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ABSTRACT

Non-performing assets are one of the major concerns for banks in India. NPAs reflect the performance of banks. A high level of NPAs suggests high probability of
a large number of credit defaults that affect the profitability and net-worth of banks and also erodes the value of the asset. The NPAs growth involves the
necessity of provisions, which reduces the overall profits and shareholders’ value. The issue of Non Performing Assets has been discussed at length for financial
system all over the India. The problem of NPAs is not only affecting the banks but also the whole economy. In fact high level of NPAs in Indian banks is nothing but
a reflection of the state of health of the industry and trade. The Indian banking sector is facing a serious problem of NPAs. The extent of NPAs is comparatively
higher in public sectors banks. To improve the efficiency and profitability, the NPAs have to be scheduled. Various steps have been taken by government to reduce
the NPAs. It is highly impossible to have zero percentage NPAs. But at least Indian banks can try competing with foreign banks to maintain international
standard. The problem of losses and lower profitability of Non-Performing Assets (NPAs) and liability mismatch in banks and financial sector depend on how
various risks are managed in their business. An attempt is made in the paper that what is NPAs? The factors contributing to NPAs, the magnitude of NPAs,
reasons for high NPAs and their impact on Indian banking operations. Besides capital to risk weight age assets ratio of Public and Private sector banks,
management of credit risk and measures to control the menace of NPAs are also discussed.

KEYWORDS
NPA, Bank, Financial Sector.

INTRODUCTION

he Indian banking sector has played a commendable role in fuelling and sustaining growth in the economy. The banking system in India comprises
commercial and cooperative banks, of which the former accounts for more than 90 per cent of banking system’s assets. Besides a few foreign and Indian
private banks, the commercial banks comprise nationalized banks (majority equity holding is with the Government), the State Bank of India (SBI)
(majority equity holding being with the Reserve Bank of India) and the associate banks of SBI (majority holding being with State Bank of India). These banks,
along with regional rural banks, constitute the public sector (state owned) banking system in India
The public sector banks have emerged strong across all key indicators as the global financial turmoil and slowing domestic economy put the banking sector on a
test. The public banks have not only reduced the lending rates but have also managed to record higher average net profit and lower NPAs level than their private
sector banks, (an Assocham Financial Pulse (AFP) study).
The Public Sector Banks have shown very good performance over the private sector banks as far as the financial operations are concerned. The Public Sector
Banks have also shown comparatively good result. However, the only problem of the Public Sector Banks these days are the increasing level of the non
performing assets. The non performing assets of the Public Sector Banks have been increasing regularly year by year. If we glance on the numbers of non
performing assets we may come to know that in the year 1995 the NPAs were Rs. 38385 crore and reached to Rs. 44042crore in 2009in Public sector banks and
comparatively in the year 2001 the NPAs were Rs. 6410 crore and reached to Rs. 16887crore in 2009 in Private sector banks. The only problem that hampers the
possible financial performance of the Public and private Sector Banks are the increasing results of the non performing assets. The non performing assets impact
drastically to the working of the banks. The efficiency of a bank is not always reflected only by the size of its balance sheet but by the level of return on its assets.
NPAs do not generate interest income for the banks, but at the same time banks are required to make provisions for such NPAs from their current profits.
NPAs have a deleterious effect on the return on assets in several ways —
* They erode current profits through provisioning requirements
® They result in reduced interest income
* They require higher provisioning requirements affecting profits and accretion to capital funds and capacity to increase good quality risk assets in future, and
* They limit recycling of funds, set in asset-liability mismatches, etc.
The RBI has also tried to develop many schemes and tools to reduce the non performing assets by introducing internal checks and control scheme, relationship
managers as stated by RBI who have complete knowledge of the borrowers, credit rating system, and early warning system and so on. The RBI has also tried to
improve the securitization Act and SRFAESI Act and other acts related to the pattern of the borrowings. Though RBI has taken number of measures to reduce the
level of the non performing assets the results is not up to the expectations. To improve NPAs each bank should be motivated to introduce their own
precautionary steps. Before lending the banks must evaluate the feasible financial and operational prospective results of the borrowing companies. They must
evaluate the business of borrowing companies by keeping in considerations the overall impacts of all the factors that influence the business.
While gross NPAs reflects the quality of the loans made by banks, net NPA shows the actual burden of banks. Now it is increasingly evident that the major
defaulters are the big borrowers coming from the non-priority sector. The banks and financial institutions have to take the initiative to reduce NPAs in a time
bound strategic approach. Public sector banks figure prominently in the debate not only because they dominate the banking industries, but also since they have
much larger NPAs compared with the private sector banks. This raises a concern in the industry and academia because it is generally felt that NPAs reduce the
profitability of banks, weaken its financial health and erode its solvency. For the recovery of NPAs a broad framework has evolved for the management of NPAs
under which several options are provided for debt recovery and restructuring. Banks and FIs have the freedom to design and implement their own policies for
recovery and write-off incorporating compromise and negotiated settlements.

NON-PERFORMING ASSETS OF PUBLIC AND PRIVATE SECTOR BANKS

The quality of Indian banks’ assets is likely to deteriorate over the next two years. This will be driven by the slowdown in the economy, and by the aging of loans
made in recent years. The NPAs are considered as an important parameter to judge the performance and financial health of banks. The level of NPAs is one of
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the drivers of financial stability and growth of the banking sector. The Financial companies and institutions are nowadays facing a major problem of managing
the Non Performing Assets (NPAs) as these assets are proving to become a major setback for the growth of the economy. NPAs in simple words may be defined
as the borrower does not pay principal and interest for a period of 180 days. However, it is taken into consideration now that default status would be given to a
borrower if dues are not paid for 90 days. If any advance or credit facility granted by the bank to a borrower becomes non-performing, then the bank will have
to treat all the advances/credit facilities granted to that borrower as non-performing without having any regard to the fact that there may still exists certain
advances / credit facilities having performing status.

ASSET CLASSIFICATION

CATEGORIES OF NPAS

STANDARD ASSETS:

Standard assets are the ones in which the bank is receiving interest as well as the principal amount of the loan regularly from the customer. Here it is also very
important that in this case the arrears of interest and the principal amount of loan do not exceed 90 days at the end of financial year. If asset fails to be in
category of standard asset that is amount due more than 90 days then it is NPA and NPAs are further need to classify in sub categories. Banks are required to
classify non-performing assets further into the following three categories based on the period for which the asset has remained non-performing and the
reliability of the dues:

(1) SUB-STANDARD ASSETS

With effect from 31 March 2005, a sub standard asset would be one, which has remained NPA for a period less than or equal to 12 month. The following
features are exhibited by sub standard assets: the current net worth of the borrowers / guarantor or the current market value of the security charged is not
enough to ensure recovery of the dues to the banks in full; and the asset has well-defined credit weaknesses that jeopardize the liquidation of the debt and are
characterized by the distinct possibility that the banks will sustain some loss, if deficiencies are not corrected.

(2) DOUBTFUL ASSETS

A loan classified as doubtful has all the weaknesses inherent in assets that were classified as sub-standard, with the added characteristic that the weaknesses
make collection or liquidation in full, — on the basis of currently known facts, conditions and values — highly questionable and improbable.

With effect from March 31, 2005, an asset would be classified as doubtful if it remained in the sub-standard category for 12 months.

(3) LOSS ASSETS

A loss asset is one which considered uncollectible and of such little value that its continuance as a bankable asset is not warranted- although there may be some
salvage or recovery value. Also, these assets would have been identified as ‘loss assets’ by the bank or internal or external auditors or the RBI inspection but the
amount would not have been written-off wholly.

FACTORS FOR RISE IN NPAS

The banking sector has been facing the serious problems of the rising NPAs. But the problem of NPAs is more in public sector banks when compared to private
sector banks and foreign banks. The NPAs in PSB are growing due to external as well as internal factors.

EXTERNAL FACTORS

- Ineffective Recovery

The Govt. has set of numbers of recovery tribunals, which works for recovery of loans and advances. Due to their negligence and ineffectiveness in their work
the bank suffers the consequence of non-recover, their by reducing their profitability and liquidity.

- Willful Defaults

There are borrowers who are able to pay back loans but are intentionally withdrawing it. These groups of people should be identified and proper measures
should be taken in order to get back the money extended to them as advances and loans.

-Natural Calamities

This is the measure factor, which is creating alarming rise in NPAs of the PSBs. every now and then India is hit by major natural calamities thus making the
borrowers unable to pay back there loans. Thus the bank has to make large amount of provisions in order to compensate those loans, hence end up the fiscal
with a reduced profit.

- Industrial Sickness

Improper project handling , ineffective management , lack of adequate resources , lack of advance technology , day to day changing govt. Policies give birth to
industrial sickness. Hence the banks that finance those industries ultimately end up with a low recovery of their loans reducing their profit and liquidity.

- Lack of Demand

Entrepreneurs in India could not foresee their product demand and starts production which ultimately piles up their product thus making them unable to pay
back the money they borrow to operate these activities. The banks recover the amount by selling of their assets, which covers a minimum label. Thus the banks
record the non recovered part as NPAs and has to make provision for it.

-Change on Govt. Policies

With every new govt. banking sector gets new policies for its operation. Thus it has to cope with the changing principles and policies for the regulation of the
rising of NPAs.

INTERNAL FACTORS

- Defective Lending Process

There are three cardinal principles of bank lending that have been followed by the commercial banks since long.

i. Principle of safety

ii. Principle of liquidity

jii. Principle of profitability

- Inappropriate Technology

Due to inappropriate technology and management information system, market driven decisions on real time basis cannot be taken. Proper MIS and financial
accounting system is not implemented in the banks, which leads to poor credit collection, thus NPAs. All the branches of the bank should be computerized.

- Improper SWOT Analysis

The improper strength, weakness, opportunity and threat analysis is another reason for rise in NPAs. While providing unsecured advances the banks depend
more on the honesty, integrity, and financial soundness and credit worthiness of the borrower.

- Poor Credit Appraisal System

Poor credit appraisal is another factor for the rise in NPAs. Due to poor credit appraisal the bank gives advances to those who are not able to repay it back. They
should use good credit appraisal to decrease the NPAs.

-Managerial Deficiencies

The banker should always select the borrower very carefully and should take tangible assets as security to safe guard its interests. When accepting securities
banks should consider the:

1. Marketability

2. Acceptability

3. Safety

4. Transferability.
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The banker should follow the principle of diversification of risk based on the famous maxim “do not keep all the eggs in one basket”, it means that the banker
should not grant advances to a few big farms only or to concentrate them in few industries or in a few cities. If a new big customer meets misfortune or certain
traders or industries affected adversely, the overall position of the bank will not be affected.

- Absence of Regular Industrial Visit

The irregularities in spot visit also increases the NPAs. Absence of regularly visit of bank officials to the customer point decreases the collection of interest and
principals on the loan. The NPAs due to willful defaulters can be collected by regular visits.

- Re Loaning Process

Non remittance of recoveries to higher financing agencies and re-loaning of the same have already affected the smooth operation of the credit cycle. The
developing economy has been much affected due to high fiscal deficit, poor infrastructure facilities, sticky legal system, cutting of exposures to emerging
Markets by Financial Institutions, etc. Under such a situation, it goes without saying that banks are no exception and are bound to face the heat of a global
downturn. Bankers have realized that unless the level of NPAs is reduced drastically, they will find it difficult to survive. The core banking business is of
mobilizing the deposits and utilizing it for lending to industry. Lending business is generally encouraged because it has the effect of funds being transferred from
the system to productive purposes which results into economic growth. The debtor take the funds from the bank in the form of credit and he have to pay back
the principle amount with the interest to the creditor as a result the creditor (Bank)gets the profit in the form of interest and again this profit is reinvested
leading to the growth of the economy. However lending also carries credit risk, which arises from the failure of borrower to fulfill its contractual obligations
either during the course of a transaction or on a future obligation. Due to non performance of the fund the financial institutions become bankrupt and failed to
provide investors with clearer and more complete information thereby introducing a degree of risk that many investors could neither anticipate nor welcome.
The history of financial institutions also reveals the fact that the biggest banking failures were due to credit risk.

As a result, banks nowadays are restricting their lending operations to secured avenues only with adequate collateral security over which the company can
overtake its right of authority. What is needed is having adequate preventive measures in place namely, fixing pre-sanctioning appraisal responsibility and having
an effective post-disbursement supervision. Banks concerned should continuously monitor loans to identify accounts that have potential to become non-
performing. However, increasing NPAs have a direct impact on banks profitability, as legally banks are not allowed to book income on such accounts and at the
same time banks are forced to make provision on such assets as per the Reserve Bank of India (RBI) guidelines. Also, with increasing deposits made by the public
in the banking system, the banking industry cannot afford defaults by borrower s since NPAs affects the repayment capacity of banks.

REVIEW OF LITERATURE

Goven (1993) in his article, “NPAs on account of priority sector lending”, it was pointed out that there may be only a marginal difference in the NPAs of banks’
lending to priority sector and the bank’s lending to private corporate sector. Against this background, the study suggests that given the deficiencies in these
areas, it is imperative that banks need to be guided by fairness based on economic and financial decisions rather than system of conventions, if reform has to
serve the meaningful purpose. Experience shows that policies of liberalization, deregulation and enabling environment of comfortable liquidity at a reasonable
price do not automatically translate themselves into enhanced credit flow. Although public sector banks have recorded improvements in profitability, efficiency
(in terms of intermediation costs) and asset quality in the 1990s, they continue to have higher interest rate spreads but at the same time earn lower rates of
return, reflecting higher operating costs.

Bakshi (1998) in his article, “NPAs Management in Banks” discussed that there was a health code system which classify the assets in 1998 but the norm was not
so effective. RBI introduced prudential norms to regulate NPAs which involves asset classification, recognition of income and provisioning norm. After
introduction of the norm NPAs are in decreasing mood both net NPAs and gross NPAs.

Prashanth K Reddy (2002) in his thesis titled, “A comparative study of Non Performing Assets in India in the Global context - similarities and dissimilarities,
remedial measures” highlighted that financial sector reform in India has progressed rapidly on aspects like interest rate deregulation, reduction in reserve
requirements, barriers to entry, prudential norms and risk-based supervision. But progress on the structural-institutional aspects has been much slower and is a
cause for concern. The sheltering of weak institutions while liberalizing operational rules of the game is making implementation of operational changes difficult
and ineffective. Changes required to tackle the NPA problem would have to span the entire gamut of judiciary, polity and the bureaucracy to be truly effective.
The study deals with the experiences of other Asian countries in handling of NPAs. It further looks into the effect of the reforms on the level of NPAs and
suggests mechanisms to handle the problem by drawing on experiences from other countries.

JAIN (2002) in his thesis titled, " Non-performing Assets in Commercial and Development Banks in India” highlighted that the future profitability of banks would
depend on their alertness, operational efficiency, customer orientation, creation of large volume of performing assets, attainment of optimum levels of
productivity. Since retail customers are fast becoming more demanding in the current competitive environment, banks have to offer value-added services.
Harnessing technology to improve productivity, to ensure required standard of customer service and internal efficiency, continual product innovation and
strengthening of competitive edge on an ongoing basis to mass business will be the key factors that will impact banking sector in the days to come. Ensuring
optimum performance by each manager and staff will also be vital. Another critical factor upon which would hinge the future of banking system would be the
ability and competence of banks to build up large volumes of quality assets in a constantly increasing competitive environment, while adhering to prudential
norms and maintaining prescribed levels of capital adequacy on risk assets simultaneously. Productivity and efficiency will be the watchwords in the banking
industry in the years ahead. Continuous quest for skill up gradation at all levels, development of vision, mission and commitment are some of the aspects, which
require urgent attention by the banking industry in future. Darwin’s principle of survival of the fittest may, in all likelihood, operate in the case of banks too.
Banks, which are pro-active, respond quickly to the changing needs of the customer, and give adequate attention to the changing scenario, alone can survive
successfully, perform well and prosper.

Bidani (2002) in his book titled, "Managing Non-Performing Assets in Banks," highlighted that banks are concerned with their heavy NPA portfolio which was
impairing their profitability and are taking all possible steps to contain the same. Banks have achieved a reasonable degree of success to bring down their
existing NPAs but due to heavy slippage of standard accounts to NPA category the overall position continued to deteriorate. The main reasons responsible for
such a situation include - slow economic and industrial growth, slump in capital market, financial indiscipline, Willful defaults by the borrowers, overburdened
and slow judiciary, competition faced by local industries from the multi-nationals, lack of support to the borrowers from the banks at the time of the need, etc.
In this book, the author has made an effort to deal with the practical aspects of the problem of management of NPAs right from identification stage till recovery
of the dues including other aspects connected with the subject like asset classification, assessment of provision, pre-sanction appraisal and post-sanction
appraisal and post sanction supervision, monitoring system for existing and likely NPAs, capital adequacy, reduction of NPAs, rehabilitation of sick non-
performing units etc.

Rajput (2003) in his thesis titled, "Banking Sector Reforms in India - A study of Post-Liberalization Period", highlighted that decade of nineties in last century
brought revolution in Indian banking sector. Banks were made free from the clutches of hefty regulations and allowed to decide their own fate. Author
suggested that Indian banks especially public sector banks will have to learn to live up with competitive environment. They must make persistent efforts to
improve their profitability. On the revenue side, they should increase non-interest income by diversifying their operation into Para banking activities on the lines
of new private banks. On the expenditure side, they must bring efficiency in their operations to minimize cost and strive hard to control the booming NPAs.
Kumar (2003) in his paper titled, "The Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest Act,2002", discussed in detail
the need, process, summary, positive as well as negative aspects of the Act. He analyzed that this Act empowered banks and financial institutions to directly
enforce the security interest which was pledged to them at the time of sanctioning the loan without going through the judicial process of DRT or Civil Courts.
Misra (2003) in his article, "Managing Non-Performing Assets: A Professional Approach", highlighted that the profitability of the financial institutions largely
depended upon the level of income generated through optimum use of the assets after paying the cost of fund for acquiring them and other administrative costs
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involved therein. Redefined objective of managing NPAs through profit maximization approach and risk management approach were suggested. The author
further concluded that the high rise in gross and net NPAs of the banking sector in the recent past was at an exponential rate giving an indication that present
ongoing recession was taking a heavy toll on corporate credit discipline.

Reddy (2003) in their research paper, "NPAs: Threat to Financial Stability", confirmed that financial stability is an essential prerequisite for sustainable long-term
economic growth of any country. Banking system being the largest component of financial system should take care to immunize itself from the macro economic
shocks through maintaining optimal and quality asset portfolios to achieve the objective of smooth flow of funds into the most economic channels. The non-
performing assets were posing a serious threat to this objective of the banking system. The authors concluded that macro and micro level reforms and
adherence to cleaner practices on the part of banks, regulator, borrowers and government will enable the system to get rid of the NPAs overhang and let
financial system be an essential adjunct for economic growth.

Khan and Singh (2005) in their Report on "Effectiveness of DRTs in Recovery of Bank Dues”, have evaluated the performance of DRTs in recovery of bank dues
during the years 1996 to 2004. They have highlighted major defects in DRT system and also gave recommendations to overcome them. They have concluded
that the DRTs were effective in recovery of banks' dues to a certain extent and would become more effective, provided the given suggestions were implemented
in letter and spirit.

Saggar (2005) in her research book titled, " commercial Banks in India", stated that it has been found over the years that the performance of banking sector has
been a mixed one i.e. strong in widening the business coverage but weak in terms of sustainability and viability. Overtime, the viability particularly of a number
of public sector banks has become a matter of great concern. According to author, profitability of banks is influenced by a combination of factors such as quality
of asset-liability management, productivity levels, operating costs, organisational culture and most critical issue in present context, i.e., the non-performing
assets (NPAs). She concluded that the public sector banks should move from deposit orientation to profit orientation. Profit plans should be developed to help
them in recasting their cost estimates for their activities.

Khasnobis (2005) in his article, “NPAs Emerging Challenges in India” studied that the Indian banking sector has played a commendable role in fuelling and
sustaining growth in the economy. In the recent past a large part of the banking sector’s growth has been on the back of financing consumption, as reflected in
the growth of retail banking. While the progress on this front is likely to continue, sustaining this growth in the coming years may require focus on the supply
side — capacity building. A growth driver in this phase would involve financing the emerging Small & Medium Enterprises (SMEs) sector of the economy. As such,
banks would have to gear up for the challenges of managing growth and consequent risks in the SME sector financing. Addressing this issue and putting in place
a suitable risk mitigation mechanism is going to be a fairly daunting challenge. One way of ensuring focus would be to free up capital — both financial and human
— and make them available for sustaining the growth in assets and profitability. Farming out the banks’ Non- Performing Assets (NPAs) portfolio to asset-
recovery companies, which specialize in this segment of the financial sector, could be an option worth evaluating.

Kumar (2005) in his article, “Non-Performing Assets in Indian Banks” studied that the Indian banking sector faced a serious problem of NPAs. The extent of NPAs
has comparatively higher in public sectors banks. To improve the efficiency and profitability, the NPAs have to be scheduled. Various steps have been taken by
government to reduce the NPAs. It is highly impossible to have zero percentage NPAs. But at least Indian banks can try competing with foreign banks to maintain
international standard.

Bose (2005) in his research paper, " SERFAESI Act: An Effective Recovery Tool", elaborated while there have been several schemes in the past to facilitate the
recovery from NPAs, the success of such efforts in terms of NPAs reduction has been far from satisfactory. SERFAESI Act, it was hoped, would greatly help banks
in their efforts to reduce and recover money from NPAs. Nonetheless, the recent developments have also brought out the limitations of the Act, thereby
creating apprehensions amongst banks and financial institutions. Notwithstanding this, to take full advantage of the Act, the cool causes of NPAs, which were
evident in the system, may have to be addressed first. The author has made an attempt to provide a glimpse of the SERFAESI Act against this backdrop.

Chugh (2005),in his research book titled, " Indian baking today-Impact of Reforms", has attempted to investigate whether new private sector banks were serving
properly to different segments of the economic sectors of India specially to economically weaker sector of the society or not and were the employees of these
banks satisfied. Some other important parameters such as assets size, level of NPAs, interest and other incomes etc. were selected to make comparison between
new private sector banks and public sector banks. Impact of economic reforms on banking sector has also been examined in the study. He concluded that public
sector banks were coming up fastly to meet the challenges of open competition in financial markets in India. They were adopting latest banking technologies day
by day and providing quality services to their respective customers at lower cost.

Harpreet (2006) in her thesis titled “Credit management and problem of NPAs in Public Sector Banks” highlighted the problem of non-performing assets in public
sector banks. Various developments in the banking sector in India have been analyzed by studying the growth of banking sector in Pre-and Post - Independence
era. The study has covered the prudential norms given by RBI and also analyzed the NPA management policies of public sector banks. Viewpoints of the
managers regarding problem of NPAs have also been studied by selecting 120 managers from various branches of public sector banks in Punjab. Perceptions of
borrowers contributing to NPAs have also been studied by selecting 100 defaulters from public sector banks in Punjab. Author suggested that for effective
handling of NPAs, there is an urgent need for creating proper awareness about the adverse impact of NPAs on profitability amongst bank staff, particularly the
field functionaries. Bankers should have frequent interactions and meeting with the borrowers for creating better understanding and mutual trust.

Kumar (2006) in his research book titled, "Banking Sector Efficiency in Globalize Economy," highlighted that the performance of the banks both in the public and
private sectors has become more market driven with growing emphasis on better performance. Author has explored the broad structure of banking system in
India, analyzed the overall efficiency of the system in terms of financial parameters into two components: technical efficiency and allocation efficiency. He
concluded that the much-publicized fact that public sector banks are inefficient is based on a piecemeal analysis in the form of simple, static, partial and isolated
ratios having some hidden and often misconceived assumptions about the structure. The study concluded that there was an urgent need of the time to go in for
this kind of system wide analysis to explore the intricacies of the complex system.

Murali and Krishna (2006) in their paper, "Ensuring Qualitative Credit Growth through Effective Monitoring of Advances", observed that there has been a spirit in
the lending activity of banks, in the recent past. This is due to two factors, viz. availability of huge surplus funds with the banks and the losses suffered by the
banks in investment and treasury activities. While credit growth is needed for survival, it is imperative to ensure that the credit growth does not result in non-
performing advances later. For this banks have to resort to effective pre-disbursement as well as post-disbursement monitoring. The authors concluded that
negligence in monitoring a loan was less excusable than an error at the appraisal stage.

Bhatia (2007) in his research paper entitled, “Non-Performing Assets of Indian Public, Private and Foreign Sector Banks: An Empirical Assessment”, explores an
empirical approach to the analysis of Non-Performing Assets (NPAs) of public, private, and foreign sector banks in India. The NPAs are considered as an
important parameter to judge the performance and financial health of banks. The level of NPAs is one of the drivers of financial stability and growth of the
banking sector. This paper aims to find the fundamental factors which impact NPAs of banks. A model consisting of two types of factors, viz., macroeconomic
factors and bank-specific parameters, is developed and the behavior of NPAs of the three categories of banks is observed.

Karunakar (2008) in his article, “Are non - Performing Assets Gloomy or Greedy from Indian Perspective?” has discussed that the 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 (NPAs) and liability mismatch in banks and financial sector depend on
how various risks are managed in their business. An attempt is made in the paper that what are NPAs? The factors contributing to NPAs, the magnitude of NPAs,
reasons for high NPAs and their impact on Indian banking operations. Besides capital to risk weightage assets ratio of public sector banks, management of credit
risk and measures to control the menace of NPAs are also discussed. The lasting solution to the problem of NPAs can be achieved only with proper credit
assessment and risk management mechanism. It is better to avoid NPAs at the market stage of credit consolidation by putting in place of rigorous and
appropriate credit appraisal mechanisms.
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Sharma (2009) in his research paper entitled, “Performance Analysis of the Indian Banking Sector”, stated that the public sector banks have emerged strong
across all key indicators as the global financial turmoil and slowing domestic economy put the banking sector on a test. The public banks have not only reduced
the lending rates but have also managed to record higher average net profit and lower NPAs level than their private sector counterparts. According to the study
the public sector banks (PSBs) have shown impressive performance across all the significant banking parameters. While they have reduced their prime lending
rates, by private banks, their credit growth has far surpassed the latter registered by private banks. Despite lower lending rates, the net interest income growth
of the PSBs was much higher than the private banks which fuelled the bottom line growth of public banks. Progressing upon bringing a significant shift in their
conventional image, the public sector banks have considerably improved their quality of assets. The rise in Net NPAs of the private banks was far higher than the
public sector banks.

ANALYSIS

Table 1.1 both types of banks showed a declining trend in gross and net NPAs over the period of the study but public sector banks higher ratio as compare to
private sector banks reason behind this is that private sector banks have a secured loan policy as compares to public sector banks. Gross and net NPAs have
increased in absolute terms till 2002 and started declining after that, yet they have declined significantly in relative terms in the given period. It is observed that
gross NPAs as absolute and in percentage terms with gross advances of PSBs have declined from Rs. 38,384 crore (19.5%) to Rs. 44039 crore (2.1 %) in the period
of 1994-95 to 2008-09, whereas gross NPAs as percentage with gross advances of Private sector banks have declined from Rs. 3186 crore (8.7%) to
Rs.16983crore (3.2 %) during the period, of 1997-98 to 2008-09. On the other hand net NPAsof Public sector banks in absolute and in percentage terms have
also come down from Rs.17,567 crore (10.70 %) in 1994-95 to Rs. 21,033 crore (0.70 %) in 2008-09 but comparatively in private sector banks net NPAs as
absolute and in percentage terms to net advances have also come down from Rs. 1863 crore (8.20 %) in 1997-98 to Rs. 7418 crore (1.50%) in 2008-09 So, even
after implementation of prudential norms in early nineties and serious concern raised by govt. about growing size of NPAs, Public Sector Banks paid least
attention to all these warnings, which subsequently led to turning fresh loans of banks into non-performing category. So, falling ratio of NPAs in terms of
advances is not a true indicator of performance of PSBs in the field of NPAs. In fact, growing size of gross NPAs in absolute form has been real cause of worry
However; there is a silver lining, on account of the steps taken by the banks under the Securitization Act. The gross as well as net NPAs of Public and Private
sector banks have started declining after 2002 this showed the reverse trend in contrast to the earlier years.

TABLE 1.1 GROSS AND NET NPAS OF PUBLIC AND PRIVATE SECTOR BANKS

Public Sector Banks Private Sector Banks Public Sector Banks Private Sector Banks

Years | Gross NPAs( | % of Gross NPAs Gross NPAs ( | % of Gross NPAs Net NPAs ( % of Net NPAsto | Net NPAs ( % of Net NPAs to
Rs. in crore) to Gross Advances | Rs. in crore) to Gross Advances | Rs. in crore) Net Advances Rs. in crore) Net Advances

1995 38,384 19.50 NA NA 17,567 10.70 NA NA

1996 | 41,661 18.00 NA NA 18,298 08.90 NA NA

1997 | 43,577 17.84 NA NA 20,285 9.18 NA NA

1998 | 45,653 16.02 3186 8.7 21,232 8.15 1863 8.20

1999 | 51,710 15.90 4655 10.40 24,211 8.13 2943 8.10

2000 | 52,241 14.0 4761 8.17 26,107 7.42 3031 5.41

2001 | 54,672 12.4 5933 8.32 27,977 6.70 3700 2.27

2002 | 56,473 11.1 11662 9.64 27,958 5.80 6676 2.49

2003 | 54,089 9.4 11082 8.07 24,868 4.50 3913 2.32

2004 | 51,541 7.8 10381 5.8 18,860 3.00 4128 1.32

2005 | 46,596 5.4 8782 3.9 16,983 2.06 4212 1.85

2006 | 41,379 3.9 7811 2.6 14,560 1.70 3171 1.09

2007 | 38602 2.8 9256 2.4 15,145 1.10 4028 0.97

2008 | 39749 2.3 12997 2.7 17,836 0.80 5647 1.20

2009 | 44039 2.1 16983 3.2 21,033 0.70 7418 1.50

SOURCE: (RBI) REPORT ON TREND AND PROGRESS OF BANKING IN INDIA, VARIOUS ISSUES.
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TABLE 1.2 and 1.3 shows the distribution of NPAs among the Public and Private sector banks in different sectors for the period of 1994-95 to 2008-09. As far as
the public sector banks are concerned, about 60% of non-performing assets belong to the priority sector lending. Non-priority sector accounts for 39.27% of the
total NPAs in public sector banks. In case of private sector banks, non priority sector constitutes 68.75%. It is observed that NPAs of priority sector in public
sector banks are Rs. 24318 crore as compared to Rs. 3640 crore in private sector banks. The proportion of Non Priority Sector NPAs is high as compare to Private
sector banks in public sector banks in the initial years. But In 2009 total NPAs of Private sector banks are increased all the sectors in private sector banks are
Rs.9239.48 crore as compare to Public sector banks NPAs of Rs. 44042 crore. But comparatively the proportion of Non Priority Sector NPAs of Private sector
banks is very low as compare to public sector banks. NPAs of Private sector banks are Rs. 13172 crore ( 78%) as compare to public sector banks NPAs of Rs.
19251 crore (43.7%). The reason behind this is that private sector banks use a secured loan policy than public sector banks. Public sector and nationalized banks
are subjected to provide more loans to priority sector, which results in higher nonperforming assets. These banks are more exposed to political interference;
they are not allowed to act in a professional manner, which results in high level of non- performing assets.

For all categories of banks except the foreign banks, agriculture is an important source of non- performing assets. Agriculture sector is still an important
component of Indian economy and banks cannot ignore the need requirements of the agriculture sector. However, politics rather than pure business
considerations influence the sanctioning of agricultural loans in comparison to other categories of loans.

TABLE 1.2: SECTOR-WISE NPAS OF PUBLIC SECTOR BANKS (Amount in Rs. Crore)

Priority Sector Public Sector Non-Priority Sector | Total
Year | Amount | Percent | Amount | Percent | Amount | Percent | Amount | Per cent
1995 | 19209 50.0 1316 3.4 17861 46.5 38385 100
1996 | 19106 48.3 1411 3.6 19067 48.2 39584 100
1997 | 20774 47.7 1461 3.4 21341 49.0 43576 100
1998 | 21184 46.4 1362 3.0 23107 50.6 45653 100
1999 | 22606 43.7 1496 2.9 27608 53.4 51710 100
2000 | 23715 44.5 1055 2.0 28524 53.5 53294 100
2001 | 24156 45.4 1711 3.2 27307 51.4 53174 100
2002 | 25139 44.5 1116 2.0 30251 53.5 56506 100
2003 | 24938 47.2 1087 2.1 26781 50.7 52807 100
2004 | 23840 47.5 610 1.2 25698 51.2 50148 100
2005 | 23397 49.1 450 0.9 23849 50.0 47696 100
2006 | 22374 54.1 341 0.8 18664 45.1 41378 100
2007 | 22954 59.5 490 1.3 15158 39.3 38602 100
2008 | 25287 63.6 299 0.7 14163 35.6 39749 100
2009 | 24318 55.2 474 1.1 19251 43.7 44042 100

Source: (RBI) Report on Trend and Progress of Banking in India, various issues.
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TABLE 1.3: SECTOR-WISE NPAS OF PRIVATE SECTOR BANKS (Amount in Rs. Crore)
Priority Sector Public Sector Non-Priority Sector | Total
Year | Amount | Percent | Amount | Percent | Amount | Percent | Amount | Per cent
2001 | 1835 28.6 123 1.9 4452 69.5 6410 100
2002 | 2546 21.8 31 0.3 9090 77.9 11667 100
2003 | 2445 20.6 95 0.8 9327 78.6 11866 100
2004 | 2482 24.0 75 0.7 7796 75.3 10352 100
2005 | 2188 24.9 42 0.5 6569 74.7 8799 100
2006 | 2284 29.2 4 0.1 5541 70.8 7829 100
2007 | 2884 31.2 2.79 0.03 6352.51 | 68.75 9239.48 | 100
2008 | 3419 26.3 .01 - 9557 73.6 12976 100
2009 | 3640 21.6 75 4 13172 78.0 16887 100

SECTOR-WISE NPAS OF PRIVATE SECTOR BANKS

Source: (RBI) Report on Trend and Progress of Banking in India, various issues.
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RECOVERY OF NPAS IN PUBLIC AND PRIVATE SECTOR BANKS
In view of several options available to banks for dealing with NPAs, banks have been able to recover a significant amount of NPAs (Table 1.4). An improved
industrial climate contributed to a better recovery position. The recourse to aggressive restructuring by banks in 2004-05 also helped in reducing the level of
NPAs. Both public and private sector banks recovered a higher amount of NPAs during 2008-09 than that during the previous year. Though the total amount
recovered Rs.26271 crore in Public sector banks and Rs. 8089 crore in private sector banks in 2008-09 was higher than Rs.22466 crore in Public sector banks
and Rs. 3773 crore in private sector banks in 2007-08. Banks have been able to recover NPAs through the use of legal measures which are a good sign for Banks.
Among the various channels of recovery available to banks for dealing with bad loans, the SARFAESI Act and the Debt Recovery Tribunals (DRTs) have been the
most effective in terms of amount recovered.
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TABLE 1.4 RECOVERY OF NPAS IN PUBLIC AND PRIVATE SECTOR BANKS (Amount in Rs. Crore)

Year Public sector Banks | % increase | Private sector Banks | % increase
1998-99 | 8,438.00 - NA --
1999-00 | 10,367.00 22.9 NA --
2000-01 | 13,628.00 31.5 NA --
2001-02 | 13,833.24 1.5 2238.90 --
2002-03 | 18,452.00 33.38 3686.00 64.63
2003-04 | 20,685.00 12.1 6156.00 67.01
2004-05 | 19,080.00 (0.07) 3274.00 (46.82)
2005-06 | 23040.00 20.75 4320.00 31.95
2006-07 | 22004.00 (4.5) 3157.00 (26.93)
2007-08 | 22466.00 2.1 3773.00 19.51
2008-09 | 26,271.00 16.94 8089.00 114.39

Source: (RBI) Report on Trend and Progress of Banking in India, various issues.

RECOVERY OF NPAS IN PUBLIC AND PRIVATE SECTOR BANKS
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CONCLUSION

The NPAs have always been a big worry for the banks in India. It is just not a problem for the banks; they are bad for the economy too. The money locked up in
NPAs is not available for productive use and adverse effect on banks' profitability is there. The extent of NPA is comparatively higher in public sectors banks. To
improve the efficiency and profitability, the NPAs have to be scheduled. Various steps have been taken by government to reduce the NPAs. This has led to
decline in the level of NPAs of the Indian banking sector. But a lot more needs to be done. The NPAs level of our banks is still high as compared to the
international standards. It is highly impossible to have zero percentage NPAs. But at least Indian banks can try competing with foreign banks to maintain
international standard. One cannot ignore the fact that a part of the reduction in NPAs is due to the writing off bad loans by the banks. The Indian banks should
take care to ensure that they give loans to creditworthy customers as prevention is always better than cure.
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