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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.
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