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INTRODUCTION

With a view to enhance operational efficiency, procedure, policy, productivity,
profitability and with the objective of implementing best practices in Indian Banks especially

aﬁ ‘i'n and provisioning for advance

Performing s and gradually strengthening

with regard to income recognition,

portfolio of banks, and recognition of

the financial position of banks.

iammbanking and financial system
i gp)read and financial reach. The
banking industry in India is also undergoin'd ith the introduction of financial
sector reforms and follow-up actions by Reserv, of India based on the Narasimham

Committee recommendations.

However before 1990 the Indian bamking busingss was on the way to dismal
performance. Most of the nationalized, ﬁe [11) rellive sector banks outwardly were
sharing profits, but in reality they were fiCHOUS” ultkhe basic elements of the banking
system were getting shatltered. M. Narasimham committee was to examine all aspects relating

It is the right time therefore to take a review of the performance of NPAs in various

to the structure,

banks. Banks and financial institutions do not have much control over external factors which
may include natural calamities, changes in Govt. policies, adverse effects of cyclical changes,
etc. But internal factors are within the reach of these institutions. It is significant to study such
internal factors and analyze them carefully so as to formulate suitable strategies to prevent the
growth in NPAs.

These norms, implemented in a phased manner, have gradually become stricter and
stricter. They brought the much desired changes in the profitability performance as well as

recapitalized bases of public sector banks.




RECAPITALIZATION OF PUBLIC SECTOR BANKS

Capital forms the basic requirement for banks to expand balance sheets. Thus, banks
will have to raise substantially higher levels of capital in order to provide the adequate
resources needed by a growing economy. In the budget for 2010-11, the Government has
provided for recapitalization of Rs 16,500 crore to help banks maintain a Tier | capital
adequacy ratio in excess of 8 per cent. As part of this programmed Rs 5,691 crore was
infused up to the end of July 2010 (Table No 1.1) the capital infusions have been in the form
of direct equity and hybrid Tier | capital including perpetual non-cumulative preference
shares. Implications of Enhanced Basel 11 Capital1.35 In addition to the recapitalization by

the Union Government, in the medium to long run, banks will have to continue to shore up

their capital base to support higher credit iw- -

Table NO 1: Recapitalization of Plisector ore)

Banks 2010-11 *
Uco Bank 673
Vijaya Bank 700
United Bank of India 250
Central bank of India @ 700 e 250

I DB I Bank E.H 3119

Bank of Maharashtra ! E B | o 588
J 111

Union bank

Total 1900 1200 5691

* Already Completed by July 2010
@ Through participation in the proposal rights issue

Source: Press Information Bureau, Government of India




RESONS OF NPAS

Management of NPAs have become the critical performance area for the public
sector banks. The banking sector to identify the reasons for the pile up of NPAs and the
strategies to be implemented for their recovery, following are the major reasons for non-
performing assets:

1. The branch manager are lacking in expertise required for proper management of
NPAs. Especially the proper follow up and management of substandard assets is not
done which results in addition to NPA every year. The loan proposals are not proper

scrutiny which is important reason for NPA.

2. While banks and borrowers have not -h ntrol over external factors, lack of

co-ordination between banks a er agencies

ved particularly to have a tie-

up for funding requirement many r-ers f_
o i

but actually use were perso uctiV&purposes.

are not Use proper purpose

Ieadi'» the neglect of proper credit
appraisal need based credit fo -*n e.)n has been proceed as one of

3. Political interference in the le

major reasons for increasing on non—perf e advance.

4. Economic causes be external and intern al studies have gone into the causes

of NPAs and come done conclusiﬁ)n .that crﬁmges in the macro-economic
environment like recession infra tugal ot s, changes in Govt. policies etc.
After 1992 our Government is E.Ieli and Globalization polices, that way
hug investment units to go sick.
. .

5. Banks FMM&WOMM% Ct)#lﬂl‘_l.m_r‘!.ioning of
loans, grant of inadequate credit deficiency in the credit appraisal standards lack of
supervision and follow-up general level of inefficiency in containing the cost of

funds due to very high intermediation costs low level of technology and high rate of

interest changes to borrowers to covering up the loss on NPAs .

6. Lack of integrity on the part of both banker and borrowers has also influenced
formation of NPAs erosion in social value, ethics and accountability have been
highlighted as formation of huge NPAs.




7. High NPAs level are will-default mismanagement and lack of planning, public
money obtained form banks has been systematically siphoned away form our

industry.

8. A general lack of repayment consciousness among Indian borrowers and especially
among the powerful and influential class of borrowers, can be cited as on other

reason for poor recovery and growth of NPAs.

a. In addition to above causes of the overdue, inordinate delays in the matter
of taking coercive or legal actions for recovery of overdue, lukewarm
attitude by the bank management, branch managers, bank employees and

the State Co-operative Department in regard to expediting defaulting cases

lack of follow-up actm I'o‘tinuous efforts and review of the
recovery of loans, naturé®alamities, los

the business of the borrowers

are also some othel"es r. .

ﬂ UCO Bank, United Bank
Ith a very high percentage of

Banks met with varying degr
of India and Vijaya Bank have been cl
Gross NPA, raising question about their via

Table No 2 High Percentage of NPA

Name of the | 2008-2009 2009-2010 2010-11
Banks = .
Gross Net S t Gross Net
NPA NPA NPA A NPA NPA
Vijaya Bank 1.60 0.57 2.37 1.40 2.56 1.52
United Bank off 2.10 1.50 2.21 1.84 2.51 1.42
India

Source: Report of Trend and Progress of Banking In India 2008- 2011 It indicates the
quality of credit portfolio of the bank. High Gross NPAs ratio indicates low quality credit
portfolio. The international prescribed level of gross NPA is 5%.

Banks are likely to use six mantra for recovery risk management to be affected by banks

profit.




1) To improve relationship between bank and borrowers.

2) First fund out potential NPAs and recovery attempts be made carefully.

3) To use short term legal mechanism like Compromise, OTS, Write off, Up-gradation
and Cash recovery.

4) To use long term legal mechanism like Debt Recovery Tribunals (DRT),
Securitization Act, filling suit.

5) To use Branch wise recovery budgets.

6) To close follow-up of NPAs from recovery angle.

MICRO -LEVEL RACOVREY OF NPAs

A major contributing to the high . (!PA** has been the inadequate legal
tram work for collecting overdue Ioaﬁ‘lthoug oans are fargely collateralized, in practice,
the value of the collateral may not be m heis more importantly; timely

ge dlff

exaction of collateral often remains e between banks gross and

NPA reflects both obligatory

mc sectors. A disquieting feature
inding it difficult to contain the rise

net NPAs typically equal to nearly o half
provision against NPA and limited Write-off‘D
is that even private banks and foreign banks of la
of NPAs with more stringent classification and provistoning norms in the offing the task of

containment becomes more daunting.

The concept of overdues and reﬁ !bl lated each other in the banking
business. Bank provided loan to the nee tidpation to regular repayment of

loan, with interest e|therin installment orJump sum, with in the stlpulated period. However,

recovery of NPA related to irregular and overdue and recovery of such loan arise there fore,

these borrower

it would be proper to throw light on the mean by of overdue and recovery of NPA.

Banks have to display professionalism and scientific temperament in appraisal,
monitoring and supervision of loan accounts. systems overload and fragmented nature of
supervisory functions in the public and private sector banks really hamper the recovery
efforts. At macro level banks are confronted with many hurdles, first and foremost a very
tardy judicial system. Reportedly, the time required so clear the old pending suits is around
10 year considering the pace at which the judicial system works. Often central government




expresses its concern on the enormity of the problem but no radical reforms appear to be in

the offing.

Table No 3 Showing Recovery of NPAs of various channels of SCBs in India ( Rs in
Crore)

Year | Lok Adalats DRTs SARFAESI Act

No Amou | Amoun| % No Amou | Amou | % No Amou | Amou | %

cases | nt t cases | nt nt cases | nt nt
referr | invol | recover referr | invol | recove referr | invol | recove
ed ved ed ed ed ved red

Rs Rs

Crore Crore

2007- | 1865 | 2142 | 176 8.20
08 35

8394 | 7268 | 4429 |61.0

2008- | 5483 | 4023 |96 5.40
09 08

6171 | 12067 | 3782 | 33.0

2009- | 7788 | 7235 112 1.55 . 7836 | 14249 | 4269 32
o = placafion (4 oured
2010- | 6160 | 5254 151 2.87 | 1287 | 14092 | 3930 27.8 11186 | 300604 | 11561 | 37.7
11 18 2 9 42 8

Source: Report of Trend and Progress of Banking in India 2008- 2011




This analysis comprises recovery made through Lok Adalats , DRTs ( Debt Recovery

Tribunals) and Securitization Act.. It is observed DRTs are very less in compare to
SARFAESI Act . Maximum recovery was made in the year 2008 -09 DRTs ( 81.10 % )
amount Rs 3340 Crore and SARFAESI Act ( 33% ) and amount Rs 3782 Crore. But last year
DRTs are very less in recovery. There are many practical problem in enforcing the recovery
certificates issued by the DRTSs by recovery officers. Perhaps DRTs and SARFAESI Act and

One Time Settlement are more helpful in recovery of NPAs.

The recovery climate has been vitiated by political industries especially with regard in
rural credit. During 2006 there was a massive waiver of rural debt amounting to over Rs
62000 crores. This unimaginative exercise has put a premium on willful default and
dishonestly. It has lowered the repayment ethic‘j 'mw rural sector borrowers wait for
another dose of loan waiver. -

G.IENT

quali the assets poses. Standard

ASSETS CLASSIFICATION ANL',.C

Assets classification of the

assets are the most reliable assets an ard assets indicate less NPAs.
Lower standard assets signify more NPAS
there should not be more than 3% NPAs of net ad

to the bank. As per RBI norms
The assets of banks under study are

classified as under-

1) Standard Assets 4 = [ |
2) Substandard Assets E- l 1

3) Doubtful Assets r]
4) Loss Assets

Banks Group Year | Standard Assets | Sub - Doubtful Loss Assets
Standard Assets
Assets
Amount % Amount | % Amount | % Amount | %
Nationalized 2009 | 15,08,798 | 98.25 | 11,086 | 0.72 | 13,306 | 0.87 2,412 0.16
Bank
2010 | 18,27,061 | 98.05 | 18,520 | 0.99 | 15,034 | 0.81 2,841 0.15




2011 | 22,91,111 | 98.11 | 21,758 | 0.93 | 19,282 | 0.83 | 3,183 | 0.14

SB I Group 2009 | 7,287258 | 97.44 | 9517 | 127 | 7,713 | 103 | 1,884 | 0.25

2010 | 8,46,473 | 97.30 | 10,271 | 1.18 | 10,349 | 1.19 | 2,909 | 0.33

2011 | 9,81,803 | 97.00 | 13,215 | 1.31 | 13,898 | 1.37 | 3,280 | 0.32

Old Private | 2009 | 1,27,280 | 97.64 | 1,334 | 1.02 | 1,327 | 1.02 411 0.32

Sector
2010 | 1,52,745 0.89 1,637 1.05 580 0.37
2011 | 1,83,601 1,815 | 0.97 626 0.33
New Private 2009 | 4,40, 81 . 3,708 0.82 934 0.21
Sector

2010 | 4.73,727 4953 | 1.02 | 1,586 | 0.33

2011 | 6,09,989 8,980 | 1.44 | 2,238 | 0.36

Sources: Report of Trend and Progress of Banking in India 2008- 2011

| = |

The standard advance of the bEhll rom during the year over the
previous year, the doubtful assets and los ets mm 2009 to 2011 which is a bad
indication. It is observed that in banking sector there is an"absence of 100% standard assets.
Nationalized Bamm mor. darM to New
Private sector.

From 2009- 2011, every bank has increased its recovery because RBI and
Government gives special attention, by using a New ordinance Act 2002. In comparison of
the SCBs and New Private scheduled banks percentage of recovery to Net NPAs is going up.
In last five years both sectors have recovery of loan ratio is during 2006 to 2011 is more than

50%. In short the banks have improved their performance in recovery of loans and reduce the
amount of Net NPAs.

To affect recovery, one has to try various methods including persuasive and coercive
improper lending policies may lead to overdue and faulty documentation may add to the




problem in process. So far as responsibility of recovery is concerned there is hardly anything

specified anywhere though it is said that cooperator are morally responsible. This moral
responsibility is to be spelt out in specific terms both in the act and the rules and bye laws of
the society.

Management efficiency of concerned co operative also plays an important role in
effecting recovery. The management efficiency is composed of many factors so far as recovery
of credit is concerned it relates to proper lending policies and advancing of loans effective and
timely supervision over the utilization of loan and prompt action for recoveries by adopting
persuasive and coercive method whenever necessary this is possible by proper planning,

delegation of powers and functions to executives and observing a discipline to non-

interference in the recovery process. *
The poverty alleviation progran"ve t #
SUME, Prime Minister Rozgar Yoj

, ﬁc havefu d
borrower secured from these loans is an amount and thanks to the
e targe‘nted schemes, on significant

'n 't!'r is a important part of legal

mechanism to reduce NPAs. This repots less profj e hand but reduce the NPAs amount

lobjective. Schemes like IRDP,
ive defaults. What the ultimate

misuse of fund and non —bankabilit
economic prosperity has been achieved

One time settlement, Cash Recov
on the other hand. This provides scope for willful"defaulters becoming eligible candidates for
such a settlement.

“We do not fear to negotiate, te out of fear”, so goes a wise
saying. Banks appear to be forced to ne:E \I;'I ore out of fear of non recovery.
The argument in favor of these negotlated settlements |s that the present discounted value of

future but recoveﬂﬁlm EWech ﬂ’;ﬁtﬂflre_n_ﬁ.However,
short legal mechanisms are perfectly fair practices, with regard t© honest borrowers whose unit

are no longer viable.

A recent research study has revealed that incidence of NPAs is more with regard to
“One Time Settlement, compromise and write—off powers should be assigned to the branch
manager up to a minimum limit of amount this will help to take immediate actions and

resultantly NPA level will be minimum”

Management of NPAs is not merely a problem of recovery is irregular accounts. This
incidence in the first place could be arrested the better sanctioning a loan Quality assets of the

borrower be assessed carefully so that at the time of recovery if circumstances compel it can




be liquidated and advanced loan can be recovered. If required the present loan sanctioning

policy be modified to avoid losses affecting profitability of the bank.
CONCLUSION

The solution to the problem of NPAs should strengthen the credit portfolio of banks
over a period by removing the present deficiencies observed standard credit appraisal,
monitoring and follow-up and improving the overall lending policies of bank as well as
Governments Policies. The weak capital position of Indian banking system is largely a
reflection of growing assets — quality problems stemming from weak underwriting and credit

management systems and vulnerabilities of the Indian banking sector to the impact of
globalization on the country’s key industria

suffered from regulations with respect to'in p

tors.

The problem of NPAs in Indiﬁnking tem is )\!hi h because our credit policies
are weak which has made our so the Ki insound. The ripple effect of
NPAs as in the case of cancer is

e assets quality position has also

all p
h ited capital, economic growth.

f the economy i.e. saving,
investment, production, employment, a
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