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Abstract 
 
The concept of Non-performing Asset (NPA) can be understood in 
simple terms as an Asset, which ceases to yield income to the Bank. In 
other words, 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 erodes the 
value of the asset. 
A strong banking sector is important for flourishing economy. The 
failure of the banking sector may have an adverse impact on other 
sectors. Non-performing assets are one of the major concerns for banks 
in India. Several strategies and options have been implemented to deal 
with the problem of NPA's.  
The present study is aimed at understanding the concept of non-
performing assets and the efforts on behalf of the banks and financial 
institutions in harnessing the NPA's. The growth in NPA's can be 
checked considerably if banks and financial institutions take suitable 
internal measures. These arrangements are related to internal systems, 
procedures and practices, for monitoring the NPA's and for recovery of 
the same. Besides, the paper also tries to explore measures for the 
control and prevention of growth of NPA's, procedures and practices 
for monitoring the NPA's and its effective recovery. 
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1. Introduction 
“An asset which ceases to generarate income in terms of its principal or interest 
payments obligations to the bank or financial institutions is termed as a Non-
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performing Asset (NPA)”. The NPAs have direct impact on banks profitability, 
liquidity and equity. The NPAs of Indian Banks are relatively huge by international 
standard. An asset is classified as Non-performing Asset (NPA) if due in the form of 
principal and interest are not paid by the borrower for a period of 180 days. Therefore 
the biggest ever challenge that the banking industry now faces is management of 
NPAs. As per prudential norms, all the loans/advances are required to be classified 
under four categories as: 

1) Standard Assets, ii) Sub-standard Assets, iii) Doubtful Assets and iv) Loss 
Assets. 

The loss asset is considered uncollectible and forms the major share of NPA. 
 
 

Provision for NPA 
According to the RBI, "Reduction of NPAs in the Indian banking sector should be 
treated as a national priority item to make the system stronger, resilient and geared to 
meet the challenges of globalization. It is necessary that a public debate is started soon 
on the problem of NPAs and their resolution." Issues and Challenges for Banking 
Industry. As per prudential norms of Reserve Bank of India (RBI), banks are required 
to make provision against their different classes of assets (loans & advances) to meet 
the future expected loss which may arise due to non-realisibility of dues in full from 
such assets. 

 
RBI’s revised NPA provisioning norms for the financial year 2011-12 as under: 
 

 
Asset Category Rate of Provision 

Secured Unsecured 
Sub-Standard – normal 15% 

Sub-Standard – in clean loans 
(Unsecured ab-initio) 

25% 

Doubtful-I 25% 100% 
Doubtful-II  40%  100% 
Doubtful-III 100% 100% 

Loss 100% 
 
 

2. SARFAESI Act- 2002 
Securitizations and Reconstruction of Financial Assets and Enforcement of Security 
Interest Act, 2002 is popularly known as Securitizations Act. This act enables the 
banks to issue notices to defaulters who have to pay the debts within 60 days. The 
borrower cannot sell or dispose the assets without the consent of the lender, once the 
notice is issued.  
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The SARFAESI Act intends to promote Securitization, pool together NPAs of 
banks to realize them and make enforcement of Security Interest Transfer.  

 
 

3. Debt Recovery Tribunals (DRTS) 
The Debt Recovery Tribunals have been established by the Government of India under 
an Act of Parliament (Act 51 of 1993) for expeditious adjudication and recovery of 
debts due to banks and financial institutions.  

The Debt Recovery Tribunal is also the appellate authority for appeals filed against 
the proceedings initiated by secured creditors under the Securitization and 
Reconstruction of Financial Assets and Enforcement of Security Interest Act. 

 
 

4. Upgradation 
Upgradation is the process of improving the status of the asset from Non Performing to 
performing. Such as 

 Recovering from the borrower the arrears of interest and or principal which is 
due. The Asset gets upgraded on receipt of these arrears. 

 If the account is performing but is facing genuine cash flow problems then 
payment of interest and the principal could be rephased.  

 If the cash generated by the borrower is not sufficient to service the interest 
could be the principal then extending facilities at concessional rate of interest 
could be considered. 

 
 

5. Research Methodology 
The present study is aimed to get an overview of NPA and also to explore the effective 
measures for the prevention, growth and recovery of NPA. As it is a proven fact that 
the management of NPA is one of the major issues as it directly contributes in the 
economic development of the country. The study is mainly based on secondary data 
which is collected through books, published reports, newspapers, journals, projects, 
websites etc.  

 
5. 1 Percentage NPA of some of the Banks, as is evident from the following table 
as on 31.03.2011 
 

Name of the Bank Gross NPA \ Gross Advance % 
SBI 3.5 

Allahabad Bank 1.8 
Andhra Bank 1.38 

Bank of Baroda 1.62 
Bank of India 2.64 
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Bank of Maharashtra 2.47 
Canara Bank 1.47 

Central Bank of India 1.82 
Corporation Bank 0.91 

Dena Bank 1.86 
Indian Bank 0.99 

Indian Overseas Bank 2.71 
Oriental Bank of Commerce 1.98 

Punjab & Sindh Bank 0.99 
Punjab National Bank 1.79 

Syndicate Bank 2.65 
UCO Bank 3.31 

Union Bank of India 2.37 
United Bank of India 2.51 

Vijaya Bank 2.56 
IDBI Bank of India 1.7 

 
 

6. Conclusions 
NPA is not just a problem for bank, but also bad for the economy of the country. The 
money which is locked in NPA is not available for productive activities at the same 
time the banks are required to provide provisions for NPAs from their current profits. 
The interest income of banks is thereby reduced. The current profits of the banks are 
eroded due to provision of doubtful and bad debts.  

Management is to ensure that service level requirements are achieved. If recovery 
is being properly made then it will help to generate fund and thus the bank having 
sufficient fund, could provide loans and advances to its customer and generate its 
business. So it could be said that if recovery is properly done then it will help in all 
round development of the bank and overall economy.  

For banks it is necessary to keep the level of NPA low as it impacts upon the 
profitability of the banks and hence it is necessary to have strong recovery system that 
should be operated effectively with control and supervision of higher authorities. 

 
 

7. Suggestions 
Various steps have been taken by the government and RBI to recover and reduce 
NPAs. Preventive measures are to prevent the asset from becoming a non performing 
asset. 

Banks has to concentrate on the following to minimize the level of NPAs. The 
quality management of NPAs credit assessment, risk management by the banks 
concerned. Banks should have adequate preventive measures, fixing presanctioning 
appraisal responsibility and an effective post-disbursement supervision.  
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