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ABSTRACT

The burgeoning NPAs in banking Industry is a matter of deep concern. It is just not a problem for banks but also proves fatal to the economic
growth of the country. PSBs are under severe pressures of NPAs as compared to its counterparts that private and foreign banks. NPAs reduce the
profitability of banks, weaken its financial health and erode its solvency. In this study an attempt has been made to compare the performance of
public and private sector banks and in foreign banks in India with special reference to their NPAs. For this purpose four banks from public sector-
State Bank of India, Allahabad Bank, Bank of Baroda and United Bank of India, from private sector- Axis Bank, HDFC Bank, ICICI Bank and
Indusind Bank, from foreign banks- Citibank, Deutsche Bank, HSBC Bank and Standard Chartered Bank are selected. A comparative analysis of all
three categories is made on the basis of gross NPAs and Net NPAs. NPAs are also categorised into priority and non-priority sector for purpose of
analysis. The study concludes that there is huge difference in NPAs of public, private and foreign banks. Public sector banks are highly
pressurised by the NPAs. Moreover, greater quantum of NPAs is observed in non-priority sector than in priority sector. NPAs are not confined to
PSBs alone but are present in private banks and foreign banks as well.

KEY WORDS

Banking Industry, Economic Growth, Foreign Banks, Profitability, Performance and Non-Priority Sector

INTRODUCTION

Lending is one of the core activities of the banks. The process of lending is associated with large number of risks mainly credit risk. The
concentration of banking management during present days is to keep losses arising out of credit risks at lowest levels. Banks have become very
cautious in extending loans. The reason behind mounting NPAs is banks lending policies. It is rightly said that Banks lending policy is a major
driver of non-performing loans. The rising NPAs pose serious threat not only to banks profitability, liquidity and solvency but also prove fatal to
the economic growth of the country. So the problem of NPA should be nipped in the bud. It is possible only if the check is placed on NPAs from
the very beginning. Eagle’s eye should be kept on loan proposal, its usage should be properly monitored and followed up and viable collection
policy should be framed. The prudential norms introduced provide not only transparency in financial position but also enables the banks to
manage their assets more efficiently.

The magnitude of NPAs in banks and financial institutions is over Rs. 1, 50,000 crores. An analyst hold the view that NPAs of banks are expected
to more than double to 5% of total advances in the next two years. The banking Industry’s ratio of gross non-performing assets to total assets is
projected to increase to around 5% by March 31, 2011 from 2.3% as on March 31, 2008. The biggest challenge banking industry now faces are
the management of NPAs. Levels of NPAs of a bank are considered to be measure of its asset quality and in turn its performance and rating. It is
level of NPAs which distinguish between good and bad banks. Narasimham Committee (I and Il) highlighted the importance of NPAs and its
management, “NPAs constitute a real economic cost to the nation in that they reflect the application of scarce capital and credit funds to
unproductive uses. The moneys locked up in NPAs are not available for productive use and the extent that banks seek to make provisions for
NPAs and write them off, it is a charge on their profits. NPAs, in short are not just problem for banks, they are bad for the economy.”

MEANING OF NON-PERFORMING ASSETS (NPAs)

An asset which ceases to generate income for the bank is called a Non-Performing Asset. A ‘non-performing asset’ (NPA) was defined as a credit
facility in respect of which the interest and/or instalment of principal has remained ‘past due’ for a specified period of time. With a view to
moving towards international best practices and to ensure greater transparency, it has been decided to adopt the 90 days’ overdue norm for
identification of NPAs, from the year ending March 31, 2004. Loan or Advance or Asset shall be non-performing where:

Interest and/or instalment of principal remain overdue for a period of more than 90 days in respect of a term loan.

The account remains ‘out of order’ for a period of more than 90 days, in respect of an overdraft/cash credit (OD/CC).

The bill remains overdue for a period of more than 90 days in the case of bills purchased and discounted.

Interest and/or instalment of principal remains overdue for two harvest seasons but for a period not exceeding two half years in the case of an
advance granted for agricultural purposes.

Any amount to be received remains overdue for a period of more than 90 days in respect of other accounts.
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NPAS ARE OF TWO TYPES

Gross NPAs

Net NPAs

Gross NPAs are the sum total of all loan assets that are classified as NPAs as per RBI guidelines as on Balance Sheet date. Gross NPA reflects the
quality of the loans made by banks. It consists of all the non-standard assets like as sub-standard, doubtful and loss assets.

Gross NPAs Ratio= Gross NPAs/Gross Advances

Net NPAs are those type of NPAs from which the bank has deducted the provision regarding NPAs. Net NPA shows the actual burden of banks.
The provisions against the NPAs are to be made as per RBI guidelines. That is why difference between gross and net NPA is quite high.

Net NPA= Gross NPAs-provisions/Gross Advances-Provisions

CLASSIFICATION OF ADVANCES

Higher provisioning is required for higher level of NPAs. Provisioning requirements adversely affect the profitability and operations of the
banks. This makes the further lending difficult. Advances can be classified into four categories as follows:

Standard Assets- This is not NPA. It carries only normal credit risk. No provision is required.

Sub-Standard Assets- This is an NPA for period not exceeding two years requiring a provision of 10 percent of outstanding balance.

Doubtful Assets- This is an NPA for a period exceeding two years requiring a provision of 100 percent of unsecured portion of advances.

Loss Assets- An asset may be treated as loss asset even if it has not been considered as sub-standard or doubtful earlier. The entire asset should
be written off.

REASONS FOR MOUNTING NPAs
Large numbers of institutional and infrastructural factors are responsible for the problem NPAs.
Indian banking industry is highly politicised. Large scale loan write-off ordered by politicians promotes a culture of indiscipline and lawlessness
among borrowers.
Legal framework of the country is inefficient. The inefficiency of legal system can be assessed by the value of cases pending in the courts of law
representing about Rs 21,825 crores.
Proper accountability and responsibility for taking wrong decisions regarding granting loans is not fixed.
Lack of proper monitoring system for credit appraisal and effective follow-up due to large number of accounts.
The members appointed to banking boards are generally not banking experts and professional people. Autonomy is also not granted to board.
Priority sector lending and lending under Government sponsored schemes.
There is inadequacy in risk management practices which fails to identify, assess and minimise the risks and enhance the returns.
Strict and adequate prudential norms are not implemented due to which financial statements fail to present accurate picture of the
level of risk.
There are several factors related to the borrower which adversely affect their repayment.
Diversion of funds
Technological changes
Power shortage
Business Failures
Inefficient management
Industrial recession
Strained labour relations
Price escalation
Serious inherent operational problems
Natural calamities
In addition there could be deliberate non-compliance and wilful default from certain borrowers.

IMPACT OF NPAs

NPA accounts do not generate any income. It put pressure on the interest income to the extent of interest accrued on NPAs.
Provisioning of the assets depending on its status put pressure on part of profits.

Large level of NPAs results in asset-liability mismatch.

It is mandatory for banks to fund the substandard assets. Level of NPAs to total credit increases, the liquidity risk of bank also increases.
Time and efforts of management in handling and managing NPA would have diverted to some other productive activities.

NPAs adversely affect the value of bank in terms of market credit.

Banks will lose its goodwill and brand image.

MANAGEMENT OF NPAs

Managing NPAs and keeping it at low levels has become matter of deep concern for banking Industry. Many legal and non-legal remedies are
available for this purpose but generally non-legal remedies are popular with banks. Legal remedies most result in delays. Indian banking
Industry mostly rely on the following measures:

Two approaches for resolution of NPAs in public sector banks are suit filed and Board for Industrial and Financial Reconstruction (BIFR).

Banks are required to submit the list of suit filed cases of Rs. 10 million and above and suit filed cases of wilful defaulters of Rs. 2.5 million and
above to RBI as well as CIBIL (Credit Information Bureau).

Debt Recovery Tribunals entertain cases for recovery of debts.

Lok Adalats helps to resolve disputes between parties by conciliation, mediation, compromise and amicable settlement. It helps in settlement
of small accounts.
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SARFAESI Act, 2002 was an important landmark in the reforms in the financial sector. The Act enables the setting up of asset management
companies, addressing the problem of NPAs of banks and Fls and enhancing creditor rights.

One Time Settlement and Negotiated settlement schemes are also available. As per OTS scheme, OTS for NPAs up to 10 crore, the minimum
amount to be recovered should be 100 percent of the outstanding balance in the account.

Preventive measures such as proper documentation of credit policy, credit audit should be immediately done after sanction. Quick diagnosis of
such accounts should be made so that they do not become NPAs.

Special cells should be appointed to follow up Debt Recovery Tribunal cases.

Doubtful and loss assets should be written off within the framework of broad parameters.

Dues of sick companies can be settled through compromise and one time settlement.

PSBs should use their extensive network for lending for wholesale and retail trade, housing, agriculture etc in order to reduce NPAs.

Rigorous efforts on the part of banks coupled with policy initiatives will help banks to improve their performance. It is important to prevent the
deterioration of asset quality and timely handling of potential NPA accounts. Three key steps which should be strictly followed in order to
prevent the occurrence of NPA accounts: i) Regular monitoring of the performance of each loan asset and its periodic review. ii) Early
identification of problem assets for the success of remedial action. iii) Effective follow-up for recovery.

OBIJECTIVES OF THE STUDY

To evaluate NPAs (Gross and Net) in different banks.

To study the past trends of NPA.

To make comparative analysis of NPAs of public, private and foreign banks.
To suggest some measures to lower the level on NPAs.

RESEARCH METHODOLOGY

The study is mainly descriptive in nature. It is mainly based on secondary data that has been collected from the published document of Reserve
Bank of India viz. Report on Trend and Progress on Banking in India. Four purposes of the study four banks from each of public sector, private
sector and foreign banks are selected. Statistical tools like averages and percentages are made use of.

ANALYSIS AND INTERPRETATION

For the purpose of analysis and comparison between three bank groups Public sector banks (PSBs), Private sector banks (PBs) and Foreign
Banks (FBs), four banks from each of the sectors are taken to compare the non performing assets of the banks. Four Public sector banks
selected for the purpose of the study are: Allahabad Bank (AB), Bank of Baroda (BOB), United Bank of India (UBI), State Bank of India (SBI). Four
private sector banks selected for the study are: Axis Bank, HDFC Bank, ICICI Bank, Indusind Bank. Foreign banks that are included in study are:
Citibank, Deutsche Bank, HSBC Bank, Standard Chartered Bank. Non Performing Assets are further bifurcated into priority sector and non-
priority sector, Gross NPA and Net NPA in terms of percentages.

GROSS NPA AND NET NPA

There are two concepts related to non-performing assets — gross and net. Gross refers to all NPAs on a banks’ balance sheet irrespective of the
provisions made. It consists of all the non-standard assets viz. sub-standard, doubtful and loss assets. Net NPA is gross NPA less provisions.
Gross NPA reflects the quality of the loans made by banks whereas Net NPA shows the actual burden of banks. Here, gross and net NPA data for
last five years 2004-05 to 2008-09 is taken for the purpose of comparison among banks and to observe past trends of NPAs. Gross and Net
NPAs are taken as percentage of total Assets.

Table 1: Gross NPA as percentage of total assets of PSBs.
Year/Bank AB BOB UBI SBI

2004-2005 2.84 | 3.51 | 250 | 2.71
2005-2006 2.14 2.11 2.24 1.95
2006-2007 1.62 1.46 1.93 1.76
2007-2008 1.22 | 1.10 | 1.40 | 1.78
2008-2009 1.1 0.8 1.6 1.6

Table 1.1: Gross NPA as percentage of total assets of PBs.

Year/Bank Axis Bank HDFC Bank ICICI Bank Indusind
Bank
2004-2005 0.82 0.85 1.65 2.1
2005-2006 | 0.76 0.69 0.88 1.5
2006-2007 | 0.57 0.72 1.20 1.6
2007-2008 | 0.45 0.68 1.90 1.7
2008-2009 | 0.6 1.1 2.5 0.9

Table 1.2: Gross NPA as percentage of total assets of FBs.
Year/Bank Citibank | Deutsche Bank HSBC Bank Standard Chartered Bank
2004-2005 1.09 0.08 1.47 1.49
2005-2006 0.86 0.07 0.85 1.49
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2006-2007 0.80 0.06 0.72 1.36
2007-2008 0.94 0.24 0.92 0.98
2008-2009 1.7 1.0 1.6 1.1
Chart 1: Gross NPA of PSBs.
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Chart 1.2: Gross NPA of PBs.
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Chart 1.2: Gross NPA of FBs.
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COMPARISON OF GROSS NPA WITH ALL BANKS
The growing NPAs affect the health of banks, profitability and efficiency. It erodes the net worth of the banks. Financial health of banks and
other financial institutions is seriously affected due to NPAs. All twelve banks gross NPA are taken together for better understanding of the
trend. Average of these twelve banks gross NPAs in year 2008-09 is 1.3 as percentage of total assets. So if we compare in public sector banks
that AB and BOB and in private sector banks Axis bank, HDFC bank, Indusind bank are below the average of all banks. Deutsche bank and
Standard Chartered bank are below average of all banks. Average of gross NPAs of all banks in year 2004-05 was 1.76; though in year 2008-09 it
has declined but has increased in comparison to previous year. Average of these four public sector banks gross NPA and that of four private
banks gross NPA is 1.28 whereas that of foreign banks is 1.35 which is higher as compared to both groups of banks.

Chart 2.3: Gross NPA of all banks for year 2008-09.
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Table 2: Net NPA as percentage of total assets of PSBs.

Year/Bank AB BOB | UBI SBI
2004-05 0.60 | 0.65 | 0.95 | 1.16
2005-06 045 | 046 | 0.71 | 0.99
2006-07 0.65 | 0.35 | 0.79 | 0.93
2007-08 0.48 | 0.27 | 0.56 | 1.03
2008-09 0.4 0.2 0.8 1.0

Table 2.1 Net NPA as percentage of total assets of PBs.

Year/Bank | Axis Bank | HDFC Bank ICICI Bank Indusind Bank
2004-05 0.57 0.12 0.90 1.6
2005-06 0.44 0.21 0.42 1.1
2006-07 0.36 0.22 0.58 1.3
2007-08 0.23 0.22 0.87 1.3
2008-09 0.2 0.3 1.2 0.6

Table 2.2 Net NPA as percentage of total assets of FBs.

Year/Bank | Citibank Deutsche Bank HSBC Bank Standard Chartered Bank
2004-05 0.54 - 0.23 0.60

2005-06 0.51 - 0.26 0.82

2006-07 0.51 - 0.18 0.73

2007-08 0.56 0.08 0.23 0.47

2008-09 1.0 0.3 0.4 0.5

Chart 2: Net NPA of PSBs.

3.5

2.5 M SBI
2 = uBI
1.5 H BOB
1- H AB

0.5
0 \

2004-05 2005-06 2006-07 2007-08 2008-09

Chart 2.1: Net NPA of PBs.
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Chart 2.2: Net NPA of FBs.
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COMPARISON OF NET NPA WITH ALL BANKS

Average of all twelve banks taken for study is 0.58. In PSBs AB and BOB are below average. Axis Bank and HDFC Bank are below average though
the average of these four private sector banks is same that of average of all twelve banks that is 0.58. Private sector banks net NPA average is
0.58 and in public sector banks it is 0.61 and that of foreign banks is 0.55. There is little difference in average of all the three groups of banks.
Net NPA shows actual burden of banks. ICICI bank shows the highest Net NPA figure in the year 2008-09. Axis Bank and BOB show the lowest.
Indusind Bank showed the highest net NPA figure in the year 2004-05. Average of Net NPA of all twelve banks in year 2004-05 was 0.65 and it
declined to 0.58 in the year 2008-09. The Net NPA figure in 2008-09 is higher than that of previous year.

Chart 2.3: Net NPAs of Banks for year 2008-09
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NPAs can be further bifurcated into priority sector and non-priority sector. Agriculture, small scale industries and others are included in priority
sector. In case of Foreign Banks priority sector also includes export trade.

Table3: Sector- wise NPAs of PSBs (as at end March 2009)

(Amount in Rs. Crores)

Bank/Sector | Agriculture Small scale Industries Others Priority Sector (1+2+3) Non-Priority Sector
AB 203 185 283 671 389
BOB 225 307 287 820 843
(V] :]] 191 231 295 717 303
SBI 1789 1712 3509 7010 7932
Total 2408 2435 4374 9218 9467
Table 3.1: Sector- wise NPAs of PBs (as at end March 2009).
(Amount in Rs Crores)
Bank/Sector Agriculture | Small scale Industries | Others | Priority Sector (1+2+3) Non-Priority Sector
Axis Bank 123 9 166 297 519
HDFC Bank 101 211 67 380 1604
ICICI Bank 874 15 560 1449 8116
Indusind Bank | 34 1 64 99 156
Total 1132 236 857 2225 10395
Table 3.2: Sector-wise NPAs of FBs (as at end March 2009).
(Amount in Rs Crores)
Bank/Sector Agriculture | Small Scale Industries Others Priority Sector | Non-Priority Sector
Citibank - - 153 153 1934
Deutsche Bank - - 7 7 237
HSBC Bank - 140 117 257 1283
Standard Chartered Bank - 40 84 124 934
Total - 180 361 541 4388
Chart 3: Sector-wise NPAs of PSBs (as at end March 2009).
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Chart 3.1: Sector-wise NPAs of PBs (as at end March 2009).
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Chart 2.2: Sector-wise NPAs of FBs (as at end March 2009).
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In private sector banks ICICI Bank has the highest NPA in both sector in comparison to other private sector banks. Approximately, 65 percent of
NPA is with ICICI Bank with Rs 1449 crore in priority sector and around 78 percent in non-priority sector with Rs 8116 crore. There is more of
NPAs in non-priority sector than priority sector. In case of public sector banks SBI has the highest NPA in both sector while Allahabad bank has
lowest NPA in priority sector and UBI has lowest NPA in non-priority sector. It is obvious from the table that public sector banks give more
advances to priority sector in comparison to private sector banks and foreign banks. Private sector banks have more of NPAs in non-priority
sector. Foreign banks have almost negligible NPAs in agriculture sector. HSBC bank has the highest percentage 48 percent in case of priority

sector with Rs 275 crores whereas Citibank has the highest NPAs in non-priority sector with Rs 1934 crores.

Table 3: Sector-wise NPAs of PSBs, PBs & FBs (for the year2008 & 2009).Sector/Bank

PSBs, PBs, FBs

Year

2008

2009

2008

2009

2008

2009

Priority

25,286.67

24,318

3418.53

3640

402

649
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Public 298.69 474 .01 75 - -
Non-Priority 14163.14 19,251 9557.52 13172 2712 | 6509
Total 39,748.51 44,042 12,976.06 | 16,887 3114 | 7155

Comparison of all PSBs, PBs and FBs is done on priority and non-priority sector NPAs. The figures depict differentiating results. The major
reason being that PSBs have vast network of branches spread across the length and breadth of the country. PBs and FBs do not enjoy this
extensive coverage. There is huge difference in NPAs of PSBs, PBs and FBs. PSBs has greater NPAs in priority sector whereas PBs and FBs have
greater NPAs in non-priority sector.

CONCLUSION AND SUGGESTIONS

It can be concluded that NPAs are not confined to PSBs alone but are present in private banks and foreign banks as well. There is more of NPAs
in non-priority sector than priority sector. The figures of Gross and Net NPAs of PSBs have improved over the years because of rigorous policy
initiatives and enforcement of various legal and non-legal measures. SBI among PSBs, ICICI among PBs, Citibank among FBs have to bear greater
burden of NPAs. Following suggestions can be given to reduce the level of NPAs:

Professional people should be recruited and associated at all levels of credit appraisal. They can be CAs, lawyers, MBAs, banking experts etc.
Compromise should be considered better remedy than recovery through legal suits.

Proper survey of difficulties of customers should be made and adequate assistance should be accordingly provided.

Banks and financial Institutions together with Central Government should establish more courts for quicker remedies.

Recovery agents should be appointed to collect on daily basis from transport operators, retail traders etc.

Bank branches in various sectors should be given more autonomy so that they can take quick and timely decisions regarding NPA accounts.
Collection of interest from creditors should be on monthly basis instead of quarterly basis.

Banking staff should be well trained to properly monitor creditworthiness of the borrowers.

Political interference should be eliminated in disbursement of loans and advances.
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