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n A Study of Non-Performing Assets
in Indian Banking Sector

Laila Ahmed Patel
- Assistant Professor, L. S. Raheja College of Arts and Commerce, Santacruz (West), Mumbai.

RT

1al st

ley

hstract

A robust banking sector is a pre-requisite for economy to boom. Failure of banking sector leads to

Feste :  tipple effects on other main sectors of the economy such as realty, manufacturing, steel, telecom etc.
MO,
d el

ities o

Non-performing assets have always been one of the major concerns in India banking sector. The
Jlal health of a bank is reflected by the level of non-performing assets (NPA) reflected in its balance

|Large amount of NPA reduces the overall goodwill of the bank. The growth in NPA level decreases the

tted ¢ Iders’ value and adversely aftfects its profits also as the bank needs to follow RBI guidelines in writing

s NPA against its profits.
teac This paper attempts to study the main causes behind the ever increasing NPA’s in public and private

banking sector. It analyse the trend of NPA, factors mainly contribute to rising NPA and also provides

owle # suiitable solutions for overcoming the burden of NPA.

her Keywords: Non-performing assets, public and private banking sector, causes, factors and financial

i of a bank.

troduction

pracy

Reserve Bank of India (RBI) defines NPA as an asset when it ceases to generate income for the
SOK

2113
Srad
nd.
al Pl

' Banks classify an account as NPA if the interest due and charged on that account during a quarter is not
ved fully within 90 days from the end of the quarter. However in terms of Agriculture / Farm Loans the
Indefined as : For short duration crop agriculture loans such as paddy, Jowar, Bajra etc if the loan(instalment
151) is not paid for two crop seasons, it would be termed as an NPA. For long duration crops. the above
il be one crop season from the due date.

iroduction
1cati

a Lu SANT \
‘Casy (e advances to the customers for various business and personal requirements. This formp gﬁe(; or pNEt B&l all
Ing activity. Providing fresh loans to all sectors of economy is most important as it has a sgfﬁgﬂ_@_? } ,
;“ e %
onl lunds are transferred for use for economic activity thereby resulting in economic growth '15‘990*. S

ver, providing loans carries a risk of default generally known as credit risk, which arises from the failure

%1
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of borrower to repay the loan and interest. Non-recovery of loans along with interest forms a major hurd

the process of credit cycle. These non-performing assets adversely affect the banks’ profits. Though com
elimination of such losses is not possible, but banks can always aim to keep the losses at a low level.

Bad loans have resulted in hi gher provisions, deterioration in asset quality, higher slippages and
lower earnings for banks— not to forget their future lending is at stake. The entire confidence in banki
sector gets shaken if the non-performing assets (NPA) are not controlled in a systematic manner. Sincg

decade bad loans have risen at disturbing level posing grave warning on the sustenance and endurance o

banking sector. Measures have been taken by the government and RBI to curb the growth of bad loany,

concrete results are still to be seen. Public Sector Banks are the prime victims of bad loans although
problem has also affected the private sector banks. This paper aims to study the main causes of rising NI%
public as well as private sector banks, to study the impact of NPA on Indian economy and to suggest mey
to curb the rising menace of NPA.

Scope: The scope of the study is restricted to five public sector banks and five private sector
of India. The study is limited to five yearsi.e. from 2012-2016.

Objectives of Study

1) To study NPA of public and private sector banks
2) To study the main causes of rising NPA

(O9)

) To study the impact of NPA on Indian economy

4) To suggest the measures to reduce the level of NPA

Research Methodology 1

Sources of data: The study is based on secondary data collected from the select bank records

other secondary sources like research papers, review papers, published papers of related Banks, I}
websites, periodicals, Bank’s publications, newspapers etc. A list of the related articles from various joul
is also used to develop the basic idea about the particular topic.

Scope of the study

The study is restricted to five public and private sector banks for the period 2012-16
Review of Literature

Ranjan, R., Dhal, S.C. (2013): This paper explores an empirical approach to a
Indian commercial banks’ nonperforming loans by regression analysis. The empirical af Y~pémz\qslgﬁlﬂ

" . . ; . E EST

how the NPLs are influenced by three major sets of economic and financial factors, i.e ; @“&Es ?ﬁ&MﬁN'

size induced risk preferences and macroeconomic shocks. N\ & S\ @0?,54_,
S35 % 3
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vides some suggestions for overcoming the burden of NPA

| diagnostic approach with the help of secondary data.

Joseph, A. L. (2014): This paper basically deals with the trends of NPA in banking industry, the

¢rnal, external and other factors that mainly contribute to NPA rising in the banking industry and also

Ibrahim, M.S., and Thangavelu, R. (201 4): In this paper, the author has analysed the concept of

I'As, components of loan assets in public sector, private sector and other foreign banks, by an exploratory

f Data analysis and interpretation
s, bul Table 1.1 - NPA of Public Sector Banks from 2012-2016
1t Year |  Assets SBI % of PNB % of Bank of % of
PA Advances Advances Baroda Advances
2016 | Advances 1,463,700.42 412325.8 383770.18
§ Gross NPA | 98,172.80 7% 55818.33 14% 40521.04 11%
2015 | Advances 1,300,026.39 380534.4 428065.14
' Gross NPA | 56,725.00 4% 25694.86 7% 16261.44 4%
‘ 2014 | Advances 1,209,828.72 349269.13 397005.81
Gross NPA | 61,605.00 5% 18880.06 5% 11875.9 3%
2013 | Advances 1,045,616.55 308725.21 328185.76
Gross NPA | 51,189.39 5% 13465.79 4% 7982.58 2%
2012 | Advances 867,578.89 293774.76 287377.29
Gross NPA | 39,676.46 5% 8719.62 3% 4464.75 2%
2016 | Advances 148879.99 324714.82 2,733,391.21
Gross NPA | 14701.78 10% 31637.83 10% 240,851.78 9%
2015 | Advances 145261.3 330035.51 2,583,922.74
o Gross NPA | 7666.22 5% 13039.96 4% 119,387.48 5%
, 2014 | Advances 139079.84 301067.48 2,396,250.98
s _ Gross NPA | 5617.86 4% 7570.21 3% 105,549.03 4%
i 2013 | Advances 128955.06 242176.62 2,053,659.20
Gross NPA | 4183.96 3% 6260.16 3% 83,081.88 4%
2012 | Advances 111977.69 232489.82 1,793,198.45
Gross NPA | 3580.49 3% 4031.75 2% 60,473.07 3%
Interpretation
ol . NPA’s of public sector banks as percentage of gross advances have increased from 3% in
o 201210 9% in 2016.
bl . There is an increasing trend of NPA from 2012 to 2016

Due to rising trend of NPA, there is reduction in lending of loans. In 2013, th é
were Rs. 260460.75 crs more than 2012, ‘However, in 2016, the incrak

Rs.149468.47 crs.
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. PNB is worst affected bank with almost 14% of its loans turning bad in 2016 followed k
BOB - 11%, OBC & Canara Bank — 10% and SBI — 9%
Table 1.2 - NPA of Private Sector Banks from 2012-2016

Figures In Crs

[ Year | Assets HDFC % of AXIS % of ICICI % of
‘ Advances Advances Advances
2016 | Advances | 464593 .9¢ l 338773.72 j 435263.94 ’
Gross NPA | 439283 1% 6087.51 2% 26221.25 6%
(2015 | Advances | 365495.03 281083.03 387522.07
Gross NPA | 343838 1% 4110.19 1% 15094.69 | 4%
2014 [ Advances | 303000.03 230066.76 338702.65
| | GrossNPA | 298933 1% 3146 41 1% J IW
2013 | Advances | 239720 196965.96 [ 290249.44 |
Gross NPA | 2334.64 1% 2393.42 1% 9607.75 3%
Wm ’ 16975954 [ 253727.66 |
Gross NPA ] 199939 } 1% 1806.3 1% " 947533 4%
2016 | Advances J 98209.93 [ 118665.3 | 1455506.9 ‘
Gross NPA | 748.96 ( 1% [ 2838.11 2% ] 40288.66 f 3%
2015 | Advances [ 75549.82 | 66160.71 | 11758107 ]
| Gross NPA 5134 0% 123723 2% ]W
2014 | Advances | 55632.96 J 53027.63 ] 980430.03 ,
| [ GrossNPA | 17493 0% 1059.44 2% ] IW
WM7 ‘ 4846898 | 822403.95 |
Gross NPA ] 9432 ,[ 0% 758.11 2% J 15188.24 ' 2%
2012 | Advances | 37988.64 [ 39079.23 J 695975.07 |
[ | Gloss NPA [ 8386 (0% 614.19 2% | 13979.07 2%

Interpretation

NPA’s of private sector banks as percentage of gross advances have increased modeytly
from 2%in 2012 to 3% in 2016,

. Due to modest trend of rise in NPA, there is increase in lending of loans. In 201 3, there
increase of Rs. 126428.88 crs over2012. However, in 201 6, the increase was Rs.279696.1
crsover 20135.

. ICICIis worst affected bank with almost 6% of its loans turnin
Axis & Kotak — 2%, HDFC & Yes Bank — 1% each.

94




PART -V ENIUS -

followed I Cluses of NPA

% of

vances

e — S e

BLUME - VI - ISSUE - I-AUGUST 2017 to JANUARY - 2018

ISSN - 2279-0489 - IMPACT FACTOR - 4.248 (www.sjifactor.com) PART -V

1) Faulty Loan Approval Process

While approving the loan the banks may not or ignore factors such as safety, liquidity and profitability

the com pany. The borrower should have the capacity and willingness to repay the loan. It is important that

banks follow due process of properly valuing the com ’
the borrower in the market. This process should be carried out b
tonflict of interest with borrower:

2) Weak economic environment

After the recession of 2008, many public sector banks provided lending to projects that were not
puble of revival. Huge capital projects involving mining, aj
I without any due diligence. This led to accumulation of
ol

rports, roads, highways and construction received

huge stressed assets in public sector banks which
ated in all sectors of the economy leading to weak econo

mic environment and policy paralysis.
3) Consortium based lending

Sometimes enormous loans are granted by a consortium of banks. IN such a case large banks lead

tonsortium and small banks are partofit. They rely on the large banks ass

uming they would have followed
e

I'process in approval. In case the large banks take faulty decisions, small banks are undue victims of
Wh decisions leading to stressed assets in their books

4) Lack of follow-up after loan approval

Once the loan is approved banks do not follow up on how the loans are spent. Some defaulters
Iully utilise the loans in anunproductive manner or for

personal requirement of the promoter. This leads to
iiher aggravation of NPA.

L LT T

=
S
o
(9
=

re or l¢

here

'9696.1

owed I

5) Absence of correct calculation Method

Il size of the outstanding advances. In order to increase profitability, banks sometimes hide the NPA from
W jieneral public and shareholders.

Measures to reduce NPA
1) Strict Recovery Rules

The government has over the years enacted and tweaked stringent rules to recover asss
i

Securitisation and Reconstruction of Financia] Assets and Enforcement of Security

(012002 was amended in 2016 as it took banks years to recover the assets. Experff

V2

ouﬂfﬁ
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the NPA problem has to be tackled before the time a company starts defaulting. This needs a risk assessme
by the lenders and red-flagging the early si gns of a possible default.

2) RBI’s loan restructuring schemes

RBI has over the past few decades come up with a number of schemes such as corporate del
restructuring (CDR), formation of joint lenders” forum (JLF), flexible structuring for long-term project loany
infrastructure (or 5/25 Scheme), strategic debt restructuring (SDR) scheme and sustainable structuring
stressed assets (S4A) to check the menace of NPAs.

In many cases, the companies have failed to make profits and defaulted even after their loans we
restructured.

3) Hair Cut

Banks also need to objectively assess their NPA problem. They should enter into negotiations wil
the defaulters and if the problem of defaulters is genuine, should be willing to take a hair cut on the amount i
loan outstanding. The government and RBI may also come up with a one-time settlement scheme for e
defaulters before initiating stringent steps against them.

4) Name And Shame

The government should publish the name of wilful defaulters in newspapers and media so that the
wilful defaulters are noted in the eyes of general public. This will act as hindrance to any future wilful defal
Conclusion
Inorderto solve any problem, it is important to recognise the extent of it. The RBI and the governng
has recognised the seriousness ofthe NPA problem. RBI has introduced a slew of instruments to tackle|
NPA menace, which had crossed 9.5 per cent of the system or Rs 14 lakh crore as of Decem ber 20}
including strategic debt restructuring, 5/25 restructuring, joint lenders’ forum and Prompt Corrective Actlt
(PCA), which will be out by end-April. These measures by the RBI will certainly help Indian Banking Seell
totide over the serious problem of NPA’s. The banks should learn from their past mistakes and follow dii
diligence while granting approval to fresh loans. This mutual partnership of the regulator, government and
banks will have a positive effect in solving the NPA problem in India.
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