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Abstract                       

Banking sector is the backbone of the Indian economy but Non-performing assets are one of the major problems of 

Indian banks and NPAs reflect the performance of banks and The earning capacity and bank profitability on highly 

affected because of the existence of NPAs so the main reason was large number of credit defaulters in corporate 

business and some other business that affect the profitability and net-worth of banks decreases.  But this impact 

public and government can carry this burden. In this study  We are selected three Private and public Sector banks 

those are (ICICI Bank, Karur Vysya Bank and Kotak Mahindra Bank,  State Bank of India, IDBI Bank, Canara 

Bank ) the NPAs of public and private sector banks in India has been compared over a period of 2 years (2016 to 

2017). It has been to analysis the percentage of net NPAs to net advances in public sector banks and private sector 

banks and why the banks NPAs are increase ,how to avoid NPAs in Indian banks this  impact what are  the effects of 

Indian  economy and steps for reducing NPAs such kind of activities studying during the period 

Keywords: non- performing assets, profitability public sector banks, and private sector banks. 

 

Introduction 
 

As per the Reserve Bank of India (RBI), India’s banking sector is sufficiently capitalized and well-

regulated. The financial and economic conditions in the country are far superior to any other country in 

the world. Credit, market and liquidity risk studies suggest that Indian banks are generally resilient and 

have withstood the global downturn well. Increase in working population and disposable incomes are 

likely to propel demand for banking services in India. Rural banking is also expected to witness strong 

growth in the future Indian banks, including public and private sector banks are aggressively improving 

their technology infrastructure to enhance customer experience and gain competitive advantage, Internet 

and mobile banking is gaining rapid foothold. Rising incomes are expected to enhance the need for 

banking services in rural areas and therefore drive the growth of the sector. Now they are not only 

engaged in their traditional business of the accepting and lending money but have diversified their 

activities into new fields of operations like merchant banking, leasing, housing finance, mutual funds and 

venture capital corporate business . when the banks to provide on basis of overcapitalization to raise 

internal failures  the banking sector suffering financial loss ie Non-performing asset (NPA) is one of the 

major concerns for banks in India. NPAs reflect the performance of banks. 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 records the value of the asset. The NPA growth involves the necessity of provisions, which 

reduces the overall profits and shareholders’ value. 

 

Non-Performing Assets (NPAS) – Meaning 

Assets which generate periodical income are called as performing assets. Assets which do not generate 

periodical income are called as non-performing assets. NPAs are further classified into sub-standard, 

doubtful and loss assets based on the criteria stipulated by RBI. An asset, including a leased asset 

becomes nonperforming when it ceases to generate income for the bank for a specified period of time. 
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Gross NPA and Net NPA 

Gross NPA is advance which is considered irrecoverable, for bank has made provisions, and which is still 

held in banks' books of account. Net NPA is obtained by deducting items like interest due but not 

recovered, part payment received and kept in suspense account from Gross NPA. 

 

Literature Review 

 
Many studies have been conducted by researchers on NPAs in banking industry. The researcher has made 

attempts to present a brief review of the literature available, which are published in the form of research 

articles and technical papers published in the journals, magazines and websites in the related area.  T.R. 

Gurumoorthy et.al (2012) discussed that “NPA of public sector banks can be reduced by reviewing loan 

application on the basis of 5 c‟s. Here 5 c‟s denotes capacity, collateral, condition, capital and character 

of borrower.”  P. Sudarsanan Pillai observed that NPA is a virus affecting banking sector. It affects 

liquidity and profitability, in addition posing threat on quality of asset and survival of banks. The study 

concluded that NPA still remains a major threat and the incremental component explained through 

additions to NPA poses a great question mark on efficiency of credit risk management of banks in India. 

Sandeep and Parul Mital (2012) analysed the comparative position of Non-Performing Assets of selected 

public and private sector banks in India to find their efficiency through comparative study. 

Balasubramaniam C.S. (2013) highlighted the level of NPAs is high with all banks currently and the 

banks would be expected to bring down their NPA. This can be achieved by good credit appraisal 

procedures, effective internal control systems along with their efforts to improve asset quality in their 

balance sheets. Olekar and Talawar (2014) studied NPA management with reference to Karnataka central 

cooperative bank ltd., where they described conceptual data about NPA and on the other hand, they 

calculated few NPA related ratios and used trend projection method to predict next year advances for the 

bank. Their finding includes the considerable reduction of NPA for the bank and some suggestions for 

recovery of NPA.  Yadav, Sushma (2015) analysed the rising trends and preventive measures of Non-

Performing Assets in Indian Banking Sectors. The secondary data compiled from Report on Trends and 

Progress of Banking in India, 2004-10 which has been analyzed by statistical tool such as percentages and 

compound Annual Growth rate. This study reveals that the NPAs overall Indian banking level. 

Meanwhile, the performance of banks with respect to NPAs has not been too positive of late. While it was 

largely expected that the NPA ratios would have settled by March 2017 as there were indications of 

stabilization relative to December 2017, the picture emerging for Also the NPA ratio increased to 10.21% 

in June 2017 from 8.42% in June 2016, which is the highest in the last six quarters. 

 

The Non-Performing Assets (NPAs) problem is one of the foremost and the most formidable problems 

that have shaken the entire banking industry in India like an earthquake. Like a canker worm, it has been 

eating the banking system from within, since long. It has grown like a cancer and has infected every limb 

of the banking system. At macro level, NPAs have choked off the supply line of credit to the potential 

borrowers, thereby having a deleterious effect on capital formation and arresting the economic activity in 

the country. At the micro level, the unsustainable level of NPAs has eroded the profitability of banks 

through reduced interest income and provisioning requirements, besides restricting the recycling of funds 

leading to serious asset liability mismatches. Unfortunately the high level of NPAs of banks is adversely 

affecting the profitability, liquidity and solvency position of the banking sector. Therefore NPA should be 

brought down to internationally accepted level (i. e. 2-3% of loan assets). The objectives of the present 

study are: 

Objectives of the Study 
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1. To study the concept of NPAs rating grades. 

2. To analyze the position of Non-Performing Assets in selected public banks and private banks. 

3. To suggest measures to control the Non-Performing Assets. 

Scope of the Study 

The present study of Non-Performing Assets is confined and restricted to the boundary of selected public 

and private bank data is analyzed since last two financial years (2016 – 2017). 

Sources of Data 

The data collected is mainly secondary in nature. The sources of data include the literature published by 

Indian selected Banks and the Reserve Bank of India, various magazines, Journals, Books dealing with 

the current banking scenario and research papers and websites. 

 

Research Methodology 

 
The foregoing review indicates that existing studies concentrated on PSBs & comparison of PSBs with 

private & foreign banks. But the present study has focused on the comparison of NPAs between public 

and private sector banks. The banks selected for the study are prominent banks among all banks in their 

respective sector and includes: 

� Public Sector: State bank of India (SBI) & Punjab National Bank (PNB) 

� Private Sector: HDFC Bank & ICICI Banks 

For the study, secondary data has been collected using annual report of „Reserve Bank of India‟ 

publication including „Trend & Progress of banking in India‟, statistical tables related to banks in India 

and report on currency and finance. Articles and papers relating to NPA published in different business 

journals, magazines, newspaper, periodicals were studied and data available on internet and other sources 

has also been used. Major guidelines issued by RBI from time to time were studied in depth. Along with 

this assets quality of banks and recommendations also studied. In the present study, Measure of central 

tendency, frequency distribution, Standard Deviations, coefficient of variation and test have been used to 

analyze and interpret the data. In the light of objective mentioned above, the present study is confirmed to 

examine the various aspects of NPAs in PSBs & Private banks of India (selected banks). The study covers 

the period from 2012-17 have been analyzed. 

Analysis 

1. Standard Assets: Standard assets generate continuous income and repayments as and when they fall 

due. So a standard asset is a performing asset. Such assets carry a normal risk and are not NPAs in the 

real sense. Hence, no special provisions are required for Standard Assets. 

2. Sub-Standard Assets: A sub-standard asset was one, which was considered as non-performing for a 

period of 12 months. 

3. Doubtful Assets: All those assets which are considered as non-performing for period of more than 12 

months are called as Doubtful assets. 

4. Loss Assets: A loss asset is one where loss has been identified by the bank or internal or external 

auditors or the RBI inspection but the amount has not been written off wholly. In other words, such an 

asset is 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. 

The major cause for the NPAs can be attributed to:  

� Improper selection of borrower’s activities 

� Weak credit appraisal system 

� Industrial problem 

� Inefficiency in management of borrower 
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�  Slackness in credit management & monitoring 

� Lack of proper follow up by bank 

� Recession in the market 

� Due to natural calamities and other uncertainties 

� Impact of NPAS on Banking Operations 

The efficiency of a bank is not reflected only by the size of its balance sheet but also by the level of return 

on its assets. The NPAs do not generate interest income for banks. At the same time, banks are required to 

provide provisions for NPAs from their current profits. The NPAs have deleterious impact on the return 

on assets in the following ways: 

� The interest income of banks will fall and it is to be accounted only on receipt basis. 

� Banks profitability is affected adversely because of the providing of doubtful debts and consequent to 

writing it off as bad debts. 

� Return on investments (ROI) is reduced. 

� The capital adequacy ratio is disturbed as NPAs enter into its calculation. 

� The cost of capital will go up. 

� Asset and liability mismatch will widen. 

� It limits recycling of the funds 

� Reporting of NPAs 

Every year on 31st March, Banks must report on NPAs after completion of audit. The NPAs would relate 

to banks’ global portfolio, including advances at the foreign branches. Whenever NPAs are reported to 

RBI, the amount held in interest suspense account, should be shown as a deduction      from gross NPAs 

as well as gross advances while arriving at the net NPAs. Banks which do not maintain Interest Suspense 

account for parking interest due on nonperforming advance accounts, may furnish the amount of interest 

receivable on NPAs as a foot note to the report. The amount of technical write off, if any, should be 

reduced from the outstanding gross advances and gross NPAs to eliminate any distortion in the quantum 

of NPAs being reported. 

 

NPA position is different and present in PSBs & Private Banks of India. Basically, there are many banks 

but in this study some prominent banks are selected among all in their respective sector. And the data 

related to NPA of all these banks i. e. SBI, PNB, HDFC, ICICI is collected and their comparison is done 

on this basis 

 

One of the major challenges for the Indian banking system is to address the NPA issue which has also 

affected the profitability of banks besides coming in the way of future bank lending as banks have been 

cautious while lending especially for long term purposes. Various measures have been attempted to 

address this issue with the IBC being the latest one where some of the larger NPAs have been identified 

for speedy resolution. The outcome would be known in course of time. Meanwhile, the performance of 

banks with respect to NPAs has not been too positive of late. While it was largely expected that the NPA 

ratios would have settled by March 2017 as there were indications of stabilization relative to December 

2017, the picture emerging for Q1- FY18 is that the NPAs have deteriorated further for the system as 

whole. 

 

In Q1 FY18, non-performing assets (NPAs) of a sample of 38 banks increased by a sharp 34.2% on a y-o-

y basis. Also the NPA ratio increased to 10.21% in June 2017 from 8.42% in June 2016, which is the 

highest in the last six quarters. On a q-o-q basis, the increase in NPAs have been the highest in Q1 FY18 

witnessing an increase of about 16.6% to reach Rs 829,338 crore as of June 2017. 
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Table 1: NPA Position 

Time NPAs (Rs crore) NPA ratio 

Mar-16 571,841 7.69 

Jun-16 618,109 8.42 

Sep-16 651,792 8.42 

Dec-16 677,443 9.18 

Mar-17 711,312 9.06 

Jun-17 829,338 10.21 

Source: Ace Equity 

Bank-wise Gross NPAs 

Bank-wise NPAs as of June 2017 (Rs Crore) 

S.No Public Sector Banks Gross NPAs 

1 State Bank of India 188,068 

2 IDBI Bank Ltd 50,173 

3 Canara Bank 37,658 

 

 

S.No Private Sector Banks Gross NPAs 

1 ICICI Bank Ltd 43,148 

2 Karur Vysya Bank  1,807 

3 Kotak Mahindra Bank  3,727 

   Source: Ace Equity 

� State Bank of India accounted for the largest share of about 22.7% in the total NPAs during the quarter. 

The NPAs stood at Rs 188,068 crore as of June 2017 

� Top 5 banks together – SBI, PNB, BOI, IDBI, BOB account for a share of 47.4% totaling to Rs 393,154 

crore 

� 11 of the top 12 banks in terms of NPAs are public sector banks (PSBs) with the exception being ICICI 

Bank. 

1. ICICI Bank accounts for about 5.2% share in the total NPAs during the quarter. 

2. Top 12 banks together account for 75.7% share 

� Public sector banks appear to be definitely more stressed than private banks 

� ICICI Bank and Axis Bank are the only private sector banks in the top 15 with a combined share of 7.9% 

in the total NPA. 
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Bank-wise NPA ratio as of June 2017 (%) 

S.No Public Sector Banks NPA ratio 

1 IDBI Bank Ltd 24.11 

2 Canara Bank 10.56 

3 State Bank of India 9.97 

 

S.No Private Sector Banks NPA ratio 

1 ICICI Bank Ltd 7.99 

2 Karur Vysya Bank  4.27 

3 Kotak Mahindra Bank  2.58 

Source: AceEquity, -  

� Selected public and private banks with highest NPA ratios are public sector banks (PSBs).  

� The top 2 banks, namely IDBI Bank (24.11%) and Canara Bank (10.56%) have NPA ratios. 

The above study analyzed gross NPAs and percentage of NPA ratio. During the period of 2016 -17 the 

selected banks mobilized this situation continuously happening that impact the Indian economic system 

totally collaborated. So the government to take necessary action for reducing NPAs. The government 

introduced bail out policy before independence. These impact investment holders to protect them by our 

investment, because of any deviation of economy or default of bank the bank merge to other bank to 

provide claim to the specified deposit holder. But now a day the government initiate December 10th 2017 

inaugurated bail in in concept and the bill was adhoc on parliament house.  But the government strongly 

implemented so many economic problems raise and there is no economic development. Like some of the 

experts can express their opinion. To avoid these NPAs control to appoint special tribunals. More than 10 

crores of loans and advances provide any corporate sector to take third party guarantee, if in case the 

barrower unable to debts to give grace period never responds immediately take over by barrower assets 

with legally and give punishment more than the case is not extend and immediately take necessary action 

on parties. In Indian largest scams on corporate sectors and control total capitalization the banks with 

unsecured loans are given reducing. At the same time alternative field service, agriculture related sectors, 

khadi sectors are to encourage to provide loans and advances to maximize alternative financial output that 

the reason recollects total debts by the barrowers it compared to corporates. Behind this to improve to 

improve economic growth and reduce NPAs.  

 

Conclusion 
 
The Non-Performing Assets have always created a big problem for the banks in India. It is just not only 

problem for the banks but for the economy too. The money locked up in NPAs has a direct impact on 

profitability of the bank as Indian banks are highly dependent on income from interest on funds lent. The 

banks before lend money any corporate and any relevant sectors not by force will full return lend the 

money to confirm specified field sanction to loans and advances. This study shows that extent of NPA is 

comparatively very high in public sectors banks. Although various steps have been taken by government 

to reduce the NPAs but still a lot needs to be done to curb this problem. The NPAs level of our banks is 

still high as compared to the foreign banks. It is not at all possible to have zero NPAs. The bank 

management should speed up the recovery process. The problem of recovery is not with small borrowers 
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but with large borrowers and a strict policy should be followed for solving this problem. The government 

should also make more provisions for faster settlement of pending cases and also it should reduce the 

mandatory lending to priority sector as this is the major problem creating area. So the problem of NPA 

needs lots of serious efforts otherwise NPAs will keep killing the profitability of banks which is not good 

for the growing Indian economy at all. 
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