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ABSTRACT In the liberalized economy, Banking and Financial sector get high priority. The banks in India are facing 
the problem of Non-Performing Assets (NPAs). The earning capacity and profitability of the banks are highly 

affected because of the existence of NPAs. Moreover the non-performance or 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 bank must aware of the problems and recovery legislations of NPAs. This study explored meaning of various NPA 
indicators; Gross NPA, Net NPA, Additions to NPA, Reductions to NPA and Provisions towards NPA. It is necessary to trim down NPAs 
to improve the financial health in the banking system. This paper attempts to analyze the performance of different banks. To compare 
the performance of public sector, private sector and foreign banks selective indicators were taken into considerations. These Indica-
tors were Gross NPAs and Gross Advances.

Performance of Non-Performing Assets in 
Commercial Banks - An Analytical Study

INTRODUCTION
The Indian Banking sector accounts a major portion of finan-
cial intermediation and acknowledged as main vehicle for 
monetary policy signals, credit channel and facilitator for pay-
ment systems. Commercial banks are the major player to de-
velop the economy. In terms of ownership, commercial banks 
can be grouped into nationalized banks, the State Bank of India 
and its associate banks, regional rural banks and private sector 
banks (the old/new domestic and foreign). Like any other busi-
ness, success of banking is assessed based on profit and qual-
ity of asset it possesses. Since nationalization of banks in 1969, 
Scheduled Commercial Banks have been asked to extend credit 
to weaker sector, with a view to provide an opportunity to the 
poor and underprivileged section of Indian society to improve 
their standard of living. Even though bank serves social objec-
tive through its priority sector lending, mass branch networks 
and employment generation, maintaining asset quality and 
profitability is critical for banks survival and growth. A major 
threat to banking sector is prevalence of Non-Performing As-
sets (NPAs). In present scenario NPAs are at the core of finan-
cial problem of the banks. Concrete efforts have to be made to 
improve recovery performance. The main reasons of increas-
ing NPAs are the target-oriented approach, which deteriorates 
the qualitative aspect of lending by banks and willful defaults, 
ineffective supervision of loan accounts, lack of technical and 
managerial expertise on the part of borrowers.

REVIEW OF LITERATURE
Krishnamurthi, C.V.(2000) observed that the rising Non Performing 
Assets is serious diseases for the public sector banks .It shows that 
the gross Non Performing Asset of public sector banks are mounting 
very heavily .The non performing asset curses lie between a gross of 
Rs.39.253 crores in 1992 -93 to Rs.45,463 crores in1997-98.

Munniappan (2002) studied the diseases of Non Performing 
Asset into two factors .One is internal factor in respect of port-
folio of funds for expansion, modernization and diversification, 
accept new projects etc. Second is external factor in respect of 
recession in economy, other countries suffered from non per-
forming assets assessment, input/power shortage, price up and 
downs uncertain natural calamities etc.

Gupta, S and Kumar, S (2004) defined that redeeming features 
of banking sector reforms is the continuing downfall in gross 
and net NON PERFOMING ASSET as a proportion of total assets 
for all bank groups .NON PERFOMING ASSETS needs resolution 
otherwise it can break the backbone of entire economic system 
with financial system .

Banerjee, B. and Dan, A.K (2006) analyzed that NON PERFOM-
ING ASSETs are one of the most crucial problem which is faced 
by bank to require attention for improvement in the manage-

ment of PSBs are increasing very speedily at present scenario 
due to following reason .

one is government has got to bail out banks with monetary fund 
provisions sporadically and ultimately taxpayers bear the value 
.Second is cash borrowed for investment ,for not utilized prop-
erly ,affects the creation of assets and therefore the growth of 
economy is vulnerable .The author has urged many strategic 
measures to manage Non playing assets of Public sector banks.

Ramu (2009) states main cause of mounting Non Performing 
Assets in public sector banks is malfunctioning of the banks. 
Narasimham Committee identified the Non Performing Assets 
as one of the possible effects of malfunctioning of Public Sector 
Banks.

G.V. Bhavani Prasad and Veera D (2011) examined that the rea-
son behind the falling revenues from traditional sources is 78% 
of the total Non Performing Assets accounted in Public Sector 
Banks.

Hosmani.P, & Hudagi Jugdish (2011) found that a slight im-
provement in the asset quality reflected by downsize in the 
Non Performing Asset percentage. On Performing Asset is an 
improvement scale for assessing financial performance of In-
dian banks. The mounting value of Non Performing Assets will 
adversely affected to financial position in term of liquidity, prof-
itability and economic of scale in operation. Bank has to take 
timely necessary steps against degradation of good performing 
assets.

Manish B Raval (2012) studies to understand the major compo-
sition of Non Performing Assets in Indian Banks and compared 
the three compositions i.e. Priority sector, Non Priority sector 
and others sector of Non Performing Assets between National-
ized and SBI and its associates. The researcher stated that there 
is no significant difference between three compositions of Non 
Performing Assets to total Non Performing Assets in national-
ized banks and SBI and its associates.

Dr. A. Dharmendran (2012) examine the position & growth of 
standard assets ,substandard assets, loss assets, gross nonper-
forming assets provision for non performing assets & net non 
performing assets with the help of percentage analysis method 
& compound growth rate for all the state Co-operative banks in 
India.

NON – PERFORMING ASSETS - CONCEPT
NPA (Non Performing Assets) is related to banking and finance 
term. When, bank or finance company unable to recover its 
lent money from borrower in 90 days than that amount which 
have not been recovered will be treated as NPA. It represents 
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bad loans, the borrowers of which failed to satisfy their repay-
ment obligations. NPA may be classified into 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. An asset is classified as 
non-performing asset (NPAs) if the borrower does not pay dues 
in the form of principal and interest for a period of 180 days. 
However with effect from March 2004, default status would be 
given to a borrower if dues are not paid for 90 days.

Classification of Loan Assets
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.

Sub-Standard Assets: A sub-standard asset was one, which was 
considered as non-performing for a period of 12 months.

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

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 al-
though there may be some salvage or recovery value

OBJECTIVES OF THE STUDY
1.	 To analyze the classification of loan assets in commercial 
banks;

2.	 To analyze the gross and net NPAs in commercial banks

RESEARCH METHODOLOGY
The present study is aims to analyze the NPAs of Indian Com-
mercial Banks. For the purpose of the study data has been col-
lected from secondary sources. The secondary data has been 
collected from annual report of ‘Reserve Bank of India’ publi-
cation including ‘Trend & Progress of banking in India’, statisti-
cal tables related to banks in India and report on currency and 
finance. Major guidelines issued by RBI from time to time were 
studied in depth, Articles and papers relating to NPA published 
in different business journals, magazines, newspaper, peri-
odicals were studied and data available on internet and other 
sources has also been used.

SCOPE OF THE STUDY
The study is confined to examine the state of Non-Performing 
assets in Commercial banks operating in India. All commercial 
banks have been taken in to account, a period of 6 years has 
been considered from 2008-2013.Further the analysis is con-
strained by the quality of data, changing definition & composi-
tion as regard to Gross NPA & Net NPA & is concerned.

RESULT ANALYSIS
Table - : 1Classification of Loan Assets of All Scheduled Com-
mercial Banks Sector Banks -2008 to 2013 (Rs. in Billions)
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Source: Department of Banking Supervision, RBI
 
Table – 1 depicts the classification of loan assets of all scheduled 
commercial banks in India during 2008 to 2013. The amount of 
standard assets showed an increasing trend during the stated 
period. In the initial year 2007-08 the ratio of standard assets 
to total assets stood at 97.61 per cent. It slightly decreased to 
96.58 per cent in 2012-13. The ratio of sub-standard assets to 
total assets showed an increasing trend, it was 1.12 per cent 
in 2007-08 and it reduced 1.0 per cent in 2010-11. Later on it 
slightly increased to 1.59 per cent in 2013. The ratio of doubtful 
assets to total assets showed an increasing trend recording the 
1.04 per cent in 2007-08 and 1.63 per cent in 2012-13. The ra-
tio of loss assets to total assets showed a decreasing trend from 
0.23 per cent in 2007-08 to 0.21 per cent in 2012-13. Though, 
the amount of NPAs increased from Rs. 556.95 crore in 2007-08 
to Rs. 1838.54 crore in 2012-13. Its percentage to total assets 
has been increased from 2.39 to 3.42. It shows the effectiveness 
of follow-up actions of commercial banks in monitoring NPAs. 
The total assets of the commercial banks is increased from Rs. 
23,317.50 crore in 2007-08 to Rs. 53,711.51 crore in 2012-13.  
It may be concluded that the percentage of standard assets in 
total assets remains at 97 to 98 percent. It shows that loan port-
folio of commercial banks is performing productively and lend-
ing is recovered and revenue is generated.

Table – 2 Percentage of Gross and Net NPAs to total assets in 
commercial banks (Rs. in Billions)

Years

Non-Performing Assets

Gross NPAs Net NPAs

% to 
Total 
Assets

% to Gross 
Advances

% to 
Total 
Assets

% to Gross 
Advances

2007-08 1.30 2.30 0.60 1.00

2008-09 1.30 2.30 0.60 1.10

2009-10 1.40 2.40 0.60 1.10

2010-11 1.40 2.50 0.60 1.10

2011-12 1.70 3.10 0.80 1.40

Source: Statistical Tables Relating to RBI



IJSR - INTERNATIONAL JOURNAL OF SCIENTIFIC RESEARCH 3 

Volume : 3 | Issue : 4 | Special Apr Issue 2014 • ISSN No 2277 - 8179Research Paper

REFERENCE
1. Krishnamurthi, C.V. (2000), “Non-performing Assets- Banks and Financial Institutions: NPAs Plaguing National Economy”, Southern Econo-
mist, Vol.38, no.5, July,2000, pp. 19-20 | 2. Muniappan, G. P., 2002, ''The NPA Overhang - Magnitude, Solutions, Legal Reforms" address at CII 

Banking Summit 2002, April 1, Mumbai, available through internet at www.rbì.org.in. | 3. Gupta, S. and Kumar, S. (2004), “Dimensions and Prospectus of Non-performing Assets: 
Challenges Before the Banking Sector Reforms in the New Millennium”, Edited Book Banking in the New Millennium, pp. 279-291. | 4. Banerjee, B. and Dan, A.K. (2006), “Manage-
ment of Nonperforming Advances in the Public Sector Banks in India”, New Trends in Corporate Reporting (Edited Book), RBSA Publishers, Jaipur, pp. 115-137. | 5. Ramu, N, (2009), 
‘Dimensions of Non-performing Assets in Urban Cooperative Banks in Tamil Nadu’, Global Business Review, July/December 2009 vol. 10 no. 2 Pp 279-297. | 6. Ranjan, R. & Dhal S., 
(2003), ‘Non-Performing Loans and Terms of Credit of Public Sector Banks in India: An Empirical Assessment’, Occasional Papers, Reserve Bank of India Publication, Mumbai, win-
ter, Vol. 24, No. 3, Pp. 81-121. | 7. Bhavani Prasad, G. and Veena, V.D., (2011), “NPAS in Indian banking sector- trends and issues,” Journal of Banking Financial Services and Insurance 
Research, Volume No. 1, Issue 9, 2011, Pp 67-84. | 8. Hosmani.P, & Hudagi Jugdish (2011), “Unearthing The Epidemic of Non-Performing Assets -A Study with reference to Public 
Sector Banks In India”, Zenith International Journal of Multidisciplinary Research, Vol.1, Issue.8, December, Pp.447-459. | 9. Chaudhary, S., & Singh, S. (2012). ‘Impact of Reforms on 
the Asset Quality in Indian Banking’, International Journal of Multidisciplinary Research, Vol.2 (1).13-31. | 10. Manish b. Raval (2012) “Composition of Non-Performing Assets: A 
Comparative Study of Nationalized Banks and SBI and its Associates”, ‘International Journal of Research in Commerce, Economics & Management’ Vol. 2, Issue 8, Pp124-126. | 11. 
Gurumoorthy T.R, and Sudha, (2012), ‘Non Performing Assets-A Study with Reference to Public Sector Banks’, Indian Journal of Applied Research, Vol.2, Issue. 2, November, Pp.7-9 
| 12. Reserve Bank of India Reports, 2007-08 to 2011-12. | 13. Report on Trends and Progress in Banking 2007s-08 to 2012-13. |

Table- 2 presented the percentage of gross and net NPAs to total 
assets and advances. It reveals that the increasing trend in Gross 
NPAs and Net NPAs during the study period. It shows that there 
is no significant improvement in NPAs recovery by scheduled 
commercial banks. It may be observed that the gross NPAs to 
total assets and to gross advances is increased from 1.30 per 
cent in 2007-08 to 1.70 per cent in 2011-12 and 2.3 per cent to 
3.10 per cent respectively. In case of Net NPAs to total assets it 
is constant as 0.60 per cent from 2007-08 to 2010-11 and it is 
increased to 0.80 per cent in 2011-12.  Similarly, in case of Net 
NPAs to gross advances it shows increasing trend from 1.00 per 
cent in 2007-08 to 1.40 per cent in 2011-12. It may be conclud-
ed that the commercial banks has failed to recover the NPAs.

CONCLUSION
The problem of NPAs is a live danger to the Indian Commercial 
Banks, because it destroys the healthy financial conditions of 
them. The recessionary pressures faced by the banking sector is 
an important reason for the growth of NPA indicators, it should 
be managed to maintain a healthy and viable banking environ-
ment. Instead steps should be taken to convert Non-Perform-
ing Assets into Now-Performing Assets. As far as old NPAs are 
concerned, a bank can remove it on its own or sell the assets to 
Asset Management Companies (AMCs), to clean up its balance 
sheet. For preventing fresh NPAs, the bank itself should adopt 
proper policies. It is better to avoid NPAs at the budding stage 
of credit consideration by putting in place of rigorous and ap-
propriate credit appraisal mechanisms. 


