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ABSTRACT

With several high profile cases of defaulting theturred in India during the last couple of yearenewed focus
has been shifted on the Non-performing assets (NBAd the delirious impact they have on the banlgegtor in
particular and economy in general. Although contins policy measures have been taken in order tokctiés threat,
however, NPAs still occupy a considerable sharthébalance sheet of banks, which have witnesggtehlevels on the
first decade of the millennium. In recognition bistrenewed focus, the research article has raibedissue highlighting
its dimensions- Level of NPAs in public and privdtenks, global scenario, Indian context, causesillehges,

and management. The article has taken credibleareh studies on NPAs to build arguments and pth fuggestions.
KEYWORDS: Non-Performing Assets (NPAs), Assets, Reserve &dnHia (RBI) Provisioning

INTRODUCTION

The basic purpose of the financial system is tooandish allocation of resources in an efficient waiytting
across time and space. The potential benefit di §inancial system is a reduction in inefficienciglsich are the result of
market frictions and other socio-economic factdmscurrent world order, a challenge exists for gw@icymakers in
general and banks in particular who have witne$sedsurge in the quantum of non-performing (NPAsnks advance
resources in two ways —i) fresh deposits from antdolders and ii) by reprocessing the funds reszkifrom the
borrowers. Thus, when NPAs in the banking industy progressively on the higher lever, it potehfiahffects
regeneration of credit and credit creation. NPAgolne a threshold level is worrisome for everyospegially the
banking industry because it affects the smooth fiéweredit. An economy where credit is not smootidwing can cause
the reduction in economic progress. Therefore, ikgetrack of the level of NPAs of the economy imgeal and banking

industry in particular, is vital for well-functiong of the financial system.
Non-Performing Assets (NPAS)

According to Reserve Bank of India (RBI, 2010), asset (including a leased asset), becomes nonrpénip
when it ceases to generate income for the bank.,NRJs, is defined as an advance where paymenhtefeist or
repayment of installment of principal or both rensiunpaid for a certain period of time. In otherrdg) NPA is a
classification used by financial institutions whiodfer to loans that are in jeopardy of defaultc®nhe borrower has
failed to make interest or principal payments fqresiod of 90 days, the loan is considered to beraperforming asset

(the ‘90 days’ overdue norm for identification ofPW, has been adopted from the year ending March2804,

| I mpact Factor(JCC): 3.2176- This article can be downloaded from www.impactjournals.us |




[ 14

Mohammad Sajid Kirmani & Omar Fayaz Khan |

with a view to moving towards international bestgiices and to ensure greater transparency). Thavbeble

summarizes the different type of assets (loans)lamgarameters for them becoming NPAs:

Table 1: Parameter for NPAs

Nature of Facility

Parameters

Term Loan

Interest and/or installment of princigahain overdue beyond 90 days

Overdraft/Cash Credit

Account remains ‘out of otderyond 90 days

Bill Purchased/Discounted

Remains overdue beyondia8

Crop Loans (Short duration crops

)

Installment afgipal or interest thereon remains overdue fordbseasons
(not exceeding two and a half years)

Crop Loans (Long duration crops

Installment ofpipal or interest thereon remains overdue forop @eason

Securitization transactions

Amount of liquidity ildg remains outstanding beyond 90 days

Derivative transactions

Overdue receivables reptesg positive mark-to-market value of a derivati
contract which remains unpaid beyond 90 days frpeti§ied due date for
payment

Securitisation transaction

Liquidity facility remai outstanding for more than 90 days,

Source: DBOD-MC On IRAC Norms-2014

e

Since the time span of assets having turned intd &X&ies hugely, banks classify them into differeategories.

These categories not only signify the bleakneshefassets value realization but also the provédiceguirements to be

made by the bank. Three broad categories basetleoperiod for which the asset has remained norepanfig or the

overdue period of realizability:

e Substandard Assetsa substandard asset is one, which has remainedftdPaperiod less than or equal to one

year. In such cases, the current net worth of tireolver or guarantor or market value of the seguwlftarged is

not enough to ensure recovery of the bank’s duesther words, such assets have well-defined cvezhknesses

that jeopardize the liquidation of the debt andehis clear possibility that the banks will sustaome loss if

deficiencies are not corrected.

» Doubtful Assets: an asset is classified as doubtful if it has remaiNPA for a period of more than one year.

A loan classified as doubtful has all the weaknggseerent in assets that were classified as suthestd, with the

added characteristic that the weaknesses makectiofeor liquidation in full, on the basis of cuntly known

facts, conditions and values highly questionabktiemprobable.

e Loss AssetsA loss asset is one where loss has been idenbfjatie bank or internal or external auditors @ th

RBI inspection but the amount has not been writiéfnwholly. In other words, such an asset is coassd

uncollectible and of such little value that its ttonance as a bankable asset is not warranteduglththere may

be some salvage or recovery value. All the aboweetlcategories warrant different levels of provigig to be

made by the banks, Table 2 below sums it up:
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Table 2: Asset Categories and Provisioning Requireemts

No. Category Provision Requirement
15% of the sum of the net investment in the leas® the unrealized portion of finange
Substandard | .
1 Asset income net of finance charge component.

Additional 10% for unsecured lease exposure ital 26%.

100% of the finance not secured by the realizablaesof the leased asset.

D Additional provision on the unrealized portion a@fdnce income net of finance charpe

oubtful . )

2 Asset component of the secured portion as under:-
Period for which the advance remained in doubthtégory and the provision (%) up to ohe

year is 25% provision, One to three years 40% giorj More than three years 100%

To be written off or 100% of the sum of the netdatment in the lease and the unrealized

portion of finance income net of finance charge ponent.

Source: DBOD-MC On IRAC Norms-2014

N

3 Loss Asset

1.2 Acceptable NPA Levels

The level of non-performing loans is recognizeé asitical indicator for assessing banks' credk,rasset quality
and efficiency in the allocation of resources todurctive sectors. As per RBI instructions, the gelheaccepted level of
net NPAs is less than 10 percent and gross NPAl@Abl5 percent. However, it depends on varioutofacsuch as local
market, economic conditions, and how strictly thalbclassifies NPAs. The following is the rule lofitnb for gross NPAs

on total advances (Golin 2001: 235):
* Below 2% is Excellent, 2 — 5% is considered Good,
* 5-10% is fair, 10 — 20% is a danger zone indicplloderate to severe problems
e Over 20% is an indication of extremely severe proid.

In this context, at the macro-level, Khan and B&@h2001) remark that, a banking crisis existshia tountry if

the level of NPAs touches 10 percent of GDP.
RBI Provisioning Norms for NPAS

After a proper classification of loan assets, thaks are required to make sufficient provision agfagach of the
NPA accounts for possible loan losses as per ptisdlerorms. The minimum amount of provision reqditte be made
against a loan asset is different for differentetymf assets. The details of the provisioning mequénts as per the RBI

guidelines are furnished below:

* In terms of RBI circular No, RBI/2004/254/DBOD NBP.BC.NO 97/21.04.141/2003-04 dated 17.06.2004, the
Reserve Bank of India has decided that w.e.f Ma&th 2005, an general provision of 10 percent oaltot

outstanding should be made without making any aluse for ECGC guarantee cover and securities &laila

* NPAs under Substandard Assets category The ‘unsg@@xposures’ which are identified as ‘substandamdild
attract additional provision of 10 % i.e a total2ff % on the outstanding balance. The provisiongggirement

for unsecured doubtful assets is 100 %. NPAs uthdeDoubtful category.

* Interms of RBI Circular No. 2004/261/DBOD BP.BC/28.04.048/2003-2004 dated 21.06.2004, Reserve Bank
decided to introduce graded higheovisioning according to the age of NPAs in doubtful category for more than

three years, with effect from March 31, 2005.
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Consequently the increase in provisioning requimrgnan the secured portion would be applied in aspta
manner over a three year period in respect of timieg stock of NPAs as classified as ‘doubtful foore three years as
on March 31, 2004 as per clarification given hedminin respect of all advance classified as dalifisf more than three

years on or after 1 April 2004 the provisioninguigment would be 100 percent.
Significance of the Study

In India, following financial sector reforms, theariking system has undergone significant transfaomat
adopting international best practices. Several @mtidl, payment, integrating and provisioning norimsve been
introduced, and these are pressurizing banks toowepefficiency and trim down NPAs to improve theahcial health of
the banking system. RBI and Government have man swmtable changes in policies and regulationgremgthen the
sector, as it is the indicator of the economic tieaf a country. In line with the above significenand the changing
scenario, it becomes important to have a periodisaessment for getting an idea of the impact fiéréint measures
designed and implemented for improving the situatin NPAs. Such evaluation helps in better planoinigp improvising
the existing mechanisms. Since the nature and magnof the problem of NPAs are likely to differdifferent types of
banks, uniform measures or interventions may neldygxpected results. Hence, it sometimes necessitase specific
remedies in different situations. All this createseed for periodical study of the problem andrtisasures undertaken in

different types of banks and at different pointstime.
Objectives of the Study
e To study the levels, dimensions, and behavior oAdIRith respect to the banking industry.
e Toidentify causes and challenges of NPAs acrasatgrand public sector banks.
* To identify the measures undertaken by the banksffitient management of NPA.
REVIEW OF LITERATURE

According to Spicka (2008) “Although, the extentdamature of banking crises vary substantially, enwmn
observation is that financial crises often spreathé real sphere of the economy”. So, the stglufitthe overall financial
system depends highly on the financial soundnesmioks. As far as the banking sector, NPA is aromamt criterion to
assess its financial health (Ahmed, 2010). Thelle¥ Non-performing Asset is a prime parametethe analysis of
financial performance of a bank as it results iordasing margin and higher provisioning requiremédat doubtful debts.
The reduction of the non-performing asset is neggsto improve the profitability of banks. Non-pamfing assets
(NPA), understood as the root cause of the redebtgfinancial crisis has been drawing the attantit the global level
of the policymakers and academicians alike. Asifaindia, the issue of NPAs, which was ignored tdcently,
has been given considerable attention after lizat@dn of the financial sector; however academizkaon the subject is
not adequate (Ghosh, 2005; Mor and Sharma, 20Q8rd®aan et al., 1999).

NAAS Rating: 3.09- Articles can be sent to editor @ mpactjournals.us




| Non-Performing Assets: Causes, Challenges and Maintenance in Banking Industry 17

World Scenario of NPAs

Ammannaya (2007) observed that the commercial bbgn&ll over the world has undergone a lot of change
during the last six decades. The improvement im$eof Net NPAs has been much more impressive. fEmel is expected
to continue with gross NPAs & Net NPAs further digiclg in the years to come. Though a clear pictfrthe magnitude
of NPA emerges from the absolute values, it dodsreneal the complete picture mainly because tteolate level of
NPA depends on total advances. A country with gelgropulation or GDP may have large advances anir, larger
NPA as well. Thus, apart from the absolute valtiés also important to look at what proportion béttotal loan has
become non-performing. The average NPA as a pergentf total loans across the countries was ar@@r&b per -cent in
2001, which declined to around 6.44 percent in 200s shows that the quality of bank assets has [maproving across
countries over the years. This could be the resefilthe stringent regulations prescribed by the BASEorms
(Sen and Ghosh, 2005).

However, this trend was upset when financial crisieghe global economy in 2007-2008. Since thergrage
bank asset quality deteriorated sharply due toglbbal economic recession. The deterioration oflparformance,
however, was felt unevenly across countries. Agsedn point, during the recession and adjustimgtfoseverity, the
Baltic countries which far excel in inter-countrgnaparisons in GDP performance has large advancesnfperforming
loans. Similarly, in Latvia, a striking drop of 18% the economy was recorded in real GDP in ther \2G09,
as amazingly the NPLs had more than tripled duseage period against expected two-fold increas&dmmany too, the
NPL ratio soared to more than expected, as pemtar-¢country regression which further revealed tbednomy of
Germany had shrinked to nearly % 5 in the year 200@se global examples clearly speak of the vgryinpact of

different macro/micro economic indicators and offaetors that have a role in NPL ratio of a country

Subsequently, with the recovery in the economicvigt private bank balance-sheets in developingaAsarted
improving. Bank non-performing loans (NPLs) as arshof total loans outstanding remained stableeatined in 2010
from 2009. Non-performing bank loans (NPLs) in deping Asia as a share of total loans outstandengetdeclined from
5.3% in 2009 to 5% (median) in 2010. However, inrdpe and Central Asia and in some high-income casmtNPLs
continued to rise and remain a concern. Among Gfhires with 2010 data, over one-fourth (17) repditLs of 9% or
more. Most of these are in Europe and Central Agligere output has yet to return to pre-crisis lgvBlank provisioning
of NPLs varies widely; in Albania, Greece, Latvi@8pmania, and Ukraine between 35% and 57s% of NREks a
un-provisioned, whereas, in Kazakhstan, Russia, Md&tedonia and Serbia at least 98% of loans argigioned.

In the countries, where NPLs continue to rise, ntmye authorities are expected to further raise beapital

(recapitalize) and liquidity requirements—suggestiontinued tight credit.
NPAs-Indian Context

The concept of Non-Performing Assets (NPAs) wasodhiced for the first time in the Narasimham Conteeit
on “Financial System Reforms” that was tabled inliRaent on Dec. 17th, 1991. The Committee studiedprevailing
financial system, identified its shortcomings anebnesses and made wide-ranging suggestions amumeandations in
line with internationally accepted norms. Based tha recommendations of the Committee on “Finan8gbktem
Reforms”, the RBI evolved prudential norms on IneoRecognition, Asset classification, and Provigignand issued
revised instructions to banks in Apr. 1992. Thdringions to banks among other things, also advibed that as per

practice followed internationally, income on NPAsiot to be recognized on accrual basis but igtlmdked only when it
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is actually realized because an asset becomesarforping when it ceases to generate income. Adoogimorms were
modified substantially and mechanisms were putlacg for reduction of bad loans. The above insibast of RBI have
since been implemented by banks from the finan@ar ended Mar.1998. Over time the definition ofAsRunderwent
change, according to the Narasimham Committee Regp®91), those assets (advances, bills discourmteerdrafts,
cash credit etc.) for which the interest remains fitw a period of four quarters (180 days) shoddbnsidered as NPAs.
Subsequently, this period was reduced, the asgetshich the interest has remained unpaid for 9@ deere considered
as NPAs.

In order to conform to capital adequacy norms a&sqibed under the Basel Accord, the decreaseeitetlel of
the non-performing asset is compulsory to recovefitability of banks. Accordingly, a capital adexqy requirement of
minimum 8% risk assets has been prescribed undeBaisel 1| norms. With this aim, all commercial kain India with
exception of regional rural banks and local areakbzhave come under Basel Il. In India, the apexkid@as instructed
banks to maintain a minimum of 9% capital adequatip (CAR) or capital to Risk Weighted Assets RaiCRAR).

It is important to note that RBI has introducedngfent policy norms for Indian banks with the pwpaf making Indian
banking business at par with global standards aakkent more reliable, transparent and safe. Thesmsiare necessary
since India is a developing economy and it is veifiieg increased capital flows from foreign coustrand there is

increasing international economic & financial tracisons.
Causes of NPAs

In the past researches, many authors have foundnany reasons for NPA which includes factors asrkigla
Failure, Willful Defaults, Poor follow-up and Supésion, Non-cooperation from Banks, Poor Legal feavork, Lack of
Entrepreneurial Skills, Diversion of funds. A comgiive study on the management of NPAs levels anmaimpnalized
banks has examined number of reasons for surgehwha@ludes- inappropriate choice of borrower’s \dtieis, fragile
credit evaluation system, industrial issues, incet@pce in administration of borrower, negligenceredit administration
and monitoring, mismanaged follow up by bank, dsgimn in the marketplace, and natural calamitieks wrcertainties
(Ahmad, & Jegadeeshwaran 2013). Further, elabgratinthe dismal management of NPAs (Joseph, &&raR014) in
their study analyzed the progression NPA levelbadth private and public operating bank, recognimeghger external,
internal and other factors cause of NPA whichudel redirection of funds for expansion, modifioati transformation or
taking up fresh projects, redirection of fund fapporting or promoting associate concerns, timeost overrun during the
project implementation stage, business failure tugroduct failure, failure in marketing etc., ifielency in bank
management, slackness in credit management andaringj and inappropriate technology or problematesl to modern

technology.

The external factors include the recession in twmemy as a whole, input or power shortage, prioalation of
inputs, exchange rate fluctuations, and changewemmment policies. Other factors include liberatiian of the economy
and the consequent pressures from liberalizatika dieveral competitions, reduction of tariffs efopr monitoring of
credits and failure to recognize early warning algrshown by standard assets, sudden crashingpdélcenarket and
inability to raise adequate funds, mismatchingwfds i.e. using loan granted for short term forglberm transactions,
granting of loans to certain sectors of the econamythe basis of government directives rather tbammercial

imperatives. (Rajput, Arora, & Kaur 2012) analyzedne reasons behind the formation of NPA, revethledmpact of the
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NPA on banking operations. (Satpal, 2014) a stedynd out some external factors and some intercébia which affect
the NPA.

Godlewski (2004) uses the adjusted ROA as a prokyérformance, shows that banks profitability riegdy
impacts the level of non-performing loans ratioeTdanking business is always vulnerable to vari@ks such as credit
risk, liquidity risk, interest risk, market riskperational risk, and management risk. But, cragk stands out as the most
detrimental of them all (lyer, 1999). The risk ebgion in asset value due to simple default or payment of dues by the
borrowers is credit risk or default risk (Sarma9@&p and it is this risk which gives rise to theolglem of NPAs.
Another aspect is that, for several decades, maogamies, including the Indian, experimented withsidized credit for

the poor. But the only tangible outcome perhapstasncrease in non-performing loans (Srinivagash @riram 2003).

GDP and credit risk have an important connectianbfath public and private operating banks. A coesatlle
number of the studies have discovered that mutaebfs- macroeconomic and banking industry-speéiators play a
vital role in ascertaining the credit risk for tbemmercial banking sector. While investing paramBtas, S. (2010) found
in his study reasons for the NPAs which includenarket anomaly, uncontrolled and willful defaulteasid inefficient
follow -up and administration, an attitude of namformity& non-cooperation from banks, dismal legstucture,
dearth of entrepreneurial abilities, and rediractaf funds. In one of the studies by Ranjan and|@2a03) wherein
empirical frame work via regression analysis on NRA Indian commercial banks showed three econamitfinancial

factors-influence NPAs- credit terms, size of b&nlisk preference and macroeconomic upheavals.

Table 3: Factors Contributing to NPAs

Internal Factors External Factors
Diversion of funds for;
* Expansion/diversification/modernization
e Taking up new projects.
» Helping/promoting associate concerns.
Time/cost overrun during the project implementatigninput or power shortage.

Recession.

Inefficient management. Price escalation.
Strained labor relations. Exchange rate fluctuation
Inappropriate technology/technical problems. Acoidexnd natural calamities.

Changes in government policy such as excise, ingrait
export duties, pollution control order etc.

Willful defaulters have been there because theykihat
legal recourse available to the lenders is timesaoring and
slow.

Sickness of the industry also leads to graduali@nas the
liquidity and units start failing to honour its amtions for the
loan payments. Heavy funds are locked up in thegts.u
Political tool-Directed credit to SSI and Rural tees has beer
there

Product obsolescence, etc.

Poor credit Appraisals, monitoring and follow up,
improper SWOT analysis on the part of banks.

Source: Reserve Bank of India
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CHALLENGES AND MANAGEMENT OF NPAS
Challenges Posed by NPAs

Non-performing assets are a major cause of corfoerthe banking industry, as they make multiprongédcks
on banks efficiency, bottom-line as well as itsnotaname. NPA, on one hand, don’t generate incomehi® banks,
and on the other banks are required to make pomgdior such NPAs from their current profits.NPApiaets banks in two
ways; one is the amount of NPA and the other isdpportunity cost. As a result, it leads to monejtigg blocked
decreasing the prodigality of the bank, as the samestment could have been done in other returnimg asset.
Therefore, it implies that NPA not only affects therrent profits but can potentially affect theuia flow of profits as
well as leading to loss of long-term beneficial ogpnity lost. In one of the studies by SirajandaP(2012) advocated
that NPAs is a major risk to the banking sectoit @mses dangers on the quality of assets in dimneaof profitability

and liquidity, thereby affecting the survival ofrtha.

Also, the incremental component explained throudHditaons to NPA poses a great question mark on the
efficiency of credit risk management practices ahks in India. In a comparative study, Kumar (20t8jnarks that the
quality of loan portfolio is very crucial for theellth and existence of the banks. High level of ABPhas many
implications for  profitability, productivity, ligdity, solvency, capital adequacy and image of thank.
Thus Non-performing Assets (NPAs) have become asamge and headache for the Indian banking sector.
Examining different micro variables affecting prativity and efficiency of banks, Yadav (2011) expkd that the level
of the NPAs of PSBs affected 50% profitability betbanks and its impact has increased at very Exgmt with other
strategic banking variables. Moreover, productivityd efficiency of PSBs in terms of business pepleyee and

operating profit per employee was highly impacted.

In their study on NPAs Reduction Strategies for @Gurcial Banks in India Prasad and Veena (2011),
state that NPAs have a destructive impact on themen assets of banks in the following ways- ititerest income of
banks is reduced since it is to be accounted omlyeceipt basis. The current profits of the bameseaoded because the
providing of doubtful debts and writing it off aad debts and it also limits the recycling fundsug,tthe loss of income
from NPAs not only brings down the level of inconfehe banks but also hinders them from quotingrfidrime Lending
Rates (Jain and Balachandran, 1997).

Reddy (2008) on Management of Non-Performing AsseBanks, comes to a conclusion, that the NPAnbt
eat into profitability and hamper banks’ abilityreecycle fund but also shake the public confidemb&h is crucial for the
existence and growth of any financial institutiddon-Performing Assets (NPA) demand creation of isions,
which are regarded as a controlling mechanism expected loan losses, previous practices have shizatrprovisions
are triggered by default incidents on loans, higlesel of nonperforming Loans are associated wiigh hrates of
provisioning (Hasan and Wall, 2004). Further, theovery process of NPAs adds to the woe of timaHeremployees
and management. Apart from internal and externatptexities, increases in NPAs directly affect bank®fitability

sometimes even their existence.
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Talking at the Macro Level, Another, notable impa€tNPA is the change in banker’s sentiments whicky
hinder credit expansion to productive purpose. Banky incline towards more risk-free investmentauoid and reduce
riskiness, which is not conducive for the growthloé economy. Kaur and Singh (2011) in their stodyNon-performing
assets of public and private sector banks (a caatiparstudy) state that Non-Performing Assets (NPake proving to
become a major setback for the growth of the ecgndrhe high levels of NPAs also pose a serious lauia pushing
through the reforms which have been proceedingghased manner in India spearheaded by the Narasinommittee.
In the words of Narasimham Committee Il, (1998)amking sector reforms “NPAs constitute a real ecaic cost to the
nation is that they reflect the application of seacapital & credit funds to unproductive uses. Timney locked up in
NPAs is not available for productive uses to theeeithat bank seek to make provisions for NPAsvote them off.

It is a charge on their profits, NPAs, in shorth@ just a problem for banks; they are bad foreb@nomy”.
Management of NPAs

NPAs adversely affect the lending activity of bailssnon-recovery of loan installments and inteoasthe loan
portfolio negates the effectiveness of the credipeinsation process. Non-recovery of loans alststibe profitability of
banks. Besides, banks with a high level of NPAshawvcarry more owned funds by way of capital améie reserves and
provisions to provide the cushion for the loan ésssNPAs, thus, make a two-pronged attack on thtorolines of
commercial banks- interest applied on such assetstitaken into account because such interesthie taken into account
only on its realization unlike interest on perfongii assets which is taken into account on accruaisbha
Further, banks have to make provisions on NPAs fiauh of the income earned by them on performingetass
Persistently high level of NPAs in the loan poiitfobf banks makes them fragile, leading ultimattdytheir failure.
This shakes the confidence of both domestic andaglmvestors in the banking system, which will @aa multiplier
effect, bringing disaster in the economy. Thus, thest critical condition for bringing about an irogement in the
profitability of banks is the reduction in the Iéxd# NPAs. In fact, it is a pre-condition for théability of the financial

system.

Though most banks have Early Warning Systems (E¥WS)dentification of potential non-performing atse
(NPAs), the actual processes followed varies framkito bank. The major components or processesEawa followed
by banks in India as brought out by a study coretlitty Reserve Bank of India at the instance oBthard of Financial

Supervision are as follows:
» Designating Relationship Manager / Credit Officar fnonitoring account/s
» Preparation of ‘know your client’ profile
e Credit rating system
» ldentification of watch-list/special mention categaccounts
e Monitoring of early warning signals

However “Management of non-performing assets (NRAshbanks remains an area of concern, particuldrg,
to the likelihood of deterioration in the quality @structured advances,” RBI said in its Annuap&# on Trend and
Progress of Banking in India for the year ended.\8dr, 2010. Poor management can imply weak montgofor both

operating costs and credit quality of customersjclvhwill include high levels of capital losses. Wmdthe “bad
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management” hypothesis advances by Berger and D&Y(997), managers lack competencies to effegtiassess and

control risks incurred when lending to new custasner

It is evident that a lasting solution to the praoblef NPAs can be achieved only with proper cresiiegsment and
risk management mechanism (Gupta 2012; Rai 201129. @est way to manage NPAs is to prevent them kinga
precautionary measures to prevent their occurrefidds can be achieved through proper risk managemen
strong and effective credit monitoring (Singh 2Q1BYyoper selection of borrowal accounts, extendiegd-based
financing, ensuring proper end-use, proper posttganfollows up. There must regular follow-up witie customers and
it is the duty of banker to ensure that there isliversion of funds. There should be a careful ajspt of the project which
involves checking the economic viability of the jeat (Shalini, 2013). Assisting the borrowers inveleping his/her
entrepreneurial skill will not only establish a goelationship between the borrowers but also tedpbankers to keep a
track of their funds. Adequate preventive measwsbeuld be put in place for fixing pre-sanctioningpeaisal
responsibility and an effective post-disbursemepiesvision (Chaudhary & Sharma, 2011). The strisiea classification
norms as rolled out from time to time should bdofekd in letter and spirit. Use of Joint liabiligroups or self-help
groups can be explored for enhancing the loan esgorate (Rajeev, & Mahesh, 2010). Further, wherahe NPAs
occurs it is better to recover them through negjotisand compromise rather than, by the lengthy @slly procedure of
litigation. Moreover, different technological platfns like the ones based on Core Banking Solutimulsl be used for

proper monitoring of sticky accounts.
CONCLUSIONS

Summing up the above discussion, we can say teafNPAs have a deleterious impact on the bankseén th

following ways:

» As the interest income on NPAs is to be accountegg @n receipt basis, the interest income of baagsa whole

decline.

* NPAs erode current profits through provisioninguiegments for doubtful debts and consequent tangrithem
off as bad debts.

e Return on investments (ROI) is reduced.

» The capital adequacy ratio is disturbed as NPAsranto its calculation. It leading to erosion afpital base and
reduction in bank competitiveness through the @veaif reserves and provisions that come from Bpfo act as

cushions for loan losses.
» The cost of capital goes up.
» Asset and liability mismatch widens.
» It limits recycling of the funds, thus impactingtranly the banks but the economy as a whole.
* Adecline in profit has its bearing on variabld®liCapital to Risk Weighted Assets Ratio (CRAR aost).

* NPAs affect the risk facing ability of banks as thanagers become more risk-averse.
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