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                                                                              ABSTRACT


Commercial banks play a major role in fostering economic development of a particular country. Financial performance of banking sector has been showing a declining trend owing to rise in NPA. A high level of NPAs suggests high probability of a large number of credit defaults that affect the profitability and net-worth of banks and also erodes the value of the asset. NPAs affect the liquidity and profitability, in addition to posing threat on quality of asset and survival of banks. The Indian banking sector has been facing serious problems of raising Non-Performing Assets. The problem of NPAs is not only affecting the banks but also the whole economy. It is necessary to trim down NPAs to improve the financial health in the banking system. The outcome of the study is beneficial to the banking industry to check the impact of NPA on their profitability and take corrective measures it can be minimized.











                                                       INTRODUCTION

The banking system has a very important place in the economic life of a country. The strength of the economy is closely linked to the robustness of the banking system and to a well-structured banking sector. The Indian banking sector underwent several changes in the  liberalization process. However, a troubled crisis affecting the banking sector, the Non-Performing Assets (NPA). Non Performing Assets also affect the profitability and efficiency of the banks, thus bringing no new income to the bank. A bank gives out money upfront and earns  income over a time on the promise of a borrower to repay. When loans are not repaid, the bank loses both its income stream, as well as its capital. Lending is always accompanied by the credit risk arising out of the borrower‟s default in repaying the money. The major problem today faced by the entire banking sector is the increasing risk of non-performing assets, which poses challenge to their ultimate survival.








Non-Performing Assets

NPA (Non-Performing Assets) is related to banking and finance term. When bank or finance company is unable to recover its lent money from borrower in 90 days then that amount which have not been recovered will be treated as NPA. It represents bad loans, and the borrowers of who failed to satisfy their repayment obligations. With effect from March 31, 2004, a Non-performing Asset (NPA) shall be a 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, 
 The account remains „out of order‟ for a period of more than 90 days, in respect of an Overdraft/Cash Credit.The bill remains overdue for a period of more than 90 days in the case of bills purchased and discounted, 
 Interest and/or installment of principal remains overdue for two harvest seasons but for a period not exceeding two and a half years in the case of an advance granted for agricultural purposes, and w.e.f 30.09.2004 following further amendments were issued by 
the Apex Bank,

A loan granted for short duration crops will be treated as NPA if the installment of  principal or interest thereon remains overdue for two crop seasons. 


 A loan granted for long duration crops will be treated as NPA if the installment of principal or interest thereon remains overdue for one crop season. 
 Any amount to be received remains overdue for a period of more than 90 days in respect of other accounts. 

Types of NPA 
a) Gross NPA 
Gross NPA is advance which is considered irrecoverable, for which bank has made provisions, and which is still held in banks' books of account. 
b) Net NPA 

Net NPA is obtained by deducting items like interest due but not recovered, part payment received and kept in suspense account from Gross NPA. 


Asset classification categories of NPAs 

1. Standard Assets:
Standard assets are the ones in which the bank is receiving interest as well as the principal amount of the loan regularly from the customer. Here it is also very important that in this case the arrears of interest and the principal amount of loan do not exceed 90 days at the end of financial year. 

2. Sub-standard Assets
With effect from 31 March 2005, a substandard asset would be one, which has remained NPA for a period less than or equal to 12 months.
3. Doubtful Assets
A loan is classified as doubtful if it remained in the sub-standard category for 12 months. 

4. Loss Assets 
A loss asset is one which 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. Also, these assets would have been identified as “loss assets” by the bank or internal or external auditors or the RBI inspection but the amount would not have been written-off wholly.











                                                   

      LITERATURE REVIEW

 Gupta (2012) argued that despite the efforts of banks in containing the NPAs, the amount of slippage is still high and public sector banks are more at threat while private sector banks are able to consolidate with technology and improved methods.

 Sevarajan and Vadivalagan (2013) studied management of Non-Performing Assets in priority sector with reference to Indian bank and other public sector banks for the period 2001-2011 found NPAs is more in priority sector compared to other PSBs in Indian Banks.

 Gupta and Kesari (2016) found that global economic slowdown and its impact on Indian economy was the primary reason for rising of the NPAs.
Objective

 To understand the concept of NPAs, its types, asset classification, and provisioning norms. 


 To analyze the empirical position of gross and net NPAs in Indian banking sector.
 To assess the impact of NPAs between public and private sector banks.
 To analyze the recovery measures of NPAs and provide suggestions for reducing th

                                                                        METHODOLOGY

The study is descriptive in nature. As this research work is based on secondary data of 10 private sector banks and 10 public sector banks has been selected as samples for the study. The data has been taken in this study for last 10 years (2009-10 to 2018- 19). The secondary data has been used in this study from the online sources like money control, RBI websites, and RBI reports. Regression analysis is used to check the relationships between NPAs and economic parameters.

                                                      HYPOTHESIS

1. There is no significant difference in the position of gross NPA between public and private sector banks.
2. There is no significant difference in the position of net NPA between public and private sector banks.

Impact of Gross NPA on CAMEL Model – Public Sector Banks In this regression, dependent variable and the independent variables are listed below: 
Dependent variable: Gross NPA (Y)




Independent variables:
1. Capital Adequacy Ratio (X1) 
2. Asset Quality Ratio (X2) 
3. Management Soundness Ratio (X3)
4. Earnings and Profitability Ratio (X4)
5. Liquidity Ratio (X5) 











Variables in the Multiple Regression Analysis – Gross NPA in Public Sector Banks
	VARIABLE
	Unstadarized coefficient
	
	      Standardize Ccofficent
	T
	Sig. 

	
	B
	Standard error
	B
	
	

	Constant

	5.408
	0.139
	
	10.367
	0.000

	Capital adequacy ratio
	0.541
	0.160
	-0. 291
	-2. 639
	0.107

	Assets quality ratio
	0.629
	0.148
	0.001
	0.008
	0.683

	Management soundenes ratio
	0.344
	0.267
	0.218
	1.399
	0.006

	Earnings and Profitability Ratio
	0.603
	0.163
	0.149
	2.697
	0.371

	Liquidity ratio

	0.841
	0.150
	0.367
	3.161
	0.195




I have taken Multiple regression model where we can found the the solution by the regression model that is :- Y= a + bx
By this regression model the data are being calculated over the time period and collected data and we have found some solutions for the same. 


The multiple regression equation is 
Y = 5.408 +0.541X1 + 0.629X2 + 0.344X3 + 0.603X4 + 0.8415
Gross NPA influences 
a. Capital Adequacy Ratio at 54.1 percent which indicates a positive relationship.
b. Assets Quality Ratio at 62.9 percent
c. Management Soundness Ratio at 34.4 percent.
d. Earnings and Profitability Ratio at 60.3 percent.
e. Liquidity Ratio at 84.1 percent.
















Variables in the Multiple Regression Analysis – Gross NPA in Private Sector Banks. 
	VARIABLES
	unstandardised data
	
	standardised data
	
	Sig.

	
	BETA
	Std. error
	Beta
	T
	

	
	
	
	
	
	

	Constant
	4.836
	0.047
	
	19.489
	0.000

	Capital adequacy ratio
	0.638
	0.191
	--0.184
	-9.788
	0.002

	Assets quality ratio
	0.703
	0.160
	0.052
	4.252
	0.011

	Management soundness ratio
	0.818
	0.316
	0.104
	9.994
	0.013

	Earning and profitable ratio
	0.454
	0.018
	0.118
	4.551
	0.274

	Liquidity ratio
	0.593
	0.201
	0.262
	1.750
	0.116



The multiple regression equation is, 
Y = 4.836 +0.638X1 + 0.703X2 + 0.818X3 + 0.454X4 + 0.593X5


IMPACT OF GROSS NPA









VARIABLES IN THE MULTIPLE REGRESSION ANALYSIS – NET NPA IN PUBLIC SECTOR BANKS
	VARIABLES 
	Unstandardised data
	
	Standardised data
	T
	Sig

	
	B
	Std. Error
	Beta
	
	

	CONSTANT
	8.834
	0.104
	
	15.857
	0.000

	CAPITAL ADEQECY
	0.914
	0.305
	-0.488
	6.260
	0.000

	ASSETS QUALITY RATIO 
	0.162
	0.247
	0.071
	4.029
	0.000

	MANAGEMENT SOUNDNESS RATIO
	.827
	0.170
	0.517
	9.097
	0.079

	EARNINGS AND PROFITABILITY RATIO
	0.755
	0.282
	0.430
	13.454
	0.003

	LIQIDITY RATIO
	0.652
	0.416
	0.149
	11.798
	0.017




The multiple regression equation is 

Y= 8.834 +0.914X1 + 0.162X2 + 0.827X3 + 0.755X4 + 0.652X5
Net NPA influences 
a) Capital Adequacy Ratio at 91.4 per cent which indicates a positive relationship.
b) Assets Quality Ratio at 16.2 per cent
c) Management Soundness Ratio at 82.7 per cent
d) Earnings and Profitability Ratio at 75.5 per cent
e) Liquidity Ratio at 65.2 per cent



Variables in the Multiple Regression Analysis – Net NPA in Private Sector Banks

	VARIBLES
	unstandardised cofficients
	
	standardized cofficients
	T
	Sig

	
	B
	Std. error
	Beta
	
	

	CONSTANT
	4.343
	0.162
	
	25.53
	0.000

	CAPITAL ADEQECY RATIO
	0.443
	0.226
	0.185
	19.09
	0.016

	ASSETS QUALITY RATIO
	0.734
	0.521
	0.053
	24.38
	0.311

	MANAGEMENT  SOUNDNESS RATIO
	0.351
	0.333
	0.03
	64.01
	0.813

	EARNINGS AND PROFITABILITY RATIO
	0.492
	0.411
	0.015
	47.86
	0.000

	LIQUIDITY RATIO
	0.411
	0.201
	0.017
	61.12
	0.005




The multiple regression equation is, 
Y= 4.343 +0.443X1 + 0.734X2 + 0.351X3 + 0.492X4 + 0.411X5
Net NPA influences 
a. Capital Adequacy Ratio at 44.3 per cent which indicates a positive relationship.
b. Assets Quality Ratio at 73.4 per cent
c. Management Soundness Ratio at 35.1 per cent
d. Earnings and Profitability Ratio at 49.2 per cent
e. Liquidity Ratio at 41.1 per cent. 












Management of NPAs:
Banks may reduce their NPA levels by adopting legal as well as non-legal measures. The legal measures available for reducing NPAs include: 

 Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest (SARFAESI) Act 2002, which provides for enforcement of security interest by creditor without intervention of court. 

 Compromise Settlement schemes and Lok Adalats forums that provides for settlement of dues between borrowers and banks via negotiation, mediation, and conciliation. 

 Debt Recovery Tribunals (DRTs) that help banks and financial institutions for recovering their dues quickly and efficiently. 

 Asset Reconstruction Companies which purchase NPAs of banks and financial institutions at discount rate. 

 Corporate Debt Restructuring (CDR) Scheme for resolution of NPAs of viable corporate entities facing financial difficulties. Financial Resolution and Deposit Insurance (FRDI) Bill, 2017 provides speedy and efficient 
resolution of distress for certain categories of financial service providers. 

 Insolvency and Bankruptcy Code (IBC), 2016 resolve the stressed assets of banks and corporations in a time-bound and effective manner (i.e., 180 days which can be extended to 90 days under certain circumstances). 
The non-legal measures includes proper credit appraisal of the projects, timely monitoring of the projects, post follow-up, giving training to credit officials for efficient management of credit risk, strong internal control risk system, effective risk management system, enabling asset liability management (ALM) system, timely initiation of legal action, effective 
utilization of information provided by credit rating agencies, strict action against willful defaults, circulating information on defaulters and so forth (Fatima & Ashraf, 2017; Reserve Bank of India, 

Conclusion:
The government of India and RBI has taken number of initiatives to reduce the level of bad loans NPAs but they are still very high as compared to the international standards. In order to reduce them, banks must develop an efficient management system and the staff involved in sanctioning the advances should be trained about the proper documentation. Banks should conduct proper inspection and credit appraisal before approving a project and then carry out regular monitoring to ensure that the amount must be utilized for the purpose for which it has been given.
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