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ABSTRACT 

The sound financial position of a bank depends upon the recovery of loans or its level of non-

performance asset .NPA is also called as non-performing loans NPAs are one of the major 

areas of concern for the Indian banking industry. NPAs are like a double edged sword. They 

do not generate any income whereas the banks are required to make provisions. NPA do not 

just badly reflect the banks’ account books, but they also have adverse impact on National 

economy. NPA has direct impact on the profitability, liquidity and solvency position of the 

banks. This paper basically deals with the trends of NPA in banking industry, the factors that 

mainly contribute to NPA raising in the banking industry, its impact on Indian economy and 

also provide some suggestions how to overcome this burden of NPA on banking industry. Data 

is collected from secondary sources. 
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INTRODUCTION 

The Banking system remains, as always the most dominant segment of the financial sector. 

Without a sound and effective Banking system in India it cannot have a healthy economy. The 

Banking system of India should not only be hassle free but it should be able to meet new 

challenges posed by the technology or any other external and internal factors  For the past three 

decades India's Banking system has several outstanding achievements. The most striking is its 

extensive reach. It is no longer confined to only metropolitans or cosmopolitans in India. In 

fact, Indian Banking system has reached even to the remote corners of the country. This is one 

of the main reasons of India's growth process.  Asset quality was not prime concern in Indian 

banking sector till 1991, but was mainly focused on performance objectives such as opening 

wide networks/branches, development of rural areas, priority sector lending, higher 

employment generation, etc. While the primary function of banks is to lend funds as loans to 

various sectors such as agriculture, industry, personal loans, housing loans etc., but in recent 

times the banks have become very cautious in extending loans. The reason being mounting 

nonperforming assets (NPAs) and nowadays these are one of the major concerns for banks in 

India. 

CONCEPT OF NON-PERFORMING ASSTS 

The banks, in their books, have different kind of assets, such as cash in hand, balances with 

other banks, investment, loans and advances, fixed assets and other assets. The Non Performing 

Asset (NPA) concept is restricted to loans, advances and investments. As long as an asset 

generates the income expected from it and does not disclose any unusual risk other than normal 

commercial risk, it is treated as performing asset, and when it fails to generate the expected 

income it becomes a “Non Performing Asset”. In other words, a loan asset becomes a Non 

Performing Asset (NPA) when it ceases to generate income more than 90 days. A NPA is an 

advance where payment of interest or repayment of instalment on principal or both remains 

unpaid for a period of two quarters or more and if they have become ‘past due’. An amount 

under any of the credit facilities is to be treated as past due when it remains unpaid for 30 days 

beyond due date. Non Performing Assets are also called as Non Performing Loans. 

 

STATEMENT OF THE PROBLEM 
Non-performing assets of banks are one of the biggest hurdles in the way of socio-economic 

development of India. The level of NPAs of the banking system in India is still too high. It 

affects the financial standing of the banks so that it is a heavy burden to the banks. A vigorous 

effort has to be made by the banks to strengthen their internal control and risk management 

systems and to setup early warning signals for timely detection and action. 

  

The problem of NPAs is tied up with the issue of legal reforms. This is an area which requires 

consideration as the present system that substantially delays in arriving at a legal solution of a 

dispute is simply not tenable. The absence of a quick and efficient system of legal redress 

constitutes an important ‘moral hazard’ in the financial sector, as it encourages imprudent 

borrowers 
NPAs can create many challenges not only banking industry but also economic growth. 
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Some challenges are, 

 

Depositors do not receive a market return on savings. In the worst case if the bank fails, 

depositors lose their assets or uninsured balance. Banks also redistribute losses to other 

borrowers by charging higher interest rates. Lower deposit rates and higher lending rates 

repress savings and financial markets, which hampers economic growth. 

 

 Non Performing loans epitomize bad investment. They misallocate credit from good projects, 

which do not receive funding, to failed projects. Bad investment ends up in misallocation of 

capital, labour and natural resources. The economy performs below its production potential. 

 

When many borrowers fail to pay interest, banks may experience liquidity shortages. These 

Shortages can jam payments across the country, 

 

The problem of NPA is not limited to only Indian public sector banks, but it prevails in the 

entire banking industry. Major portion of bad debts in Indian Banks arose out of lending to the 

priority sector at the dictates of politicians and bureaucrats. If only banks had monitored their 

loans effectively, the bad debt problem could have been contained if not eliminated. The top 

management of the banks was forced by politicians and bureaucrats to throw good money after 

bad in the case of unscrupulous borrowers. Many big borrowers defaulted only due to the 

recession in the economy. The absence of proper bankruptcy laws and the dilatory legal 

procedure in enforcing security rights are the root cause of bad debts in banks. Added to these, 

there are many other reasons why banks have 

highest level of NPAs. 

 

OBJECTIVES OF THE STUDY 
 
     *To study the causes and impact of NPAs on Banks. 

     *To know the recovery of NPAS through various channels   

     * To know and study about NPAs in Federal Bank  

  *To make appropriate suggestions to avoid future NPAs and to manage existing NPAs in 

              Banks. 

 

 

 

 

 

 

 

 

 

 

CAUSES FOR NPA  
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                                          Causes for Non Performing Asset (NPA) 

 

 

    Borrower                                                       Bank                                                 Other 
                            Bank  Other  

 
 Too ambitious 

Project  
 Heavy borrowing  
 Poor credit 

collection  
 Poor quality 

management  
 Wilful Default  
 Depend on Single 

customer  
 Fail to bring 

required Fund  
 Lack of Proper 

Planning  
 
 
 

 

 
Lack of infrastructure  

 Lack of Government 
support  

 Government policies  
 Changes related to Banking 

amendments  
 Natural Calamities  
 Recession and variation in 

economic conditions  
 

 
Poor credit appraisal  

 Non inspection of unit  
 Defective lending 

process  
 Lack of trained staff  
 System overloaded  
 Lack of commitment 

to recovery  
 Lack of technical 

support  
 Inefficient recovery  

system 
 
 
 
 
 
 

 

SOURCES OF DATA 
For study purpose, we have considered Non Performing assets in schedule commercial banks  

which includes public sector banks, private sector banks and Federal Bank as a special 

reference. The study is based of secondary data. The paper discusses the conceptual framework 

of NPA and it also highlights the trends status and impact of NPA during the period of 2013 to 

2017. 

 

METHODOLOGY OF STUDY 
Data is gathered from secondary sources, which is compiled from news papers, different 

journals, review of literature and federal Bank website various magazines dealing with the 

current banking scenario. 

 

TIME PERIOD 

5 years aggregate data from 2013 to 2017 

 

DATA ANALYSIS TOOLS 
The data collected from the secondary sources relating to NPAs has been analyzed and 

tabulated and drawn the appropriate tables. Interpretations were made based on table. 

Data Analysis  

Gross and Net NPA of public sector banks 
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                          IDBI                                                      CANARA                                          CENTRAL 
  

YEAR    GNPA    %GNPA  NNPA  %NNPA  GNPA  %GNPA  NNPA  %NNPA  GNPA  %GNP  NNPA  %NNPA 
 

2013      4551.37         2         2910.93      2         4031.75       2       3386.31      1          7273         5        4557           3 
  

2014      6449.98         3        3100.36       2          6260.16      3      5278.07       2         8456         5        4988            3 
   
2015      9960.16         5        4902.3 0     2          7570.21       2      5965.46       2        11500          6        664             4 

  
2016      12684.97       6        5992.52       3         13039.96     4       8740.09      3        11873          6         6807          4 

 
2017      24875.07      11       14643.39     7         31639.83     9     20832.91     6         22721        12        13242          7 

  
AVG      11704.31      5.4      6309.90       3.2      12508.38    4     8840.56      2.8      12364.6      6.8    7248.6       4.2 

 

 Gross and Net NPA of private sector banks 

                        AXIS                                        ICICI                                             KOTAK MAHINDRA   
 
YEAR GNPA %GNPA NNPA %NNPA GNPA  %GNPA  NNPA  %NNPA GNPA %GNPA  NNPA  %NNPA 
 
2013    2393.4      1        704.1         0        9475.3    3.62      1860.8      1.5        614.2        1         237.4       1 
 
2014    3146.4      1       1024.6         0        9607.8    3.22     2230.6      1.7        758.1        1        311.4       1 
 
2015    4110.2     1        1316.7       0       10505.8    3.03      3297.9       1.78      1059.4       2         573.6         1 
 
2016    4110.2     1        1316.7       0        15094.9   3.78      6255.5      1.86      1237.2       2        609.0         1 
 
2017    6087.5      2       2522.1       1        26221.3    5.82    12963.0    1.49        2838.1       2         1261.9       1 
 
AVG   3969.6      1.2      1376.9       0.2   14181.03  3.89      5321.6       1.66     1301.4       1.6      598.6       1 
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                            GNPA of private sector bank and Public sector bank 
 
Interpreations, 
In the above  figure , the GNP of the public sector banks is raising from the 2012 to 2015 where 

in 2016 it was almost double when compare to previous years. In the private sector bank GNP 

is constant in 2012 and 2013 it also rising from 2014 to 2016. 

 

 

 

 

                   
 

               NNPA of private sector bank and Public sector bank 
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Interpreations, 

In the above figure, NNPA of the public sector banks is raising year by year, where as private 
sector banks are low in 2012 to 2015 when compare to public sector banks. In 2016 the NNPA 
of private sector banks also rising. 
 
Federal Bank (case study) 
                                                                                        in Rs. Cr. -- 
 
Federal Bank     Dec,2013        Dec2014       Dec,2015   Dec,2016    

Dec,2017 
Gross NPA 1563.98              1200.89 1066.63 1684.11 1951.55 
Net NPA   362.04   356.26    332.94   876.10 1102.37 
% of Gross NPA       3.85       2.83       2.19       3.15       2.77 
% of Net NPA       0.92       0.86       0.69       1.66       1.58 

 
                               Source: Annual Reports of Federal bank 
 
 
Interpretation: the above table depicts the gross and net NPAs and % of  Federal Bank  in 
India since 2012 to 2016.  

 
                Segment wise Gross NPA of Federal Bank 2013-2017 
 
SME Segment topped in the NPA category scoring 4.3% level. Corporate segment is not far 
behind with a 3.58% score on NPA front. 
 

LIMITATIONS OF THE STUDY:- 
1. The study is limited to three private sector banks and three public sector banks and Federal 
Banks 
2. The data collected is of only for 5 years of NPA from 2013 to2017 
3. NPAs are changing from time by time by the performance of the bank, but study does not 
concentrate on future consequences. 
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SUGGESTIONS 
Though NPA cannot be totally avoided, they can be reduced to the minimum level by following 
suggestions, 
*The banks have to conduct the awareness regarding impact of NPA’s on the borrowers and 
how it will affect on the profitability of the banks and also on the economy of the country. 
 
*The NPA’s of public sector bank is rising year by year when it was compare to the 
private sector bank , the public sector bakers has to know the procedures that has  been followed 
by the private sector. 
 
*Federal Bank must take all efforts to prevent fresh NPAs in SME 
 

*There must be regular follow-up with the customers and it is the duty of banker to ensure 
that there is no diversion of funds. This process can be taken up at regular intervals. 
 
*Personal visits should be made after sanction and disbursal of credit and further close 
monitoring of the operations of the accounts of borrowed units should be done 
Periodically. 
 
*Managers under credit monitoring and recovery department should have dynamism in 
their work. Many managers say that “we do not fear to negotiate but we do not negotiate 
out of fear. Such fear leads to arbitrary negotiation, which fails. 
 
*The bankers has to take corrective measures to avoid default i.e., data analysis on regular 
interval for the prediction of defaulter and take necessary action on predicted defaulter in 
advance. 
 
*The banker has to give special interest for big loans than the small loan because the 
Percentage of NPA is mainly gets affected form the big loans, 
 

*Assisting the borrowers in developing his/her entrepreneurial skill will not only establish a 
good relation between the borrowers but also help the bankers to keep a track of their 
funds 
 
.*Adequate Manpower: It was observed during study that the manpower provided to the 
branches for NPA management was not adequate in relation to the task assigned to them. There 
is a need to give adequate manpower to the branches for NPA management. There is a 
misconception that NPA management is nothing but recovery of banks dues. However this is 
not correct. Effective NPA management involves analysis of non performing assets, planning, 
deciding strategy for recovery, selecting accounts for immediate action; follow up, interaction 
with the borrowers, dealing with compromise/write off proposals etc. 
 
*Though Indian government is rescuing banks, NPA problem will not be solved without 
preventing the grant of bad loans. Banks should assess the companies thoroughly before 
granting loans and should act strictly towards wilful defaulters. 
 

CONCLUSSION 

In spite of so many measures NPA still remain to be a matter of concern for all. The reason for 
such an uncontrollable situation is by misusing of banking system by politically connected 
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crony promoters to their advantages what we see today is result of all this, on the other hand 
laxity in apprising credit worthiness of a borrower by bankers. The government and bankers 
has to take serious effort for reducing the NPA otherwise it completely damages the 
profitability of the banker and also is not good for the developing countries like India. 
Reduction of NPAs in banking sector should be treated as national priority item to make the 
Indian Banking system more strong, vibrant and geared to meet the challenges of globalization. 
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