < 3 5 6 6 3
AU 3 5 4 3 7 9 9
ULIVAN 3 2 8 10 3 2 7

Figure 1: The ratings of all banks over the years

A few broad trends are: HDFC has been stable in its ranking over the years. The large private banks like ICICI
and Axis initially had poor rating on account of the infrastructure loans, which improved gradually. SBI has
improved over the years on account of improving asset quality. The study considers three different years 2025,
2023 and 2020 along with their preceding years to see the trend. There is sudden improvement in the rating of
Canara bank, in this period on account of improving treasury gains and lowering credit costs as shown in figure
1. Even City Union Bank (CUBK) got its rating improved on account of growth in its main business, MSME
lending and improving asset quality compared to last year.

HDFC

2017 2018 2019 2020 2021 2022 2023 2024 2025
Yield on advances 10.21% 10.32% 10.49% 10.12% 8.92% 7.87% 8.55% 10.14% 9.24%
Cost of funds 5.15% 5.15% 5.15% 5.15% 5.15% 4.56% 4.80% 5.87% 6.21%
Spread 5.06% 5.17% 5.34% 4.97% 3.77% 3.31% 3.75% 4.27% 3.13%
Business/employee (in Cr) 14.21 16.40 17.95 18.31 20.55 20.68 20.11 22.78 24.87
Slippage % 1.53% 2.34% 2.18% 2.14% 1.61% 2.37% 1.79% 2.52% 1.29%
Leverage 9.60 9.44 9.59 8.36 8.43 8.33 8.29 8.05 7.64
ROE 18.04% 18.22% 18.22% 16.80% 16.60% 16.90% 17.40% 16.10% 14.60%
ROA 1.88% 1.93% 1.90% 2.01% 1.97% 2.03% 2.10% 2.00% 1.91%
std dev. Of ROE 0.40% 0.29% 0.38% 0.30% 0.30% 0.31% 0.31% 0.30% 0.33%
Market RWA% 6.15% 6.42% a4.75% 3.62% 6.76% 5.19% 4.45% 4.52% 0.92%
CAR 12.79 13.25 15.78 17.23 17.56 17.87| 17.13 16.79 17.69
LCR 100% 105% 118% 132% 138% 112% 116% 115% 119%
Riskiness constant 1.00 1.00 1.00 1.00 2.00 2.00 2.00 4.00 2.00

Figure 2: HDFC bank’s various factors over the years

The rating downgrade has occurred for Ujjivan small finance bank, on account of the broader stress in the MFI
segment. This is due to Ujjivan’s MFI heavy portfolio and the nature of MFI loans, which are unsecured and
little is recoverable if the person defaults. One of the worsening areas as observed must be IDFC first bank, its
rating declined from 8 to 10 as shown in figure 1. This was no structural change but rather this is due the
relative valuation of the companies. This means that if the competitors have better asset quality or other metrics
in a particular year, a particular bank get a slightly lower rating, even without having major flaws. City union
bank (CUBK) during this time fell short on the growth aspect and their asset quality deteriorated, hence its
rating has declined. During the same time, AU small finance bank (AU), witnessed its best in history growth,
supported by an improving asset quality as shown in figure 1. The decline in yield on advances from 2021 to
2023, is due to the repo rate cut happening during the time. [21]. It is shown in figure 2. HDFC (the NBFC) and
HDFC bank merger came into effect on 1st July 2023 [22]. Following that, in FY25, the yield on advances has
declined and cost of funds have increased compared to FY24. This is due to the bank taking over the housing
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loans portfolio from HDFC (the NBFC), it impacted the overall portfolio, since housing loans are typically of
lower yields. Further the reason for the increase in cost of funds is due to the borrowings of HDFC (the NBFC)
which were in the form of external borrowings like NCDs or bank loans, were at a higher rate, hence their cost
of funds also increased. The std deviation of ROE has been low and at around 0.3% over the period of 9 years,
indicating the stability of the bank. Further the riskiness constant has increased over the years on account of the
bank failing to maintain its ROE levels and losing the valuation game to ICICI bank. Despite the negatives, the
factors point to the bank being a good stable private bank, with little deviation in profitability over the years and
stability in its earnings. Further the bank has also maintained a decent slippage ratio over the years, and a good
retail loans focused portfolio indicating its prudent underwriting despite its big size. The study then looks at
SBI, spreads have increased slightly over the years, while the bank has grown more efficient over the years, as
business/employee has more than doubled from 2017 to 2025 as shown in figure 3. Further the asset quality has
been improving as seen by the declining slippage ratio. Due to increasing profitability, efficient running of the
bank, and lower slippage ratios, the riskiness of the bank has declined significantly, making it a good bank.

Looking at Ujjivan just based on spreads, makes it seem like an exceptionally good bank, but there are other
ratios that must be looked at like slippage ROA, ROE ratios. It is shown in figure 4.

2017, 2018 2019 2020[ 2021 2022 2023 2024 2025
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22.68]

>
8
8

>

8
» G E & B
2 ® B ¥ ¥

1.00 |Riskiness constant 0.00 0.00 8.00| 9.00]  8.00) 8.00| 8.00) 7.00}

Figure 3: SBI’s various factors over the years. Figure 4: Ujjivan’s factors over the years

4.2 Observations

Looking at the LCR ratios, one can see that for a particular small finance bank like Jana, this ratio is quite high.
The quantitative information on Liquidity Coverage Ratio (LCR) is shown in figure 5. The reason for the
difference is the structure of the deposits. There are callable and non-callable deposits. Callable deposits can be
broken before the end of their maturity, while non-callable deposits cannot be broken during their locking
period. In Jana’s March 2025 presentation, it is mentioned that non-callable deposits form 65% of bulk deposits.
Hence the value of these bulk deposits is not considered in the LCR calculation and hence the LCR appears
high. [25].

Small finance banks are different in a lot of terms compared to large and mid-size banks. They have higher
yield on advances, cost of funds and even ROA, but due to their asset quality problems, it affects their ROE
[71[29]. The paper [14] compared a few of the small finance banks. They found out that AU small finance bank
had the third rank while Ujjivan had the ninth rank, which is partly in accordance with the analysis of our study.
The paper [26], discussing about the accuracy of the buy side analysts in Indian markets. The approximate
accuracy of all their predictions was at 63%, over a 12-month forecasting horizon. Further the analysts also
preferred multiple based valuation to determine their target prices. In the same paper, the approach to find target
prices using Book multiples had an achievement of 64%, while that of DCF was 53%. In the paper, considering
the total number of reports analyzed by the researchers, 14.8% of all the reports analyzed by the team were
reports on financial services. Further in the same paper, the target price was met during the time (12 months)
had an achievement of 62% in the financial services sector [27] [28].
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June 30, 2023 September 30, 2023 December 31, 2023 March 31, 2024
Total Total Total Total
unweighted  Totalweighted unweighted  Totalweighted unweighted Total weighted unweighted Total weighted
value value (average) value value (average) value value (average) value value (average)
(average)* {average)* (average)* (average)*
II'JS&HM Cuattty Liquid Assets 467657 467657 471044 471044 122004 122004 551587 551587
Cash Outflows
%T:aentagﬁ?‘?:h and depm;? m 966068 65470 1013144 91451 1047754 103516 10746.06 106112
il Stable deposits 622727 31136 197260 9863 25190 1260 26964 1343
(i) Less stable deposits 343341 34334 £,15884 81588 10,22564 1,022.56 1047642 104764
3 e wolsal fndng. o 121433 11606 112649 22093 127770 50479 148345 W
i) Operational deposits (al . . . . : :
counterparties)
Egionm?onal deposits al 121473 116,06 112649 220032 127770 50479 148245 75707
(ifl) Unsecured debt - - - -
4 Secured wholesale funding 24273 24273 10889 10889 2727 2727 - -
5 Additional requirements, of which 11797 590 13302 665 13339 697 136.60 943
(i) Outflows related to derivative
exposures and other collateral - - - - - - - -
Tequirements
(i) Outflows related to loss of : : } } A A : :
funding on debt products
(iii) Credit and lquidity faclities 1797 590 13302 665 13339 697 156.60 943
& Other contractual funding obligation 17813 17813 20623 20623 7334 733 13927 13927
7. Other contingent funding obligations 4091 197 8048 390 12090 509 17750 669
8. Total cash outflows 1145475 119849 11786.55 146111 1211614 1,742.62 12,702.88 1,973.58
Cash Inflows
9. Secured lending (e.g. reverse repo) - - - - - - - -
?m from fuly performing 101213 50607 LI6L73 61339 116564 59141 11712 563,01
11 Other cash inflows 075 075 041 041 239 239 104 104
12, Total cash inflows 101288 506.82 L162.14 613.80 1168.03 595.80 1118.16 564.05
13. Total HOLA 463657 463657 471044 471044 432504 432904 5.515.87 5,515.87
14. Total Net Cash Outflows 1044187 692.67 10,624.41 84731 10,948.11 1148.82 11,584.72 1,409.53
15. Liquidity Coverage Ratio (%) 669.38% 555.93% 7682% 391.33%

Figure 5: LCR disclosure of Jana small finance bank for all quarters of FY?24 [23]
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¥ in million
Quarter ended Quarter ended Quarter ended Quarter ended
March 31, 2024 December 31, 2023 September 30, 2023 June 30, 2023
Total Total Total Total Total Total Total Total
Partoulars Unweighted | Weighted | Unweighted | Weighted | Unweighted | Weighted | Unweighted | Weighted
Value Value Value Value Value Value Value Value
(average}* (average)* (average)* | (average]* | (average) | (average)* | (average]* | (average)*
High Quality Liquid Assets
1 | Total High Quality Liquid Assets (HQLA) 56,00,648.70 477 §7,61,315.30 §0,08,831.10
Cash Qutflows
2 :ﬁ;ﬁf““?ﬁ&@sm’ 1,38.92,02950 | 11,87,026.70 | 1,24,88.211.40 | 11,47,820560 | 1,28,81,706.30 | 11,05.765.10 | 1,16,61,412.50 | 9,80,751.50
i) | Stable deposits 04334420 | 20216720 | 40200010 20100050 | 384811180 | 19240560 370770580 | 18538080
(i} | Less stable deposits 98,48,6085.30 9,84 2850 50 045820130 | 0,46820.10 913358470 | 9,13,360.50 79,53.816.70 | 7,85361.70
3 | Unsecured wholesale funding, of which: 561271630 | 355591350 | 662579200 | 36,01,248.50 | 5417,28370 | 3478479580 | 46,48,234.30 | 28,35,406.00
(i) | Operational deposits (all counterparbes)
i) | Non-operational deposits (al 543060200 | 238280010 | 543001930 | 40827580 | 522210120 | 328320740 | 45.06.705.10 | 27.53.876.30
counterparties)
(i) | Unsecured debt 17302340 | 17302340 | 19487270 | 1.8487270| 19518240 | 105.18240|  8152020| 815020
4 | Secured whalesale funding 47.119.30
5 | Additional requirements, of which 236536790 | 140436930 | 26,66,309.40 | 146540070 | 251862500 | 125145320 | 16,24,044.90 | 11,19,56570
Outflows related to derivaiive exposures -
0 | and other colaterl requ 120736770 | 1208736770 | 134584200 | 124524200 | 11,14,02880 | 111402860 | 10.24227.00 | 10,24.227.00
.. | Outflows related to loss of funding on debt
) | products -
(i) | Credit and liquidity faciliies 108800020 | 10750180 | 132048850 | 11955780 | 140450840 | 13742480 | 53081820 8533780
8 | Other contractual funding obligation 30304500 | 39304500 | 41212180 | 41212180 | 49518440 | 49518440 | 38585340 | 368585340
7 | Other contingent funding obligations 1,03 53 828 B0 4 78,208 60 078363560 | 440117580 249270010 | 3,82 88480 808158170 | 3,7540890

8 | Total Cash Outfiows 70,58,754.30 71,22828.40 67,96,01120 67 57,596.00

Figure 9: LCR disclosure of HDFC bank for all quarters of FY24 [24]

So, till now, the P/B multiple has been used. One can also use the MCAMELS framework along with the P/B
multiple for making better investing decisions. Since the P/B multiple only looks at one factor, that is the book
value, it is not holistic in its approach of valuation. Hence a better approach would be to combine the two and
use it for valuation.

5. CONCLUSION

Since the MCAMELS score considers a subjective factor, along with the earlier advantages of the CAMELS
framework, it is better at forecasting the future trajectory of the bank. This is quite against the grain that despite
being offered a better rate on a loan, people are unwilling to switch. Several factors like customer service,
reputation, different types of products have significant impact whether the customer will switch. This is one of
the reasons why HDFC bank customers do not shift in vast numbers to Ujjivan and other small finance banks,
despite higher deposit rates. One of the reasons PSU banks have an elevated GNPA ratio is due to the winding
down of the bad loans due to earlier crisis that have occurred earlier. One of the important crises visible in the
GNPA ratio trend is the 2018 infrastructure crisis. In the period preceding 2018, loans were given to
infrastructure and power companies, and there was not enough demand causing a problem. Followed by
regulatory changes during 2015, a few bad practices like “evergreening loans” came out and the NPA
recognition practices changed, hence the loans had to reported as NPA.

The top private players in the credit cards space have been increasing their new cards issuance aggressively.
There have also been concerns related to the increased debt burden among consumers, with access to easy
credit, incentives in online spending, is leading people to accrue high interest debt. In the MCAMELS
framework, for finding the Liquidity (L) factor rating, the study considers the consolidated LCR instead of the
standalone LCR. One of the issues with this approach is that some of the established banks have subsidiaries
like Axis bank has Axis securities and Axis capital. Due to various features and products offered by these
subsidiaries, these subsidiaries also get a lot of business and hence their contribution is significant, but it isn’t
enough to change the entire LCR ratio by a large number, hence it could be used as a good substitute.
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