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LOAN ASSETS CLASSIFICATION OF SCHEDULED COMMERCIAL BANKS IN INDIA

M. ANBALAGAN
HEAD
DEPARTMENT OF COMMERCE
SRI KALISWARI COLLEGE (AUTONOMOUS)
SIVAKASI

ABSTRACT
Indian banking sector is facing a serious problem of NPA. The extent of NPA is comparatively higher in public sectors banks. To improve the efficiency and
profitability, the NPA has to be scheduled. Various steps have been taken by government to reduce the NPA. It is highly impossible to have zero percentage NPA.
But at least Indian banks can try competing with foreign banks to maintain international standard. The study observed that there is increase in advances over the
period of the study. It is found on the basis of analysis that there is considerable development in the management of nonperforming assets in India. The study
finally viewed that the prudential norms and other schemes has rushed banks to improve their performance and accordingly resulted into orderly down of NPA as
well as enhancement in the financial strength of the Indian banking structure.

KEYWORDS

loan asset classification, commercial banks.

INTRODUCTION

he formal banking system in India comprises the Reserve Bank of India (RBI), Commercial Banks, Regional Rural Banks and the Co-operative banks. In the

recent past, private non-banking finance companies also have been active in the financial system, and are being regulated by the RBI. The Scheduled

Commercial Banks (SCBs) consist of 28 Public Sector Banks (PSBs), 31 Private Sector Banks (Pvt.SBs), and 31 Foreign Banks. They have a combined
network of over 53,000 branches and 17,000 Automatic Teller Machines. According to a report by International Credit Rating Agency (ICRA) Limited, a rating
agency, the PSBs hold over 75 per cent of total assets of the banking industry, with the private and foreign banks holding 18.2 per cent and 6.5 per cent
respectively. Almost 80 per cent of the businesses are still controlled by PSBs. They are still dominating the commercial banking system. Shares of the leading
PSBs are already listed on the stock exchanges. The PSBs will play an important role in the industry due to its number of branches and foreign banks facing the
constraint of limited number of branches. Hence, in order to achieve an efficient banking system, the obligation is on the Government to encourage the PSBs to
be run on professional lines. The RBI has given licences to new Pvt.SBs as part of the liberalisation process. The RBI has also been granting licences to industrial
houses. Many banks are successfully running in the retail and consumer segments but are yet to deliver services to industrial finance, retail trade, small business
and agricultural finance. Foreign banks have been operating in India for decades with a few of them having operations in India for over a century. The number of
foreign bank branches in India has increased significantly in recent years since RBI issued a number of licenses - well beyond the commitments made to the
World Trade Organisation. The presence of foreign banks in India has benefited the financial system by enhancing competition, resulting in higher efficiency.

STATEMENT OF PROBLEM

Increased competition, new information technologies and thereby declining processing costs, the erosion of product and geographic boundaries, and less
restrictive governmental regulations have all played a major role for PSBs in India to forcefully compete with Private and Foreign Banks. It has become very
mandatory to study and to make a comparative analysis of services of SCBs. This analysis explores an empirical approach to the analysis of loan assets
classification of SCBs in India. As per the guidelines issued by RBI loan assets of banks are classified in to four categories i.e. standard assets, sub-standard assets,
doubt full assets, and loss assets. Standard assets being the good quality of loan assets on the other hand sub-standard assets, doubtful assets, and loss assets
put together constitutes non-performing assets.

REVIEW OF LITERATURE

Rao (2002) concluded that the Indian banking system has transformed itself from banking to the international banking. Regulations are forcing the banks to
adopt better operational strategies and upgrade their skills. The system requires a combination of new technologies, well-guarded risk and credit appraisal,
treasury management, product diversification, internal control, external regulation as well as skilled human resources to achieve the heights of the international
excellence to play its role critically in meeting the global challenges.

Reddy and Reddy (2003) are of the view that the new challenges faced by the banks are forcing to attempt all new things with the same old rigid structure and
system. What required is more managerial and administrative freedom to the management with commensurate and result oriented accountabilities. They
stressed that the banks should move towards professional banking with requisite freedom to operate freely in the market within the regulatory and prudential
framework prescribed by the Reserve Bank of India.

Muniappan (2003) focused on two areas - firstly, challenges faced by the banks and secondly, the management of these challenges. Every aspect of the
functioning of the banking industry, be it profitability, NPA management, customer service, risk management, HRD, etc. has to undergo the process of
transformation of aligning with the international best practices. He concluded that the future of Indian banking system needs a long term strategy, which would
broadly cover areas like structural aspects, business strategies, prudential control systems, integration of markets technology issues, credit delivery mechanism,
information sharing, etc.

Arora and Kaur (2006) stated that banking sector in India has given a positive and encouraging response to the financial sector reforms. Entry of new private
banks and foreign banks has shaken up public sector banks to competition. Changing financial scenario has opened up opportunities for the banks to expand
their global presence through self-expansion, strategic alliances, etc. Banks are diverting their focus on retail banking so as to attain access to low cost funds and
to expand into relatively untapped potential growth area.

Sinha (2006) considered the three alternative paradigms - values at risk, expected shortfall and expected excess loss, which may be used to determine the
regulatory capital. Furthermore, it outlined the Indian banking scenario in respect of capital adequacy for the period 1996-97 to 2002-03. The results also
showed that Tier | capital of Indian commercial banks is positively related to operating efficiency and has negative relationship with NPA ratio. But no definite
relationship between the CAR and bank size could be determined from the analysis.

Karunakar, Vasuki and Saravanan (2008) said that economic reforms initiated by the then finance minister and present prime minister of India Dr. Manmohan
Singh would have been remained incomplete without the overhaul of Indian banking sector. The problem of losses and lower profitability of Non-Performing
Assets (NPA) and liability mismatch in banks and financial sector depend on how various risks are managed in their business. An attempt is made in the study to
examine what is NPA? What are the factors contributing to NPA, the magnitude of NPA, reasons for high NPA and their impact on Indian banking operations?
The lasting solution to the problem of NPAs can be achieved only with proper credit assessment and risk management mechanism.

Misra and Dhal (2010) analyzed the pro-cyclicality of bank indicators with a focus on the non performing loans (NPAs) of India"“s public sector banks. The analysis
demonstrates that banks NPAs are influenced by three major sets of factors, i.e., terms of credit, bank specific indicators relating to asset size, credit orientation,
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financial innovations (non-interest income) and regulatory capital requirement and the business cycle shocks. The study found that the terms of credit variables
such as interest rate, maturity and collateral and bank specific variables had significant effect on the banks' non-performing loans in the presence of macro-
economic shocks.

From the above review of literatures, the researcher comes to a conclusion that there is a need to study the loan asset classification of scheduled commercial
banks in India.

OBIJECTIVES OF STUDY

The main objectives of this analysis are as follows:

. To find out trends in loan assets classification

. To find gross non-performing assets on total advances

ANALYSIS AND RESULTS

The following ratios are calculated to identify the loan assets classification of SCBs in India during the study period from 2006 to 2012.

. Ratio of Standard Assets to Total Advances

. Ratio of Sub-Standard Assets to Total Advances

. Ratio of Doubtful Assets to Total Advances

. Ratio of Loss Assets to Total Advances

. Ratio of Gross Non-Performing Assets to Total Advances

RATIO OF STANDARD ASSETS TO TOTAL ADVANCES

A standard asset is a performing asset. Standard assets generate continuous income and repayments as and when they fall due. Such assets carry a normal risk
and are not NPA in the real sense. So, no special provisions are required for Standard Assets. Table 1 shows the ratio of standard advances to total assets of
commercial banks in India during the study period.

TABLE -1: RATIO OF STANDARD ASSETS TO TOTAL ADVANCES

Year Public Sector Banks | Private Sector Banks | Foreign Banks
2006 | 96.10 97.40 97.90
2007 | 97.20 97.60 98.10
2008 | 97.70 97.30 98.10
2009 | 97.90 96.80 95.70
2010 | 97.70 97.00 95.70
2011 | 97.70 97.50 97.50
2012 | 96.80 97.90 97.30
Mean | 97.30 97.36 97.19
SD 00.67 00.31 01.16
Ccv 00.69 00.32 01.19

Source: Off-site returns (domestic) of banks, Dept. of Banking Supervision, RBI

Banks

Foreign

mcv
mSD

Private
Sector
Banks

B Mean

Public
Sector
Banks

0 20 40 60 80 100

Table 1 shows the ratio of standard assets to total advances of public sector banks, private sector banks and foreign banks during the study period. For PSB, this
ratio ranges between 96.1 per cent in 2006 and 96.80 per cent in 2012 with an average of 97.30 per cent. The minimum and maximum percentage of this ratio is
registered as 96.10 per cent in 2006 and 97.90 per cent in 2009 respectively. It maintains equal percentage of 97.70 during 2008, 2010 and 2011. The ratio of
standard asset to total advances of Pvt.SBs varies between 97.40 per cent in 2006 and 97.90 per cent in 2012 which is the maximum percentage during the study
period. It has the highest average of 97.36 per cent while comparing with other sector banks. The Pvt. SBs achieved a minimum of 96.8 per cent during 2009.
While observing the data relating to foreign banks, this ratio lies between 97.90 per cent in 2006 and 97.30 per cent in 2012 with the lowest average of 95.70
per cent during 2009 and 2010 and a maximum of 98.10 per cent during 2007-08.

The ratio was more heterogeneous in terms of dispersion for Foreign Banks (C. V. 1.19 per cent) followed by PSBs (C.V. 0.69 per cent) and less consistent for
Pvt.SBs (C.V. 0.32 per cent).

RATIO OF SUB-STANDARD ASSETS TO TOTAL ADVANCES

All those assets (loans and advances) which are considered as non-performing for a period of 12 months are called as Sub-Standard assets. Table 2 shows the
ratio of sub-standard assets to total advances of commercial banks in India during the study period.
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TABLE -2: RATIO OF SUB-STANDARD ASSETS TO TOTAL ADVANCES

Year Public Sector Banks | Private Sector Banks | Foreign Banks
2006 | 1.10 0.80 1.00
2007 | 1.00 1.10 1.10
2008 | 1.00 1.50 1.20
2009 | 0.90 2.00 3.50
2010 | 1.10 1.50 2.90
2011 1.10 0.60 0.90
2012 1.70 0.60 0.90
Mean | 1.13 1.16 1.64
SD 1.13 1.21 1.73
Ccv 1.15 1.22 1.83

Source: Off-site returns (domestic) of banks, Dept. of Banking Supervision, RBI
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It is clear from the above Table 2 that the ratio of sub-standard assets of PSBs to total advances varies between 1.10 per cent in 2006 to 1.70 in 2012 with lowest
average of 1.13 per cent during the study period. This ratio is constant (1.1 per cent) during 2006, 2010 and 2011. This percentage is minimum of 0.90 per cent in
2009 and maximum of 1.70 per cent in 2012. While observing this ratio for Pvt.SBs, it has an average of 1.16 per cent during the study period. This ratio lies
between 0.60 per cent in 2011 and 2012 and 2 per cent in 2009. The average of Foreign Banks is the highest among the three bank groups. The highest ratio of
3.50 per cent in 2009 and lowest ratio of 0.90 in 2011 and 2012 are registered for Foreign Banks.
The ratio was more variant in terms of dispersion for Foreign Banks (C. V. 1.83 per cent) followed by Pvt.SBs (C.V. 1.22 per cent) and more consistent for PSBs

(C.V. 1.15 per cent).

RATIO OF DOUBTFUL ASSETS TO TOTAL ADVANCES
All those assets which are considered as non-performing for period of more than 12 months are called as Doubtful Assets. Table 3 shows the ratio of doubtful
assets to total advances of commercial banks in India during the study period.

TABLE -3: RATIO OF DOUBTFUL ASSETS TO TOTAL ADVANCES

Year Public Sector Banks | Private Sector Banks | Foreign Banks
2006 | 2.30 1.50 0.70
2007 | 1.50 1.00 0.50
2008 | 1.10 0.90 0.50
2009 1.00 1.00 0.60
2010 | 1.00 1.10 0.90
2011 1.00 1.50 1.10
2012 1.30 1.20 1.00
Mean | 1.31 1.17 0.76
SD 1.17 1.12 0.77
CcV 1.13 1.14 0.80

Source: Off-site returns (domestic) of banks, Dept. of Banking Supervision, RBI
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It is obvious that the ratio of doubtful assets of PSBs to total advances varies between 2.30 per cent in 2006 and 1.30 per cent in 2012, 1.50 per cent and 1.20
per cent for Pvt.SBs and 0.70 per cent and 1 per cent for Foreign Banks respectively. The PSBs have a maximum average of 1.31 per cent followed by 1.17 per
cent by Pvt. SBs and 0.76 per cent by Foreign Banks during the study period. The PSBs maintains this ratio as 1 per cent continuously for three years starting
from 2009 to 2011. The maximum ratio of 2.30 per cent is achieved by PSB and 1.50 per cent by Pvt. SBs during 2006 and 2011 and 1.10 per cent is achieved by
Foreign Banks during 2011.

The ratio was less consistent in terms of dispersion for PSBs (C. V. 1.13 per cent) followed by Pvt.SBs (C.V. 1.14 per cent) and more consistent for Foreign Banks
(C.V. 0.80 per cent).

RATIO OF LOSS OF ASSETS TO TOTAL ADVANCES

All those assets which cannot be recovered are called as Loss Assets. These assets can be identified by the Central Bank or by the Auditors. Table 4 shows the
ratio of loss of assets to total advances of commercial banks in India during the study period.

TABLE - 4: RATIO OF LOSS OF ASSETS TO TOTAL ADVANCES

Year Public Sector Banks | Private Sector Banks | Foreign Banks
2006 0.50 0.30 0.50
2007 0.30 0.20 0.40
2008 0.20 0.30 0.20
2009 0.20 0.30 0.20
2010 0.20 0.40 0.50
2011 0.20 0.40 0.50
2012 0.10 0.30 0.80
Mean | 0.24 0.31 0.44
SD 0.21 0.32 0.43
CcVv 0.19 0.33 0.43
Source: Off-site returns (domestic) of banks, Dept. of Banking Supervision, RBI
c
.20
@ Banks
)
[N
O L oo mCcv
£ 0 X
O <
230 msD
a wn o
B Mean
£3¢
5 c
g8 a
1 1 1 1 1
0 0.1 0.2 0.3 0.4 0.5

Table 4 clearly states that the ratio of loss of assets of PSBs in India varied between 0.50 per cent in 2006 to 0.10 per cent in 2012 with an average of 0.24 per
cent which is the lowest among all the banks. From 2008 to 2011, this ratio remains constant as 0.24 per cent. For Pvt.SBs, this ratio ranges between 0.30 per
cent in 2006 and in 2012. The highest ratio of 0.40 per cent is registered in 2010 and 2011 and the lowest of 0.20 per cent in the year 2007. This ratio in Foreign
Banks is increased to 0.80 per cent in 2012 from 0.50 per cent in 2006 with a maximum of 0.44 per cent average during the study period. It has a maximum ratio
of 0.80 per cent in 2012 and 0.20 per cent as minimum ratio during 2008 and 2009.
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The ratio was less consistent in terms of dispersion for Foreign Banks (C. V. 0.43 per cent) followed by Pvt.SBs (C.V. 0.33 per cent) and more consistent for PSBs
(C.V. 0.19 per cent).

RATIO OF GROSS NPAS ON TOTAL ADVANCES

A distinction is often made between Gross NPA and Net NPA. Net NPA is obtained by deducting items like interest due but not recovered, part payment received
and kept in suspense account etc., from Gross NPA. Table 5 shows the ratio of gross NPAs on total advances of commercial banks in India during the study
period.

TABLE -5: RATIO OF GROSS NPAs ON TOTAL ADVANCES

Year Public Sector Banks | Private Sector Banks | Foreign Banks
2006 | 3.90 2.60 2.10
2007 | 2.80 2.40 1.90
2008 | 2.30 2.70 1.90
2009 | 2.10 3.20 4.30
2010 | 2.30 3.00 4.30
2011 | 2.30 2.50 2.50
2012 | 3.20 2.10 2.70
Mean | 2.70 2.64 2.81
SD 2.53 2.65 2.92
CcV 2.49 2.68 3.06

Source: Off-site returns (domestic) of banks, Dept. of Banking Supervision, RBI
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Table 5 presents the ratio of gross Non-performing Assets on total advances of PSBs in India which is decreased to 3.20 per cent in 2012 from 3.90 per cent in
2006. The average of this ratio is 2.70 per cent which is next to highest among the three groups. The maximum percentage of this ratio is 3.90 per cent in 2006
for PSB, 3.20 per cent in 2009 for Pvt.SBs and 4.30 per cent in 2009 and 2010 for Foreign Banks. The Foreign Banks are registered with 2.81 per cent as average
which is the maximum among all the groups. The ratio of gross non-performing assets on total advances of Foreign Banks varied between 1.90 per cent in 2007
and 2008 and 4.30 per cent in 2009 and 2010.

The ratio was less consistent in terms of dispersion for Foreign Banks (C. V. 3.06 per cent) followed by Pvt.SBs (C.V. 2.68 per cent) and more consistent for PSBs
(C.V. 2.49 per cent).

FINDINGS

While assessing the impact of loan assets classification of SCBs in India, the researcher has observed that the Foreign Banks have highest average in Ratio of Sub-
Standard Assets, Loss of assets and gross NPA on Total advances. In case of sub-standard assets, Loss of assets and gross NPA on Total advances, the PSBs have
minimum percentage of standard deviation and co variation and so they are more consistent. When the overall position was assessed; it is found that PSBs
Banks group has secured the first place and the second place was taken by Foreign Banks.

CONCLUSION

Indian banking sector is facing a serious problem of NPA. The extent of NPA is comparatively higher in public sectors banks. To improve the efficiency and
profitability, the NPA has to be scheduled. Various steps have been taken by government to reduce the NPA. It is highly impossible to have zero percentage NPA.
But at least Indian banks can try competing with foreign banks to maintain international standard. The study observed that there is increase in advances over the
period of the study. It is found on the basis of analysis that there is considerable development in the management of nonperforming assets in India. The study
finally viewed that the prudential norms and other schemes has rushed banks to improve their performance and accordingly resulted into orderly down of NPA
as well as enhancement in the financial strength of the Indian banking structure.

REFERENCES

1.  Arora, Sangeeta and Kaur, Shubpreet (2006), “Financial Performance of Indian Banking Sector in Post Reforms Era”, The Indian Journal of Commerce, Vol.
59, No. 1, Jan-March.

2. Karunakar, M., Vasuki, K. and Saravanan, S. (2008) “Are Non-Performing Assets Gloomy or Greedy from Indian Perspective?” Research Journal of Social

Sciences, Vol.3, pp.4-12.

Misra, B.M. & Dhal, S. (2010) “Pro-cyclical management of non-performing loans by the Indian public sector banks.” BIS Asian Research Papers. June.

Muniappan, G. P. (2003), “Management of Challenges in Banks”, NIBM Annual Day Celebration, Pune.

Rao, D. Nageswara (2002), “Indian Banking in the new scenario”, Front Line, October-November 2002.

Reddy, B. Rama Chandra and Reddy, S Vijayulu (2003), “Banking Sector Reforms in India — A Review”, Internet Edition, Business Line, Nov 19.

Sinha, Ram Pratap (2006), “Capital Adequacy of Indian Commercial Banks: Some Empirical Results”, The ICFAI Journal of Financial Economics, Vol. IV, Issue-

1, p 26-44.

Noukw

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE & MANAGEMENT 135

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VoLUME No. 4 (2013), | ssue No. 05 (M AY) I SSN 0976-2183

REQUEST FOR FEEDBACK

Dear Readers

At the very outset, International Journal of Research in Commerce and Management (IJRCM) acknowledges

& appreciates your efforts in showing interest in our present issue under your kind perusal.

I would like to request you tosupply your critical comments and suggestions about the material published
in this issue as well as on the journal as a whole, on our E-mail i.e. infoijrcm@gmail.com for further

improvements in the interest of research.

If youhave any queries please feel free to contact us on our E-mail infoijrcm@gmail.com.

| am sure that your feedback and deliberations would make future issues better — a result of our joint

effort.

Looking forward an appropriate consideration.

With sincere regards

Thanking you profoundly

Academically yours

Sd/-

Co-ordinator

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE & MANAGEMENT 136

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VoLUME No. 4 (2013), Issue No. 05 (M AY | SSN 0976-2183

ABOUT THE JOURNAL

In this age of Commerce, Economics, Computer, |.T. & Management and cut throat
competition, a group of intellectuals felt the need to have some platform, where young
and budding managers and academicians could express their views and discuss the
problems among their peers. This journal was conceived with this noble intention in view.
This journal has been introduced to give an opportunity for expressing refined and
innovative ideas in this field. It is our humble endeavour to provide a springboard to the
upcoming specialists and give a chance to know about the latest in the sphere of research
and knowledge. We have taken a small step and we hope that with the active co-
operation of like-minded scholars, we shall be able to serve the society with our humble
efforts.

INTERNATIONAL JOURNAL OF RESEARCH IN
COMPUTER APPLICATION & MANAGEMENT

= !

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE & MANAGEMENT |

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




