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ABSTRACT

TheIndianBankingsectoriswitnessingaphenomenaldeteriorationofassetquality,raisingpotential
lossesfornotmakingenoughprovisionsorsettingasidecapitaltocombatthenon-performingassets.
Theaftermathofthisisthatthesustainabilityofrobustbankingisbecomingabigquestion.Overthe
periodoftime,NPAsandbadloanshaveaddingtoaspirallingmannerinIndianBanks.Inthisdata-
drivenbanking,variousfraudshaveoccurredduetolapsesinoperationalrisk,andnon-adherence
toprocedures.Despitethetreatmentofstressedassets,promptcorrectiveactionasperassetquality
reportbyregulatorsbutresultsareappearingataveryslowpace.Strengthandsustainabilityofthe
creditgrowthistheneedforrobustbankinginthetimestocome.
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1. INTRodUCTIoN

Banks are fundamental to the nation’s financial health. Robust Banking depicts safety and
soundnessandconfidenceinthisservicesector.ForasustainablegrowthintheBankingsector
proper corrective measures have to be taken for credit creation, credit disbursement, credit
monitoringandcompliance.Unfortunately,overtheseyearsNon-performingassetsandstressed
assetshavemoppeduptheBankserodingthecapitalandthusthebalancesheetsarebleeding.
TheBadLoansandrestructuringhavenothelpedinreducingthebadloans.Insolvencyandthe
BankruptcyCodecamein2016buthastopaveaherewayinNPAresolutions.ThePublicsector
BanksNPAaccountsvaluationataround90%andvalueRs4,00,000CR(US$61.5Million)and
rest10%isonlythePrivateSectorBanking(Source:RBI).
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1.1. Non-Performing Asset
Anasset,includingaleasedasset,becomesanon-performingassetwhenitceasestogenerateincome
forthebank.Anon-performingasset(NPA)isaloanoranadvancewhere:

1. Interestand/orinstallmentofprincipalremainoverdueforaperiodofmorethan90daysin
respectofatermloan;

2. Theaccountremains‘outoforder’inrespectofanoverdraft/cashcredit;
3. Thebillremainsoverdueforaperiodofmorethan90daysinthecaseofbillspurchased

anddiscounted;
4. Theinstallmentofprincipalorinterestthereonremainsoverduefortwocropseasonsforshort

durationcrops;
5. Theinstallmentofprincipalorinterestthereonremainsoverdueforonecropseasonforlong

durationcrops;
6. Theamountofliquidityfacilityremainsoutstandingformorethan90days,inrespectofasecuritisation

transactionundertakenintermsofguidelinesonsecuritisationdatedFebruary1,2006;
7. Inrespectofderivativetransactions,theoverduereceivablesrepresentingpositivemark-to-market

valueofaderivativecontract,iftheseremainunpaidforaperiodof90daysfromthespecified
duedateforpayment.

1.2. Categories of NPAs
Banksclassifynonperformingassetsfurtherintothefollowingthreecategoriesbasedontheperiod
forwhichtheassethasremainednonperformingandtherealizabilityofthedues:

1. SubstandardAssets
2. DoubtfulAssets
3. LossAssets

1.2.1. Substandard Assets
WitheffectfromMarch31,2005,asubstandardassetistheone,whichhasremainedNPAforaperiod
lessthanorequalto12months.Suchanassethaswelldefinedcreditweaknessesthatjeopardize
theliquidationofthedebtandarecharacterizedbythedistinctpossibilitythatthebankswillsustain
someloss,ifdeficienciesarenotcorrected.

1.2.2. Doubtful Assets
WitheffectfromMarch31,2005,anassetisclassifiedasdoubtfulifithasremainedinthesubstandard
categoryforaperiodof12months.Aloanclassifiedasdoubtfulhasalltheweaknessesinherentin
assetsthatwereclassifiedassub-standard,withtheaddedcharacteristicthattheweaknessesmake
collectionorliquidationinfull,–onthebasisofcurrentlyknownfacts,conditionsandvalues–highly
questionableandimprobable.

1.2.3. Loss Assets
AlossassetisonewherelosshasbeenidentifiedbythebankorinternalorexternalauditorsortheRBI
inspectionbuttheamounthasnotbeenwrittenoffwholly.Inotherwords,suchanassetisconsidered
uncollectibleandofsuchlittlevaluethatitscontinuanceasabankableassetisnotwarrantedalthough
theremaybesomesalvageorrecoveryvalue.Source:RBIMasterCircular:RBI/2015-16/101DBR.
No.BP.BC.2/21.04.048/2015-16ddJuly1,2015.



 

 

22 more pages are available in the full version of this

document, which may be purchased using the "Add to Cart"

button on the publisher's webpage: www.igi-

global.com/article/ballooning-non-performing-assets-in-

indian-banking-and-insolvency-and-bankruptcy-code/227751

Related Content

Teaching Menstrual Care to a Student With Autism Spectrum Disorder in a

School Setting
Karly Cordova (2022). Research Anthology on Physical and Intellectual Disabilities in

an Inclusive Society (pp. 541-555).

www.irma-international.org/chapter/teaching-menstrual-care-to-a-student-with-autism-spectrum-

disorder-in-a-school-setting/289076

Assessing the Prevalence, Cause and Consequences of Corruption in

Dagmawi Minilk Sub-City, Bahir Dar, Ethiopia
Endalsasa Belay Abitew (2020). International Journal of Political Activism and

Engagement (pp. 54-63).

www.irma-international.org/article/assessing-the-prevalence-cause-and-consequences-of-

corruption-in-dagmawi-minilk-sub-city-bahir-dar-ethiopia/246352

Poor Public Management and Public Governance Failure: Nigerian

Experience on Oil Resource Curse or Blessing Debate
John Ugoani (2020). International Journal of Political Activism and Engagement (pp.

56-72).

www.irma-international.org/article/poor-public-management-and-public-governance-

failure/258307

Intercultural Knowledge Transfer in Teams
Balzhan Orazbayevaand Thomas Baaken (2020). Multicultural Instructional Design:

Concepts, Methodologies, Tools, and Applications  (pp. 1262-1283).

www.irma-international.org/chapter/intercultural-knowledge-transfer-in-teams/231399

Child Marriages in Rural Zimbabwe
Jeffrey Kurebwaand Nyasha Yvonne Kurebwa (2018). International Journal of Civic

Engagement and Social Change (pp. 40-54).

www.irma-international.org/article/child-marriages-in-rural-zimbabwe/204935

http://www.igi-global.com/article/ballooning-non-performing-assets-in-indian-banking-and-insolvency-and-bankruptcy-code/227751
http://www.igi-global.com/article/ballooning-non-performing-assets-in-indian-banking-and-insolvency-and-bankruptcy-code/227751
http://www.igi-global.com/article/ballooning-non-performing-assets-in-indian-banking-and-insolvency-and-bankruptcy-code/227751
http://www.irma-international.org/chapter/teaching-menstrual-care-to-a-student-with-autism-spectrum-disorder-in-a-school-setting/289076
http://www.irma-international.org/chapter/teaching-menstrual-care-to-a-student-with-autism-spectrum-disorder-in-a-school-setting/289076
http://www.irma-international.org/article/assessing-the-prevalence-cause-and-consequences-of-corruption-in-dagmawi-minilk-sub-city-bahir-dar-ethiopia/246352
http://www.irma-international.org/article/assessing-the-prevalence-cause-and-consequences-of-corruption-in-dagmawi-minilk-sub-city-bahir-dar-ethiopia/246352
http://www.irma-international.org/article/poor-public-management-and-public-governance-failure/258307
http://www.irma-international.org/article/poor-public-management-and-public-governance-failure/258307
http://www.irma-international.org/chapter/intercultural-knowledge-transfer-in-teams/231399
http://www.irma-international.org/article/child-marriages-in-rural-zimbabwe/204935

