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Abstract

The problem of NPAs is not only affecting the banks but also the whole 
economy. The Indian banking sector has been facing serious problems 
of raising Non- Performing Assets (NPAs). 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 recommendations of Narasimham committee 
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.

            The NPAs growth has a direct impact on profitability 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. NPAs affect the liquidity and profitability, 
in addition to posing threat on quality of asset and survival of banks. It 
is necessary to trim down NPAs to improve the financial health in the 
banking system. An attempt is made in this paper to understand NPA, 
the status of NPAs in Indian Scheduled commercial banks and factors 
contributing to NPAs. To understand the position of selected private 
sector banks and public sector banks we have analyzed the various 
ratios related to NPA’s. Lastly, some suggestions are recommended to 
reduce the NPA’s in Indian banking sector.

Keywords: - NPA, Narasinham committee, public sector banks, private 
sector bank and ratio

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 
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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.

Bankers are the custodians and distributors of 
the liquid capital of the country. Therefore most 
important function of the banking system is to 
mobilize the savings of the people by accepting 
deposits from the public. The banker becomes 
the trustee of the surplus balances of the public.

Deposit mobilization promotes the economic 
prosperity by controlling the money circulation 
and canalizing for development and productive 
purposes. In order to mobilize deposits, the 

commercial banks undertake deposit mobilization 
through various deposit schemes suited to the 
different sections of the people. The deposits 
along with other sources of funds namely capital, 
reserves and borrowings, form the sources of 
funds for the banks. The lending and investment 
activities of the bank are based on the sources of 
funds.

The banks, in their books, have different kind 
of assets, such as cash in hand, balances with other 
banks, investment, loans and advances, fixed 
assets and other assets. The Non-Performing Asset 
(NPA) concept is restricted to loans, advances and 
investments. As long as an asset generates the 
income expected from it and does not disclose 
any unusual risk other than normal commercial 
risk, it is treated as performing asset, and when it 
fails to generate the expected income it becomes 
a “Non-Performing Asset”.

Concept of NPA

The banks, in their books, have different kind 
of assets, such as cash in hand, balances with other 
banks, investment, loans and advances, fixed 
assets and other assets. The Non Performing Asset 
(NPA) concept is restricted to loans, advances and 
investments. As long as an asset generates the 
income expected from it and does not disclose 
any unusual risk other than normal commercial 
risk, it is treated as performing asset, and when it 
fails to generate the expected income it becomes 
a “Non Performing Asset”. 
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Table:  Categories and Parameters of NPA

No Category Parameters Provision Requirement

1 Substandard 
Asset

*Remained NPA for a period not 
less than or equal to one year.

*In  such  cases,  the  current  
net  worth  of  the borrower  or 
guarantor or market value of the 
security  charged  is  not  enough  
to  ensure recovery of the bank’s 
dues; *Likely to sustain some loss 
if deficiencies are not corrected.

*15% of the sum of the net investment 
in The lease and the unrealized 
portion of finance income net of 
finance charge component.

*Additional 10% for unsecured lease 
exposure i.e. total 25%.

2 D o u b t f u l 
Asset

*Remained in  substandard 
category beyond 1 year;

*Recovery-highly question able 
and improbable.

*100% of the finance not secured by 
the realizable value of the leased asset.

*Additional provision on the unrealized 
portion of   finance   income   net   of   
finance   charge component of the 
secured portion as under:-

Period for which the advance remained 
in doubtful category and the provision 
(%),

Up to one year is 25% provision,

One to three years 40% provision, 

 More  than three years 100%.

3 Loss Asset *Asset considered uncollectible 
and of little value but not written 
off wholly by the bank.

*Continuance as bankable assets 
although it may have some salvage 
or recovery value.

To be written off or 100% of the sum of 
the net investment in the lease and the 
unrealized portion of   finance   income   
net   of   finance   charge component.

Narasimham Committee Report I - 1991

The Narsimham Committee was set up in 
order to study the problems of the Indian financial 
system and to suggest some recommendations for 

improvement in the efficiency and productivity 
of the financial institution.

The committee has given the following 
major recommendations:-
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1. Reduction in the SLR and CRR 

2. Phasing out Directed Credit Programme 

3. Interest Rate Determination should be on the 
grounds of market forces such as the demand 
for and the supply of fund. 

4. Structural Reorganizations of the Banking 
sector 

5. Establishment of the ARF Tribunal 

6. Removal of Dual control 

7. Banks must enjoy Autonomy 

B. Narasimham Committee Report II - 1998

In 1998 the government appointed yet 
another committee under the chairmanship of 
Mr. Narsimham. It is better known as the Banking 
Sector Committee. It was told to review the 
banking reform progress and design a programme 
for further strengthening the financial system of 
India. The committee focused on various areas 
such as capital adequacy, bank mergers, bank 
legislation, etc.

It submitted its report to the Government 
in Apri l  1998 with the fol lowing 
recommendations.

1. Strengthening Banks in India 

2. Narrow Banking 

3. Government should raise the prescribed 
capital adequacy norms

4. Bank ownership should be professionalized

5. Review of banking laws 

Apart from these major recommendations, 
the committee has also recommended faster 
computerization, technology upgradation, training 
of staff, depoliticizing of banks, professionalism in 
banking, reviewing bank recruitment, etc. Some 
of these recommendations were later accepted by 

the Government of India and became banking 
reforms.

Review of Literature 

Many published articles are available in the 
area of non-performing assets and a large number 
of researchers have studied the issue of NPA 
in banking industry. A review of the relevant 
literature has been described.

•	 Rai (2012) in her study on Study on 
performance of NPAs of Indian commercial 
banks find out that corporate borrowers even 
after defaulting continuously never had the 
fear of bank taking action to recover their 
dues. This is because there was no legal 
framework to safeguard the real interest of 
banks.

•	 Gupta (2012) in her study A Comparative 
Study of Non-Performing Assets of SBI & 
Associates & Other Public Sector Banks 
had concluded that each bank should have 
its own independence credit rating agency 
which should evaluate the financial capacity 
of the borrower before credit facility and 
credit rating agencies should regularly 
evaluate the financial condition of the clients.

•	 Chatterjee C., Mukherjee J. and Das 
(2012) in their study on Management of 
non-performing assets - a current scenario 
has concluded that banks should find 
out the original reasons/purposes of the 
loan required by the borrower. Proper 
identification of the guarantor should be 
checked by the bank including scrutiny of 
his/her wealth.

•	 Kumar (2013) in his study on A Comparative 
study of NPA of Old Private Sector Banks 
and Foreign Banks has said that Non-
performing Assets (NPAs) have become 
a nuisance and headache for the Indian 
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banking sector for the past several years. 
One of the major issues challenging the 
performance of commercial banks in the late 
90s adversely affecting was the accumulation 
of huge non-performing assets (NPAs).

•	 Singh (2013) in his paper entitled Recovery 
of NPAs in Indian commercial banks says that 
the origin of the problem of burgeoning NPA’s 
lies in the system of credit risk management 
by the banks. Banks are required to have 
adequate preventive measures in fixing 
pre- sanctioning appraisal responsibility and 
an effective post-disbursement supervision. 
Banks should continuously monitor loans 
to identify accounts that have potential to 
become non- performing.

•	 Arora, N., Ostwal, N. (2014) present paper 
analyses the classification and comparison 
of loan assets of public and private sector 
banks. The study concluded that NPAs 
are still a threat for the banks and financial 
institutions and public sector banks have 
higher level of NPAs in comparison to 
Private sector banks.

•	 Dr. Sonia Narula & Monika Singla (2014) 
in their research paper “Empirical Study on 
Non-Performing Assets of Bank” found that 
Because of mismanagement in bank there is 
a positive relation between Total Advances, 
Net Profits and NPA of bank which is not 
good. Bank is unable to give loans to the 
new customers due to lack of funds which 
arises due to NPA.

Research and Time gap in Literature

The different aspects of literature related 
to Non-Performing Assets of researchers over 
the years have been collected and used for this 
study, but there is a huge time gap existing for 
the comprehensive research on quality aspects 

of Non-Performing Assets. Most of the research 
and studies are being done on causes, impact and 
management aspects of NPAs.

Research Methodology

Statement of the Problem:

 The substance of the Banks will be threatened 
depending upon the level of NPA. If banks have 
many accounts that are turning out to NPA, the 
existence of the bank would be difficult. The 
banks which have higher NPA can lose the 
confidence of the customer and also it would 
affect the liquidity, profitability and solvency 
position of the bank.

Need of the Study

The public sector banks and private sector 
banks play a crucial role in the Indian economy, 
by contributing directly to the GDP, and 
mobilizing savings and channelizing investments. 
But after managing every challenge successfully 
and by giving standard services to the customers, 
NPA becomes the biggest of all challenges and 
managing NPA is one of the hardest tasks for 
these banks, as the increasing NPA have adverse 
impact upon the progress of the Indian economy 
and the Indian financial system. On the other 
hand NPA is efficiently managed by the private 
sector banks, and it is controlled. The current 
paper tries to draw a view on the status and 
impact of the NPA in different public sector 
banks and private sector banks.

Data Collection:

The study is planned to be carried out with 
the help of secondary data for the purpose to and 
understand the NPA level of private and public 
sector Banks. The required data were collected 
from the annual reports of the Banks through their 
websites, reports, articles, journals, documents, 
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printed literatures, certain web sites and other 
online data bases etc.

Objectives of the Study: 

The basic purpose the study is to understand 
and analyze the NPA level of private and 
public sector Banks by considering few public 
and private sector Banks. These are the major 
objectives of study:-

• To know the current status of Non Performing 
Assets of selected Indian Scheduled 
Commercial Banks in India.

• To analyze the position of various banks 
regarding NPAs with the help of various 
ratios.

• To make appropriate suggestions to avoid 
future NPAs and to manage existing NPAs 
in Banks.

Limitations of the study:-

• The study is limited to the extent of the 
availability of data. 

• The period of the study is limited for five 
years.

Analysis and Interpretation.

• To have an insight on analyzing the trends 
of NPA level in selected commercial banks 
during 2012-13 to 2016-17 we have used the 
four ratios in the paper, which are given 
below:-

4.1 Gross NPA Ratio

Gross NPA 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. It can be calculated with 
the help of GNPA ratio.

Gross NPA ratio = Gross NPA / 
Gross Advances*100

4.2 Net NPA Ratio

Net NPA are those type of NPA in which the 
bank has deducted   the provision regarding NPA. 
Net NPA shows the actual burden of banks. This 
ratio is calculated by using the following formula

Net NPA Ratio = Gross NPA – Provisions/ 
Gross advances –Provision*100

Net NPA per Branch (%):

This ratio represent the per branch net non 
performing asset or in other words it represent 
the burden per branch in form of non performing 
assets and it is calculated with the help of 
following formula:

Net NPA per branch (%) = Net NPA / 
total number of branch

Net NPA per Employee (%): 

This ratio represent the per employee 
net non performing asset or in other words it 
represent the burden per employee in form of 
non-performing assets and it is calculated with 
the help of following formula:

      Net NPA per employee (%) = Net 
NPA / total number of employee

Interpretation

The below table depicts the status of non 
performing assets in various selected banks on 
two basis bank wise and bank group wise. This 
table also shows the performance of public sector 
bank groups and public sector bank groups in 
respect of non-performing assets during 2012-13 
to 2016-17 with the help of various ratios. First 
ratio percentage of Gross NPA to advances shows 
the increasing trend in case of all banks during 
2012-13 to 2016-17. This ratio was found higher in 
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case of SBI (3.36 %) and ICICI bank (4.9%) and 
minimum in case of HDFC bank (0.97 %) and 
Bank of Baroda (2.43%) during 2012-13. Ratio 
shows the upward trend during study period and 
found maximum in case of Bank of Baroda (13.2 
%) and ICICI bank (9.08%) during 2016-2017. 
Whereas this ratio was found lower in the case 
of SBI (7.15 %) and minimum in case of HDFC 
bank (1.06%) during 2016-2017. Overall this ratio 
was found higher in case of Punjab National 
Bank (43.26%) and lower in case of HDFC Bank 
(4.91%) during the period of the study. On basis 
of bank groups private sector bank groups have 
less gross non performing asset to advances 
(13.59%) in comparison to public sector bank 
groups (34.13%) during the whole study period. 
So there is need to focus more on public sector 
bank groups because this ratio is showing more 
burden on public sector advances in terms of 
non-performing assets.

The table also depicts the status of net non- 
performing assets to advances in various banks 
during 2012-13 to 2016-17. This ratio shows the 
upward trend in case of all banks during the study 
period. This ratio was found highest in case of 

Bank of Baroda (2.34 %) following by SBI bank 
(2.1%) and minimum in case of HDFC bank (0.2 
%) and Kotak Mahindra Bank (0.64%) during 
2012-13. Ratio shows the upward trend during 
study period and found maximum in case of 
Punjab National Bank (7.8 %), following by ICICI 
bank (5.43%) during 2016-2017. Whereas this ratio 
was found lower in the case of Kotak Mahindra 
Bank (1.26 %) and lowest in case of HDFC 
bank (0.33%) during 2016-2017.  Ratio shows the 
maximum increase in case of Punjab National 
Bank and it become the highest (8.59%) during 
2015-16.Overall this ratio was found highest in 
case of Punjab National Bank (25.62%) and lower 
in case of HDFC Bank (1.33%) during the period 
of the study. On basis of bank groups private 
sector bank groups have less net non performing 
asset to advances (6.02%) in comparison to public 
sector bank groups (16.53%) during the whole 
study period. So, there is also a need to focus more 
on public sector bank groups because this ratio is 
also showing more burdens on public sector net 
advances in terms of non-performing assets like 
the above ratio.

Table: Ratio Analysis of various banks regarding NPA’s during 2012-13 to 2016-17

Banks Year (March)
Gross NPA To 
Advances (%)

Net NPA To 
Advances (%)

Net NPA per 
branch (%)

Net NPA per 
employee (%)

HDFC Bank

2017 1.06 0.33 39.11 2.19

2016 0.95 0.28 29.21 1.51

2015 0.94 0.25 22.33 1.17

2014 0.99 0.27 24.10 1.20

2013 0.97 0.20 15.32 0.68
Aggregate 4.91 1.33 130.06 6.75



Upstream Research International Journal (URIJ) ISSN 2321 –0567
A Peer Reviewed Refereed Indexed Journal, Approved by UGC New Delhi Vol. VI, Issue II (April – 2018)

Upstream Research International Journal (URIJ) ISSN 2321 –0567
A Peer Reviewed Refereed Indexed Journal Vol. VI, Issue II (April – 2018)
Website: www.eupstream.com Impact Factor:  1.113 : IC Value:6.48

Kotak Mahindra Bank

2017 2.63 1.26 125.50 3.90

2016 2.39 1.06 94.67 4.02

2015 1.87 0.92 89.05 3.38

2014 2.00 1.08 94.80 3.58

2013 1.56 0.64 71.26 2.31
Aggregate 10.45 4.97 475.28 17.20

ICICI Bank

2017 9.08 5.43 519.93 31.08

2016 6.02 2.98 291.31 17.96

2015 3.90 1.61 154.46 9.43

2014 3.10 0.97 87.88 4.57

2013 3.31 0.77 71.95 3.59
Aggregate 25.41 11.77 1125.53 66.63

Pvt. Sec. bank group Aggregate 13.59 6.02 576.96 30.19

Bank Of Baroda

2017 11.15 4.72 329.87 34.49

2016 10.56 4.96 350.38 36.61

2015 3.80 1.89 152.43 16.34

2014 2.99 1.52 122.31 13.12

2013 2.43 1.28 96.68 9.72
Aggregate 30.93 14.36 1051.66 110.29

Punjab National Bank

2017 13.20 7.80 471.35 44.24

2016 13.54 8.59 524.00 50.03

2015 6.75 4.05 234.70 22.55

2014 5.41 2.84 159.93 15.13

2013 4.36 2.34 123.20 11.43
Aggregate 43.26 25.62 1513.17 143.38

State Bank of India

2017 7.15 3.71 27.81 339.41

2016 6.71 3.81 26.86 332.50

2015 4.36 0.00 0.00 0.00

2014 5.09 0.00 0.00 0.00

2013 4.90 2.10 9.62 146.36
Aggregate 28.21 9.62 64.29 818.27

Pub. sec bank group Aggregate 34.13 16.53 876.37 357.31

(source of data: rbi.org.in)
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The above table depicts the position of net 
non-performing assets on the basis of total no. of 
branches of selected banks on the two basis bank 
wise and bank group wise. Third ratio percentage 
of Net NPA to total number of branches shows the 
upward trend in case of all banks during 2012-13 
to 2016-17. This ratio was found highest in case 
of Punjab National Bank (123.2 %), followed by 
ICICI bank and Kotak Mahindra Bank and this 
ratio was found minimum in case of SBI bank 
(9.62%) followed by HDFC bank (15.32 %) during 
2012-13. Ratio shows the upward trend during 
study period and found maximum in case of ICICI 
Bank (519.93 %), followed by PNB Bank (471.35 
%) during 2016-2017. Whereas, this ratio was found 
lower in case of SBI (27.81 %), during 2016-2017. 
Overall this ratio was found higher in case of 
Punjab National Bank (1513.17%) and lower in case 
SBI (64.29%) during the period of the study. On 
basis of bank groups private sector bank groups 
have less net non performing asset to total branches 
(576.96%) in comparison to public sector bank 
groups (876.37%) during the whole study period. It 
means public sector banks branches are generating 
more non-performing assets.

The above table shows the position of net 
non-performing assets on the basis of total no. 
of employees. Last ratio percentage of Net NPA 
to total number of employees also shows the 
upward trend in case of all banks during 2012-
13 to 2016-17. This ratio was found highest in 
case of SBI (146.36 %), and this ratio was found 
minimum in case of HDFC bank (0.68%) during 
2012-13. Ratio shows the upward trend during 
study period and found maximum in case of SBI 
(339.41 %), and lower in case of HDFC Bank 
(2.19 %), during 2016-2017. Overall this ratio was 
found higher in case of SBI (818.27%) and lower 
in case HDFC bank (6.75 %) during the period of 
the study. On basis of bank groups private sector 

bank groups have less net non performing asset 
to total employees (66.63 %) in comparison to 
public sector bank groups (357.31%) during the 
whole study period. It means public sector banks 
employees are not much efficient to cover-up the 
non performing assets of banks.  

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 paper 
shows that extent of NPA is comparatively very 
high in public sectors banks in comparison to 
private sector banks. The above result shows that 
HDFC bank is most efficient bank among the 
selected banks to cover up its non-performing 
assets, whereas, Punjab National Bank is lacking 
behind among the selected banks to cover its 
non-performing assets. Although various steps 
have been taken by government to reduce the 
NPAs but still a lot needs to be done to curb this 
problem. It is not at all possible to have zero 
NPAs. The bank management should speed up 
the recovery process. 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. 
Even if the bank is taking necessary measures for 
recovering the loans, but it needs the support of 
the system. But it takes at least one to two years 
to get permission from the court for physical 
possession of any property, which delay’s the 
further procedure. So there is more need to focus 
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on public sector banks by following the strategy 
of private sector banks. 

Suggestions And Recommendations 

• Banks should improved upon and strengthen 
the loan recovery methods and RBI 
should revise existing credit appraisals and 
monitoring systems. Credit appraisal and 
post –loan monitoring are crucial steps 
which need to concentrate by all the public 
sector banks.

• Managers under credit monitoring and 
recovery 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. 

• 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. 

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

• 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. 
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