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Abstract
The issue of Non- Performing Assets (NPA), the root cause of 
the recent global financial crisis has been drawing the attention of 
the policy makers and academicians alike. NPA is defined as an 
advance where payment of interest or repayment of installment 
of principal (in case of term loans) or both remains unpaid for 
a certain period. The problem of NPAs which was ignored till 
recently, has been given considerable attention after liberalization 
of the financial sector in India. This exploratory paper examines 
the trends of NPAs in India from various dimensions and explains 
how mere recognition of the problem and self – monitoring 
has been able to reduce it to a great extent. It also shows that 
public sector banks in India, which function to some extent with 
welfare motives, have as good a record in reducing NPAs as their 
counterparts in the private sector. Finally the banking sector will 
need to master a new business model by building management 
and customer services with a variety of products and controlled 
cost to stay in the long run. The RBI has been introduced the 
concept of Non – Performing Asset (NPA) and certain norms with 
effect from 1.4.1992 which are useful not only to know the true 
financial position but also to take corrective steps for improving 
the performance of their loan portfolios. The issue of mounting 
NPAs is giving jitters to banking sector particularly in many a 
developing economy. This article attempts to focus on the concept, 
meaning norms, trends and recovery mechanism of NPAs.
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I. Introduction

A. Meaning, Concept and Definition of NPAs
As long as an asset generates income expected from it, it is treated 
as “Performing asset” and when it fails to generate income, a loan 
asset become “Non – performing assets (NPAs). In other words, a 
loan asset becomes ‘Non – performing’ when it ceases to generate 
income, i.e., interest, fee commission and other like to the bank. 
The Narasimham Committee for the first time defined in a formal 
way the concept of non- performing assets. This committee has 
defined NPAs as “an advance where on the date of the balance 
sheet an amount to be paid to the bank, (interest or installments 
of principal) is past due for a period of 90 days. An amount is 
considered past due, when it remains outstanding for 30 days 
beyond due date.
It has been argued by a number of economists that a well – developed 
financial system enables smooth flow of savings and investments 
and hence, supports economic growth (see king and Levine, 
1993,goldsmith,1969). A healthy financial system can help achieve 
efficient allocation of resources across time and space by reducing 
inefficiencies arising out of market frictions and other socio – 
economic factors. Amongst the various desirable characteristics 
of a well – functioning financial system, the maintenance of a few 
non – performing assets (NPA) is an important one. NPAs beyond 
a certain level are indeed cause for concern for everyone involved 
because credit is essential for economic growth and NPAs affect 
the smooth flow of credit. Indian banking sector today has the 
same sense of excitement and opportunity that is evidence in the 

Indian economy. In the competitive banking word improvement 
day by day in customer services is the most useful tool for their 
better growth.

B. Objectives of Study
To Explain The Concept, Definition And Categories Of 1. 
NPAS
To explain NPA norms and Trends2. 
To explain recovery mechanism of NPA3. 

Definitions:
Brief Explanation about system on Non performing Assets
An asset, including a leased asset, becomes non performing when 
it ceases to generate income for the bank.
A non performing asset (NPA) is loan or an advance where;

Interest and /or installment of principal remain overdue for a • 
period of more than 90 days in respect of a term loan,
Theacount remains ‘out of order’ as indicated at paragraph • 
below, in respect of an overdraft/cash credit (OD/CC),
The bill remains overdue for a period of more than 90 days • 
in the case of bills purchased and discounted,
The installment of principal or interest thereon remains • 
overdue for two crop seasons for short duration crops,
The installment of principal or interest thereon remains • 
overdue for one crop season for long duration crops,
The amount of liquidity facility remains outstanding for • 
more than 90 days, in respect of a securitization transaction 
undertaken in terms of guidelines on securitistion dated 
February 1,2006.
The respect of derivative transactions, the overdue receivables • 
representing positive mark-to-market value of a derivative 
contract, if these remain unpaid for a period of 90 days from 
the specified due date for payment.

Banks should, classify an account as NPA only if the interest due 
and charged during any quarter is not serviced fully within 90 
days from the end of the quarter.

C. ‘Out of Order’ Status
An account should be treated as ‘out of order’ if the outstanding 
balance remains continuously in excess of the sanctioned limit/
drawing power. In cases where the outstanding balance in the 
principal operating account is less than the sanctioned limit/
drawing power, but there are no credits continuously for 90 days 
as on the date of Balance Sheet or credits are not enough to cover 
the interest debited during the same period, these accounts should 
be treated as ‘out of order’.

D. Categories of NPAs
Banks are required to classify nonperforming assets further into the 
following three categories based on the period for which the asset 
has remained nonperforming and the reliability of the dues:

Substandard Assets1. 
Doubtful Assets2. 
Loss Assets3. 

1. Substandard Assets 
With effect from 31 March 2005, a substandard asset would be 
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one, which has remained NPA for a period less than or equal to 
12 months. In such cases, the current net worth of the borrower/
guarantor or the current market value of the security charged is 
not enough to ensure recovery of the dues to the banks in full. In 
other words, such an asset will have well defined credit weaknesses 
that jeopardise the liquidation of the debt and are characterized 
by the distinct possibility that the banks will sustain some loss, 
if deficiencies are not corrected. 

2. Doubtful Assets
With effect from March 31, 2005, an asset would be classified 
as doubtful if it has remained in the substandard category for 
a period of 12 months. A loan classified as doubtful has all the 
weaknesses inherent in assets that were classified as sub- standard, 
with the added characteristic that the weaknesses make collection 
or liquidation in full, - on the basis of currently known facts, 
conditions and values – highly questionable and improbable.

3. Loss Assets
A loss asset is one where loss has been identified by the bank 
or internal or external auditors or the RBI inspection but the 
amount has not been written off wholly. In other words, such an 
asset is considered uncollectible and of such little value that its 
continuance as a bankable asset is not warranted although there 
may be some salvage or recovery value.
In India due to the social banking motto, the problem of bad loans 
did not receive priority from policy makers initially. However, with 
the reform of the financial sector and the adoption of international 
banking practices the issue of NPAs received due focus.
Banks play an important role in the economic development of 
developing countries. Economic development involves investment 
in various sectors of the economy. Bank offers so many changes 
to access to access their banking and other services.
Broadly speaking, NPA is defined as an advance where payment of 
interest or repayment of installment of principal (In case of term 
loans) or both remains unpaid for a certain period. According to 
the Narasimham Committee report (1991), those assets (Advances, 
bills discounted, OD, cash credit) for which the interest remains 
due for a period of four quarters (18 days ) should be considered 
as NPAs.
Though the NPA issue has received considerable attention in the 
post reform period, academic work on the subject is not adequate. 
This paper attempts to provide an overview of the problem in India 
concentrating on the various dimensions involved. Trends in NPAs 
both at the bank level and at the sector level are analysed in the 
penultimate section. The paper ends with a concluding section. 
The paper ends with a concluding section.

4. NPA – Norms
Though the issue of NPA was given more importance after the 
Narsimham Committee report (1991) highlighted its impact on 
the financial health of the commercial banks and, subsequently, 
various asset classification norms were introduced, the concept 
of classifying bank assets based on its quality began during 1985 
– 86. A critical analysis to monitor credit comprehensively and 
uniformly was introduced in 1985 – 86 by the RBI was by way of 
the health code system in banks. This system provided information 
regarding the health of individual advances, the quality of the 
credit portfolio and the extent of advances causing in relation to 
total advances.
The RBI advised all commercial banks on November 7,1985, to 
introduce the health code system indicating the quality (or health) 

of individual advances under the following eight categories, with a 
healthy code assigned to each borrowed account ( Source:RBI)

Satisfactors Conduct is satisfactory: all terms and conditions • 
are complied with all accounts are in order and safety of the 
advance is not in soubt.
Irregular: The safety of the advance is not suspected though • 
there may be occasional irregularities, which may be 
considered as a short term phenomenon.
Sick, viable: Advances to units that are sick but viable – under • 
nursing and units for which nursing/revival programmes are 
taken up
Stick: Nonviable/sticky – the irregularities continue to persist • 
and there are no immediate prospects of regularization and the 
accounts could throw up some of the usual signs of incipient 
sickness.
Advances recalled: Accounts where the repayment is highly • 
doubtful and nursing is not considered worthwhile and where 
decision has been taken to recall the advance.
Suit field accounts: Accounts where legal action or recovery • 
proceedings have been initiated.
Dereed debts: where decrees (verdict) have been obtained.• 
Bad and doubtful debts: where the recovery of the bank’s dues • 
has become doubtful on account of short – fall in value of 
security, difficulty in enforcing and realizing the securities or 
inability/unwillingness of the borrowers to repay the bank’s 
dues partly or wholly

Under the above health code system the RBI classified problem 
loans of each bank into three categories 

Advances classified as bad and doubtful by the bank (health • 
code No: 8 )
Advances were suits were filed/decrees obtained (Hocused • 
no: 647)
These advances with major undesirable features (H.C No: • 
4 & 5)

The Narasimham Committee (1991) felt that the classification of 
assets according to the healthy codes was not in accordance with 
international standards.
The international practice is that an asset is treated as non – 
performing when interest is due for a least two quarters. In respect 
of such non – performing assets, interest is not recognized on 
accruals basis but is booked as income only when it is actually 
received. The Narasimham Committee suggested that a similar 
practice be followed by banks in financial institutions in India 
and recommended that interest on NPAs be booked as income 
on accrual basis.
The NPA would be defined as advance as on the balance sheet 
date in the following circumstances:

In respect of overdraft and cash credits, accounts remain • 
out of order for a period of more out of order for a period of 
more than 180 days.
In respect of bills purchased and discounted, the bill remains • 
overdue and unpaid for a period of more than 180 days.
In respect of other accounts, any account to be received • 
remains past due for a period of more than 108 days.

Besides providing a detailed definition of NPA , the N.C (1991) 
also suggested that for the purpose of provisioning, banks and 
financial institutions should classify their assets by compressing 
the health codes into four broad groups;

Standard1. 
Sub–Standard2. 
Doubtful3. 
loss4. 



IJMBS Vol. 4, ISSue 1, Jan - March 2014ISSN : 2230-9519 (Online)  |  ISSN : 2231-2463 (Print) 

InternatIonal Journal of ManageMent & BusIness studIes 41w w w . i j m b s . c o m

Broadly, Sub – Standard assets would exhibit problems and include 
assets classified as non – performing for a period not exceeding 
two years. Doubtful assets are those that remain as such for more 
than two years and include loans that are overdue for more than 
tow years. Loss assets are accounts. Where loss has been identified 
but amounts have not been written off.

According to international norms, commercial banks need to keep 
aside a portion of their income as a provision against bad loans. 
The amount of the provision depends on the type of NPAs and 
the time duration. Now Indian banks need to make provisions 
for all bad debts

II. Discussion and Results 

A. NPA Trends
Table 1: Non Performing Assets of Total Banking Sector (Rs Crore, Real Values)

2002 2003 2004 2005 2006 2007 2008 2009
Gross NPA 41430 39012 35007 38558 38817 36568 38117 46689
Change 2602 -2418 -4006 3551 259 -2249 1549 8573
Percentage growth 6.7 -5.8 -10-3 10.1 0.7 -5.8 4.2 22.5
Percent to Gross Advance 10.4 8.9 7.2 5.3 3.3 2.5 2.3 2.3
Net NPA 20787 18548 13302 14181 14087 14560 16740 21272
Change 1013 -2240 -5246 879 -94 473 2181 4531
Percentage growth 5.1 -10.8 -28.3 6.6 -0.7 3.4 15.0 27.1
Percent to Net Advance 5.5 4.4 2.9 1.9 1.2 1.0 1.0 1.1

Source: Computed by authors using RBI data.

While efforts are on for NPA classification, refinement of the accounting system and measures to reduce NPA in the decade of 1990s, 
Proper implementation of these norms took time. Though the total GNPA had increased significantly between 1998 and 2002, it 
started to decline after that (table:1)during 1998 the total gross NPA and net NPA of the total banking sector was Rs.34,428 Crore ( 
around 14.4% of gross advance)and Rs.16,098 Crore (around 71% of net advance, respectively. During 2005, the GNPA Increased 
even in real terms to Rs.38, 558 crore (around 5.2% of gross advance) where as NPA had reduced to Rs.14.181 crore (around 2.1 of 
net advance). The growth rate of GNPA was about 11% in 1999, which started to fall drastically and become negative after 2002. 
The growth rate becoming negative implies that there is a substantial decline in the GNPA of commercial banks showing some 
impact of the satisfaction and regulatory changes. A similar trend is observed in the case of net NPA (NNPA ) is sharper than GNPA, 
mainly because of the increasing level of provisions, as shown in the last three rows of table.1. Thus it is clear that sensitization to 
the problem has helped to tackle it.

Table.2: Gross and Net NPAs of Scheduled Commercial Banks (Nominal Values, Rs Crore)
2002 2003 2004 2005 2006 2007 2008 2009

Public Sector Banks
Gross NPAs 56473 54090 51538 47325 41358 38968 40452 45156
Percent to Gross Advance 11.1 9.4 7.8 5.7 3.6 2.7 2.2 2.0
Old Private Banks
Gross NPAs 4851 4550 4392 4206 3759 2969 2557 3072
Percent to Gross Advance 11.0 8.9 7.6 6.0 4.4 3.1 2.3 2.4
New Private Banks
Gross NPAs 6811 7232 5963 4576 4052 6287 10440 13911
Percent to Gross Advance 8.9 7.6 5.0 3.6 1.7 1.9 2.5 3.1
Foreign Banks
Gross NPAs 2726 2845 2894 2192 1928 2263 2859 6833
Percent to Gross Advance 5.4 5.3 4.6 2.8 1.9 1.8 1.8 4.0

Source: Computed using RBI data

At the bank group level, when it is compared, the public sector banks with private banks in terms of NPA as a percentage of total 
lending (table:2)we observe that the public sector banks are as good as or as bad as their counterparts in the private sector, public 
sector banks, sometimes, are indeed doing better that the old Indian private sector banks. However, it is compared with the foreign 
banks they do not fare well. This may be parlly because foreign banks are already accustomed to NPA norms in their parent country. 
Further, various credit related welfare programmes are carried out through public sector banks. They also have maximum reach in 
the rural areas. However, one feature is worth taking note of –growth rate of gross NPA s of the old private sector banks are higher 
than the public sector banks while growth of advances of public sector banks are at par thus, it appears that after reforms, the public 
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sector banks were able to tackle the NPA problem more effectively than the Indian private banks (Table 3). However, one important 
observation from Table 3, is that GNPA as a percentage of gross advances has been declining over time across all bank groups

B. Sector – Wise NPAs
Table 3: Sector Wise Non Performing Assets of Indian Scheduled Commercial Banks
(Rs Crore, Real Values)

Year Item Agruculture Small Scale Others Priority 
Sector 

Public 
Sector

 Non priority 
Sector

Bank Group: State Bank and Associates

2004
Amount 1351 1232 1272 3856 119 4216
% to total 16.5 15.0 15.5 47.1 1.5 51.5

2005
Amout 1504 1175 1926 4641 111 5042
% to total 15.4 12.0 19.7 47.4 1.1 51.5

2006
Amount 1750 1210 2547 5508 95 4420
% to total 17.5 12.1 25.4 55.0 1.0 44.1

2007
Amout 1721 982 2494 5197 136 3761
% to total 18.9 10.8 27.4 57.2 1.5 41.4

2008
Amount 2248 1039 2739 6026 65 4212
% to total 21.8 10.1 26.6 58.5 0.6 40.9
Amout 1355 1371 2992 5718 120 6262
% to total 11.2 11.3 24.7 47.3 1.0 51.8

Nationalised Banks

2004
Amount 2561 3871 2922 9026 2379 9669
% to total 13.8 20.8 15.7 48.6 12.8 52.0

2005
Amout 3294 3972 3569 10834 274 10120
% to total 15.6 18.8 16.9 51.3 1.3 47.9

2006
Amount 2962 4045 4482 11489 164 9758
% to total 13.8 18.9 20.9 53.7 0.8 45.6

2007
Amout 2938 3202 5095 11235 212 6418
% to total 16.5 17.9 28.5 62.9 1.2 35.9

2008
Amount 3349 2890 4852 11091 137 5376
% to total 20.2 17.4 29.2 66.8 0.8 32.4

2009
Amout 2509 3356 4878 10743 201 6770
% to total 14.2 18.9 27.5 60.6 1.1 38.2

Private Banks 

2004
Amount 248 681 408 1338 40 4204
% to total 4.0 12.2 7.3 24.0 0.7 75.3

2005
Amout 307 638 497 1442 28 4331
% to total 5.3 11.0 8.6 24.9 0.5 74.7

2006
Amount 391 613 731 1735 3 4210
% to total 6.6 10.3 12.3 29.3 0.1 70.8

2007
Amout 623 467 999 2089 2 4601
% to total 9.3 7.0 14.9 31.2 0.0 68.8

2008
Amount 993 441 880 2314 0 6470
% to total 11.3 5.0 10.0 26.3 - 73.7

2009
Amout 975 454 1035 2464 51 8916
% to total 8.5 4.0 9.1 21.6 0.4 78.0

Source: Computed by author using RBI data

As can be seen from the table, the average share the NPA of non-priority sector in the total NPA is around 50.5 percent, 53.4percent 
and 74.7 percent for State Banks and associates, Nationalized banks and private banks respectively in 2005, whereas, the average share 
of NPA of the priority sector in the total NPA is around 46.2 percent, 47.9 percent and 23.9 percent for State banks and associates, 
nationalized banks and private banks respectively (in 2005). It has also been observed that NPA share of the NPA increased, especially 
for the public sector banks in recent years Vis-a vis their NPAs from the priority sector (see figure for 2009 in table: 3) partly, this may 
be due to the loan waiver policy adopted by the govt for the priority sector. One can indeed see that NPAs in the agricultural sector 
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show a sharp decline another important observation is that the NPA 
of the priority sector is less in private banks compared to other 
bank groups. In the case of the sub-category of priority sector, the 
share of agriculture sector NPA in the total NPA is only around 4.61 
percent for private banks. Where as it is ground 16 percent for state 
banks and associates and 13 percent for nationalized banks. While 
it has been often highlighted in the literature whenever NPA in the 
priority sector is less than that of the NPAs, a point after missed is 
that the priority sector constitutes about 40 percent of total lending. 
Hence it is important to examine NPA figures in proportion to the 
advances mode in that particular sector. Computation of sector – 
wise NPAs indeed reveals that NPA from the SSI sector is much 
higher that the other sectors.
The above figures reveal that even though the SSI Sector currently 
has a higher NPA to total advance ratio there is an improvement in 
recovery rates and NPA from this sector shows a declining trend 
even in real terms. An important question arises at this juncture. 
While it is essential to reduce NPA to sustain banks, will such an 
Endeavour have an aderse effect on poor, especially poor farmers 
and small farmers? The issue assumes importance as this group 
constitutes more than 60 percent of the population of India.

C. Recovery Mechanism of NPA:9
In order to speed up the recovery of NPAs, the government 
constituted a committee under the chairmanship of late Shri 
Tiwari in 1981. The committee examined the ways and means 
of recovering NPAs and recommended, inter alia, the setting up 
of ‘Special Tribunals’ to expedite the recovery process. Later the 

Narasimham Committee (1991) endorded this recommendation, 
and, suggested setting up of the Asset Reconstruction Fund (ARF). 
Some legal reforms were introduced to speed up recovery.

D. SARFAESI Act:
Based on the recommendations of the Andhyarujina Committee, 
The Securitization and Reconstruction of Financial Assets and 
Enforcement of Security Interest (SARFAESI) Act, 2002, was 
passed on December 17,2002. The act provides enforcement of the 
security factor without recourse to civil suits. This act was passed 
with the aim of enabling banks and financial institutions to realize 
long- term assets, manage the problem of liquidity, reduce asset 
liability mismatches and improve recovery by taking possession 
of securities, selling them and reducing NPAs.

E. Other Legal Reforms:
Most important factors responsible for the ever – increasing level 
of NPAs in the Indian banking industry is the weak legal system. 
According to an international rating agency called FIFCHIBCA, 
The Indian legal system is sympathetic towards the borrowers and 
works against the banks interest. In 1999,a standing committee 
under the aegis of Industrial Development Bank of India ( 
IDBI) was constituted to initiate a co-coordinated approach to 
the recovery of large NPA accounts and for institutionalizing 
an arrangement between banks and financial institutions for the 
systematic exchange of information in respect of large borrowers 
( including defaulters and NPAs.

Table .4.NPAs Recovered by SCBs through Various Channels (Rs crores)
One-time settlement/compromise Scheme Lok Adalats DRTs SARFAEST Act

2003-04

No of cases referred 139,562 186,100 7,544 2,661

Amount involved 1510 1,063 12,305 7,847
Amount recovered 617(40.86%) 149(14.%) 2,117(17.2%) 1,156(14.73%)
2004-05
No of cases referred 132,781 185,395 4,744 39,288
Amount involved 1,332 801 14,317 13,224
Amount recovered 880(66%) 113(14%) 2,688(18.77%) 2,391(18%)
2005-6
No of cases referred 10,262 2,68,090 3,534 41,180
Amount involved 772 2,144 6,273 8,517
Amount recovered 608(78.75%) 265(12.36%) 4,735(75.48%) 3,363(39.48%)
2006-07
No of cases referred -- 1,60,368 4,028 60,178
Amount involved -- 758 9,156 9,058
Amount recovered -- 106(13.9%) 3,463(37.8) 3,749(14.38%)
2007-08
No of cases referred -- 1,86,535 3,728 83,942
Amount involved -- 2,142 5,819 7,263
Amount recovered -- 176(8.2%) 3,020(51.89%) 4,429(60.9%)
2008-09
No of cases referred -- 5,48,308 2,004 61,760
Amount involved -- 4,023 4,130 12,063
Amount recovered -- 96(2.38%) 3,348(81%) 3,982(32.9%)

Source:RBI
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III. Conclusion
It is interesting to observe the trends of extent of NPA accounts 
settled through various channels. It is opportunity to observe that 
NPA accounts curve more settled through one-time settlement as 
the amounts recovered during 2003-04 and 2005-06 range from 
4086 percent to 78.75 per cent.
On the other hand, it is disopportunity to observe Lok Adalats did 
not farewell as the amount recovered declined from 14 percent 
in 2003-04 to 2.38 percent in 2008-09.The performance of the 
DRTs seem to be satisfactory over a period of time as the amount 
recovered has increased from 17.2 percent in 2003-04 to as much 
as 81 percent in 2008-09. More or less similar feeding can be 
observed in the case of SARFAEST Act as the amount recovered 
has inceased from 14.73 in 2003-04 to 32.9 pre cent in 2008-09 
with flatuation
Above analysis indicates that the functioning of different 
mechanism or channel for recovering NPA assets is not satisfactory 
needs overbalancing of the system for speedy recovery
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