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AN ANALYSIS OF PERFORMANCE OF INDIAN BANKS W.R.T. NON-PERFORMING ASSETS (NPAs)
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ABSTRACT
Purpose - The topic of the research was to study on “An Analysis of Performance of Indian Banks w.r.t. Non-Performing Assets (NPAs)”. The topic was selected for
research as NPAs has been a matter of concern for the Indian economy as a whole. Health of the banking industry in a country is indicated by its level of Non-
Performing Assets (NPAs). NPAs reflect the performance of the banks and are one of the major concerns for bank in India.NPA is an important parameter for the
analyses of financial performance of banks. Reserve Bank of India (RBI) and Government are constantly framing new policies and regulations to strengthen this
sector. The objective of the research is aimed at studying the NPA contribution sector wise. It was found through study that non-priority sector contributes more
to total NPA in comparison to priority sector.
Design/methodology/approach - NPA trend of the public and private sector banks have been presented in the form of tables and figures and analyses has been
done for last 10 years data.
Findings - It was observed that NPA has shown an increasing trend since the period of the study i.e. 2005-06. Steps taken by the RBI and the Government to reduce
NPAs have also been studied in detail. Pros and cons of the steps taken have been discussed in detail.
Research limitations/implications — The research is based on the secondary data published on RBI website and the research is limited to the study and analyses of
NPA in the private and public sector banks only. Foreign banks within India and co-operative banks NPA have not been studied.
Practical Implications — This paper can be used as a roadmap for scholars for detailed study on the topic.
Originality/value — New NPA data gets updated every quarter. There is always new data to study on this topic. The paper has covered data till March, 2015 and
analyses have been done accordingly.

KEYWORDS

non-performing assets (NPAs), credit appraisal, public sector banks, private sector banks.

INTRODUCTION
his paper is an attempt to find the sector wise contribution to NPAs in Indian banking sector. Hence, the topic chosen for this research is “An Analysis of
mPerformance of Indian Banks w.r.t. Non-Performing Assets (NPAs)” The main objective of the study is to compare NPAs of public sector banks with private
sector banks (old private sector banks as well as new private sector banks) and to analyze the NPA trend over last 10 years for both the sectors. The need
for the study arises as almost all banks are facing the problem of NPA. The study is based on the secondary data collected mainly through data published by RBI
from time to time.
The banks are commercial organization. Their main business is to collect deposits from the public and lend it to the individuals, institution, business concerns etc.
Risk is always there in lending business. One of the risks is the possibility of account becoming non-performing assets (NPAs). Non-performing assets (NPAs) do
not earn interest income and repayment of loan to bank does not take place affecting income of the bank and thereby profitability. The non-performing assets do
not generate income but at the same time banks are to require making provisions for such non-performing assets out of their current profit.
NPAs have an adverse effect on the return on assets in several ways-
. They erode current profits through provisioning requirements.
. They result in reduced income.
. They require higher provisioning requirements affecting profits and accretion to capital funds and capacity to increase good quality risk assets in future.
. They limit recycling of funds set in asset liability mismatch.

OBJECTIVES

1. Toanalyze the NPA trend of the public and private banks in India.

2.  To study the NPA contribution sector wise — priority sector and non-priority sector.

3.  To study the steps taken by Reserve Bank of India (RBI) and Government to reduce NPAs.

LIMITATIONS

1.  The study is only limited to public and private sector banks in India. The study does not cover foreign banks in India.

2. The study is based only on secondary data.

3. There can be many interpretations and explanations to the data collected. This is an empirical study and the research provides explanation as understood by
the researcher only.

LITERATURE REVIEW
Grover in 2015 conducted a study on “Comparative Study of Non-Performing Assets among Public Sector Banks”. In his result he found that NPA decreases
bank’s margin and higher provisioning is required for doubtful debts. Study of NPA of 5 public sector banks i.e. SBI, PNB, UCO Bank, Dena Bank and Indian Bank
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was done w.r.t. increase/decrease in NPA. In his study he used SPSS tool to calculate Karl Pearson Correlation, Mean and Standard Deviation. Learning from the
research was that NPAs are the main factors responsible for increase in provisioning in banks.

Singh in 2013 conducted a study on “Performance of NPA’s in Indian Commercial Banks”. Research revealed that Public Sectors Banks are better in financial
operations when compared with private sector banks. The study revealed that private sector banks have shown reduction in NPA year by year except some years.
He concluded that private sector banks have strengthened their credit appraisal process in comparison with public banks which helped them to decrease their
NPA’s except some years. Learning from the research was that proper credit assessment is necessary to control increase in NPAs.

Kaur and Saddy in 2011 conducted a study on “A Comparative Study of Non-Performing Assets of Public and Private Sector Banks”. Their study covered what is
NPA? The factors contributing to NPA’s, the magnitude of NPA'’s, reasons for high NPA’s and their impact on Indian banking operations. Besides capital to risk
weight age assets ratio of Public and Private sector banks, management of credit risk and measures to control the menace of NPA’s were also discussed. The
research revealed that public sector banks have high NPA’s in comparison to private sector banks and credit measures have to be taken to control the Non-
Performing Assets.

Gurumoorthy in 2012 conducted a study on “Non-Performing Assets (A study with reference to Public Sector Banks). The banks in India are facing the problems
of NPAs. The earning capacity and profitability of banks are highly affected because of the existence of NPAs. Moreover, the non-performance of non-receipt of
interest and principal blocked banks money in the form of funds and is not available for further use of banking business and thus the profit margin of the banks
goes down. In this connection banks must be aware of the problems and recovery of legislation of NPAs. He analyzed that in the liberalized economy, banking and
financial sector get higher priority.

METHODOLOGY

The reason for choosing this topic “An Analysis of Performance of Indian Banks w.r.t. Non-Performing Assets (NPAs)” is that almost all the banks in India are facing
NPA as a major issue. NPAs are the best indicator of the health of the banking industry and NPAs are the main problem through which banking sectors (both
private and public banks) is going through. The study was conducted to have comparative analyses of NPA management in the public and private banking sectors.
The paper also focuses on the loopholes that are to be amended so as to reduce the proportion of NPAs in the loan portfolios of Indian banks. The Indian banking
industry has been studied with special reference to all public sector and private sector banks in India excluding foreign banks in India.

RESULTS AND ANALYSIS
TABLE 1: ADVANCES AND NPAs OF DOMESTIC BANKS BY PRIORITY AND NON-PRIORITY SECTORS

Bank Priority Sector Non-Priority Sector Total
Group Gross Ad- | Gross Gross NPAs as Per | Gross Ad- | Gross Gross NPAs as Per | Gross Ad- | Gross Gross NPAs as Per
vances NPAs Cent of Total vances NPAs Cent of Total vances NPAs Cent of Total
Public Sector Banks
2013 12,790 669 42.9 27,769 890 57.1 40,559 1,559 100.0
2014 15,193 792 36.5 30,712 1,375 63.5 45,905 2,167 100.0
2015 16,563 959 35.9 32,598 1,712 64.1 49,161 2,671 100.0
Nationalised Banks™
2013 8,891 405 42.2 19,170 554 57.8 28,061 959 100.0
2014 10,711 530 37.7 21,249 877 62.3 31,960 1,407 100.0
2015 12,182 702 35.8 22,133 1,260 64.2 34,315 1,962 100.0
SBI Group
2013 3,899 264 44.1 8,599 335 55.9 12,498 600 100.0
2014 4,482 261 34.4 9,463 499 65.6 13,944 760 100.0
2015 4,381 257 36.2 10,465 452 63.8 14,846 709 100.0
Private Sector Banks
2013 3,157 52 26.0 7,309 148 74.0 10,467 200 100.0
2014 3,831 61 26.6 8,287 167 73.4 12,117 227 100.0
2015 4,444 72 22.8 9,942 244 77.2 14,386 316 100.0
All SCBs (Excluding Foreign Banks)
2013 15,947 721 41.0 35,078 1,038 59.0 51,025 1,759 100.0
2014 19,024 852 35.6 38,998 1,542 64.4 58,022 2,395 100.0
2015 21,007 1,031 34.5 42,541 1,955 65.5 63,548 2,987 100.0

Source: Based on off-site returns (Domestic).
Discussion: - It can be figured out from the table that non-priority sectors have contributed more towards gross NPAs (as percentage of total) in comparison to
priority sector for all the 3 years i.e. 2013, 2014 and 2015. Private sector banks have performed well in comparison to public sector banks in lending money to
priority sector. Whereas when it comes to lend to non priority sector, public sector banks have performed well in comparison to private sector banks.
The above analyses and findings are fulfilling our second objective of study i.e. to study the NPA contribution sector wise — priority sector and non-priority sector.

TABLE 2: GROSS AND NET NPAS OF PUBLIC SECTOR BANKS — BANK GROUP WISE (AMOUNT IN BILLIONS) (Rs.)

Advances Non-Performing Assets
Year (End- | Gross Net Gross Net
March) Amount As Percentage of | As Percentage of Amount As Percentage of Net | As Percentage of To-
Gross Advances Total Assets Advances tal Assets

2014-15 56167.18 | 54762.50 | 2784.68 | 5.0 3.2 1602.08 | 2.9 1.8
2013-14 52159.20 | 51011.37 | 2272.64 | 4.4 2.9 1306.35 | 2.6 1.6
2012-13 45601.69 | 44728.45 | 1656.06 | 3.6 2.4 900.37 2.0 1.3
2011-12 35503.89 | 38773.08 | 1178.39 | 3.3 2.0 593.91 1.5 1.0
2010-11 30798.04 | 33056.32 | 746.00 2.4 1.4 360.00 1.2 0.7
2009-10 27334.58 | 27013.00 | 599.26 2.2 1.3 293.75 1.1 0.7
2008-09 22834.73 | 22592.12 | 449.57 2.0 1.2 211.55 0.9 0.6
2007-08 18190.74 | 17974.01 | 404.52 2.2 1.3 178.36 1.0 0.6
2006-07 14644.93 | 14401.46 | 389.68 2.7 1.6 151.45 1.1 0.6
2005-06 11347.24 | 11062.88 | 413.58 3.6 2.1 145.66 1.3 0.7
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DISCUSSION

As we can see from the table that Non-Performing Assets of Public Sector Banks has shown increase in amount as well as percentage year on year. Gross Non-
Performing Assets (GNPA) as percentage of gross advances has increased from 3.6% in 2005-06 to 5.0% in 2014-15, while in terms of increase as percentage of
total assets GNPA has increased from 2.1% in 2005-06 to 3.2% in 2014-15.

Net Non-Performing Assets of Public Sector Banks as percentage of net advances has increase from 1.3% from 2005-06 to 2.9% in 2014-15 and net NPA as per-
centage of total assets increased from 0.7% in 2005-06 to 1.8% in 2014-15.

FIGURE 1: NET NPA TREND
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DISCUSSION

The above figure shows the net NPA percentages trend of public sector banks for last 10 years. Net NPAs in 2005-06 was at 1.3% which increased to 2.9% in 2014-
15. Net NPA was lowest in 2008-09 at 0.9%, thereafter it has shown an upward trend.

Through above figure and table no 7, first objective of the study is fulfilled that is “To analyze the NPA trend of the public and private banks in India”. NPAs have
increased more than 2 times in 10 years from 2005-06 to 2014-15. NPAs have been increasing since 2005-06 and no correction is being seen in any year.

CONCLUSION AND RECOMMENDATIONS

The conclusions of the entire study are being discussed in the light of the objectives. The first objective of the study was to analyze the NPA trend of the public
and private banks in India. NPAs have increased more than 2 times in 10 years from 2005-06 to 2014-15. NPAs have been increasing since 2005-06 and no correction
is being seen in any year. The second objective of the study was to study the NPA contribution sector wise — priority sector and non-priority sector and it was
found through study that non-priority sector has contributed more towards gross NPAs (as percentage of total) in comparison to priority sector for all the 3 years
i.e. 2013, 2014 and 2015. Private sector banks have performed well in comparison to public sector banks in lending money to priority sector. Whereas when it
comes to lend to non priority sector, public sector banks have performed well in comparison to private sector banks. The third objective of the study was to study
the steps taken by Reserve Bank of India (RBI) and Government to reduce NPAs. Banks have been given time till March 2017 to clean-up their balance sheet by
the RBI. Both the pros and cons of the steps taken by the RBI have been discussed in detail in the paper and to see whether the steps taken by the RBI is effective
or not, can be seen after March 2017 when banks will come up with their balance sheet.

This research gave us a good awareness about the NPA in the banking sector especially in private sector (old private sector banks and new private sector banks)
as well as public sector banks. It threw light on the NPA contribution by the priority sector and the non-priority sector and also the steps taken by the RBI and the
Government to reduce NPAs. We suggest the research scholars that the can further do the research on the topic related to comparison of NPA of various banks.
This paper can be used as a roadmap for research scholars for deep study in the subject.
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