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Abstract 

Indian Banking Industry is in changing phase at present time. The Public Sector Banks, which are the 

foundation of the Indian banking system account for more than 78 per cent of total banking industry assets. 

Unlikely, they are faced problem of excessive Non Performing Assets (NPA), skill manpower and lack of 

modern technology. It is adversely affected on bank‟s profitability, credibility and economics of scale. 

Narasimham Committee report recommended to RBI that how to identify and reduce of NPAs. This 

Committee recommended that NPA be treated as national priority.NPA indicated the bankers credit risks and 

efficiency of allocation of sources. NPA controlled by the financial reforms to help largely to reduce NPA in 

Indian Bank Industry. This paper attempts to analyze the performance of different banks. To compare the 

performance of public sector, private sector and foreign banks selective indicators were taken into 

considerations. These Indicators were Gross NPAs and Gross Advances. 
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Introduction 

Indian Banking has a long period history which has evolved over many years passing through 

different various phases .It has seen note worthy transformation but it is facing  a decision phase 

.Indian Bank accept international best practices in the market regulation and supervision of money 

market. So, It create a strong competitive and vibrant banking system into due prudential norms 

.Therefore, Indian government  allow entry of new private sector banks and foreign banks to  

access the capital market permission , flexibility in operational work and financial autonomy to 

public banks ,improve to corporate governance  practices and maintain standards practices. Banks 

have diversified or business   from nontraditional working and outcomes in the form of 

conglomerate strategy.Therefore, deregulation has opened up new height for banks to augment 

income.  

 

Statement of Problem:-The basic function of banks provided loan to customers on the basis of 

soundness of investment and quality of loan assets. This function is depending on the capability of 

credit risk of the banks. Credit risk is associated with lending highly and whenever a party enters 

into an obligation to make payment or deliver value to the bank. Credibility correlated with the 

factors of profitability and the long run sustenance of the bank and these factors depend on the 

income, expenditure, net interest income, NPAs and capital adequacy. When the money (Assets) is 

blocked, inadequate cash at hand this leads to borrowing of money for short period of time. This 

money is called Non-Performing Assets. Time and efforts of management cause indirect cost 

which bank has to bear due to Non Performing Assets.  

Different banks have different ways to deal with and handle Non Performing Assets, which is also 

an additional cost to the bank. Bank is facing fatal problem of Non Performing Assets as it 

adversely affects the value of credit risk of bank. It will lose its goodwill, brand image and credit 

which have negative impact on the people who are investing their money in the banks. Issue and 

Challenges for Indian Banking Industry  

The NPAs of banks have assumed large amount of proportions and are regularly deterrent to the 

smooth flow of credit to the productive sectors. The high level Committee on financial system 

(with Sh.M. Narasimham chairman) constituted by RBI (1991) to made recommendations on 
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financial sector reforms also observed that serious problems are plaguing the financial sectors 

which is reflected in decline in productivity and efficiency and erosion of profitability due to 

deterioration in the quality of loan portfolio restricting income generation and enhancement of 

capital funds, accompanied by inadequate loan loss provisions. Firstly, Narasimham Committee 

introduces the concept of NPAs and gives the direction for implementing of NPAs to RBI in 1996.  

Meaning of NPA 

 When the borrower fails to repay the interest and/or principal amount on agreed terms, called 

NPAs assets. It means not generate income for the bank. A NPA treated as past due to amount in 

respect of credit facility in terms of interest and /or installment or principal amount for two quarters 

or more. The past due means the amount has not been paid within 30 days from the due date .This 

concepts comes with effect from 31 march 2001. 

Classification of Non Performing Assets 

The Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest 

(SARFAESI) Act, 2002 defines Non Performing Assets as “an asset or account of a borrower, 

which has been classified by a bank or financial institution as sub – standard, doubtful or loss assets 

in accordance with the direction and guidelines relating to asset classification issued by the RBI”. 

From 31st March 2004 an asset considered bad assets when the borrower has defaulted on principal 

and interest repayment for more than one quarter or 90 days. 

The following are the RBI guidelines for NPA classification and provisions: 

Standard Assets 

Standard asset are not consider as a NPAs but does not carry more than normal risk attached to 

business. Thus in general all the current loans, agricultural and non-agricultural loans may be 

treated as standard assets. It requires a minimum of 25% provision on global portfolio but not on 

domestic portfolio. 

Sub-Standard Assets 

Sub-Standard Assets have been classified as NPAs for a period less than or equal to 18 months. 

The general provision of 10% of total outstanding principal plus entire outstanding interest should 
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be made on sub - standard assets. A Non-performing asset may be classified as sub-standard on the 

basis of the following criteria. 

a) An asset which has remained overdue for a period not exceeding three years in respect of both 

agricultural and non-agricultural loans should be treated as sub-standard. 

b) In the case of all types of term loans, where installments are overdue for a period not exceeding 

three years, the entire outstanding in term loan should be treated as sub-standard. 

c) An asset, where the terms and conditions of the loans regarding payment of interest and 

repayment of principal have been renegotiated or rescheduled, after commencement of production, 

should be called as sub-standard and should remain at least two years of satisfactory performance 

under the renegotiated  terms. It means the classification of an asset should not be upgraded merely 

as a result of rescheduling unless there is satisfactory compliance with the conditions. 

Doubtful Assets 

Doubtful assets have remained as NPAs for a period exceeding 18 months. On these assets the 

banks are required to provide 100% for the unsecured portion and additional provision of 20% to 

50% advances, if doubtful for 3 and above 3 years in respect of both agricultural and non-

agricultural loans. Rescheduling does not entitle a bank to upgrade the quality of advance 

automatically in the substandard assets. A loan classified as doubtful has all the weakness inherent 

as that of a sub-standard account. There is also a problem of weakness in the collection or 

liquidation of the outstanding dues in such an account in full. 

Loss Assets 

Loss assets are those where loss is identified by the bank but the amount has not been written off 

wholly or partly. Such loss assets will include overdue loans in cases (a) where decrees or 

execution petitions have been time barred or documents are lost which are legal proof to claim the 

debt, (b) where the members and their sureties are declared insolvent or have died leaving no 

tangible assets, (c) where the members have left the area of operation of the society leaving no 

property and their sureties have also no means to pay the dues (d) amounts which cannot be 

recovered in case of liquidated societies. 

Provisioning Norms on the basis of NPAs Classification 
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Provisioning is important considering the breakup in the value of security charged with the banks 

over a period of time. Therefore, after the assets are classified into various categories (viz. standard, 

sub-standard doubtful and loss assets) necessary provision has to be made for them. The details of 

provisioning requirements in respect of the various categories of assets are: 

Provision for Standard Assets 

Banks are required to make provision on standard assets at a minimum of 0.25 per cent of the total 

outstanding in this category. The provision made on standard assets may not be reckoned as erosion 

in the value of assets and will form part of owned funds of the bank. The advances granted against 

term deposits, National Savings Certificates (NSC) eligible for surrender, Kisan Vikas Patras 

(KVP), Indira Vikas Patras (IVP), Life policies, staff loans would attract provision of 0.25 per cent 

prescribed for standard assets. The provision towards standard assets need not be netted from gross 

advances and should be shown separately as “Contingent provision against standard assets” under 

“other liabilities and other provisions”. 

Provision for Sub-Standard Assets 

Since it is probable that a bank incurs some loss in such accounts, a general provision of 10 per 

cent is required to be made on the total outstanding amount in the case of all loan accounts 

categorized as sub-standard. 

Provision for Doubtful Assets 

(a) A provision of 100 per cent of the advances is to be made to the extent to which the advance is 

not covered by realizable value of securities to which the bank has valid recourse and the realizable 

value is estimated on a realistic basis. 

(b) Over and above the provision on the unsecured portion, a provision of 20 per cent, 30 per cent 

and 50 per cent of the secured portion has to be made depending upon the period for which an asset 

has remained overdue (Table -1). 

TABLE-1: CRITERIA FOR PROVISION FOR DOUBTFUL ASSETS 

Criterion  

%      Provision 
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Overdue above 3 years and up to 4 years 20 

Overdue over 4 years, but not exceeding 6 years 30 

 

Overdue exceeding 6 years 50 

 

Provision for Loss Assets 

The entire loss assets should be written off. If the assets are permitted to be retained in the books 

for any reason, 100 per cent of the out standings thereof should be fully provided for. 

Literature Review 

A large number of researchers have been studied to the issue of NON PERFOMING ASSET in 

banking industry .A review of the relevant literature has been described as under:- 

Krishnamurthi, C.V.(2000) observed that the rising NON PERFOMING ASSETS is serious 

diseases for the public sector banks .It shows that the gross NON PERFOMING ASSET of 

PUBLIC SSECTOR BANKS are mounting very heavily .The NON PERFOMING ASSET curses 

lie between a gross of Rs.39.253 crores in 1992 -93 to Rs.45,463 crores in1997-98. 

Munniappan (2002) studied the diseases of NON PERFOMING ASSET into two factors .One is 

internal factor in respect of portfolio of funds for expansion, modernization and diversification, 

accept new projects etc. Second is external factor in respect of recession in economy, other 

countries suffered from non performing assets assessment, input/power shortage, price up and 

downs uncertain natural calamities etc. 

Das & Ghosh (2003) studied non-performing loans of Indian PUBLIC SECTOR BANKS on the 

basis of various indicators like as assts size, operating efficiency, and macroeconomics condition 

and credit growth. 

Gupta, S and Kumar ,S (2004) defined that redeeming features of banking sector reforms is the 

continuing downfall in gross and net NON PERFOMING ASSET as a proportion of total assets for 

all bank groups .NON PERFOMING ASSETS needs resolution otherwise it can break the 

backbone of entire economic system with financial system . 
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Banerjee,B. and Dan,A.K (2006) analyzed that NON PERFOMING ASSETs are one of the most 

crucial problem which is faced by bank to require attention for improvement in the management of 

PSBs are increasing very speedily at present scenario due to following reason . one is government 

has got to bail out banks with monetary fund provisions sporadically and ultimately taxpayers bear 

the value .Second is cash borrowed for investment ,for not utilized properly ,affects the creation of 

assets and therefore the growth of economy is vulnerable .The author has urged many strategic 

measures to manage Non playing assets  of Public sector banks. 

Jatna, Ranu (2009) states main cause of mounting NON PERFOMING ASSETs in public sector 

banks is malfunctioning of the banks. Narasimham Committee identified the NON PERFOMING 

ASSETs as one of the possible effects of malfunctioning of PUBLIC SECTOR BANKS. 

Dong he (2002) in his study focuses on the nature of NON PERFOMING ASSET in Indian 

banking system and define the important role of assets reconstruction companies in resolving NON 

PERFOMING ASSETS. 

Prof G.V.Bhavani Prasad and Veera D (2011) examined that the reason behind the falling 

revenues from traditional sources is 78% of the total NON PERFOMING ASSETs accounted in 

PUBLIC SECTOR BANKS. 

Dr.P.Hosmani & Hudagi Jugdish(2011) found that a slight improvement in the asset quality 

reflected by downsize in the NON PERFOMING ASSET percentage.NON PERFOMING ASSET 

is an improvement scale for assessing financial performance of Indian banks. The mounting value 

of NON PERFOMING ASSETS will adversely affected to financial position in term of liquidity, 

profitability and economic of scale in operation. Bank has to take timely necessary steps against 

degradation of good performing assets.     

Manish B Raval (2012) studies to understand the major composition of NON PERFOMING 

ASSETS in Indian Banks and compared the three compositions i.e. Priority sector, Non Priority 

sector and others sector of NON PERFOMING ASSETS between Nationalized and SBI and its 

associates. The researcher stated that there is no significant difference between three compositions 

of NON PERFOMING ASSETS to total NON PERFOMING ASSETS in nationalized banks and 

SBI and its associates. 

Dr.A Dharmendran (2012) examine the position & growth of standard assets ,substandard assets, 

loss assets ,gross nonperforming assets provision for non performing assets & net non performing 
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assets with the help of percentage analysis method & compound growth rate for all the state Co-

operative banks in India. 

Nature and scope of the study  

The present study is empirical and descriptive in nature. The study is confined to examine the state 

of Non-Performing assets in Commercial banks operating in India sector wise public sector banks, 

private banks, foreign banks and all commercial banks have been taken in to account, a period of 7 

years has been considered. 

 

 

 

Objective of the study 

The objective of this study was the magnitude and trends of NPA of different banks in India 

through graphical and percentage wise method. 

Hypothesis of the study 

Ho: There is positive trend of NPAs in Private Sector Banks in India.  

H1: There is Positive Control over NPAs by Private Sector Banks in India. 

Methodology 

The study is descriptive and investigative in nature .It evaluate the NPA level in public sector 

banks, private banks, foreign banks and all commercial banks for a period between 2007-2012.By 

going through the path of objective set for the study, the relevant secondary data has been collected 

through various sources like, RBI website, Trend and progress in banking various issues. The data 

so collected has been tabulated and analyzed by using percentage analysis techniques. The study 

also examines the trend of NPA in various banks. The findings of the study are inconformity with 

the statistical tools applied as such Average and comparative percentage analysis. 

 

Analysis and Interpretation 

Loan assets of banks are classified in to four categories i.e. standard assets, sub-standard assets, 

doubt full assets, and loss assets. Standard assets being the good quality of loan assets on the other 

hand sub-standard assets, doubt full assets, and loss assets put together constitutes Non Performing 

Assets.  

Table-2: Classification of Loan Assets of Private Sector Banks -2007 to 2012(Amount  in 

Billion)  
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 Standard Assets Sub-Standard Assets Doubtful Assets Loss Assets Total NPA 

Year Amount % Amount % Amount % Amount % Amount % % change 

2006-07 3826.30 97.6 43.68 1.1 39.30 1.0 9.41 0.2 92.39 2.4 00 

2007-08 4593.69 97.3 72.80 1.5 44.52 0.9 12.44 0.3 129.76 2.7 0.3 

2008-09 5027.68 96.8 105.26 2.0 50.17 1.0 13.45 0.3 168.88 3.2 0.5 

2009-10 5671.92 97.0 88.76 1.5 65.42 1.1 21.66 0.4 173.84 3.0 -0.2 

2010-11 7143.38 97.5 43.98 0.6 107.35 1.5 28.39 0.4 179.72 2.5 -0.7 

2011-12 8621.31 97.9 51.28 0.6 103.14 1.2 28.72 0.3 183.15 2.1 -0.4 

Average 5814.05 97.35 67.63 1.22 68.32 1.12 19.01 0.32 154.62 2.65 .55 

 

Graph-1: Year Wise Curve Trend Line among Sub-Standard, Doubtful and Loss Assets of 

Private Sector Banks 

 

 

 

 

Major Findings of the Study 

1. From Table-3, Substandard Assets showed increase from 1.1 percent in 2006-07 to 2.0 

percent in 2008-09 but further decrease from 1.5 percent in 2009-10 to 0.6percent in 2011-

12.Doubtful Assets showed a reduction from 1.0 percent in 2006-07 to 0.9 percent in 2007-08but 

further increase 1.5 percent in 2010-11 and also further decrease to 1.2 in 2011-12.Loss Assets 

showed increase from 0.2 percent in 2006-07 to 0.4percent in 2010-11 and decrease to 0.3 in 2011-

12.This indicates a up and down (jerk) trend of financial soundness of private sector banks. 

Hypothesis second is right. 

2. From Graph-1, The Sub-Standard Assets curve represent initially up and at the midyear 

down and at the last year that is constant. So The Curve is like an up-down slope curve. Public 

Sector Banks fail in control to Sub-Standard Assets.   
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3. From Graph-1, The Doubtful Assets curve represent initially decrease then continuously 

increase and at the last year slightly decrease .So Private Sector Banks not proper handled to 

Doubtful Assets. 

 

4. From Graph-1, Loss Assets curve represent up initially and at the last year, it is slightly 

decreases .It means Private Sector Banks fail to control to loss Assets.  

  

Limitation of the study 

 

1. Only nationalized banks are chosen for the purpose of the study. 

2. Study is based on the availability of data. 

 

Conclusion 

The public sector banks‟ share is almost two third shares of total advances in the economy in Indian 

banking industry. The study conducted on the topic “A Study on Non-Performing Assets of Indian 

banks in India”, found that there is a slight improvement in the asset quality reflected by decline in 

the diverse NPA percentage. But even then the quantum of NPAs is alarming with public sector 

banks in India, since NPA being as an important parameter for assessing financial performance of 

banks. The volume of NPAs will deter the financial health in terms of profitability liquidity and 

economies of scale in operation. The bank has to take timely action against degradation of good 

performing assets. 
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