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Abstract – A strong banking sector is essential for prospering economy. The crash of the banking sector 
may have a negative blow on other sectors. Non-performing assets are one of the significant concerns for 
banks in India. Nonperforming assets, likewise called nonperforming loans, are loans, made by a bank or 
finance company, on which reimbursements or premium installments are not being set aside a few 
minutes. An abnormal state of NPAs recommends high likelihood of countless that influence the benefit 
and total assets of banks and furthermore disintegrates the estimation of the advantage. The problem of 
NPAs, which was disregarded till as of late, has been given impressive consideration after advancement of 
the financial sector in India. At exhibit NPA in the banking sector is increasing year by year especially in 
nationalized banks. NPA is turning into the most despicable aspect of nationalized banks. The prime aim 
of this paper is to give brief thought regarding the ideas of Non-performing Assets and patterns of NPA in 
nationalized banks in India. 
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INTRODUCTION 

Banking essentially includes intermediation - 
acknowledgment of stores and concedes the loans 
and advances. Since the stores got from the 
depositors must be reimbursed to them by the bank, 
they are known as banks' 'Liabilities' and as the loan 
given to the borrowers are to be gotten again from 
them, they are named as banks‘ ‗Assets' so assets are 
banks ‗loans and advances. In the conventional 
banking business of lending financed by stores from 
clients, Commercial Banks are looked with the danger 
of default by the borrower in the installment of either 
principal or interest. This hazard in banking parlance is 
named as 'Credit Risk' and accounts where installment 
of interest and/or repayment of essential are not 
inevitable are dealt with as Non-performing Assets, 
according to the Reserve Bank of India, a benefit, 
including a rented resource, moves toward becoming 
non-Performing when it stops to produce pay for the 
bank. Presence of Nonperforming Assets an essential 
piece of banking and every bank has some Non-
performing Assets in its propel portfolio. NPAs mirror 
the execution of banks. An abnormal state of NPAs 
proposes high likelihood of a substantial number of 
credit defaults that influence the gainfulness and total 
assets of banks and furthermore disintegrates the 
estimation of the benefit. The NPA growth includes the 
need of arrangements, which diminishes the overall 

profits and investors esteem. The issue of Non-
performing Assets has been talked about finally for 
financial system all finished the world. The problem of 
NPAs isn't just influencing the banks yet in addition the 
whole economy. Truth be told abnormal state of NPAs 
in Indian banks  is only an impression of the condition 
of strength of the business and exchange.  

Bank in India fall extensively into two categories 
commercial and cooperative banks. Commercial banks 
can be additionally characterized into booked and non-
scheduled banks.  

Scheduled banks are those which are incorporated 
into second schedule of RBI Act 1943. These banks 
have to satisfy some statutory necessities 
consequently, of which they appreciate certain 
benefits, for example, access to RBI for financial 
assistance 
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Figure 1: Showing Structure of Banking sector in 
India 

Banking in India on current lines was begun by the 
English Agency House of Calcutta and Bombay, which 
worked based on boundless risk. They likewise issued 
cash until the point that this benefit was pulled back in 
1862. It was just in 1860 that the principle of 
constrained risk for banks was acknowledged under 
Indian Law. In this way there was a spurt in foundation 
of banking companies. 

■ Emergence of Central Bank as Regulator: 
The Reserve bank of India (RBI) appeared in 
1935 as a result of passing of RBIACT in 
1934. The banking control act was go in 1949 
giving wide powers to RBI to manage, oversee 
and build up the banking system. 

■ State Bank of India: In 1955 the Imperial 
bank of India was changed over into State 
Bank of India (SBI). Later the SBI (Subsidiary 
Banks) act was passed in 1959 empowering 
SBI to assume control over the eight State 
Associated banks as its auxiliaries. Two of 
these, State bank of Bikaner and State bank of 
Jaipur were converted into one„ The State 
Bank of Bikaner and Jaipur. 

■ Nationalization of Banks: In 1969 the 
government nationalized 14 major banks to 
accomplish the target of social control and to 
enable banks to assume all the more 
successfully the part of the synergist operator 
for economic growth by broadening banking 
facility far and wide. In 1980 six more banks 
were nationalized. The nationalization of 
banks enlarged the circle of public sector 
banking, which before 1969 was restricted to 
State Bank of India and its seven associated 
banks 

■ New Players: RBI permitted the section of 
new banks in the private sector to enhance 
banking services and to expand rivalry for the 
public-sector keeps money with the point of 
enhancing proficiency in banking system. At 
first 10 new private sector banks given 

principal approval out of which 9 have just 
begun tasks. They are – 

■ ICICI bank 

■ HDFC Bank 

■ IndusInd Bank 

■ Global Trust Bank 

■ Bank of Punjab 

■ Centurion Bank 

■ Times Bank 

■ UTI Bank 

■ IDBI Bank 

Accessibility of finance is a key empowering influence 
for economic activity and the development of 
business. In the MSME setting, finance encompasses 
value capital, loans for settled resource venture and 
working capital for meeting income holes. A few 
arrangements, administrative and institutional activities 
have been taken to elevate accessibility of finance to 
MSMEs. These incorporate, among others, credit 
support systems directed by government institutions. 
As per data from RBI, total credit outstanding from 
planned commercial banks to MSMEs has in total 
expanded from ` 6.81 lakh crore in March 2012 to ` 
10.35 lakh crore in March 2014. 

Table 1 Gross non-performing asset (NPAs) for 
Micro & Small Enterprises (Outstanding gross 
NPA amount in crore & NPAs in percentages). 

 

Credit outstanding from booked commercial banks to 
the micro& small enterprises and medium enterprises 
has enlisted an annualized development of around 
23% from March 2012 to March 2014. This thinks 
about to the annualized development in general non-
nourishment credit of 14.1% amid a similar period.  

The frequency of NPAs in MSMEs is sizeable and this 
angle should be tended to. An efficient system of 
receivables calculating/marking down is one approach 
to essentially address this issue and recommendations 
for such a framework shape a piece of this report.  
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Facilitating access to finance for the MSME sector is 
basic to job creation, trade development and 
improvement of an assembling base, as visualized in 
the Government of India's "Make in India" activity. The 
MSME sector frames the bedrock of Indian enterprise, 
and must be sustained suitably to understand India's 
potential.  

The present study is outlined to analysis of NPA and 
its effect on the gainfulness of bank in India. 

LITERATURE REVIEW: 

According to Reserve Bank of India (RBI) clarifies the 
definition of NPAs, "a benefit makes nonperforming 
when it stops to produce salary for the bank. As of late 
an advantage was estimated as nonperforming asset 
(NPA) remain on the idea of 'Past Due'. A 
nonperforming asset was analyzed as credit in regard 
of which intrigue of principal has stayed 'past due' for a 
specific time".  

Siraj and Sudarsanan Pillai say that "NPA is an 
infection influencing banking sector. The study 
concluded that NPA still remains a noteworthy risk and 
the incremental component explained through 
increases to NPA offers an awesome conversation 
starter stamp on effectiveness of credit risk 
management of banks in India". 

Debarsh and sukanya goyal (2012) accentuated "on 
management of nonperforming assets in the point of 
view of the public sector banks in India under strict 
resource arrangement standards, utilization of 
latesttechnological stage in view of center banking 
solution, recuperation techniques and other bank 
specific markers with regards to stringent 
administrative system of the RBI". In the original 
investigation on 'credit policy, frameworks, and 
culture', Reddy (2004) raised different basic issues 
relating to credit delivery system of the Indian banking 
sector.  

Reddy (2004) basically inspected "different issues 
relating to terms of credit of Indian banks. In this 
specific circumstance, it was seen that 'the component 
of energy makes little difference to the unlawful action. 
A default isn't totally a nonsensical choice. Or maybe a 
defaulter considers probabilistic evaluation of different 
costs and benefits of his decision". The issue of NPAs 
is identified with a few interior and external factors 
confronting the borrowers (Muniappan, 2002). "The 
internal factors are preoccupation of assets for 
enhancement taking up new undertakings, 
helping/advancing partner concerns, time/cost 
overwhelms amid the venture execution arrange, 
business (product, marketing, and so on.) 
Disappointment, wasteful administration, stressed 

work relations, wrong innovation/specialized issues, 
item out of date quality, and so on., while outside 
variables are retreat, non-installment in different 
nations, inputs/control lack, value heightening, 
mishaps and normal catastrophes". 

Meaning Non-Performing Assets (NPA): Non-
performing Assets are prominently known as NPA. 
Commercial Banks resources are of various types. 
Every one of those benefits which create periodical 
wage are called as Performing Assets (PA). While 
each one of those advantages which don't produce 
periodical pay are called as Non-performing Assets 
(NPA). In the event that the clients don't compensate 
important sum and enthusiasm for a specific timeframe 
then such credits progress toward becoming 
nonperforming assets (NPA). Subsequently non-
performing assets are essentially nonperforming loans. 
In India, the time period given for characterizing the 
benefit as NPA is 180 days as contrasted with 45 days 
to 90 days of international norms. 

NON-PERFORMING ASSETS: 

1. An asset, including a leased asset, becomes 
non performing when it ceases to generate 
income for the bank.  

2. A non-performing asset (NPA) is a loan or an 
advance where;  

i. Interest and/ or installment of principal remain 
overdue for a period of more than 90 days in 
respect of a term loan,  

ii. The account remains out of order for more 
than 90 days in respect of an Overdraft/Cash 
Credit (OD/CC);  

iii. The bill remains overdue for a period of more 
than 90 days in the case of bills purchased 
and discounted,  

iv. The installment of principal or interest thereon 
remains overdue for two crop seasons for 
short duration crops,  

v. The installment of principal or interest thereon 
remains overdue for one crop season for long 
duration crops,  

vi. The amount of liquidity facility remains 
outstanding for more than 90 days, in respect 
of a securitization transaction undertaken in 
terms of guidelines on securitization dated 
February 1, 2006.  
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vii. In respect of derivative transactions, the 
overdue receivables representing positive 
mark-to- market value of a derivative contract, 
if these remain unpaid for a period of 90 days 
from the specified due date for payment.  

3. In case of interest payments, banks should, 
classify an account as NPA only if the interest 
due and charged during any quarter is not 
serviced fully within 90 days from the end of 
the quarter. 

NATIONALIZED BANKS IN INDIA: 

The banking system in India comprises of Commercial 
Banks and Cooperatives Banks of which the 
Commercial Banks represent more than 90 percent of 
the banking system‘s advantages. In light of the 
possession design, the Commercial Banks can be 
assembled into three type i.e. (I) State possessed or 
Public Sector Banks (PSBs) - that is the State Bank of 
India and its auxiliaries and the nationalized banks 
(there are 27 PSBs working in the country as on 
31.3.2014), (ii) Private Banks under Indian 
proprietorship, and (iii) Foreign Banks working in India. 
Nationalized banks in India are the significant players 
in Indian banking system ruling the industry. Not just 
that, the nationalized banks in India additionally 
assume significant part in the economic development 
of the country in the meantime. The historical 
backdrop of nationalization of Indian banks dates back 
to the year 1955 when the Imperial Bank of India was 
nationalized and re-dedicated as State Bank of India 
(under the SBI Act, 1955). Later on July 19, 1960, the 
7 auxiliaries of SBI viz. State Bank of Hyderabad 
(SBH), State Bank of Indore, State Bank of Saurashtra 
(SBS), State Bank of Mysore (SBM), State Bank of 
Bikaner and Jaipur (SBBJ), State Bank of Patiala 
(SBP), and State Bank of Travancore (SBT) were 
likewise nationalized with stores in excess of 200 
crores The banking industry in India turned into a 
noteworthy device for the improvement of country's 
economy by the 1960. The industry additionally turned 
into an expansive employer creating various open 
doors for the jobseekers. With a specific end goal to 
spread banking infrastructure in rural areas, the then 
Prime Minister, Indira Gandhi stepped up with regards 
to nationalize some commercial banks. She submitted 
a paper "Stray considerations on Bank Nationalization' 
in the All India Congress Meeting, which got positive 
input. On July 19, 1969, 14 commercial banks were 
nationalized, which got presidential endorsement on 
August 9, 1969. In 1980, with a specific end goal to 
provide government more power and order over credit 
conveyance, six more commercial banks in India were 
nationalized. In 1993, New Bank of India converged 
with Punjab National Bank (PNB), which acquired the 
quantity of nationalized banks India to 19. It's 
additionally the main merger between two Indian 
nationalized banks. In the follow in years, the 

nationalized banks in India saw a development rate of 
around 4%, which was near normal development rate 
of country's economy. 

 

Source: RBI data 

NPA – IMPACT: The problem of NPAs in the Indian 
banking system is one of the principal and the most 
imposing issues that had affect the whole banking 
system. Higher NPA proportion trembles the certainty 
of investors, depositors, lenders and so on. It likewise 
causes poor reusing of assets, which thus will have 
malicious impact on the organization of credit. The no 
recovery of advances impacts promote accessibility of 
acknowledge as well as financial soundness of the 
banks. 

Profitability: NPAs put negative effect on the 
productivity as banks stop to procure salary on one 
hand and draw in higher provisioning contrasted with 
standard resources then again. On a normal, banks 
are giving around 25% to 30% extra arrangement on 
incremental NPAs which has coordinates bearing on 
the productivity of the banks. 

Asset (Credit) contraction: The expanded NPAs put 
weight on reusing of assets and decreases the 
capacity of banks for loaning progressively and hence 
brings about lesser premium salary. It gets the money 
stock which may prompt economic slowdown. 

Liability Management: In the light of high NPAs, 
Banks tend to bring down the interest rates on stores 
on one hand and liable to exact higher interest rates 
on advances to manage NIM. This may move toward 
becoming obstacle in smooth financial intermediation 
process and hampers banks 'business and also 
economic growth. 

Capital Adequacy: According to Basel norms, banks 
are required to keep up satisfactory capital on risk 
weighted resources on a progressing premise. Every 
increase in NPA level adds to risk weighted resources 
which warrant the banks to shore up their capital base 
further. Capital has a sticker price extending from 12% 
to 18% since it is a scarce resource. 

Shareholders‟ confidence: Normally, shareholders 
are intrigued to upgrade estimation of their 
investments through higher dividends and market 
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capitalization which is conceivable just when the bank 
posts critical benefits through improved business. The 
expanded NPA level is probably going to have 
antagonistic effect on the bank business and in 
addition gainfulness along these lines the investors 
don't get a market return on their capital and now and 
again it might dissolve their esteem of investments. 
According to surviving guidelines, banks whose Net 
NPA level is 5% and above are required to take earlier 
consent from RBI to pronounce profit and furthermore 
stipulate top on dividend payout. 

Public confidence: Credibility of banking system is 
additionally influenced incredibly because of more 
elevated amount NPAs since it shakes the certainty of 
overall population in the soundness of the managing 
an account framework. The expanded NPAs may 
posture liquidity issues which is probably going to lead 
keep running on bank by investors. Along these lines, 
the expanded occurrence of NPAs influences the 
execution of the banks as well as influence the 
economy overall. More or less, the high occurrence of 
NPA has falling effect on all important financial 
proportions of the banks viz., Net Interest Margin, 
Return on Assets, Profitability, Dividend Payout, 
Provision scope proportion, Credit contraction and so 
on., which may prone to disintegrate the estimation of 
all partners including Shareholders, Depositors, 
Borrowers, Employees and public at large. 

CONCLUSION:  

The NPAs have dependably been a big worry for the 
banks in India. It is simply not an issue for the banks; 
they are awful for the economy as well. The money 
locked up in NPAs isn't accessible for beneficial utilize 
and unfriendly impact on banks ‗profitability is there. 
The degree of NPAs is nearly higher in nationalized 
banks. An explanation behind NPAs expanding is the 
guided loaning for banks. To meet the national goals 
now and again, nature of examination is casual which 
later creates problems. There are numerous different 
causes which are additionally in charge of gathering of 
NPAs, some of them are flawed credit management, 
absence of polished methodology in the work compel, 
informal reimbursement plan, misutilization of 
advances by client, absence of convenient lawful 
answer for cases recorded in different courts, political 
interference at local levels and waiver of loans by 
government have likewise been adding to mounting 
NPAs in India Nationalized Banks are confronting a 
larger number of issues than the private sector banks. 
Nationalized Banks should take care to guarantee that 
they offer advances to trustworthy clients as avoidance 
is always better than cure. 
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