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Abstract 
 
The financial institutions play vital role for the growth of financial sectors, and it can grow 

by satisfy its customer’s desires through its financial products. The bank will be attempt to its main 
objectives from innovation in financial services with the help of the customer’s circumstances. 
Where the customers satisfy with their expected product in bank, then bank will play significant 
role to attract existing and potential customers later achieve its objectives. While investing in 
financial institutions investors will focus on fundament analysis with help of the financial 
performance and financial positions ratio in respected banks.  The last 7-8 years have been more 
variation for not only the Indian economy, but also for the all over the world economy. 

The banking sector has always been one of the important sectors for investment. In the time 
of uncertainty, when some are arguing that the economies are in the process of recovery, and while 
others are opining that the world is set for another recession soon, the present article attempted to 
study the fundamentals of the banking sector in India. The article considered the different variables 
like a ratios for a period of 8 years from 2006-07 to 2013-14 for major three banks in India-
SBI,ICICI bank and HDFC bank. The paper also compared the fundamentals of SBI, ICICI Bank and 
HDFC Bank. 

Keywords: net operating margin, net profit margin, return on equity, earning for share, 
price earnings ratio, Dividend per share, dividend payout ratio in banking sectors.  

 

INTRODUCTION:   
 
Investment is the sacrifice of certain present value for the uncertain future rewards. It 

entails arriving at numerous decisions such as type, mix, amount, timing, grade etc. of investment 
and disinvestment. Further, such decision-making has not only to be continuous but rational too. 
Broadly speaking, an investment decision is a tradeoff between risk and return. All investment 
choices are made at points of time in accordance with the personal investment ends and in 
contemplation of an uncertain future. Since investment in securities are revocable, investment ends 
are transient and investment environment is fluid, the reliable bases for reasoned expectations 
become more vague as one conceives of the distant future. Investors in securities will, therefore 
from time to time, reappraise and revaluate their various investment commitments in the light of 
new information, changed expectation and ends. 

The period between 2006 and 2014 can be said to be a crucial time period for the whole 
world economy when lots of ups and downs occurred. The world economy was doing very well, and 
suddenly, there was a financial crisis throughout the world post the collapse of the Lehman 
Brothers. Now, the world economy is going through the recovery process. Without a sound financial 
system, economic development is not possible. Further more. A sound economic system needs a 
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well-developed economy. The financial sector plays an important role in the economy of any nation. 
A well-regulated and well-developed financial sector is vital to achieving the most basic need of 
efficient allocation of scarce resources. Without a sound and effective banking system, India cannot 
have a healthy economy. The banking system of India should not only be able to meet new 
challenges posed by technology and any other external and internal factors. For the past three 
decades, India’s banking system has several outstanding achievements to its credit. The most 
striking is its extensive reach. It is no longer confined to only metropolitans or cosmopolitans in 
India. In fact, the Indian banking system has reached even the remote corners of the country. This is 
one of the main reasons of India’s growth process (Jadhav, 2011). 

Despite the challenges due to both domestic and international developments, the 
performance of India banks has remained robust during the past few years. The resilience of the 
banking sector can be ascertained from the improvement in the capital base, asset quality, and 
profitability. The profitability of the scheduled commercial banks (SCBs) has shown improvement 
both in terms of return on assets (ROA) and return on equity (ROE) simultaneously, both gross and 
net NPA ratios declined in comparison in the past few years. 

Fundamental analysis is the process of business at a business at the basic or fundamental 
financial level. This type of analysis examines key ratios of a business to determine its financial 
health and gives an idea regarding the worth of the stock. To make successful investment in stocks, 
one needs to understand the direction and velocity of the company carefully. Velocity means the 
speed and distance a company achieves over time, this may be earnings, profit, sales or margin. On 
the other hand, direction indicates the way the company is going, up or down. In this paper, an 
effort is made to carry out a fundamental analysis of the banking sector in India by taking three 
banking companies which are listed on the Sensex. This will give us an ideas as to the direction and 
velocity of the banking sector in India in general (Reserve Bank of India, 2012). 

 
LITERATURE REVIEW:  
 
Mishra, Sarma, and avadhanam (2011) found that banks and financial institution in India 

have experienced a phenomenal change in the levels of competition after the advent of 
liberalization in the 90s and the entry of private players.  

 
Mandala and Sahoo (2011), in their study of the performance of the Indian banking sector 

during the post transition period (1997-2005), suggested that the nationalized banks are yet to 
exercise their cost minimizing principles as compared to other banks.   

 
Cheema and Aggarwal (2002) found that commercial banks operating in India were 

operating below the average level of efficiency score. He also observed that the efficiency of private 
sector banks as a group is paradoxically lower than that of public sector banks in India. 

 
OBJECTIVES OF STUDY:     
                                                                      

1. To analyse the profitability position of the selected financial Institutions.  
2. To make a comparative analysis among the fundamental of the sample banks. 

HYPOTHESES: 
HO: there is no significant difference between the selected variables of the 

sample companies. 
H1: there is a significant difference between the selected variables of the sample 

companies.   
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RESEARCH METHODOLOGY 
 

1. Sample: the present study is descriptive and analytical in nature. The sample consists of 
three banking companies chosen from the BSE Sensex. The banking companies which are a 
part of the BSE Sensex are the state bank of India (SBI), the industrial credit and Investment 
Corporation of India (ICICI), and the Housing development finance corporation ltd. (HDFC). 

2. Key variables: the variables which have been considered in the study are operating profit 
margin (OPM), net profit margin(NPM), return on equity (RoE), earnings per share (EPS), 
price-earnings ratio (PER), dividends per share(DPS), and dividend payout ratio (DPR). 

3. Time period: the period of the study is from 2006-07 to 2013-14. 
4. Source of Data: the data on key variables was compiled from the annual reports of the 

respective banks. 
5. Statistical Tools: the statistical tools that have been used in this study include arithmetic 

mean, standard deviation, compound annual growth rate (CAGR), and one-way analysis of 
variance (ANOVA) 

Data analysis and interpretation  
 
Table 1. Operating Profit Margin (OPM) 
Year   SBI   ICICI     HDFC 
2006-07 22.09 15.68 31.4 
2007-08 22.74 24.65 30.37 
2008-09 23.42 29.43 26.39 
2009-10 21.31 29.33 31.9 
2010-11 26.06 27.74 31.84 
2011-12 28.06 21.37. 27.19 
2012-13 66.22 73.01 63.17 
2013-14 62.11 70.72 66.87 
Average 34 32.81 38.64 
SD 17.56 26.34 15.37 
Source: Annual report of SBI, ICICI, and HDFC 

The operating profit margin is a ratio of operating profit to total revenue. It indicates the 
effectiveness with which a company controls the cost and expenses associated with their normal 
business operations. The table 1 shows the operating profit margin of the selected companies for 
the last 8 years. From the table 1, we can clearly see that the average OPM of SBI is the highest 
among all the three banks, followed by HDFC bank, and ICIC bank. So, SBI has been the most 
successful in controlling the cost and expenses of operation. Standard deviation measures the 
degree of variability. It indicates that the OPM of ICICI bank has the highest degree of variability, 
whereas HDFC bank has the lowest degree of variability;. The operating profit margin of the 
sample companies was also compared and tested by using the following hypothesis: 

 

One –way ANOVA for OPM 
Source of Variation SS df MS F P-value F crit 

Between 
Groups 86.27253333 2 43.13627 0.115463 0.891515 3.4668 

Within 
Groups 7845.463863 

2
1 373.5935    

Total 7931.736396 23     

Sources: Microsoft Office Excel 2007. 
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 H01: there is no significant difference between the operating profit margin of SBI, ICICI 
Bank, and HDFC Bank. 

  As the calculated value (0.115463) is greater than the critical value (3.4668) at the 5% 
level of significance in the above table, the null hypothesis (H01) Is accepted, and hence, it can be 
concluded that there is a significant difference between the operating profit margin of SBI,ICICI 
Bank, HDFC Bank.       

 
Table 2. Net Profit Margin (NPM) 
Year SBI ICICI HDFC 
2006-07 10.03 10.75 13.98 
2007-08 11.67 9.71 12.83 
2008-09 11.93 10.5 11.44 
2009-10 10.66 12.13 14.63 
2010-11 8.5 15.79 16.18 
2011-12 9.73 16.14 15.93 
2012-13 10.39 17.19 16.05 
2013-14 7.03 17.97 17.28 
Average 9.99 13.77 14.79 
SD 9.84 3.11 14.51 
Source: Annual report of SBI, ICICI, and HDFC. 

Net profit margin is the ratio of net profit to total revenue earned by a company. This indicates 
how much a company is able to earn after meeting all direct and indirect expenses for every rupee 
of revenue. The net profit of the selected banks is depicted in the table 2. From the table 2, it is clear 
that HDFC Bank earned Rs 14.79 for every Rs 100 of total revenue followed by ICICI Bank and SBI. 
So, it is HDFC Bank which scores over the other two banks as far as the net profit margin is 
concerned. The net profit margin of the sample companies was also compared and tested using the 
following hypothesis as stated below: 

 
One –way ANOVA for NPM 

Source of Variation SS Df MS F P-value F crit 
Between 

Groups 102.2392 2 51.11962 8.725533 0.001745 3.4668 
Within 

Groups 123.0311 21 5.858624    
Total 225.2703 23     
Sources: Microsoft Office Excel 2007.  
 

 H02: there is no significant difference between the net profit margin of SBI, ICICI Bank, 
HDFC Bank. 

As the calculated value (8.725533) is lower than the critical value (3.4668) at the 
5% level of significance, the null hypothesis (H02) is rejected, and hence, it can be 
concluded that there is no significant difference between the net profit margin of SBI, ICICI 
Bank, and HDFC Bank. 
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Table 3. Return On Equity (ROE) 
YEAR SBI ICICI HDFC 
2006-07 14.27 13.17 19.4 
2007-08 17.82 8.94 16.05 
2008-09 15.07 7.58 16.12 
2009-10 14.04 7.79 16.8 
2010-11 12.84 9.35 16.52 
2011-12 15.72 11.20 18.69 
2012-13 15.43 13.10 20.34 
2013-14 10.03 14.02 21.84 
SD 14.40 10.64 18.22 
Average 2.14 2.40 2.02 
Source: Annual report of SBI, ICICI, and HDFC. 
 

ROE is a ratio of earnings after taxes and preferred dividend  dividend to owners equity. It 
indicates how much profit is generated using the owners capital. The return on equity of the 
selected banking companies for the last 8 years is depicted in the Table 3. From the table 5, it is 
clear among all the  banks, it is HDFC Bank which has the highest average ROE at 18.22% followed 
by SBI and ICICI Bank at14.40% and 10.64%respectively. As far as the variability is concerned, ICICI 
Bank has the highest standard deviation of 2.40. the degree of variability is least in case of HDFC 
Bank. The return on equity of the sample banks was also compared and tested using the following 
hypothesis: 

 
One-way ANOVA for ROE 

Source of Variation SS Df MS F P-value F crit 
Between 

Groups 
229.6029 2 114.8014 20.76627 1.06E-05 3.4668 

Within 
Groups 

116.0935 21 5.528264    

Total 345.6964 23     
Sources: Microsoft Office Excel 2007 

 HO3:  there is no significant difference between the return on equity of SBI, ICICI Bank, and 
HDFC Bank. 

As the calculated value (20.76627) is the higher than the critical value (3.4668) at the 5% level  
of significance, the null hypothesis (HO3) Is rejected and hence, it can be concluded that there is a 
significant difference between the return on equity of SBI, ICICI Bank, and HDFC Bank.  

Table 4. Earnings Per Share 
YEAR  SBI ICICI HDFC 
2006-07 86.1 34.59 36.3 
2007-08 126.62 37.37 46.2 
2008-09 143.77 33.76 52.9 
2009-10 144.37 36.14 67.6 
2010-11 130.16 45.27 85 
2011-12 173.13 56.09 22.01 
2012-13 206.20 72.17 28.27 
2013-14 145.88 84.95 35.34 
Average 144.53 50.04 46.70 
SD 32.72 18.11 50.38 
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Source: Annual report of SBI, ICICI, and HDFC 
  EPS indicates how much earning is being generated for each share. It is the ratio of earning 

available to an equity shareholder to the total number of outstanding equity shares.  Higher the 
EPS, the greater id the profitability of the company.  The earning per share of the selected three 
banking companies is shown in the Table 4. From the Table 4, We can see that average EPS of SBI is 
very high as compared to HDFC Bank and ICIC Bank.  For almost all the companies, the EPS has 
grown over the last 8 years.  The degree of variability is least in case of ICIC Bank, whereas, it is the 
highest in case of SBI. The earnings per share position of the sample companies was also compared 
and tested using the following hypothesis as stated below: 

 
One-way ANOVA for EPS 

Source of Variation SS Df MS F P-value F crit 
Between 

Groups 49374.97 2 24687.48 36.19177 1.57E-07 3.4668 
Within Groups 14324.73 21 682.1298    
Total 63699.69 23     
Sources: Microsoft Office Excel 2007. 
 

 HO4: There in no significant difference between the EPS of SBI, ICIC Bank, and HDFC Bank.    

            As the calculated value (36.19177) is higher than the critical value (3.4668) at the 5% 
level of significance (Above Table), the null hypothesis (H04) is rejected m and hence, it can be 
concluded that there is a significant difference between the earnings per share of SBI, ICIC Banks, 
and HDFC Bank.  

Table 5. Price Earnings Ratio 
YEAR SBI ICICI HDFC 
2006-07 11.51 26 26.29 
2007-08 12.63 21.4 28.8 
2008-09 7.42 10.3 18.42 
2009-10 14.4 27.5 28.62 
2010-11 16.54 25.9 27.59 
2011-12 12.32 15.82 24.39 
2012-13 10.05 14.48 22.08 
2013-14 13.15 14.66 21.19 
Average 12.25 21.15 24.67 
SD 2.57 20.29 3.57 
Source: Annual report of SBI, ICICI, and HDFC. 
The price –earnings ratio is the ratio of the market price per share to earnings per share.  It 

indicates the responsiveness between earning capacity and share price in the market.  The P/E 
ratio position of the sample banking companies is depicted in the Table 9.  From the Table 5, we 
observe that the average P/E ratio of HDFC Bank is higher as compared to ICICI Bank and SBI.  It 
indicates that there is higher degree of responsiveness between the earning capacity and market 
share price in case of HDFC Bank as compared to SBI and ICICI Bank.  However,  the degree of 
variability is highest in case of ICICI Bank followed by HDFC Bank and SBI.  The price – earnings 
ratio position of the sample companies was also compared and tested using the following 
hypothesis as stated below: 
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One-way ANOVA for PER 

Source of Variation SS 
 

Df MS F P-value F crit 

Between Groups 
6

22.0972 2 311.0486 14.48544 0.000111 3.4668 
Within Groups 450.9369 21 21.47319    
Total 1073.034 23     
Sources: Microsoft Office Excel 2007. 
 

 HO5: There is no significant difference between the PER of SBI, ICICI Bank HDFC Bank. 

As the calculated value (14.48544) is higher than the critical value (3.4668) at the 5% of 
significance (Above Table), the null hypothesis (HO5) is rejected, and hence, it can be concluded 
that there is a significant difference between the price –earnings ratio of SBI, ICICI Bank, and HDFC 
Bank.:  

Table 6. Dividend Per Share 
YEAR SBI ICICI HDFC 
2006-07 14 10 7 
2007-08 21.5 11 8.5 
2008-09 29 11 10 
2009-10 30 12 12 
2010-11 30 14 16.5 
2011-12 35 16.50 4.30 
2012-13 41.50 20 5.50 
2013-14 30 23 6.85 
Average 28.87 14.68 8.83 
SD 29.67 4.43 3.69 
Source: Annual report of SBI, ICICI, and HDFC. 

The dividend per share is the ratio of dividend paid and the total number of outstanding 
shares.  The higher the DPS, the higher are the earnings for the shareholders.  The DPS position of 
the sample banking companies is depicted in the Table 6. Form table11, we can see that average 
DPS of SBI is highest among all the three banks, followed by the DPS for ICICI Bank and HDFC Bank. 
As far as the variability is concerned, the DPS of ICICI Bank shows the least variability, followed by 
HDFC Bank, and SBI.  The DPS position of the sample companies was compared and tested using the 
following hypothesis as stated below: 

 
One-way ANOVA for DPS 

Source of Variation SS Df MS F P-value F crit 
Between 

Groups 
1699.554 2 849.777 24.01539 3.7406 3.4668 

Within Groups 743.0784 21 35.38469    
Total 2442.632 23     
Sources: Microsoft Office Excel 2007. 
 

 HO6: There is no significant difference between the DPS of SBI, ICICI Bank and HDFC Bank. 

As the calculated value (24.01539) is higher than the critical value (3.4668) at the 5 % level 
of significance (above Table), the null hypothesis (HO6) is rejected and hence, it can be concluded 
that there is a significant difference between the DPS of SBI, ICICI Bank, and HDFC Bank. 
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Table 7. Dividend Payout Ratio 
YEAR SBI ICICI HDFC 
2006-07 16.22 28.91 19.28 
2007-08 20.18 29.435 18.40 
2008-09 20.19 32.56 18.90 
2009-10 20.78 33.2 17.76 
2010-11 23.05 30.93 19.41 
2011-12 20.06 32.82 20.54 
2012-13 20.12 27.71 19.46 
2013-14 20.56 27.07 19.38 
Average 20.14 3.33 19.14 
SD 1.75 2.24 0.77 
Source: Annual report of SBI, ICICI, and HDFC. 
The dividend payout ratio expresses the relationship between dividends per share and 

earnings per share.  It indicates as to what percentage of earnings are being distributed to the 
shareholders.  The dividend payout ratio position of the sample companies is depicted in the 
Table 7.  From the Table 7, it can be inferred that the DPR of ICICI Bank is the highest at 30.33% 
followed by SBI and HDFC Bank (during the time period of the last 8 years).  The standard 
deviation is lowest in case of HDFC Bank, indicating that there is greater stability as far as 
dividend payout ratio is concerned.  The DPR position of the sample companies was also 
compared and tested using the following hypothesis as stated below: 

 
One –way ANOVA for DPR 

Source of Variation SS Df MS F P-value F crit 
Between 

Groups 613.3701 2 306.6851 92.85596 3.73E-11 3.4668 
Within 

Groups 69.35889 21 3.302804    
Total 682.729 23     
Sources: Microsoft Office Excel 2007. 
 
 HO7: There is no significant difference between the DPS of SBI, ICICI Bank, and HDFC 

Bank.  

As the calculated value (92.85596) is greater than the critical value (3.4668) at the 5% level 
of significance, (Above Table), the null hypothesis (HO7) is rejected, and hence, it can be concluded 
that there is a significant difference between the DPR of SBI, ICICI Bank, and HDFC Bank. 

Table 8. Compound Annual Growth Rate (CAGR): 
 SBI ICICI HDFC 
OPM 13.79% 20.72% 9.91% 
NPM -4.35% 6.63% 2.68% 
ROE -4.31% 0.78% 1.49% 

EPS 6.76% 11.89% -0.34% 
PER -6.91% 1.68% -2.66% 
DPS 9.99% 10.97% -0.27% 

DPR 3.01% -0.82% 0.06% 
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        The compound annual growth rate is the year-over-year growth rate over a specified 
period of time. It is calculated using the following  formulae : 

                                                                            
                                                                           1 
 
                                                                 -------------            
                    Ending Value                        # of years  
CAGR =     ------------                                                                                   ------     1   
                    Beginning Value                       
       

 
 
 
CAGR is the best formula for evaluating how different parameters have performed over 

time.  Investors can compare the CAGR in various parameters in order to evaluate how well one 
company has performed against others in a peer group.  The compound annual growth rates of 
various parameters considered in the study are depicted in the Table 8.  

 From the Table 8, we see that the CAGR in OPM is highest for ICICI Bank, followed by SBI 
and HDFC Bank. CAGR in NPM is negative for SBI.  Another important point to note is that CAGR in 
ROE is negative in ICICI Bank HDFC bank. SBI has the highest CAGR in EPS and DPS as compared the 
other two banks. CAGR in price –earnings ratio is negative for both HDFC Bank and ICICI Bank. 

 

Finding: 
 
            From the point of view investment decisions, fundamental analysis is quite 

significant.  It provides an insight into the economic performance of a business enterprise.  The 
main finding of the study is as follows:    

1.  SBI performed better than other banks on the parameters like EPS and DPS. 
2.  ICICI Bank paid the highest proportion of its earnings as dividend to shareholders. 
3. HDFC Bank scored over the other two banks on the parameters like OPM, NPM, ROE, and 

PE ratio. 
4. There was a significant difference between OPM,  ROE, EPS, DPR DPS and PER of the three 

banks.  
5. CAGR in ROE was negative for ICICI and  HDFC Banks 
6. For HDFC Bank, CAGR is negative for all parameters except NPM and PER. 
7. For ICICI Bank, the highest CAGR was in highest CAGR was in DPS and NPM. 
8. For SBI, the highest CAGR was in DPS and EPS. 

Suggestions:  
 

1. Operating profit margin is more return in HDFC Bank, and more risk in ICICI Bank. 
2. Net profit margin is risk and return is HDFC Bank in higher than the ICICI Bank, and SBI 

Bank.  
3. Return on equity in return is lower performance of ICICI Bank in HDFC Bank and SBI Bank, 

risk is     lower performance in HDFC Bank in ICICI Bank and SBI Bank. 
4. Earnings per share Is more preference for HDFC Bank because HDFC Bank return is lower 

than the other two banks, and more preference of ICICI Bank because ICICI Bank risk is 
lower than the other two banks also mire preference of HGFC Bank and ICICI Bank.   

5. Price earnings ratio is risk and return is more performance of SBI Bank because is lower 
value is risk and return is SBI Bank. 
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6. Dividend per share is more performance of HDFC Bank because HDFC Bank is lower value 
of risk and return is there. 

7. Dividend payout ratio is also same performance of HDFC Bank because risk and return is 
lower value than the other two banks. 

8. Compound annual growth rate is not bad in EPS, DPS, and DPR. 

Conclusion: 
 
The fundamental analysis of the banking sector in India is compare to three banks SBI Bank, 

ICICI Bank, and HDFC Bank. These three banks is analyzing the operating profit margin(OPM), net 
profit margin (NPM),return on equity (ROE), earnings per share (EPS), price earnings ratio (PER), 
dividends per share (DPS), dividend payout ratio (DPR). And last finalising the all items calculation 
is compound annual growth rate is finally.  The first rank goes to  ICICI Bank because compound 
annual growth rate is higher than the three banks, and next second rank goes to the SBI Bank 
because CAGR is medium higher than the other three banks, and finally third rank goes to HDFC 
Bank is most lower than the other three banks. 
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