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Abstract 
 The Indian banking sector has been facing 
serious problems of raising Non- Performing Assets 
(NPAs). The NPAs growth has a direct impact on 
profitability of banks. Non- performing assets are 
one of the major concerns for scheduled commercial 
banks in India. The recommendations of Narasimham 
committee and Verma committee, some steps have 
been taken to solve the problem of old NPAs in the 
balance sheets of the banks. It continues to be 
expressed from every corner that there has rarely 
been any systematic evaluation of the best way of 
tackling the problem. There seems to be no 
unanimity in the proper policies to be followed in 

resolving this problem. 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. An attempt is 
made in this paper to understand NPA, the status 
and trend of NPAs in Indian Scheduled commercial 
banks, the factors contributing to NPAs, reasons for 
high impact of NPAs on Scheduled commercial banks 
in India and recovery of NPAS through various 
channels.  
Keywords: Non- Performing Assets, NPA, Scheduled 
Commercial banks, Narasimham committee  

 

Introduction  

 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 banking industry has undergone a sea change after the first phase of economic 

liberalization in 1991 and hence credit management. Asset quality was not prime concern in Indian 

banking sector till 1991, but was mainly focused on performance objectives such as opening wide 

networks/branches, development of rural areas, priority sector lending, higher employment 

generation, etc. While the primary function of banks is to lend funds as loans to various sectors 

such as agriculture, industry, personal loans, housing loans etc., but in recent times the banks 

have become very cautious in extending loans. The reason being mounting nonperforming assets 

(NPAs) and nowadays these are one of the major concerns for banks in India. 

 Non-Performing Assets are also called as Non-Performing Loans. It is made by a bank or finance 

company on which repayments or interest payments are not being made on time. A loan is an asset 

for a bank as the interest payments and the repayment of the principal create a stream of cash 

flows. It is from the interest payments that a bank makes its profits. Banks usually treat assets as 

non-performing if they are not serviced for some time. If payments are late for a short time, a 

loan is classified as past due and once a payment becomes really late (usually 90 days), the loan is 

classified as non-performing. A high level of nonperforming assets, compared to similar lenders, 

may be a sign of problems.  
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Non-performing Loan  

 A credit transaction involves a contract between two parties, the borrower and the creditor, 

subject to a mutual agreement on the terms of credit. These are defined over five critical 

financial parameters: amount of credit, interest rate, maturity period, frequency of loan servicing 

and collateral. Optimizing decision pertaining to the terms of credit could be different for the 

borrower and the banks. As such, the mutual agreement between the borrower and the bank may 

not necessarily imply an optimal configuration for both. At this juncture, a distinction between a 

defaulter and a non performing loan account is in order. A default entails violation of the loan 

contract or the agreed terms of the contract, while a non performing loan entails that the 

borrower does not renege format of the loan contract but fails to comply with the repayment 

schedule due to evolving unfavorable conditions. However the perspective of corporate finance is 

that both the cases of defaulter and non performer imply similar financial implications viz. 

financial loss to the banks. Moreover, in the Indian context, regulatory and supervisory process 

does not focus on such a distinction between the defaulter and non-performer as far as prudential 

norms are concerned. The Non-performing Loan (NPL) is defined as an amount past due, taking 

into account either no payment of interest or principal, or both. The most important reason for 

default could be a mismatch between borrowers‟ and creditors‟ terms of credit. 

 
Nationalized Banks 
 In July 1969, 14 banks each with a deposit base of ` 50 crores or more were nationalized. 

Again in the year 1980, six more private banks were nationalized bringing up the total number to 

twenty. These Banks were: Bank of Baroda, Punjab National Bank, Bank of India, Canara Bank, 

Central Bank of India, Indian Bank, Indian Overseas Bank, Syndicate Bank, UCO Bank, Allahabad 

Bank, United Bank of India, Oriental Bank of Commerce, Corporation Bank, Vijaya Bank, Dena 

Bank, Bank of Maharashtra, Andhra Bank, Punjab & Sind Bank and, State Bank of India with its 

subsidiaries. 

 
Public Sector Banks 

 Public sector banks are the ones in which the government has a major holding. They are 

divided into two groups: nationalized banks and State Bank of India and its associates. Among 

them, there are 19 nationalized banks and 8 State Bank of India associates. Public Sector Banks 

dominate commercial banking in India. 

 
Private Sector Banks  

 Private sector banks came into existence to supplement the functions of public sector banks 

and serve the needs of the economy better. As the public sector banks were merely in the hands of 

the government without any incentive to make profits and improve the financial health. The main 

difference is that public sector banks follow the RBI rules strictly but Private sector banks could 

have some changes, after the approval by the RBI. Private sector banks are the banks which are 

controlled by the private lenders with the approval from the RBI, their interest rates being 

marginally higher than the rates in public sector banks. 

 
Non-Performing Assets 

 Bank Assets are classified into two categories: Performing assets are those assets on which 

interest or installments are correctly paid by a customer within stipulated time. Non-performing 

assets are those assets on which interest or installments have been due for a period of more than 

180 days. An asset becomes Non-performing when it ceases to generate income for a bank It is also 
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a credit facility in respect of which the interest and or installments of principal have remained 

„past due‟ for a specified period of two years. 

 

Sub-standard Assets 

 Originally a sub-standard asset was one, which was classified as NPA for a period not exceeding 

two years. With effect from 31 March 2001, a sub-standard asset was one, which remained NPA for 

a period not exceeding 18 months. With effect from 31 March 2005 the norms have been further 

tightened and a sub-standard asset is one, which has remained NPA for a period not exceeding 12 

months. 

 
Doubtful Assets 

 Initially a doubtful asset was one, which remained NPA for a period exceeding two years. With 

effect from 31 March 2001, an asset is to be classified as doubtful, if it had remained NPA for a 

period exceeding 18 months. With effect from March 31, 2005, the norms have been further 

tightened, and an asset would be classified as doubtful if it remained in the sub-standard category 

for 12 months. 

 

Loss Assets 

 A loss asset is one where loss has been identified by the bank or internal or external auditors 

or the RBI inspection but the amount has not been written off wholly. In other words, such an 

asset is 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. 

 

Standard Assets 

 The fourth category of loan accounts, which is not included in NPA category, is Standard Assets 

one which does not pose any problems and which does not carry normal risk attached to the 

business. 

 
Impact of NPA Impact  
 The performance and profitability of banks. The most notable impact of NPA is change in 

banker‟s sentiments which may hinder credit expansion to productive purpose. Banks may incline 

towards more risk-free investments to avoid and reduce riskiness, which is not conducive for the 

growth of economy. If the level of NPAs is not controlled timely they will the earning capacity of 

assets and badly affect the ROI. The cost of capital will go up. The assets and liability mismatch 

will widen. Higher provisioning requirement on mounting NPAs adversely affect capital adequacy 

ratio and banks profitability. The economic value additions (EVA) by banks get upset because EVA 

is equal to the net operating profit minus cost of capital. NPAs causes to decrease the value of 

share sometimes even below their book value in the capital market. 

 
Recommendations for management of NPAs 

 RBI should revise existing credit appraisals and monitoring systems. Banks should improved 

upon and strengthen the loan recovery methods Credit appraisal and post –loan monitoring are 

crucial steps which need to concentrate by all the public sector banks. There must be regular 

follow-up with the customers and it is the duty of banker to ensure that there is no diversion of 

funds. This process can be taken up at regular intervals. Personal visits should be made after 

sanction and disbursal of credit and further close monitoring of the operations of the accounts of 

borrowed units should be done periodically. Managers under credit monitoring and recovery 
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department should have dynamism in their work. Many managers say that “we do not fear to 

negotiate but we do not negotiate out of fear. Such fear leads to arbitrary negotiation, which fails. 

 Frequent discussions with the staff in the branch and taking their suggestions for recovery of 

dues. Assisting the borrowers in developing his/her entrepreneurial skill will not only establish a 

good relation between the borrowers but also help the bankers to keep a track of their funds. RBI 

may initiate actions against defaulters like, publishing names of defaulters in News papers, 

broadcasting media, which is helpful to other banks and financial institutions. As a part of curative 

measures, bankers may resort to Compromise Settlement or One Time Settlement. Lok Adalats and 

Debt Recovery Tribunals are other ways for the recovery of dues. It has been observed that Banks 

these days are highly resorting to SARFAESI Act for the management of NPA. If the delinquencies 

are due to reasons beyond the control of borrower which are namely draughts, floods, or other 

natural calamities, the banker should suitably restructure the loans taking into account the 

genuine difficulty of the borrowers. 

 

Conclusion  

 The Non-Performing Assets have always created a big problem for the banks in India. It is just 

not only problem for the banks but for the economy too. The money locked up in NPAs has a direct 

impact on profitability of the bank as Indian banks are highly dependent on income from interest 

on funds lent. This study shows that extent of NPA is comparatively very high in public sectors 

banks. Although various steps have been taken by government to reduce theNPAs but still a lot 

needs to be done to curb this problem. The NPAs level of our banks is still high as compared to the 

foreign banks. It is not at all possible to have zero NPAs. The bank management should speed up 

the recovery process. The problem of recovery is not with small borrowers but with large 

borrowers and a strict policy should be followed for solving this problem. The government should 

also make more provisions for faster settlement of pending cases and also it should reduce the 

mandatory lending to priority sector as this is the major problem creating area. So the problem of 

NPA needs lots of serious efforts otherwise NPAs will keep killing the profitability of banks which is 

not good for the growing Indian economy at all. 
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