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ABSTRACT

ITS ALWAYS HUMAN TENDENCY TO EXPECT SOMETHING IN RETURN FOR WHAT THEY HAVE GIVEN. Same as the bank expects on time cash inflow when loan is given to the customers. When customers fail to meet the expectation of banks that is when a picture of nonperforming assets arises...

An asset is called NPA when the borrower fails to repay the interest and/or principal amount on agreed terms. It means it stops to generate income for the bank. NPA'S are asset of banks which are not useful for the bank.

 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 the bank makes its profits.The higher the amount of nonperforming assets, the weaker the bank's revenue stream.
 Strong banking sector is important for flourishing economy. The failure of the banking sector may have an adverse impact on other sectors. Non-performing assets are one of the major concerns for banks in India.

The main objective of this study is to understand the concept of NPA’s and to discuss what the causes of nonperforming assets are and how it is affecting the profitability of the bank.

RBI has taken lot of steps to solve the problem of nonperforming assets. However, still the problem persists.

Through this an attempt is made to highlights the measures to be taken to  reduce the non performing assets , trends of NPA followed by different banks and  also some suggestions to the bank which is to be taken before lending loans to the customers.
INTRODUCTION
The main banking business is accepting 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 bank as a result the bank gets the profit in the form of interest and again this profit is reinvested leading to the growth of the economy. However lending carries credit risk, which arises from the failure of borrower to fulfil its contractual obligations either during the course of a transaction or on a future obligation. Non performance of the fund lead to financial institutions bankruptcy and therefore fail to provide investors with clearer and more complete information thereby introducing a degree of risk that many investors could neither anticipate nor welcome.

An asset becomes non-performing when income form it is not received in the bank for a certain period. The RBI has issued certain guidelines to banks regarding classification of advances into non-performing assets.

CLASSIFICATION OF BANK ADVANCES

a) Standard Asset: Standard asset is one, which does not disclose any problems and does not carry more than normal risk attached to the business.

b) Substandard Assets: Substandard asset is one, which is a non-performing asset for a period not exceeding 18 months.
c) Doubtful Assets:  Doubtful asset is one, which has remained as non-performing assets for a period exceeding 18 months. A loan classified as doubtful has all the weakness inherent as that of substandard account with the added characteristics that the weaknesses make collection or liquidation of outstanding dues in such an account in full, on the basis of currently known facts, conditions and values, highly questionable and improbable
d) Loss assets: Loss assets is one, where loss has been identified by the banks or internal or external auditors or RBI inspecting official but the amount has not been written off, wholly or partly.
OBJECTIVES OF THE STUDY
· To study the concept of Non-Performing Assets and its main impact on Indian Banking Industry. 

· To study the trend of NPA on various sector’s.

· To suggest various measures for the bank to reduce the level of NPA.
· To study the general reasons for assets to become Non-performing assets.

· To offer suggestions based on findings of the study.

REVIEW OF LITERATURE
· BALASUBRAMANIAM (2012) has highlighted about the level of NPAs is high with all banks currently and the banks would be expected to bring down their NPA. This can be achieved by good credit appraisal procedures, effective internal control systems along with their efforts to improve asset quality in their balance sheets.

· GANESAN, SANTHANAKRISHNAN (2013) focus on the Indian banking sector which is facing a serious problem of NPA. The magnitude of NPA is comparatively higher in public sectors banks. To improve the efficiency and profitability of banks the NPA need to be reduced and controlled, and to evaluate the non-performing assets of the SBI.

· MANISH (2014) talks about the unsustainable level of NPA that has eroded the profitability of banks through reduced interest income and provisioning requirements, besides restricting the recycling of funds leading to serious asset-liability mismatches.
· NAGARAJAN (2013) has highlighted in their research, that there is a increasing trend in Percentage of Gross and Net NPAs of public sector recently. The percentage recovery of NPAs in Public sector banks has increased in previous years.

· PRIYANKA, MONAL (2013) has focused on the evaluation of the operational performance of the selected PSBs & Private bank in India and also analyze how efficiently Public and Private sector banks can manage NPA.

· RAMA, RAMACHANDRA (2012) examines the trends of NPAs in India, particularly Andhra Bank in comparison with PSBs and Nationalized Banks. Financial performance of a bank and its results in declining margin and higher provisioning requirement for NPAs. 

· SHALINI (2013) attempt to study the effect of different variables on the non performing farmers, as the main objective of our study is to know what are the difficulties faced by our Indian farmers in paying back the borrowed amount with regular payment of interest.

· SONIA, MONICA (2014) talk about NPA as a virus affecting banking sector. It affects liquidity and profitability, in addition posing threat on quality of asset and survival of banks. The motive of present study is to assess the non-performing assets of Punjab National Bank and its impact on profitability & to see the relation between Total Advances, Net Profits, gross and net NPA.
DISCUSSIONS: 
CAUSES FOR CREATION OF NON-PERFORMING ASSETS 
· External causes: Natural calamities and climatic conditions, Recession, changes in Government policies changes in economic conditions, Industry related problems, Impact of liberalization on industries, Technical problems 
· Internal causes: Internal defaulters, Faculty projects, Most of the project reports are ground realities, proper linkages, product pricing etc. Some approach for the “heck” of starting a venture, with poor knowledge of product risks, over depended on poorly paid killed workers and technicians, Building up pressure for sanctions, Inept handling by banker’s lack of professionalism and appraisal standards, Non-observance of system, procedures and non-insistence of collaterals etc, Lack of post sanction monitoring, unchecked diversions
VARIOUS STEPS IN REDUCING IN NPA’s

1) Prepare a loan recovery policy and strategies for reducing NPAs. 
2) Create special recovery cells as head office/Zonal office/ regional office levels identify critical branches for recovery
3) Fix targets of recovery and draw time bound action programmer 
4) Select proper techniques for solving the problem of each NPA 
5) Monitor implementing of the time bound action plan 
6) Take corrective steps when ever found necessary while monitoring the action plan and make changes in the original plan if necessary
THE IMPACT OF NPAS ON THE PROFITABILITY OF THE BANKS IS SUMMARIZED IN THE FOLLOWING POINTS 

i. Reduces earning capacity of the assets: NPA‟s reduced the earning capacity of the assets and as a result of this return on assets get affected. 
ii.  Blocks capital: NPA‟s carry risk weight of 100% (to the extent it is uncovered). Therefore they block capital for maintaining Capital adequacy. As NPA‟s do not earn any income, they are adversely affecting “Capital Adequacy Ratio” of the bank.

iii. Incurrence of additional cost: Carrying of NPA‟s require incurrence of „Cost of Capital Adequacy‟, „Cost of funds in NPAs‟ and „Operating cost for monitoring and recovering NPAs‟. 
iv.  Reduces EVA: While calculating Economic Value Added (EVA =Net operating profit after tax minus cost of capital) for measuring performance towards shareholders value creation, cumulative loan loss provisions on NPAs s considered as capital. Hence, it increases cost of capital and reduces EVA. 
v. Low yield on advances: Due to NPAs, yield on advances shows a lower figure than actual yield on “standard Advances”. The reasons that yield are calculated on weekly average total advances including NPAs.

vi. Effect on Return on Assets: NPAs reduce earning capacity of the assets and as a result of this, ROA gets affected 
vii. Profitability: NPA means booking of money in terms of bad asset, which occurred due to wrong choice of client. Because of the money getting blocked the prodigality of bank decreases not only by the amount of NPA but NPA lead to opportunity cost also as that much of profit invested in some return earning project/asset. So NPA does not affect current profit but also future stream of profit, which may lead to loss of some long-term beneficial opportunity.                                                                                    
viii. Liquidity: Money is getting blocked, decreased profit lead to lack of enough cash at hand which lead to borrowing money for shortest period of time which lead to additional cost to the company. Difficulty in operating the functions of bank is another cause of NPA due to lack of money.                                                                                                       
ix. Credit Loss: If a bank is facing problem of NPA, then it adversely affects the value of bank in terms of market for credit. It will lose its goodwill and brand image and credit which have negative impact to the people who are putting in their money in the banks (C.S. Balasubramaniam, 2011).     
MEASURES TO CONTROL NPAs
In present scenario NPAs are at the core of financial problem of the banks. Concrete efforts have to be made to improve recovery performance. Measures required to be undertaken are mainly two fold. Banks should make efforts first to avoid fresh addition on NPAs by their effective presentation appraisal and secondly to recover the amount from accounts which have already turned bad. 

Preventive Measures: Most of the bankers feel that genuine viability problem of the borrowing units, weakness in credit appraisal system, absence of effective monitoring and supervision of loan account, absence of credit information sharing among the banks etc. are some of the significant causative factors of high level of NPAs internal to the banks.
· So for preventive the fresh inflow of funds into the non-performing category, banks should reformulate their credit appraisal techniques. 
·  Proper evaluation of the loan application may help in detecting the unviable projects at the first instance. 
·  Full information about unit, industry, its financial stake, management etc. should be collected. 
· Industrial cell should be established at the bank level, which would have complete information about the industry and its prospects in future.

·  Proper credit monitoring should be equally emphasized. There should be proper flow of information from the units regarding their financial area, annual accounts, stock reports etc., which would enable the banker to know the need based credit requirement of borrower and warning signals for taking quick remedial action.

·  Banks should inspect the progress of the project or the business. Separate monitoring department should be established in large branches for periodical review of accounts, comparative risk analysis and compliance of terms and conditions of sanction. Equal emphasis should be given for monitoring of standard assets also. 
Curative Measures: Besides making efforts to stop the fresh additions of NPAs banks have to take steps to recover the amount from assets, which have already slipped into NPAs category. Significant causative factors highlighted were slow recovery of legal cases, willful default induced by officially announced loan waiver schemes etc. the Indian legal system is sympathetic towards the borrowers and works against the banks interest. 
· Despite most of their loans being backed by security, banks are unable to enforce their claims on the collateral, when the loans turn non-performing and therefore loan recoveries have been insignificant. 
· The Narshimham Committee on financial system (1991) has recommended the establishment of Debt Recovery Tribunals (DRT) for the speedy recovery of the assets from NPAs category. On the basis of recommendations 22 DRTs were established by passing the bill on Recovery of Debt due to Banks and Financial Institutions Act 1993. But the performance of DTRs for the past years has not been found satisfactory or up to the mark. 
·  The Act has some limitations, which must be removed to make its effective implementation. 
· At present one presiding officer is handling at least 80-90 cases per day. It is suggested that DRT Act may be amended to enable the central government to appoint additional presiding officers for speedy disposal of recovery cases. 
· One of the major factors accounting for delay in disposing of application by DRT is the delay caused due to refusal by defendants to accept the summons, and at times due to change in address too. 
·  DRT may be empowered to order service of summons by hand, registered post and by publications simultaneously. Attachment of immovable property of borrower is not admitted due to service of summons. 
· Enforcement of security and obtaining court decree take unduly long time, it encourages willful default and ultimately the banks may be compelled to write off loans. Willful default should be declared a criminal offence. 
· In case of government sponsored schemes government should assist in recovery. It may be noted that suggestions enumerated will go a long way in reducing the NPAs. This will only considerably improve the profitability of the banks, improve the quality of assets, but also make the Indian "Banking system stringent, resilient and geared to meet the challenges of globalisation (Mohan Kumar & Govind Singh, 2012)
DATA ANALYSIS
Table 1. Table showing the Gross and Net NPAs Scheduled Commercial Banks 
Scheduled Commercial Banks 




(Amount in `Billion) 
	Year (end-march)
	Advances
	Non-Performing Assets

	
	Gross
	Net
	Amount
	Gross as % of gross advances
	As % of Total assets
	Amount
	Net as % of Net advances
	As % of Total Assets

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	1996-97
	3016.98
	2764.21
	473.00
	15.70
	7.00
	223.40
	8.10
	3.30

	1997-98
	3526.96
	3255.22
	508.15
	14.40
	6.40
	237.61
	7.30
	3.00

	1998-99
	3994.36
	3670.12
	587.22
	14.70
	6.20
	280.20
	7.60
	2.90

	1999-00
	4751.13
	4442.92
	604.41
	12.70
	5.50
	300.73
	6.80
	2.70

	2000-01
	5587.66
	5263.28
	637.41
	1.40
	4.90
	324.61
	6.20
	2.50

	2001-02
	6809.58
	6458.59
	708.61
	10.40
	4.60
	355.54
	5.50
	2.30

	2002-03
	7780.43
	7404.73
	687.17
	8.80
	4.10
	296.92
	4.00
	1.80

	2003-04
	9020.26
	8626.43
	648.12
	7.20
	3.30
	243.96
	2.80
	1.20

	2004-05
	115626.82
	11156.63
	593.73
	5.20
	2.50
	217.54
	2.00
	0.90

	2005-06
	15513.78
	15168.11
	510.97
	3.30
	1.80
	185.43
	1.20
	0.70

	2006-07
	20125.1
	19812.37
	504.86
	2.50
	1.50
	201.01
	1.00
	0.60

	2007-08
	25078.85
	24769.6
	563.09
	2.30
	1.30
	247.30
	1.00
	0.60

	2008-09
	30382.54
	29999.24
	683.28
	2.30
	1.30
	315.64
	1.10
	0.60

	2009-10
	35449.65
	34970.92
	846.96
	2.40
	1.40
	387.23
	1.10
	0.60

	2010-11
	40120.79
	42987.04
	979.00
	2.50
	1.40
	417.00
	1.10
	0.60

	2011-12
	46655.44
	50746.00
	1429.00
	3.10
	1.70
	649.00
	1.40
	0.80


Source: RBI bulletin 

Interpretation: the above table depicts the gross and net NPAs of scheduled commercial banks in India since 1996-97 to 2011-12. 

Table 2. Table showing the Gross and Net NPAs Scheduled Public Sector Banks 
Public Sector Banks 






(Amount in ` Billion) 

	Year (end-march)
	Advances
	Non Performing Assets

	
	Gross
	Net
	Amount
	Gross as % of gross advances
	As % of Total assets
	Amount
	Net as % of Net advances
	As % of Total Assets

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	1996-97
	2442.14
	2209.22
	435.77
	17.8
	7.8
	202.85
	9.2
	3.6

	1997-98
	2849.71
	2604.59
	456.53
	16.0
	7.0
	212.32
	8.2
	3.3

	1998-99
	3253.28
	2977.89
	517.10
	15.9
	6.7
	242.11
	8.1
	3.1

	1999-00
	3794.61
	3527.14
	530.30
	14.0
	6.0
	261.87
	7.4
	2.9

	2000-01
	4421.34
	4152.07
	546.72
	12.4
	5.3
	279.77
	6.7
	2.7

	2001-02
	5093.68
	4806.81
	564.73
	11.1
	4.9
	279.58
	5.8
	2.4

	2002-03
	5778.13
	5493.51
	540.90
	9.4
	4.2
	248.77
	4.5
	1.9

	2003-04
	6619.75
	6313.83
	515.37
	7.8
	3.5
	193.35
	3.1
	1.3

	2004-05
	8778.25
	8489.12
	483.99
	5.5
	2.7
	169.04
	2.1
	1.0

	2005-06
	11347.24
	11062.88
	413.58
	3.6
	2.1
	145.66
	1.3
	0.7

	2006-07
	14644.93
	14401.46
	389.68
	2.7
	1.6
	151.45
	1.1
	0.6

	2007-08
	18190.74
	17974.01
	404.52
	2.2
	1.3
	178.36
	1.0
	0.6

	2008-09
	22834.73
	22592.12
	449.57
	2.0
	1.2
	211.55
	0.9
	0.6

	2009-10
	27334.58
	27013.00
	599.26
	2.2
	1.3
	293.75
	1.1
	0.7

	2010-11
	30798.04
	33056.32
	746.00
	2.4
	1.4
	360.00
	1.2
	0.7

	2011-12
	35003.89
	38783.00
	1172.00
	3.3
	1.9
	591.00
	1.7
	1.0


Source: RBI bulletin

Interpretation: the above table depicts the gross and net NPAs of scheduled commercial banks in India since 1996-97 to 2011-12.
Table 3. Table showing the Gross and Net NPAs Scheduled Old Private Sector Banks 
Old Private Sector Banks 





(Amount in ` Billion) 

	Year (end-march)
	Advances
	Non Performing Assets

	
	Gross
	Net
	Amount
	Gross as % of gross advances
	As % of Total assets
	Amount
	Net as % of Net advances
	As % of Total Assets

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	1996-97
	217.02
	208.32
	23.25
	10.7
	5.2
	13.85
	6.6
	3.1

	1997-98
	255.80
	243.53
	27.94
	10.9
	5.1
	5.72
	6.5
	2.9

	1998-99
	289.79
	260.17
	37.84
	13.1
	5.8
	23.32
	9.0
	3.6

	1999-00
	354.04
	338.19
	38.15
	10.8
	5.2
	23.93
	7.1
	3.3

	2000-01
	397.38
	379.73
	43.46
	10.9
	5.1
	27.71
	7.3
	3.3

	2001-02
	440.57
	422.86
	48.51
	11.0
	5.2
	30.13
	7.1
	3.2

	2002-03
	513.29
	494.36
	45.50
	8.9
	4.3
	25.98
	5.2
	2.5

	2003-04
	579.08
	556.48
	43.98
	7.6
	3.6
	21.45
	3.8
	1.8

	2004-05
	704.12
	677.42
	42.00
	6.0
	3.1
	18.59
	2.7
	1.4

	2005-06
	851.54
	829.57
	37.59
	4.4
	2.5
	13.75
	1.7
	0.9

	2006-07
	948.72
	928.87
	29.69
	3.1
	1.8
	8.91
	1.0
	0.6

	2007-08
	1134.04
	1116.70
	25.57
	2.3
	1.3
	7.40
	0.7
	0.4

	2008-09
	1303.52
	1285.04
	30.72
	2.4
	1.3
	11.59
	0.9
	0.5

	2009-10
	1563.57
	1541.36
	36.22
	2.3
	1.3
	12.71
	0.8
	0.5

	2010-11
	1872.96
	1846.47
	36.00
	1.9
	1.2
	9.00
	0.5
	0.3

	2011-12
	2329.18
	2301.00
	42.00
	1.8
	1.1
	13.00
	0.6
	0.4


Source: RBI bulletin 

Interpretation: the above table depicts the gross and net NPAs of Old Private Sector Banks in India since 1996-97 to 2011-12. 
Table 4. Table showing the Gross and Net NPAs Scheduled New Private Sector Banks 
New Private Sector Banks





 (Amount in ` Billion) 

	Year (end-march)
	Advances
	Non Performing Assets

	
	Gross
	Net
	Amount
	Gross as % of gross advances
	As % of Total assets
	Amount
	Net as % of Net advances
	As % of Total Assets

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	1996-97
	82.57
	78.14
	2.17
	2.6
	1.3
	1.54
	2.0
	1.0

	1997-98
	111.73
	110.58
	3.92
	3.5
	1.5
	2.91
	2.6
	1.1

	1998-99
	140.70
	137.14
	8.71
	6.2
	2.3
	6.11
	4.5
	1.6

	1999-00
	228.16
	221.56
	9.46
	4.1
	1.6
	6.38
	2.9
	1.1

	2000-01
	314.99
	300.86
	16.17
	5.1
	2.1
	9.29
	3.1
	1.2

	2001-02
	769.01
	741.87
	68.11
	8.9
	3.9
	36.63
	4.9
	2.1

	2002-03
	947.18
	895.15
	72.32
	7.6
	3.8
	13.65
	1.5
	0.7

	2003-04
	1195.11
	1151.06
	59.83
	5.0
	2.4
	19.86
	1.7
	0.8

	2004-05
	1274.20
	126.55
	45.82
	3.6
	1.6
	23.53
	1.9
	0.8

	2005-06
	2325.36
	2300.05
	40.52
	1.7
	1.0
	17.96
	0.8
	0.4

	2006-07
	3252.73
	3218.65
	62.87
	1.9
	1.1
	31.37
	1.0
	0.5

	2007-08
	4124.41
	4067.33
	104.40
	2.5
	1.4
	49.07
	1.2
	0.7

	2008-09
	4547.13
	4468.24
	138.54
	3.1
	1.7
	62.52
	1.4
	0.8

	2009-10
	4877.13
	4783.58
	140.17
	2.9
	1.6
	52.34
	1.1
	0.6

	2010-11
	5450.14
	6128.86
	145.00
	2.7
	1.3
	34.00
	0.6
	0.3

	2011-12
	6475.28
	7363.00
	145.00
	2.2
	1.1
	30.00
	0.5
	0.2


Source: RBI bulletin 
Interpretation: the above table depicts the gross and net NPAs of New Private Sector Banks in India since 1996-97 to 2011-12.
Table 5. Table showing the Gross and Net NPAs Scheduled Foreign Banks in India 
Foreign Banks in India 





(Amount in ` Billion) 

	Year (end-march)
	Advances
	Non Performing Assets

	
	Gross
	Net
	Amount
	Gross as % of gross advances
	As % of Total assets
	Amount
	Net as % of Net advances
	As % of Total Assets

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	1996-97
	275.25
	268.53
	11.81
	4.3
	2.1
	5.16
	1.9
	0.9

	1997-98
	309.72
	296.52
	19.76
	6.4
	3.0
	6.66
	2.2
	1.0

	1998-99
	310.59
	294.92
	23.57
	7.6
	3.1
	8.66
	2.9
	1.1

	1999-00
	374.32
	355.43
	26.14
	7.0
	3.2
	8.55
	2.4
	1.0

	2000-01
	453.95
	430.63
	31.06
	6.8
	3.0
	7.85
	1.8
	0.8

	2001-02
	506.31
	487.05
	27.26
	5.4
	2.4
	9.20
	1.9
	0.8

	2002-03
	541.84
	521.71
	28.45
	5.3
	2.4
	9.03
	1.7
	0.8

	2003-04
	626.32
	605.06
	28.94
	4.6
	2.1
	9.33
	1.5
	0.7

	2004-05
	770.26
	753.53
	21.92
	2.8
	1.4
	6.39
	0.8
	0.4

	2005-06
	989.65
	975.62
	19.28
	1.9
	1.0
	8.08
	0.8
	0.4

	2006-07
	1278.72
	1263.39
	22.63
	1.8
	0.8
	9.27
	0.7
	0.3

	2007-08
	1629.66
	1611.33
	28.59
	1.8
	0.8
	12.47
	0.8
	0.3

	2008-09
	1697.16
	1653.85
	64.44
	3.8
	1.5
	29.96
	1.8
	0.7

	2009-10
	1674.37
	1632.60
	71.33
	4.3
	1.6
	29.77
	1.8
	0.7

	2010-11
	1993.21
	1955.37
	50.00
	2.5
	1.0
	12.00
	0.6
	0.3

	2011-12
	2347.10
	2298.00
	62.00
	2.6
	1.1
	14.00
	0.6
	0.2


Note: 1. Data for 2011-12 are provisional. 2. Data on Scheduled Commercial Banks & Public Sector Banks for 2004-05 include the impact of conversion of a non-banking entity into a banking entity. 

Source: RBI bulletin 

Interpretation: the above table depicts the gross and net NPAs of Foreign Banks in India since 1996-97 to 2011-12.
CONCLUSION 
NPAs reflect the overall performance of the banks. The NPAs have always been a big worry for the banks in India. 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 should take care to ensure that they give loans to creditworthy customers.

Finally it can conclude that the banks can avoid sanctioning loans to the non creditworthy borrowers by adopting certain measures. Banker can constantly monitor the borrower in order to ensure that the amount sanctioned is utilized properly for the purpose to which it has been sanctioned. If he had already proven as a defaulter then there is no question of sanctioning loan to him. The banker also has to educate the borrowers regarding the effects and consequences of defaulting
At last the problem of NPAs has been a major issue for the banking industry. Reduction of NPAs in banking sector should be treated as national priority item to make the Indian Banking system more strong, vibrant and geared to meet the challenges of globalization
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