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Introduction 

 

What are Non-Performing Assets (NPAs)? 

 Banks have their conventional business of lending funds from the deposits made by customers. 

In this business of borrowing and lending, there is a risk of default by borrower in the payment 

of either principal or interest. Such type of risk is termed as Credit Risk’ and such accounts 

where interest and principal stands unpaid for 90 days are termed as “Non-Performing Assets”. 

Indian Banking Industry has witnessed an unabated rise of NPA Accounts which has become a 

serious concern for the economy. Indeed, existence of NPA Accounts is an integral part of 

banking and every bank has some Non-Performing Assets in its advance portfolio. However, the 

high level of Non-Performing Asset is a cause of worry to any financial institution. A Non-

Performing Asset is a loan or advance of which the principal or interest payment remains unpaid 

for a period of 90 days. Non-Performing Assets are further classified into 3 groups on the basis 

of their period of being Non-Performing Asset is:  

(a) Substandard assets: Assets which has remained Non-Performing Asset or not generating 

revenue for a period less than or equal to 12 months.  

(b) Doubtful assets: An asset would be classified as doubtful if it has remained in the substandard 

category for a period of 12 months  

(c) Loss assets: As per RBI, “Loss 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”.  

There are several factors that confront the borrowers which are responsible for incidence of Non-

Performing Assets in the banks:  

 Diversion of borrowed funds to other projects, subsidiaries or sister companies 

 Delays than expected/ overrun costs 

 External factors like raw-material shortage, natural calamities like floods, accident, raw-

material/Input price escalation, industrial recession, excess capacity, etc. 



   

 Factors related to business failures like inefficient management, strike/strained labor 

relations, wrong technology, product obsolescence, technical problem, product failing to 

capture market, etc.  

 Delay in non-payment/over dues in other countries, payment, recession in other countries, 

adverse exchange rate, externalization problems, etc. 

 Change in Government policies and laws like import duty changes, excise, deregulation, 

pollution control orders, etc.  

 Willful default, siphoning of funds, promoters/management disputes, fraud, 

misappropriation, etc.  

These are the reasons which lead to default but there are several other factors such as 

deficiencies on the part of the banks like monitoring and follow-up; delay in release of limits; 

delay in settlement of payments/subsidies by Government bodies, deficiencies in credit appraisal 

etc. also contribute to the emergence of Non-Performing Asset. 

 The problem of Non-Performing Assets is one of the most severe problem which is plaguing the 

Indian Banking sector posing questions over the stability of Indian banking system. Raghuram 

Rajan, the ex-Governor of RBI has identified “the problem of Non-Performing Assets as a major 

challenge facing the Indian banking sector”. The problem, which was largely hidden earlier as 

banks used to do window-dressing of their account statement, has now come to the forefront 

after RBI Governor asked the banks to “clean up their asset books by March 2017”. This 

statement has made the 29 Public Sector Banks writing-off Rs. 1.14 lakh crore of bad-debts over 

the time period of 2013-2015, which is comparatively way ahead that they had done in the 

preceding nine years. Some of the key factors related to Non-Performing Assets are: 

 As per the data collected from 39 listed Indian Banks, Gross Bad Loans has emerged    

92 % in fiscal year 2016 to Rs.5.79 trillion even as after provisioning, the net bad loans 

more than doubled to Rs.3.38 trillion.  

 Average Gross NPAs (NON-PERFORMING ASSETs) of this group of banks emerged 

from 4.41 % of loans in 2015 to 7.91 % in 2016. However, Net Non-Performing Assets 

in the past one year have increased from 2.45 per cent to 4.63 per cent.  



   

 PSBs which almost have 70 % market share in relation to loans advanced are more 

affected as compared to Private Banks. Two of them have over 15 per cent gross Non-

Performing Assets and other 8 banks almost have 10 per cent and more. 

 If restructured loans are also included in  loans that have been written off, the total 

stressed assets could be as much as 25% of loans 

 

 

 

Figure depicted above represents that how quickly Non-Performing Assets in PSBs have 

increased from just Rs. 71,000 crore in 2011 to Rs. 3.6 lakh crore in 2015. As the Non-

Performing Assets in the banks emerged, it led to eroding of quality of lending. The numbers 

represents more than 5 % of all lending done by PSBs were classified as Non-Performing Assets 

by 2015which was 2.3 % in 2011. It is also important to note here that this ratio has been falling 

since 2001 when it was 13.11 per cent before it started rising in 2011. According to EY (2015) 

Report, “Wrong borrower selection, herd mentality of the bankers and lure of high real estate 

returns have driven the borrowers to fund illiquid/long gestation acquisitions through short term 

bank funds, leading to collapse of the system”. Due to such severe condition of NPAs, 

sanctioning process and pre-sanction due diligence have also been under the scanner of the 

regulator to gauge the control mechanism at banks. High value loans have gone bad, in spite of 

large banks either being part of the multiple lending arrangements or under a consortium. 

Question remains intact, Is the rise in Non-Performing Assets due to internal lacunas in due 

diligence at banks or are complexities of business making it difficult to detect issues/any wrong 

doing by the borrowers at an early stage? Unfortunately, the borrowers are taking advantage of 

the slow and complicated legal process. Even if the banks would have taken all safeguard 

measures even then borrowers would have taken the advantage of weak legal framework. 



   

 

There are several factors like Increase in customer base, multiple product offerings and 

regulatory pressures led to the implementation of Core Banking Solutions (CBS 2016). The 

number of public sector bank branches in India with Core Banking Solutions implementation 

increased from 79.4% in March 2009 to 90% in March 2010. However, Non-Performing Asset 

tracking and flagging continued was still monitored manually which in effect was still vulnerable 

to errors and manipulation.  

 

 Comparison of NPAs with world 

 

There are various performance parameters to determine the performance of the Indian banks 

which reflects that there was steady improvement in Indian Banks till 2009, approached 

international standards and were among the better performers in the emerging market group. 

However, it started deteriorating after 2011, as shown in Table given below. According to some 

researchers of 2016, “The banking sector‘s gross NPA ratio, which is the value of non-

performing loans divided by the total value of the loan portfolio, stood at 4.2 per cent as of the 

end of 2015”. In India, the ratio was lowest only in 2009 and for the world it was in 2007. It is 

believed that until 2009 situation was modest as per the global standards. In contrast, since 2012, 

the ratio in India has been rising sharply and had nearly touched the global average. Till that 

year, the ratio in India was lower than the world average, albeit marginally. In contrast, the 

emerging markets of countries like Brazil and Indonesia only recorded an NPA of 3.1 % and 2.3 

%, respectively during the same period. The disturbing fact is that the NPA in India has 

increased to almost twice its size since 2010, while the same metric for its peers (Brazil, 

Indonesia and South Africa) remained steady or moved in the opposite direction.” 



   

 

 

 

Reason to worry about Non-Performing Assets? : Potential Consequences 

 

The unexpected emergence of stressed assets in the Indian banking sector is a reason for concern 

for the economy. Empirically, “high level of Non-Performing Assets has been found to be 

associated with contraction of credit, slow-down of GDP growth, and depreciation of exchange 

rates, inflation and unemployment” (Bock and Demyanets 2012, Klein 2013). “The quantum and 

growth in gross Non-Performing Assets of banks has been inhibiting not just bank’s health, 

profitability, solvency, and growth but also the overall investments and economic progress of the 

country” as rightly depicted by FICCI 2016. 

 

 Profitability: Non-Performing Assets adversely affects the profitability of the banks as it 

increases expenses and reduces income. A high Non-Performing Asset means the asset is 

not bringing in the interest income it was expected to bring. Income from Non-

Performing Assets can be registered only on actual realization of the same and not on 

accrual basis. So due to which it affects adversely to the bank‘s interest income. A lower 

interest income would lead to lower total income and hence, lower net profits. From 

expenses point of view, a high Non-Performing Asset requires high provisions and also 

higher expenses involved in Non-Performing Assets recovery process (like litigation and 

administrative costs), both of which would adversely affect net profits. 

 Capital Adequacy: Reduced profits are directly proportional to less retained earnings, 

which in turn is likely to create adverse effect on Tier 1 component of CRAR. And 



   

furthermore it will lead to increased Total Risk Weighted Assets (TRWA) because of the 

risks attached to Non-Performing Assets portion of the total asset composition. A rise in 

the value of TRWA with absolute amount of capital funds remaining intact is likely to 

bring down CRAR. 

 Liquidity and Credit growth: Lower profits will also lead to less liquidity, thereby 

impairing bank‘s liquidity. Sum of less profits, poor liquidity and reduced capital 

adequacy will affect the willingness and ability of the banks to expand its loan portfolio. 

And if banks ability to extend loans is affected it will result into credit rationing and 

credit crunch of the economy. 

 Stock prices and Solvency: High Non-Performing Assets signifies poor asset quality of 

banks and which is result into reduced stock prices of banks because investors won’t be 

willing to invest in the bank with poor asset quality 

 

Table given below represents that with decrease in Non-Performing Assets ratios in 2011 over 

2010, there are several performance measures like Return On Assets, CRAR and loan growth 

which improved whereas with increase in Non-Performing Assets ratios in 2013 over 2012, 

ROA, CRAR and loan growth faced a downturn. Some of the researchers of 2014 stated in one 

their research that “So, Non-Performing Assets can worsen the financial performance of a bank 

by way of its adverse impact on bank‘s interest income, higher provisioning requirements and 

higher expenses involved in Non-Performing Asset recovery. It can also create a dent into the 

capital adequacy ratio of a bank and impair its liquidity, its growth and its ability to 

raise funds from the market. All this can have an adverse effect on the solvency as well the stock 

prices of the bank. Similarly, if we extend the potential impact of deteriorating asset quality of 

banks at macro level, it can amount to adversely affecting the credit growth in the economy and 

therefore, leading to an unfavorable impact on the macro-economic factors like GDP growth. 

Moreover, bailing out of the banks whose assets are stressed through means of capital infusion 

by government can also turn out to be a heavy burden on the fiscal position of the government. 

In fact, the burden has to be ultimately borne out by the taxpayers of the country sooner or later. 

 



   

 

 

Impact on Banks 

 

Non-Performing Asset impacts two crucial factors of banking industry i.e. 

 

1. Performance and  

2. Profitability of banks.  

 

If Non-Performing Assets kept on increasing, this will have a adverse effect on future credit 

growth, as banks would develop hesitation in extending credit to sectors exhibiting higher Non-

Performing Assets. This is particularly true for some sectors, such as agriculture and SMEs. 

Further, if higher Non-Performing Assets lead to higher write-offs, this will have negative effects 

on those who repay their loans promptly, and create a moral hazard problem. Thirdly, as per the 

report conducted by Basel III, “higher Non-Performing Assets would require higher 

provisioning, and therefore, higher economic capital. For the public sector banks, this is going to 

pose additional challenges, given the fiscal situation. Hence, meaningful reduction and 

containment of NON-PERFORMING ASSETs within a reasonable limit is very important at 

the current juncture. Among the banking groups, the deterioration is pronounced for public 

sector banks, followed by foreign banks. Today, 70 % of the banking system is paralyzed. The 

state-controlled banks have no ability to take on additional risk—they are not capitalized to do 

so, and that is a very serious issue for the economy.” 

 

Slippage ratio, calculated as the addition of Gross Non-Performing Assets during the year as a 

percentage of outstanding standard assets of the previous year, is an important indicator of asset 

quality. This has increased from 2.0 at end March 2011 to 2.5 at end March 2012 and further to 



   

3.04 at end June 2012. Non-Performing Assets recovered remained stagnant at about 57 % in 

2012 as against 59.8 % during 2011-12. The written-off ratio, defined as Non-Performing Assets 

written-off during the year as a percentage of gross Non-Performing Assets outstanding at the 

beginning of the year, reached a peak of 14.9 % in 2009-10 and since then this started declining 

and stood at 4.4 % during 2011-12. 

“The written-off amount is quite significant for private sector banks, compared with public sector 

banks, keeping the total gross advances lent by them,” as said by one of researcher of 2013. 

1. Banks have to adhere to the provisioning norms set by RBI for the bad loans, which eats 

into their profitability. This leads to banks having lesser capital to deploy, shareholders 

losing money and banks finding it tough to survive in the market 

2. If banks do not classify an asset as Non-Performing Asset, they naturally have more money 

to advance to earn interest income on. If large Non-Performing Assets go unreported, the 

bank could reach a situation, where it has advanced more money than it has available 

leading to a situation of technical bankruptcy. 

3. In light of attaining the Bessel norms, the burden on maintaining Capital Adequacy Ratio 

increases 

4. It also affects the competitive position of banks 

5. For economy, it is disadvantageous as banks become more circumspect in giving loans 

which affect the credit off-take in economy. India is still an economy which is largely 

dependent on banks to raise capital as the bond market is not that well developed. This leads 

to declining Gross Capital Formation affecting economic growth. 

6. Rising of Non-Performing Assets will lead to a crisis of confidence in the market. The price 

of loans, i.e. the interest rates will shoot up. Shooting of interest rates will directly impact 

the investors who wish to take loans for setting up infrastructural, industrial projects etc. 

7. It will also impact the retail consumers like us, who will have to shell out a higher interest 

rate for a loan. 

8. This will hurt the overall demand in the Indian economy which will lead to lower growth 

rates and of course higher inflation because of the higher cost of capital. 

9. The trend may continue in a vicious circle and deepen the crisis. 

 

 



   

 

Chapter 2 –

Financial 
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Balance Sheet of a Bank 
 

Financial health of company can be determined with the analysis of their financial statements i.e. Balance 

sheet, Profit & Loss Statement etc. One of the crucial financial statements is Balance Sheet.  Balance 

sheet of a bank is a statement of its liabilities and assets at a particular time. The business of the 

bank is reflected in the balance sheet. The financial position of the bank is made known through 

the balance sheet. It indicates whether the bank is sound and solvent or not. The balance sheet of 

a bank is of greater importance than that of a trading concern because a bank deals in others' 

money and as such the entire community is interested in it. 

 As per the statutory provisions banks in India have to prepare their profit and loss account and 

balance sheet in form set out in the III Schedule of the Banking Regulation Act, 1949. RBI has 

given guidelines and format for compiling the balance sheet of form A is given below: 

 



   

Liabilities Side 

This is the side on the balance sheet which is to be paid to other individuals or firms. This side of 

the balance sheet represents the sources from which a bank secures funds for its business. 

Various items on the liabilities are as follows- 

Capital: A bank secures capital by issue of shares to the public. 

 (a) Authorized capital: This is the maximum limit amount up to which the bank can issue shares 

to the public. Only a part of the authorized capital is issued in the form of shares for public 

subscription. The other part of authorized capital is kept in reserve to be issued later in times of 

business expansion. 

 (b) Issued capital: This part of the authorized capital is offered to the public for subscription and 

is known as issued capital.  

(c) Subscribed capital: It is the part of issued capital which is actually subscribed by the public.  

(d) Paid-up capital: The paid-up capital is the actual amount which is paid by the public.  

As per the provisions of Banking Regulation Act, the subscribed capital of a bank shall not be 

less than 50% of the authorized capital and the paid-up capital shall not be less than 50% of the 

subscribed capital.  

Reserves and surpluses: A bank generally transfers a portion of its profits to 'Reserve Fund' 

every year. The fund is maintained to meet unforeseen and unexpected contingencies. It act as a 

source of strength for the bank as it can withstand at the times heavy losses. It can also be 

categorized additional security to the customers. The amount in the Reserve Fund is invested in 

first class securities. 

Deposits: Deposits are the largest single item on the liabilities side of the balance sheet. A bank 

accepts various types of deposits such as savings deposits, current deposits, fixed deposits, 

recurring deposits etc. These funds are liabilities of the bank because they are to be repaid to the 

depositors. At the same time these funds are assets to the bank since the bank can invest them in 

income yielding assets. 



   

Borrowing from banks: This heading represents the loans which it has received from other banks. 

The bank takes loans from other banks, especially the central bank in times of emergency. 

 Other liabilities and provisions: These items include drafts, traveler's cheques, banker’s cheques, 

telegraphic transfers, and mail transfers payable, interest accrued and inter office adjustments. 

Assets Side  

Assets side represents the actual wealth of the company. The nature of various items appearing 

on the asset side is explained below:  

Cash in hand and with R. B.I.: The fremost item appearing on the asset side of the balance sheet 

is cash in hand and cash reserve at the central bank. Cash is one of the most liquid of all assets. 

But it is not an earning asset. Keeping large amount of cash will affect the profitability of the 

bank and less cash reserve will affect liquidity. So a bank should always maintain sufficient cash 

to meet the demands of the depositor and invest the balance in income yielding assets. The 

success of the bank depends upon the management of cash reserves. By his experience, a banker 

can decide the portion of his debt to be kept in cash. This is first line of defence for any bank. 

There is statutory obligation to maintain cash reserve at Central Bank. Since the minimum cash 

reserve to be maintained as per statutory obligation cannot be withdrawn it is not a liquid asset. 

Money at call and short notice: In India any loans which are given by one bank to another. These 

loans are to repaid by the borrowers when a call is made or after a short notice. This type of asset 

is beneficial over cash reserve. It supports two major aspects of banking system i.e. profitability 

as well as liquidity.  

Investment Banks explores various ways to generate revenue like investing a part of their funds 

in Government bonds, shares and debentures of well established business enterprises and units of 

Unit Trust of India. Banks prefer to invest in these securities because of several factors and they 

are as follows: 

1.  They yield steady income,  

2. Repayment is assured, 

3. They can be sold easily without loss, and 



   

4. They can be shifted to the central bank or other banks.  

Securities provide a convenient medium of investment during slack season when demand for 

fund 'is at a low level.  

Advances: This category in Assets side represents the total amount of loans and advances granted 

by banks to its customers. Loans and advances are the most crucial profitable of all assets. Major 

part of banks earnings are derived from this asset. Loans and advances carry high rate of interest. 

So from the point of view of profitability they are good assets. But these assets have low 

liquidity and no shift ability at all. This asset stands fourth in the line of defence. 

Fixed assets: This category in assets side represents the total volume of movable and immovable 

properties of the bank are included. This is often referred to as 'dead stocks.' They cannot be 

realised without much loss of value.  

Other assets: This item includes non-banking assets as acquired in satisfaction to claims, taxes 

paid in advance, interest accrued etc. 

Revival of Stressed Balance Sheet  
 

 Every economy requires support of a strong banking sector at the back end to flourish. Banking 

system in India mainly consists of two types of banks- 

1.  Commercial Banks (CBs holds 90 % of the banking assets) 

2.  Cooperatives Banks  

Commercial Banks can be further classified into three categories based on their ownership as 

follows- 

(a) State owned or Public Sector Banks  

(State Bank and its subsidiaries is a perfect example of PSB and the nationalized banks. 

There are 27 PSBs, more than 70% of Indian Banks functioning in the country as on 

31.3.2014) 

(b) Private Banks (PVBs) under Indian ownership,  

(c) Foreign Banks (FBs) operating in India. 



   

Indian Banking Sector is mainly dominated by Public Sector Banks.  Balance sheets of the 

Indian banks have been weighing down with high-levels of Non-Performing Assets, which are 

expected to impact the ability of banks to extend credit to the productive sectors of the economy 

thereby hurting the pickup in private capital expenditure. Moreover, a research publication of 

2014 warns that ―asset quality in India‘s banks has deteriorated sharply and if not tackled 

promptly then it may pose a systemic risk to the banking system—and by extension the Indian 

economy. A high proportion of NPAs steadily erodes the capital base of a bank, impinging on 

the ability of banks to raise fresh capital and continue lending for investment activities. Public 

Sector Banks are facing several concerns related to their profitability, asset quality, capital 

position and governance despite several measures taken by government and RBI to distress the 

sector.  

In the current scenario, stressed assets (SAs) have gained attention as the trend because of 

deteriorating asset quality which has emerged as a big economic risk for the Indian banking 

sector. In fact, Stressed Assets are powerful indicators of the health for any banking system. 

Hence, a new classification is made in the form of SAs besides NPAs that comprises of two 

categories  

1. Restructured loans  

2. Written-off assets  

We have observed a rapid increase in the SAs from last one decade. SAs in India have almost 

doubled from 5.7 per cent in FY 2008 to 10.2 per cent in FY 2013 and to 20% in Q1FY 2017 

which has impacted the banking industry adversely. However, the ratio of stressed assets to gross 

advances of the Indian banking system is increasing from 2013 onwards. It has risen from around 

6 per cent at the end of March 2011 to 11.1 per cent by March 2015. Shockingly, the PSBs have 

the highest stressed asset ratio share of 13.5 per cent of total advances as of March 2015, 

compared to 4.6 per cent in the case of PV banks.  

A key area of concern for the banking sector in general and PSBs in particular has been decline 

in asset quality, in relation to this concern several regulatory measures to de-stress banks‘balance 

sheets have been taken in the recent years, including in the year 2014-15. The basic  measure 

was “Framework for Revitalizing Distressed Assets in the Economy” was released by the RBI in 



   

January 2014. Following this, several regulatory steps were taken, which were aimed at 

instituting a mechanism for rectification, restructuring and recovery of SAs. These involved the 

preparation of a corrective action plan by the Joint Lenders‘ Forum (JLF) for distressed assets, 

periodic refinancing and fixing a longer repayment schedule for long-term projects as part of 

flexible structuring, extension of the date of commencement of commercial operations in the 

case of project loans to infrastructure sector without these loans being labeled as non-performing 

advances subject to certain conditions, strategic restructuring of debt involving the provision to 

convert debt into equity, guidelines related to classification of non-cooperative borrowers and 

willful defaulters etc.  

Indian banks are moving towards capital standards, as prescribed under the Basel III framework, 

the implementation of liquidity standards marks is the second important step in implementing the 

package of reforms suggested by the ―Basel Committee on Banking Supervision (BCBS). On 

January 1, 2015, RBI made the liquidity coverage ratio (LCR) operational as part of the Basel III 

framework on liquidity standards. The compliance to this ratio has been made easier for banks as 

a part of their Statutory Liquidity Ratio (SLR) investments has been deemed eligible to be 

classified as high quality liquid assets. Furthermore, the RBI also prescribed liquidity monitoring 

tools and liquidity disclosures for strengthening the liquidity management by banks. Fortunately, 

India has been in the strong position in terms of adopting capital adequacy norms, as per the 

Basel III framework, and in fact Indian Banks has stipulated a higher Capital-to Risk-Weighted 

Assets Ratio (CRAR) than what is recommended by the BCBS. In Jan. 2015, RBI also 

introduced a simple, back-stop, non-risk based measure of leverage in the form of an indicative 

Leverage Ratio of 4.5 per cent as part of a parallel run till the final norms for the same are 

prescribed by the BCBS. This measure was take in a hope that it will supplement the risk-based 

CRAR in monitoring excessive risk-taking. 

BCBS published its last update in January 2016 which stated the “Minimum capital requirements 

for market risk,” on the revised minimum capital requirements for market risk, which represents 

a key outstanding element of the post-crisis reforms. All banks are required to finalize the 

implementation of the revised market risk standards by January 2019 and to start reporting under 

the new standards by the end of 2019. In the final version of the regulation, most of the risk 

factors related to the sensitivity-based method have been amended. The most notable change 



   

refers to the treatment of Credit Spread Risk (CSR) that has been softened by reducing the risk 

weights and making securitizations less capital-consuming. According to the BCBS, banks 

would have to increase their capital for trading books by about 40%, while in a previous draft of 

the rules the rate was 74 per cent. Nevertheless the securitizations are still subject to the 

Standardized Approach (SA), making their capital requirements severely expensive. The BCBS 

has also brought clarity to certain fields such as cross currency basis risk by establishing a single 

cross currency basis (over USD or over EUR). Unfortunately, there are creses which are to be 

ironed out from the new regulation like asymmetric correlations which may lead to unrealistic 

charges or credit risk double counting.  

“The RBI, as a national regulator, has been actively involved in tackling this situation through 

various ways, such as instructing reviews of banks to identify the loopholes in the due diligence 

process, or mandating forensic audits for large corporates to identify the intent of key decision 

makers, or enhancing the scope of regulations around ‗willful‘defaulters” stated by SBI CTO 

Mr. Bhasin. More recently, it is allowing banks to take equity control for companies that fail to 

repay (strategic debt restructuring). The following initiatives by the regulator were perceived to 

be the most relevant in improving the NPA crisis situation: (a) Strengthening the procedure of 

appointment of top executives of public-sector banks, (b) Empowering lead bankers to conduct 

project appraisals for all the lenders in the consortium set up for sanctioning corporate loans 

above Rs. 500 
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Pre Insolvency and Bankruptcy Code, 2016 
 

Before the introduction of Insolvency and Bankruptcy Code, there were several statutes like 

SARFAESI, SICA, RDDB&FI etc. which dealt with the matter related to insolvency. But due to 

multiplicity of laws there was no single piece of legislation which completely dealt with all the 

matters related to Insolvency. Also, all the statutes were ‘debtor-friendly’ and due to which 

creditors were not able to recover their loans. As per the survey of World Bank only 13% of 

Non-Performing Assets can be recovered due to lack of concrete laws. Due to this, there was 

urgent need of coming up with some new law related to Insolvency matters. Below discussed are 

some of the challenges that were faced in old regime. 

Lower limit to initiate Proceedings 

Before the Insolvency and Bankruptcy code era, lower limit was much high to initiate recovery 

proceedings against the Corporate debtor. There are various acts which stated different provision 

related to recovery of money from the corporate debtor. They are as follows- 

1. Sick Industrial Companies Act (SICA) - As per the provisions of Sick Industrial 

Companies Act, 1985 a creditor could take action against the Corporate Debtor only if 

there was a loss of more than 50% of a company’s net-worth. As a result of this, by the 

time the creditors could even commence the process to recover their dues from the 

Corporate Debtor, a significant portion of its assets would have already been eroded and 

left value of assets would not be able to help creditor to recover loan advanced. 

 

2. The Securitisation and Reconstruction of Financial Assets and Enforcement of 

Security Interest Act, 2002 (SARFAESI ACT, 2002) – As per the provisions of 

SARFAESI Act, a secured creditor can enforce its security interest only when a ‘default’ 

occurs.  A ‘default’ is said to have occurred only after the debt has been written off as a 

‘Non Performing Asset’ in the books of account of the secured creditor. Therefore, a 

secured creditor would have to wait for a minimum of 180 days to proceed against a 

debtor for the recovery of outstanding debts. As per previous provisions default in the 

recovery matters is said to be occurred after 180 days. 

 



   

3. The Recovery Of Debts Due To Banks And Financial Institutions Act, 1993 

(RDDB&FI Act)- Provisions of RDDB&FI Act provide room for speedy recovery of 

debts and also the Debt Recovery Tribunals (“DRTs”) were not empowered to restructure 

the loan or make the debts sustainable. The DRTs were merely able to recover debts of 

the creditors by selling the movable or immovable properties of the debtor, appointment 

of a receiver for the management of movable or immovable property or in extreme cases 

arrest the individual debtor or such officers in charge of the corporate debtor. The 

RDDB&FI Act does not any have any provision in which really does not have any source 

to repay loan. RDDB&FI lacked provisions related to restructuring of debt. 

 

Possession 

Before the introduction of Insolvency and Bankruptcy code, previous law regime was related to 

‘Debtor Possession Regime’ in comparison with ‘Creditor Possession Regime’ in Insolvency and 

Bankruptcy Code, 2016. Previously held law regimes were more tilted towards debtor. This can 

be noted from the following- 

1. Sick Industrial Companies Act (SICA) - As per the provisions of SICA, during the 

period of inquiry and also during the preparation and sanctioning of schemes, the board 

of directors of the corporate debtor continued to remain in control of the assets of 

corporate debtor. In fact, one of the criticisms of the SICA was that the managerial 

personnel of the corporate debtor often embezzled the existing assets, thereby eroding the 

net-worth of the corporate debtor even more due to which there was nothing left for the 

genuine creditors. 

 

2. The Recovery Of Debts Due To Banks And Financial Institutions Act, 1993 

(RDDB&FI Act) - the  As per the provisions RDDB&FI Act at most a court-appointed 

receiver can be introduced and that too in the extreme cases for the management of 

movable or immovable properties of the debtor. 

 



   

3. The Securitisation and Reconstruction of Financial Assets and Enforcement of 

Security Interest Act, 2002 (SARFAESI ACT, 2002) – The SARFAESI Act provides 

for the management of a company to be wielded only by those companies which are 

registered under the CA 2013 as ‘securitisation companies’ or ‘reconstruction 

companies’. 

 

Liquidation and Winding Up 

1. Sick Industrial Companies Act (SICA) – As per the provisions of SICA, was observed 

that even when the Board for Industrial and Financial Reconstruction (“BIFR”) gave 

their approval for the liquidation of the corporate Debtor, the High Courts were reluctant 

to effect the liquidation for the simple reason that liquidation of the corporate debtor 

would render the employees of the corporate debtor jobless. This can also be seen in the 

cases of Modi Industries Ltd. vs. Nagar Palika, Modinagar and Narmada Aluminium 

Industries Ltd. vs. Appellate Authority where even subsequent to the recommendation of 

the BIFR to liquidate a Corporate Debtor, the High Court often stayed the proceedings 

which could be extended indefinitely merely on the grounds that the workers or the 

managers of the debtor contended during the proceedings that rehabilitation under the 

SICA Act was possible.1 

 

2. RDDB&FI Act and the SARFAESI Act- Both the acts did not have any provision for 

the winding up/ liquidation process of corporate debtor. 

 

Speedy Resolution 

 

1. Sick Industrial Companies Act (SICA) –Provisions of SICA also provided a room for 

the time bound resolution, in practice they were extremely inefficient. First and foremost, 

it was noticed that a petition for investigating a company’s financial condition by the 

BIFR took about a year or so just to get admitted. The BIFR itself estimated that it takes 

                                                           
1 Modi Industries Ltd. vs. Nagar Palika, Modinagar (AIR 2000 All 271 (Allahabad)), and Narmada Aluminium Industries Ltd. vs. 
Appellate Authority ((2005) 3 GLR 2296 (Gujarat)) 



   

about 5 (five) to 7 years for a company to be revived under SICA. 2 These delays 

perversely attracted companies to the BIFR primarily because the imposition of 

moratorium could enable the deferral of repayment obligations. Till that time assets are 

eroded and nothing is left for creditor to recover. 

 

Provisions of SICA are very much flexible that the BIFR may not only modify the 

sanctioned scheme but also send it for a fresh sanctioned scheme. There is no upper limit 

on the number of times the BIFR can either modify or send back a sanctioned scheme. 

Examination of cases such as Madhu Textiles Ahmedabad Ltd. vs. Official Liquidator 

indicates that in “many instances two or more sanctioned schemes are prepared and 

deliberated by BIFR and the operating agency before eventually proceeding towards 

liquidation.”3 

 

 

2. The Securitisation and Reconstruction of Financial Assets and Enforcement of 

Security Interest Act, 2002 (SARFAESI ACT, 2002) – Provisions of SARFAESI Act 

also provide for time-limits on when an appeal can be filed before various appellate 

authorities. However, there is no mention of time limit within which the security interest 

can be enforced4. 

 

3. The Recovery Of Debts Due To Banks And Financial Institutions Act, 1993 

(RDDB&FI Act) –Provisions of RDDB&FI Act also makes a room for the speedy 

resolution, that the DRT shall endeavor to dispose of the application of the creditor 

within 180 but the language of the statute itself makes it clear that it is a directory and not 

a mandatory provision 

 

 

 

                                                           
2 www.bifr.nic.in/geninfo.htm> 
3 Madhu Textiles Ahmedabad Ltd. vs. Official Liquidator ((2006) BC 98) 
4 SARFAESI ACT, 2002 



   

 

Nature 

 

1. The Securitisation and Reconstruction of Financial Assets and Enforcement of 

Security Interest Act, 2002 (SARFAESI ACT, 2002) – Provisions of SARFAESI Act 

did not include every firm in its scope for the recovery of debt. Only secured creditors 

could seek refuge under the provisions of the SARFAESI Act. 

 

2. The Recovery Of Debts Due To Banks And Financial Institutions Act, 1993 

(RDDB&FI Act)-  Provisions of RDDB&FI also provided limited recourse for the 

recovery od debt. Provisions of RDDB&FI Act allowed only banks and financial 

institutions to proceed against the Corporate Debtor under the RDDB&FI Act. 

 

3. Sick Industrial Companies Act (SICA) – Provisions of SICA were also limited to 

certain companies and were applicable only if the Corporate Debtor was in a ‘scheduled 

industry’ i.e., any of the industries specified in the First Schedule to the Industries 

(Development and Regulation) Act, 1951. 

 

 

 

 

 

 

 

 

 

 



   

 

Post Insolvency and Bankruptcy Code, 2016 
 

Insolvency and Bankruptcy Code, 2016 was notified on 28 May 2016 by Ministry of Law and 

Justice. This was serious attempt by legislation to bridge the gap between previously established 

insolvency law regimes as we have observed in the other part of this chapter. There were many 

laws which dealt with the Insolvency matters before Insolvency and Bankruptcy Code, 2016 like 

RDDB&FI, SARFAESI, SICA etc. but there were gaps among these laws due to which recovery 

of debt was not an easy and efficient process in India. Due to lack of concrete insolvency law we 

stood on 137th rank in the ease of doing business index. Insolvency and Bankruptcy attempted to 

bridge many gaps as discussed below- 

Lower limit to initiate Proceedings 

Insolvency and Bankruptcy code, 2016 has introduced a very low limit of default to initiate 

resolution process against a company, limited liability partnership or any other limited liability 

entity (“Corporate Debtor”). A default of INR 1 Lac is sufficient for any creditor to initiate 

Corporate Insolvency Resolution Process (“CIRP”) against the Corporate Debtor. Insolvency and 

Bankruptcy code, 2016 has authorized the Central Government to come up with any notification 

regarding the lower limit to initiate CIRP which should not be more than 1 crore. 

 

Possession 

An another crucial provision introduced by Insolvency and Bankruptcy Code is that for the first 

time in the jurisprudence of Indian insolvency laws, the Creditors have secured a crucial position 

in the control and management of assets of the corporate debtor if the corporate debtor defaults 

in its repayment obligations. On the occurrence of such a default, a financial creditor, an 

operational creditor or the corporate debtor itself may approach the NCLT with an application 

for initiation of the CIRP. Insolvency and Bankruptcy Code has laid down procedure in relation 

with the stakeholders in the assets of Corporate Debtor as follows- 



   

 

 

1. Financial Creditors: 

 The financial creditor can make an application to the NCLT for initiating the CIRP, at 

the very moment whenever default occurs.5 

 

2. Operational Creditors:  

Operational Creditor can also initiate the process at the moment when default occurs by 

serving a demand notice or invoice demanding payment from the debtor. If the corporate 

debtor fails to make such payment within 10 days or fails to notify the operational 

creditor of an antecedent dispute in relation to the requested payment then operational 

creditor can approach NCLT for the initiation of CIRP along with the served Demand 

Notice/Invoice or other related documents.6 

 

3. Corporate Applicant:  

Definition of corporate applicant also includes the corporate debtor (whose CIRP is 

proposed to be initiated) or its shareholder, management personnel or employees 

satisfying certain criteria. A corporate applicant is also eligible to approach NCLT 

whenever the default is triggered by way of application along with books of accounts to 

initiate CIRP.7 

Once the application for the initiation of CIRP is accepted by the NCLT and service of the 

application to the corporate debtor, the NCLT shall by order declare a statutory moratorium of 

180 days (extendable to a maximum further period of 90 days in exceptional circumstances) 

during which period; there is a statutory restriction on various issues like:  

(a) institution/continuation of suits against the corporate debtor;  

(b) transfer/ disposal of assets of the corporate debtor;  

                                                           
5 Kumar Saurabh Singh & Ashwij Ramaih, Heading a new era in Insolvency Resolution, V TCJ., 32,33 
6 IBID 
7 IBID 



   

(c) actions against the corporate debtor or his property under any other law;  

(d) recovery of property possessed by the corporate debtor but owned by third parties.  

Once the CIRP is initiated by NCLT, an interim resolution professional (“IRP”) is appointed 

who has limited role to collect claims and manage the affairs of the corporate debtor until the 

CIRP is advanced to next step i.e. formation of the committee of creditors. It is important to note 

that the powers of the board of directors of the corporate debtor are suspended once the IRP is 

appointed. IRP is authorized to direct officers and key managerial of corporate debtor to act upon 

his orders. 

Once the CIRP is advanced to next step i.e.  Formulation of Committee of Creditors (COC), at 

this stage IRP is removed and Resolution Professional (RP) is appointed. The management of the 

company is subsequently taken over by the RP with careful oversight of the COC. The COC 

consists of only financial creditors with inherited voting powers to the extent of financial debt 

owed to them at the meetings of the COC. The COC is vested with extensive veto powers and 

matters such as raising of interim finance in excess of the amounts decided by the COC, creation 

of security over the assets of the company, change in capital structure/ownership interest, 

undertaking of related party transactions, etc., requires the consent of the COC before such 

actions can be implemented by the corporate debtor. It is important to note that operational 

creditors have no voting powers and are mere observers at such meetings. All decisions of the 

Committee of Creditors require the consent of majority by vote of 75% of the voting 

shares/value of the financial creditors. COC formulated by financial creditor does not have any 

distinction between Secured and Unsecured Creditor. 

Liquidation /Winding Up 

An another crucial provision introduced by Insolvency and Bankruptcy Code, 2016 was that the 

Code lay down an objective legal position for the liquidation/winding up of the Company. The 

Code provides in the event that: 

(i) The Committee of Creditors cannot agree on a workable resolution plan within the 

Corporate Insolvency Resolution Process Period (i.e. 180 days extendable once by 

another 90 days); or 



   

(ii)  The Committee of Creditors decides to liquidate the company; or 

(iii)  The NCLT rejects the resolution plan; or  

(iv) the corporate debtor contravenes provisions of the resolution plan, the NCLT shall pass 

an order requiring liquidation of corporate debtor; 

 

As it can be clearly noted that this piece of legislation provides for the most objective criteria for 

the initiation of liquidation proceedings against the corporate debtor. Additionally the Supreme 

Court, in its recent order in the matter of Lokhandwala Kataria Construction Private Limited vs. 

Nissus Finance and Investment Managers LLP, has held that the “inherent powers enjoyed by 

the National Company Law Appellate Tribunal (the “NCLAT”) under Rule 11 of the National 

Company Law Appellate Tribunal Rules, 2016 does not apply to the provisions of the Code. This 

would mean while deciding matters under the Code, the NCLT or the NCLAT have no inherent 

powers to make such orders beyond the express provisions of the Code as could be done by the 

High Court under their inherent powers.8” 

 

Speedy Resolution 

 

Insolvency and Bankruptcy code, 2016 introduced the process Speedy Resolution. Under the 

provisions of this act there is a strict and rigorously time-bound resolution process at every stage 

of the Code. For instance, the CIRP has to be completed within a period of 180 days from the 

date the petition got admitted by the NCLT. This period is extendable to a maximum further 

period of 90 days in exceptional circumstances. The expiry of such date mandatorily triggers the 

liquidation process under the Code. The NCLAT has, in the matter of J. K. Jute Mills Co. Ltd. 

vs. Surendra Trading Co., held that “the time limit prescribed under the Code for initiating 

liquidation after the expiry of the moratorium period is mandatory.9” 

Insolvency and Bankruptcy code also provides for a fast track corporate insolvency resolution 

process which should be completed within a period of 90 days for  only certain kinds of 

corporate debtors such as unlisted companies whose total assets as reflected in books of account 

                                                           
8 Lokhandwala Kataria Construction Private Limited vs. Nissus Finance and Investment Managers LLP 

(Civil Appeal No. 9279 of 2017), 
9 J. K. Jute Mills Co. Ltd. vs. Surendra Trading Co. [CA (AT) No. 09/2017] 



   

of the previous financial year is INR 10 Crore or less, etc. As this type of companied would not 

able to survive through long process of insolvency. 

 

Nature 

 

Insolvency and Bankruptcy Code, 2016 is inclusive in nature in comparison with previously 

established recovery related law regimes. This Code is unique for being an all encompassing and 

inclusive piece of legislation. As stated by many researchers of 2016, “The Code is a 

comprehensive piece of legislation addressing insolvency/ bankruptcy issues pertaining not just 

to companies, LLPs (and other limited liability entities) but also to individuals and partnerships. 

It attempts to streamline the multifarious legislations which were in operation in India in this 

area and bring all relevant provisions under one common umbrella.” 

 

As we have seen the various new features introduced in Insolvency and Bankruptcy Code, 2016, 

now it is clearly evident that this Code has brought down a plethora of sweeping changes which 

has made it expeditious and efficacious for a creditor to ensure that its interests are protected. 

The innumerable petitions and appeals entertained before the NCLT and the NCLAT, 

respectively, and the overbearingly creditor-friendly manner in which the provisions of the Code 

have been interpreted, are heartening indicators that the Code has indeed rectified the issues and 

filled the lacunae that existed under the earlier insolvency regime. Although it has covered many 

gaps that existed in previous regimes but still there are certain creases which are to be ironed 

from this code as that can be seen in the various critique available. 

 

 

Impact on other Legislations 

  

Insolvency and Bankruptcy Code, 2016 has replaced previous insolvency regime and struck 

down many provisions. But it should have harmonizing effect with previous laws. It is evident 

from the above that that the sweeping changes introduced by the Code has some far reaching 

implications. Aimed at harmonising the existing laws with the new insolvency law regime in the 

country, the Code contains several provisions amending several previously existing legislations. 



   

Section 245 to Section 255 read with Schedules 1 to 11 elaborately list down various legislations 

which have been amended by the Code. The CA 2013, the RDDB&FI Act, the Sick Industrial 

Companies (Special Provisions) Repeal act, 2003 (the “SICA Repeal Act”) are just some of the 

legislations which have been substantially amended by the Code. There are some amended 

provisions as listed below: 

 

1. SICA Repeal Act 

 

 Sick Industrial Companies Act (SICA) was one of the many legislations in the 

insolvency law regime which played a vital role in many cases before the enactment of 

Insolvency and Bankruptcy Code, 2016. And it was sought to be repealed by way of the 

SICA Repeal Act long before the enactment of the Code. However, the SICA Repeal Act 

was never notified and never came into effect until after the Code came into existence. 

Under Section 3 of the SICA Repeal Act, the BIFR constituted under Section 4 of the 

SICA and the Appellate Authority for Industrial and Financial Reconstruction (“AAIFR”) 

constituted under Section 5 of SICA became functus officio which means it was 

abolished. Section 4(b) of SICA Repeal Act also held that any inquiry of proceedings still 

pending before BIFR and AAIFR would stand abated. The Code vide Section 252 read 

with the Eighth Schedule amended this provision. Subsequent to this amendment, when a 

corporate debtor in respect of which such appeal or reference or inquiry stands abated 

may make a reference to the NCLT under the provisions of Insolvency and Bankruptcy 

Code within a period of 180 days of the commencement of the Code. This is also valid 

for debts arising out of personal guarantees as was enunciated by the NCLAT in 

Schweitzer Systemtek India Private Limited vs. Phoenix Arc Private Limited. However, 

if BIFR or AAIFR has already issued an order, then that order is saved under Section 5 of 

the SICA Repeal Act.10 

 

2. Companies Act 2013 

 

                                                           
10 Systemtek India Private Limited vs. Phoenix Arc Private Limited (Company Appeal (AT) (Insolvency) No. 129 of 
2017) 



   

Companies Act 2013 is another most crucial legislation whenever there is anything 

related to a company and it has been amended quite substantially to bring it in symmetry 

with the Code. These amendments have been made under Section 255 read with the 

Eleventh Schedule of the Code. Some of the important amendments are listed as under- 

 

 Section 2(94a) has been inserted into the Companies Act, 2013 to lay down that the 

term ‘winding-up’ has inclusive effect underneath its definition, it also includes 

liqudation under the Insolvency and Bankruptcy Code,2016 

 

 The complete Chapter XIX which had Sections 253 to 269 in relation with pertaining 

to revival and rehabilitation of sick companies has been omitted. 

 

 Section 271(a) of Companies Act, 2013, which previously allowed a creditor to file a 

petition to wind-up a company for its inability to pay its debts. While, Section 272(b) 

listed creditors in the list of entities empowered to initiate winding up petitions 

against the Company. Subsequent to the Code, both these provisions have been 

omitted. The conclusion of such omissions is that if a Corporate Debtor has defaulted 

in its repayment obligations, then creditor is allowed to file an application for 

initiation of CIRP in NCLT against the company of corporate debtor for the recovery 

of debt. 

 

 Section 275 of Companies Act, 2013 provided that the provisional liquidator or the 

company liquidator shall be appointed from a panel maintained by the Central 

Government consisting of chartered accountants, company secretaries, advocates, etc. 

However, this provision has also been amended by the Code. Post this amendment, 

the liquidators shall be appointed by the NCLT from amongst the panel of resolution 

professionals registered with the Insolvency and Bankruptcy Board of India (“IBBI”) 

as per the provisions of the Insolvency and Bankruptcy Code,2016  

 

 Section 289 of Companies Act, 2013 which previously authorized NCLT to put the 

stay on winding up proceedings has also been amended. Additionally, the whole of 



   

Part II of Chapter XX (from Sections 304 to 323), stating the provisions related to 

voluntary winding up has also been omitted.  

 

 Section 327 of Companies Act, 2013 which previously dealt with ‘preferential 

payments’ provides for the order of priority in which the debts are discharged. This 

provision does no longer exist when liquidation process has been initiated under 

Chapter III of Part 1 of the Code. The order of priority shall instead be governed 

under Section 53 of the Insolvency and Bankruptcy Code, 2016. 

 

  Section 434(d) of Sick Industrial Companies Act provided for the abatement of 

proceedings initiated before BIFR or AAIFR. This provision is also repealed.  

 

 Insolvency and Bankruptcy Code, 2016 has also made substantial amendments to 

provisions in the Companies Act, 2013 regarding the transfer of proceedings by 

effecting amendments to the Companies (Transfer of Pending Proceedings) Rules, 

2016 read with Companies (Removal of Difficulties) Fourth Order, 2016. Some of the 

important developments are as follows- 

 

o  All winding-up petitions pending before the High Court on the ground of 

“inability to pay debt”, where, such petition has not been served on the 

corporate debtor according to the Company Rules, 1959, shall be transferred 

to the NCLT and such petitions shall be treated as an application under 

Sections 7, 8 and 9 of the Code, as the case may be, should also include 

details proposed by Insolvency Resolution Professional.  

 

o All other winding up petitions filed on any other basis and wherein such 

petition and also has not been served upon the corporate debtor as according 

to jurisdiction and such petition shall be treated as petition under the 

subsequent provisions of the Companies Act, 2013. 

 

 



   

3. Central Excise Act, 1944  

 

As per the language of Section 246 of Insolvency and Bankruptcy Code read with the 

Second Schedule amends the provisions of the Central Excise Act. Section 11E of the 

Central Excise Act dealt with “first charge over any liability under the Act.” As per this 

section, the first charge over the debtor’s liability under the Central Excise Act will be 

subject to the provisions of Section 529A of CA 2013, RDDB&FI Act and SARFAESI 

Act. But after the amendment introduced by Insolvency and Bankruptcy Code, the first 

charge is also subject to the provisions of the Insolvency and Bankruptcy Code, 2016. 

 

4. Customs Act, 1962  

 

As we observed the amendment in Central Excise Act, similarly, Section 248 of 

Insolvency and Bankruptcy Code, 2016 read with the Fourth Schedule amends provisions 

of the Customs Act, 1962. Section 142A of the Customs Act, 1962 also dealt with “first 

charge over any liability under the Act” Under this section, the first charge over the 

debtor’s liability under the Central Excise Act will be subject to the provisions of Section 

529A of CA 2013, RDDB&FI Act and SARFAESI Act. But after the amendment 

introduced by Insolvency and Bankruptcy Code, the first charge is also subject to the 

provisions of the Insolvency and Bankruptcy Code, 2016. 

 

5. Finance Act, 1994  

 

As per the language of Section 250 of Insolvency and Bankruptcy Code, 2016 read with 

the Sixth Schedule amends provisions of the Finance Act, 1994. Section 88 of the 

Finance Act deals with “first charge over any liability under the Act” Under this section, 

the first charge over the debtor’s liability under the Central Excise Act will be subject to 

the provisions of Section 529A of CA 2013, RDDB&FI Act and SARFAESI Act. But 

after the amendment introduced by Insolvency and Bankruptcy Code, the first charge is 

also subject to the provisions of the Insolvency and Bankruptcy Code, 2016. 

 



   

6. Income-tax Act, 1961  

 

As per Section 247 of Insolvency and Bankruptcy Code, 2016 read with the Third 

Schedule amends the provisions of the Income-tax Act, 1961. Under Section 178 of the 

Income-tax Act dealing with “company in liquidation” – the procedure to be followed 

under Section 178, by a liquidator / receiver of a company being wound up. But after the 

amendment introduced by Insolvency and Bankruptcy Code, the procedure of liquidation 

is subject to the provisions of the Insolvency and Bankruptcy Code, 2016. 

 

7. Limited Liability Partnership Act, 2008  

 

As per Section 254 of Insolvency and Bankruptcy Code, 2016 read with the Tenth 

Schedule amends certain provisions of the Limited Liability Partnership Act, 2008. 

Along the lines of Section 271(a) of the Companies Act 2013, the provisions related to 

winding up of LLPs for its inability to meet its repayment obligations as per the language 

of Section 64 of the LLP Act is now repealed 

 

 

8. SARFAESI Act  

 

As per Section 251 of the Insolvency and Bankruptcy Code, 2016 read with the Seventh 

Schedule amends provisions of the SARFAESI Act. Section 13(9) of the SARFAESI Act 

provided for enforcement of security interest, where there are multiple secured creditors. 

Now the applicability of this provision has been made subject to the provisions of the 

Insolvency and Bankruptcy Code, 2016. Section 251 of the Code deals with the matters 

related to it. 

 

9. Payment and Settlements Act, 2007  

 

As per Section 253 of the Insolvency and Bankruptcy Code, 2016 read with the Ninth 

Schedule 9 amends certain provisions of the Payment and Settlements Act, 2007.  



   

According to Section 23 of the Act, Payment and Settlements Act provides for the 

procedures pertaining to Settlement and netting procedures.  Also, Clause 4 of Section 23 

of Payment and Settlements Act, 2007 provided for non-obstante clause when a system 

participant has been declared insolvent under the Banking Regulation Act, 1949, 

Companies Act 2013, etc. Subsequent to the amendment, now Insolvency and 

Bankruptcy Code,2016 is also added to the list. 

 

Also, Section 23A of the Payment and Settlements Act, 2007 provided for a similar non-

obstante clause while dealing with provisions pertaining to protection of funds collected 

from customers”. Insolvency and Bankruptcy Code, 2016 is also added to the list of non-

obstante clause. 

 

In relation to above-stated amended provisions, the Insolvency and Bankruptcy Code, 

2016 has also introduced significant amendments to the RDDB&FI Act and the Indian 

Partnership Act, 1932. These amendments are drafted but not notified. 

 

 

10.  RDDB&FI Act  

 

 As per Section 249 of Insolvency and Bankruptcy Code, 2016 read with the Fifth 

Schedule has introduced several amendments to the RDDB&FI Act. 

 

 Also, Section 3(1A) has been added to the RDDB&FI Act which empowers the 

Central Government to establish DRTs and its benches as it may consider necessary 

to exercise the jurisdiction, powers and authority conferred on such Tribunal by or 

under the Code. This particular section of RDDB&FI has expressly made clear that 

the Debt Recovery Tribunals shall act as the Adjudication Authority for the matters to 

the RDDB&FI Act. 

 

 Also, Section 17(1A) has been added to the RDDB&FI Act which specifically 

provides that the Debt Recovery Tribunals shall exercise its jurisdiction, powers and 



   

authority to entertain and decide applications pertaining to insolvency of individuals 

as stipulated in Part III of the Code. Furthermore, Section 17(2A) has also been added 

in RDDB&FI Act to stipulate that the appeals from the Debt Recovery Tribunals 

pertaining to insolvency of individuals would be entertained and heard by the 

Appellate Tribunal established as per the procedure under RDDB&FI Act. 

 

 

11. Indian Partnership Act, 1932  

 

 As per Section 245 of Insolvency and Bankruptcy Code, 2016 read with the First 

Schedule has introduced amendments to the Indian Partnership Act, 1932.  

 

 As per Section 41 of the Indian Partnership Act provided for the compulsory dissolution 

of partnership firm in case all but one of the partners of the firm are declared insolvent. 

This provision has also been repealed. 

 

Along with the amendments in old regime laws of Insolvency, the Insolvency and Bankruptcy 

Code, 2016  has also repealed The Provincial Insolvency Act, 1920 and the Presidency Towns 

Insolvency Act, 1903. These legislations governed the law pertaining to the insolvency of 

individuals. While the latter was applicable in the cities of Mumbai, Kolkata and Chennai, the 

former was applicable to the rest of the country. However, both these laws are largely in pari 

materia with each other. Section 243 of the Insolvency and Bankruptcy Code, 2016 expressly 

provides that both the above-mentioned laws are now repealed. However, it is again pertinent to 

note that this section has not been notified as the provisions of the Code under Part III related to  

insolvency of individuals is yet to be notified. 

 

 It can be clearly observed from the first part of this chapter, that the insolvency regime in the 

country that existed prior to the Code was a mixture of multiple incongruous legislations 

governing different kinds of stakeholders, and providing different kinds of remedies. However, 

but after the introduction of amendments by the Code discussed above, it appears that there is 

symmetry and harmony between all legislations pertaining to the recovery of outstanding debts. 



   

An effective, smooth, harmonized and efficacious legislation providing for speedy resolution is 

what any economy needs for the recovery of outstanding debts by creditors. 
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Findings 
 

Non-Performing Assets started increasing sharply in the balance sheets of bank since the end of 

2011. This was also the same  period when the growth in India‘s GDP had started slowing down 

from levels of above 8 %to 6.2 %in FY 2012 and further to 4.5 %and 4.7 per cent, respectively 

in the subsequent years. Growth rates are higher at 5.6 %and 6.6 per cent, respectively in FY 

2013 and FY 2014. During these years, Indian economy also faced low industrial growth, as well 

as, build-up of stalled projects as there were challenges in areas, such as mining, power, land, 

environment to name some. Industrial growth came down to 1.1 %in FY 2013, -0.1 %in FY 2014 

and 2.8 %in FY15. Growth in bank credit has also averaged a lower number of 13.5 %for the 

period FY 2012-2015 compared with 19.5 %in the preceding four years. Therefore, the 

conditions have not been favorable from the very beginning and hence, always contributed to the 

higher growth in Non-Performing Assets. It has been observed historically that banks also tend 

to lend more money when economic conditions are good. However, once the downturn sets in 

the business cycle, the assets come under pressure and move towards becoming Non-Performing 

Assets—especially those in the infrastructure sector as well as loans given to the SME segment 

which get impacted significantly during a downturn. Also a sub-optimal monsoon leads to an 

increase in Non-Performing Assets on farm loans. All these factors contributed to building-up of 

Non-Performing Assets over the period. 

 

The Funds advanced by banks are classified as “Assets” in the balance sheet of a bank, which 

generate income‘(via interests, principal by way of installments). If an installment is not paid 

until the due date, it is called a bad loan. If it extends beyond 90 days, it is termed Non-

Performing Asset. The ratio of NPAs by total loans advanced given by a bank is a commonly 

used as indicator for reflecting the health of the banking system. Gross/Net NPA %is percentage 

of Gross/Net NPA towards the gross advances. Non-Performing Assets indicate the quality of 

loan book. The higher NPA is as higher bad luck for the bank, as they do not get income on loans 

classified under Non-Performing Asset (lesser revenue) and they need to set aside provisions 

(lower profits) for the Non-Performing Asset identified. By the end of June 2016 the total 

amount of Gross NPAs for public and private sector banks is around Rs. 6 lakh crore. In absolute 

terms, State Bank of India (SBI) has the highest value of Gross NPA around Rs. 93,000 crores. 



   

Punjab National Bank (PNB) (Rs. 55,000 crores) and Bank of India (BoI) (Rs. 44,000 crores) 

come next. But how severe is the Indian bad loan problem? A look at the ratio of bad loans or 

Non-Performing Assets (NPA) across the world shows that India‘s NPA levels is one of the 

among worst-performing major economies of the world and which is not a good indicator for any 

foreign investor to invest in. 

Only way to have low Non-Performing Asset is that not to be involved in high retail loans and 

this is the reason that only banks which are not involved in high retail loans are the banks to have 

low Non-Performing Assets. The Yes Bank, IndusInd, HDFC, Kotak, Axis, Federal, Lakshmi 

Vilas, DCB and CUB all have gross Non-Performing Asset‘s below 3 per cent. The Indian 

Overseas Bank, UCO Bank, United Bank of India, PNB, Central Bank of India and Bank of 

India have alarmingly high level (>13 per cent) of Gross NPA per cent. India Overseas Bank 

(gross NPA at 20.48 per cent) will not be able to survive in the market if it goes above its current 

level, unless they bring the cash in forms of deposits in the bank. 

 

 

 

Below given table represents information on the actual value of Non-Performing Assets across 

Public banks (PSB), Private banks (PVB) and Foreign banks (FB) groups over the period of  last 

5 years spread over from 2010 to 2015. The difference between the state-owned banks and 

private sector banks is starker when we compare their asset quality. Gross Non-Performing 

Assets (NPA) as percentage of total loans and advances is higher in public sector banks than 



   

private banks. The share of PSBs in total Non-Performing Assets has been continuously on the 

rise over the last 5 years from 70.83 %in FY 2010 to 85.19 %in FY 2015. Therefore, there has 

been concentration of Non-Performing Assets in this segment. Also, in value terms the 

incremental increase has been more perceptible after FY 2012 with an increase of between Rs. 

44,670 to 59,972 crore each year. It is quite obvious that level of stressed assets has gone up. It is 

important to note that the numbers mentioned here are the classified Non-Performing Assets and 

do not include the restructured assets, which is another main aspect of stressed assets that had 

built-up largely due to the infra-sector, which was buffeted by extraneous forces that made debt 

servicing difficult. Also, these Non-Performing Assets are after the sale Asset Reconstruction 

Companies, and SDR (strategic debt restructuring) act asset to these companies, for example, 

(ARCIL in India) purchase stressed assets from Commercial Banks at a discount. They are 

holder of assets and liabilities of borrowers whose Non Performing Asset accounts are sold by 

the financing Banks. “When the Asset Reconstruction Companies realize the dues from 

borrowers they make a profit as they have purchased the assets at a discount. Banks also benefit 

as their Non Performing Asset level goes down and their blocked assets become liquid, which 

they can further lend or invest”, as per Crisil-Assocham Study, 2016 

 

A deadly combination of increase in the growth of Gross Non-Performing Assets, as well as, 

lower provisioning, net Non-Performing Assets also registered higher growth. It was on the 

higher side for public sector banks, followed by private sector banks. In the last few years, banks 

restructured their fund advanced to contain the deterioration in asset quality due to increasing 

Non-Performing Assets. Gross NPA growth and Net NPA growth are strong indicators of health 

of banking industry. Higher slippages need to be offset with higher provisioning, which again is 

going to take a toll on bank profits. From the perspective of the Indian banking industry, the 

Quarter 1 of FY 2017 Non-Performing Asset growth has been below 15 % (Quarter to Quarter 

basis) for most of the banks. But there have been some exceptional cases too. The Gross NPAs 

of the above 37 banks together stands at Rs. 6.24 Trillion, which grew over 9.65 %comparatively 

with previous quarter. The Net Non-Performing Asset of the above 37 banks totally makes Rs. 

3.66 Trillion, which grew over 10.15 %in comparison with previous quarter. 



   

 

 

Another table given below represents the growth pattern of Non-Performing Assets across all the 

three categories of banks (Public, Private and Foreign banks) over the 5 year period from 2011 to 

2015. Unfortunately, the average growth rate of NPA belonging to Public sector banks during 

2011 to 2015 was abnormally at a very high side at a level of 36.74 %. Growth in total Non-

Performing Assets has been fairly high with a compounded average rate of 31.38 % over the 5-

year period. This percentage has thus increased in comparison with credit thus bringing to the 

obsolete development of the problem. Such a situation signifies an inherent weakness in the 

system that has to be resolved on the priority basis. 

 

The table given above clearly represents that Public Sector Banks (PSBs) have witnessed the 

highest growth rate in comparison with other sector banks in the share of total Non-Performing 

Assets of the banking system. However, private banks have also witnessed a sharp increase in 

growth rate of Non-Performing Assets implying that the downturn does affect all banks alike and 

hence, depending on the portfolio on the assets side, the intensity differs. Foreign banks  also 

have been party to it  but mixed form in terms of growth in Non-Performing Assets, being high 

(35-45 per cent) in the years FY 2012-FY 2014, but declining in the other two years. The 

conclusion that emerges is that while Public Sector Banks have definitely had the highest growth 



   

in Non-Performing Assets, the trend in other banks was also the same, albeit at a lower level. 

Typically, banks with a higher retail portfolio, as well as, lower proportion of legacy loans would 

tend to have better NPA ratios. Private sector banks, on the whole, would be scoring better on 

both these counts. If we look at Indian Banking Sector as a whole then it has been continuously 

increasing since 2012 after declining in 2011 and on the other hand loans advanced has 

continuously been decreasing. 

 

Another table given below represents NPA ratios Bank Group Wise which clearly shows that the 

Non-Performing Asset ratio has been the highest (4.13%) for Public sector banks (PSBs), 

followed by the Foreign banks (FBs) (3.96%) and Private sector banks (PVBs) (2.64%). 

Shockingly, in case of Public Sector Banks, it has been continuously increasing over the 5 years, 

while for the foreign banks it declined to 2.76% in FY 2012 and then rose from 3.04 to 3.86% till 

FY 2014 before slightly declining to 3.20 %in FY 2015. Fortunately, the private sector banks 

have witnessed a decline (2.99 to 1.78%) in NPA ratio till FY 2014 before increasing to 2.10% in 

FY 2015. 

 

 

 

Few agencies involved in the workings of Ratings have voiced concern over public sector 

banks‘capital needs and inadequacy of funding options. It is expected that asset quality to be 

under pressure over next year. Despite government‘s plans to increase capital infusions into 

banks, there are several more injections were required to support banks‘ credit needs, while the 

latter also manages pressures of asset quality, resolution of problem loans and elevated credit 

costs. Banks are now relying their hopes on “Insolvency and Bankruptcy Code (2016)” for 



   

effective loan recovery within stipulated time period of 180+90 =270 days. “Effective 

implementation of the Insolvency and Bankruptcy Code, 2016 have the potential to release about 

Rs 25,000 crore capitals which are currently blocked as Non-Performing Assets over next 4-5 

years”11. If implemented successfully as per the manner of its essence, the Insolvency and 

Bankruptcy Code, 2016 will help India‘s banking sector catch up with or even exceed the 

recovery rates of 32 % and average time taken of 2.8 years in other emerging markets.The code 

will also contain slippages into Non-Performing Assets by spawning better credit discipline. 

“The RBI has already tightened norms for wilful defaulters, which, together with implementation 

of the code, will enhance recoveries from such borrowers and improve overall credit discipline, 

Crisil said.” 

 

The expression that goes on saying that public sector banks (PSBs) could have been more 

diligent while disbursing huge loans also becomes clearer from the chart, as depicted in below 

given figure, which shows how private sector banks have kept their net NPA ratio much lower 

than all other banks in the country. While nationalized banks had 3.45% of Non-Performing 

Assets out of their net lending in 2015, private banks kept the ratio to less than 1 %even though it 

has risen over the years. “While all banks‘ fresh NPA generation rate was ~6 %for FY 2016, 

banks‘ fresh NPA generation is likely to moderate to around 4 to 4.5 %in FY 2017 as a large 

proportion of the weak advances may been classified as Non-Performing Assets in FY 2016,” 

says Karthik Srinivasan, Co-head Financial Sector Ratings, ICRA . 

 

 

Action Taken by Bank on Non-Performing Assets 

                                                           
11 Crisil-Assocham joint study 



   

Reserve Bank of India as regulator and the Government of India as the owner of the largest 

number of banks in the country must quickly take control over the large defaulters. RBI has 

defined “wilful defaulter as a borrower who intentionally defaults on its repayment obligation, 

despite adequate cash flows, or has diverted/siphoned off funds, or not utilized the funds for the 

purpose for which it was taken.” Recently, RBI widened the scope of wilful defaulters by 

covering guarantors under its purview. While these changes are a welcome step, there are many 

reasons which curb bankers from declaring NPA borrowers as ‘wilful defaulters’. As per the 

guidelines, fraud accounts should have high provisions with in comparison with Non-Performing 

Assets Account. 

There was a time when bad loans are witnessing a surge, the rate of recovery of bad assets by 

banks has witnessed a decline, as highlighted in as given in above figure. “The rate of recovery 

of Non-Performing Assets was 10.3% (or Rs. 22,800 crore) in comparison with the total Non-

Performing Assets of Rs. 221,400 crore during fiscal year which ended on March 2016, against  

Rs. 30,800 crore (12.4%) of the total amount of Rs. 248,200 crore reported in March 2015”, data 

from the RBI has said. According to the RBI, “the rate of recovery was 18.4 %(or Rs. 32,000 

crore) out of the total Non-Performing Assets of Rs. 173,800 crore reported in March 2014. The 

recovery rate was even higher at 22 %(Rs. 23,300 crore) in March 2013 out of the total reported 

Non-Performing Assets of Rs. 105,700 crore”, the RBI said in its database on the Indian 

economy. The RBI said “a total of 46.54 lakh cases to recover Non-Performing Assets were filed 

in Lok Adalats, debt recovery tribunals and under the SARFAESI Act. Of this, 44.56 lakh cases 

were taken up by Lok Adalats during fiscal March 2016. Public sector banks, which are 

burdened with a high proportion of the banking sector‘s Non-Performing Assets, could recover 

only Rs. 19,757 crore as against Rs. 27,849 crore during the previous year”, the RBI said. “The 



   

deceleration in recovery was mainly due to a reduction in recovery through the SARFAESI 

channel by 52 %from Rs. 25,600 crore in 2014-15 to Rs. 13,179 crore in 2015-16. On the other 

hand, recovery through Lok Adalats and DRTs increased”, the RBI said in its ―Report on 

Trends and Progress in Banking, (2014). 

 

In the previous year. Finance Minister Arun Jaitley called the “levels of Non-Performing Assets 

in public sector banks unacceptable” at the time when he announced a Rs. 70,000 crore 

compensation plan for these banks, distributed along four years. In this budget too, Jaitley 

announced “a package and stressed that the banks will have clean balance sheets by 2017, which 

seems to be a case of wishful thinking.” 

 

There are two important aspects of Non-Performing Assets- 

 

(a) The responses from banks in terms of write-offs 

(b) Provisions which finally affect their balance sheets.  

 

Table given below represents a brief picture of the total write-offs of all banks, which have been 

increasing over the period, especially from FY 2013 and 2014 onwards. In the FY 2015, total 

write-offs were at the peak of Rs. 60,050 crore, which is 0.79 % of total outstanding loans as of 

March 2015. However, write-offs were 26 % of total operating profits, which is quite substantial. 

From the perspectives of average Non-Performing Assets write-off, once again, Public Sector 

Banks were leading (with Rs. 20,025.8 crore), followed by Private Banks (with Rs. 5492.6 crore) 

and Foreign Banks (with Rs.1271.6 crore). During 2013 to 2015, 29 public sector banks wrote 

off their Rs. 1.14 lakh crore of bad debts. For instance, SBI alone declared loans worth Rs. 

21,313 crore as unrecoverable in 2015 compared to Rs 5,594 crore in 2014. The problem has 

become so severe that the RBI Governor Raghuram Rajan has also been “emphasizing on the 

need to clean-up balance sheets and performing a ―deep surgery on the balance sheets which 

will need an anaesthetic in the form of recognizing Non-Performing Assets on the financial 

books.” The future of India‘s economy relies on how promptly we deal with clearance of huge 

stressed assets and banking sector starts to perform without stress.  



   

 

Another important concept in banking industry is Provision Coverage Ratio (PCR) which 

indicates the percentage of provisions done for the outstanding Non-Performing Assets. The RBI 

prescription (though not mandatory) is at 70 %, but many banks are unable to achieve this target. 

Higher provisioning takes a hit at the profits, and hurts capital–a very high provisioning will hit 

their capital hard and thus reduce their Capital Adequacy Ratio (CAR). Most of the banks, PCR 

lie in the range of 45 to 55 % indicating the banks are not anywhere close. Rather than 

provisioning for the Non-Performing Assets, they bet on a recovery (the rest they can write off as 

bad debt, rather than provisioning for the whole NPA). In 2017, an approximate value of Rs. 

42,477 crore was the total provisioning done by the above 37 banks for the reported quarter. The 

provisioning declined by 44.60 %compared to last quarter. For the reported quarter, the total 

provisions of the above said 37 banks accounted for 16.37 %of their revenue. In comparison with 

last quarter it was 30.78 % 

 

Below given table represents data on provisions made by banks in lieu of Non-Performing 

Assets. Like write-offs, provisions made by banking industry for Non-Performing Assets have 

witnessed a sharp increase continuously in FY 2014 and FY 2015. Keeping in view the average 

figures of NPA provisions made by banks, public sector banks were leading with provision of 

Rs. 48,787 crore, which was followed by Private sector banks (Rs. 8278.2 crore) and Foreign 

banks (Rs. 2699 crore). Surprisingly, the average of NPA provisions made by the banking 

industry collectively was Rs. 30,679 crore in 2010 to Rs. 79,783 crore in 2015, with an overall 

average of Rs. 59,764.2 crores. While the provisions made by the Public, Private and Foreign 

sector banks for their Non-Performing Assets were a high multiple of write-offs in the first 4 

years, this has come down in the last two years, indicating a combination of either more Non-

Performing Assets being written-off and/or lower provisions being made keeping in mind the 



   

profit movement to impress their shareholders. The credit cost (defined as provisions to average 

outstanding advances in two years) has been continuosly increasing from 0.87 % in FY 2011 to 

1.04 % and 1.11 %in previous 2 years, respectively. 

 

“It is important that those who availed loans from banks do not misuse the write-off route. 

During 2010-11, the Government of India injected Rs. 20,117 crore as capital in PSBs; this 

infusion amounted to Rs. 12,000 crore and Rs. 12,517 crore, respectively, during 2011-12 and 

2012-13. During 2013-14, the GOI announced an infusion of Rs. 14,000 crore in the latest 

Budget,” added Venkatesh (2017) in his media report. On an average, the write-off amount 

accounts for about 15 to 25 % of the capital injected in these years. Hence, it is important that 

this write-off route is used to avoid the misuse of the route by taxpayers. In the FY 2016, the 

Non Performing Aseet scene has become more severe over the quarters. This information is 

recorded from sub-set of 39 Indian banks, 24 in the public sector and 15 in private banks.  

 

Average Gross Non-Performing Assets across all banks increased from 4.4 %in Q4-FY 2015 to 

4.7 %in Q1-FY 2016 to 4.9 % in Q2-FY 2016 and 8.1 % in Q3-FY 2016. As it can be observed 

from the table given below, most of the increase in the Non-Performing Assets can be attributed 

to the Public Sector Banks. It needs to be noted that out of the 24 PSBs banks, only 4 banks have 

gross Non-Performing Assets below 5 %in Q3-FY 2016. Two of them have had a ratio of above 

10 per cent, while 7 had between 8 to10 per cent. Although, lower Non-Performing Assets of 

private sector banks have also increased from 2.0 %in Q4-FY 2015 to 2.7 %in Q3-FY 2016. 

Only two of them had ratios of above 5 %and are old private banks. 



   

 

The Non-Performing Asset problem has become a major concern in banking sector, and some 

banks like Indian Overseas Banks have taken too much of a setback they are tottering and the 

only reason they are not insolvent is some of these banks are government owned. The higher 

Non-Performing Asset ratios for some Public Sector Banks for December quarter can be 

attributed to prudent recognition norms following the advice given by the RBI, as well as, 

recognition of some restructured assets as non-performing as per the new guidelines besides 

absolute numbers increasing due to corporate stress. Economic slowdown, incorrect credit 

assessment, governance issues and wilful default are other reasons for this increase in Non-

Performing Assets. The Non-Performing Assets, according to the RBI (2014a), are concentrated 

in sectors such as infrastructure, mining, textiles, steel and aviation, which could still be under 

pressure given the direction of global commodity prices. Further, the price movements in steel on 

account of the China factor would continue to exert pressure. RBI and the Ministry of Finance 

are taking steps to mitigate the risks around the NPA bubble. The emphasis is more on 

proactively managing the account and identifying the early warning signals before it turns bad. 

 

 

 

 

 

 

 
 



   

Conclusion and Recommendation 
 

Non-Performing Assets have been inherited in economic cycle. Often, the loans adavanced 

during the good coditions stop performing when conditions turn adverse. The recent fall in 

commodity prices has affected several industries and those which are leveraged have had issues 

with debt servicing. The interest cover ratio has also been declining over the last few quarters 

(Care Ratings, 2016). Non-Performing Asset Life Cycle in Banks can prove to be a valuable tool 

to reduce Non-Performing Assets in Banks. There are three stages of the life cycle of Non-

Performing Assets in banks. The first stage consists of identification, second stage consists of 

investigation by measurement and the last and last stage consists of resolution through crisis 

management and revitalization of stressed assets. RBI has laid an emphasis on banks to be 

proactive approach towards recognizing stress level and to take remedial measures in order to 

preserve the economic value of assets. Under the guidelines of RBI Special Mention Accounts 

(SMAs) classification has been introduced recently, coupled with defining a time bound 

procedure for deciding the course and nature of remedial actions. In addition, RBI has also taken 

various steps in strengthening the NPA resolution eco-system in India, which includes several 

measure like increase in foreign participation rules in Asset Reconstruction Companies in India 

and introduction of sunset clause to regulatory forbearance accorded to restructured accounts up 

to March 2016. 

 

The following are some thoughts on reducing Non-Performing Assets: 

 

1. More stringent credit approvals from the point of view of banks. Weak banks could 

pursue narrow banking until such time their books look better after capitalization. This 

process could lower the profits in financial statements. 

 

2. More careful monitoring of assets, especially those with high value. Banks can have 

separate departments to address the same. 

 



   

3. Better warning signals to address the issue initially. This would be in the nature of 

picking up signals on policy or industry developments besides the regular financial 

indicators. 

 

4. More improved system for the dissemination of information on the Non-Performing 

Assets especially on those who are willful defaulters or have very large debt overhang. 

This can be very useful for banks while sanctioning fresh loans. 

 

5. Recognizing the same in a prudent manner and making provisions thereof. 

 

6. Dealing with banks on priority basis that have high Non-Performing Assets. 

7. Asset reconstruction companies would need to run in parallel to takeover such assets. 

Creating a bad bank is an idea to be pursued in this respect. 

 

 

Assuming that these books are cleaned up by March 2016, a recovery in industrial prospects 

should help to lower the delinquency rates. The RBI had also noted in its draft guidelines on 

large exposures of banks that a certain segment should be migrated to the corporate debt market. 

Such a move will help to spread risk across sectors. Given that there will be an upward pressure 

on funding once the investment cycle recovers and infrastructure investment picks up, there will 

be the need to provide for the same through the financial system. Banks may not be able to fully 

accommodate this requirement and hence, it may be expected that there would be a diversion to 

the bond market. The challenge however will still remain for the system to ensure that 1-5 

mentioned above are assiduously followed to keep these numbers under check (Care Ratings, 

2016). 
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