
     Loans given by the bank is considered as its assets. So if the principle or the interest                       There are different types of non-performing assets depending on how long they remain 

          or both the components of a loan is not being serviced to the lender (bank), then                                                                                                                in the NPA category. 

                                     it would be considered as a Non-Performing Asset (NPA).                                             1 - Sub-Standard Assets - Assets which has remained NPA for a period less than or  

         In simple term, any asset which stops giving returns to its investors for a specified                                                                                                     equal to 12 months. 

                                             period of time is known as Non-Performing Asset (NPA).                                            2 - Doubtful Assets - An asset would be classified as doubtful if it has remained in the                                     

           Generally, that specified period of time is 90 days.                                                                                                                                        substandard category for a period of 12 months. 

                                                                                                                                                                                                   3 - Loss Assets - Loss assets are loans with losses identified by the bank that need  

                                                                                                                                                                                                         to be fully written off. They typically have an extended period of non-payment,  

                                                                                                                                                                                                                                  and it can be reasonably assumed that it will not be repaid. 

 

 

 

 

 

 

 

                         Diversification of funds to unrelated business/fraud.                                                                                  Lenders suffer a lowering of profit margins. 

                    Lapses due to diligence.                                                                                                                                      Investors do not get rightful returns. 

                 Busines losses due to changes in business/regulatory environment.                                                        As investments got stuck, it may result in it may result in unemployment. 

           Lack of morale, particularly after government schemes which had written off loans.                            Stress in banking sector causes less money available to fund other projects, therefore,  

         The general slowdown of entire economy resulted in the faster growth of NPAs.                                                   negative impact on the larger national economy. 

       A bad lending practice which is a non-transparent way of giving loans.                                                    To maintain a profit margin, banks will be forced to increase interest rates. 

   Due to mal-administration by the corporates, for example, wilful defaulters. 
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 The Debt Recovery Tribunals (DRTs) – 1993, Credit Information Bureau – 2000,                                      It was set up to reduce the time required for settling cases. 

     ARC (Asset Reconstruction Companies), SARFAESI Act – 2002,                                                                    They are governed by the provisions of the Recovery of Debt Due to Banks and Financial  

      Corporate Debt Restructuring – 2005, 5:25 Rule (2014),                                                                                                                          Institutions Act, 1993. 

         Joint Lenders Forum – 2014, Mission Indradhanush – 2015,                                                                        However, their number is not sufficient therefore they also suffer from time lag and  

            Strategic debt restructuring (SDR) – 2015, Asset Quality Review 2015,                                                          cases are pending for more than 2-3 years in many areas. 

            Sustainable structuring of stressed assets (S4A) – 2016,  

              Insolvency and Bankruptcy code Act-2016, 

             Pubic ARC vs. Private ARC – 2017, Bad Banks – 2017, 

 

 

 

 

                                                                                                                                                                                                                                                                                   A good information system is required to prevent loan falling into bad  

                                                                                                                                                                                                                                                        hands and therefore prevention of NPAs.  

                                                                                                                                                                                                                It helps banks by maintaining and sharing data of individual defaulters and  

                                                                                                                                                                                                                                                                                               wilful defaulters. 

 

              SARFAESI Act, is a legislation that allows banks and other financial  

                               organizations to recover bad loans effectively.                                                                   It is a specialized financial institution that buys the Non-Performing Assets (NPAs) from  

        The act can be utilized to tackle the problem of Non-Performing                                                                     banks and financial institutions so that they can clean up their balance sheets. 

           Assets (NPAs) through different procedures.                                                                                   The Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest 

                                                                                                                                                                                                           (SARFASI) Act, provides the legal basis for the setting up of ARCs in India. 
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    Corporate Debt Restructuring (CDR) mechanism is a voluntary & non-statutory mechanism                       Also known as, Flexible Structuring of Long-Term Project Loans to Infrastructure and  

         using which the financial institutions and banks provide timely support to the companies                                                                                        Core Industries. 

           who have availed loans but are unable to make the payment that was promised.                                      It was proposed to maintain the cash flow of such companies since the project  

          These financial institutions help these companies by restructuring their debt.                                                timeline is long and they do not get the money back into their books for a long  

                                                                                                                                                                                                   time, therefore, the requirement of loans at every 5-7 years and thus refinancing  

                                                                                                                                                                                                                                                                for long term projects. 

 

 

 

 

 

                                                                                                                                                                                                           It was created by the inclusion of all PSBs whose loans have become stressed. 

                                                                                                                                                                                                  Present so as to avoid loans to the same individual/company from different banks. 

                                                                                                                                                                                              It is formulated to prevent instances where one person takes a loan from one bank  

                                                                                                                                                                                                                                                                        to give a loan of the other bank. 

 

 

        Under this scheme banks who have given loans to a corporate borrower                                   The Indradhanush for PSBs mission aims at revamping the functioning of the Public Sector  

           gets the right to convert the complete or part of their loans into equity                                                  Banks to enable them to compete with the Private Sector Banks.  

                                     shares in the loan taken company.                                                                     It seeks to revive economic growth through the reduction of political interference in the  

   Its basic purpose is to ensure that more stake of promoters in reviving                                                                                                                            functioning of PSBs and improving credit. 

       stressed accounts and providing banks with enhanced capabilities for                                 The 7 components of the Mission (symbolic of 7 colours of the rainbow) plan to address the 

         initiating a change of ownership in appropriate cases.                                                                                                                               challenges faced by the Public Sector Banks.  
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The Asset Quality Review, is a review process of the Banks and carried out by                               Also known as S4A Scheme was launched on 13th June 2016 by the Reserve Bank of India as an 

       the RBI and auditors appointed by the RBI for verifying the qualitative and                                     initiative to address and resolve the debt issues of the corporate sector along with  

              quantitative factors determined in order to identify stressed loans.                                               strengthening the ability of the lender to deal with stressed assets. 

    This has resulted in mounting losses for the banking sector.                                                               As per the S4A scheme, the debt of a company is bifurcated into two parts namely sustainable 

        This is a kind of preventive measure, involving early identification of assets                                  and unsustainable debt based on the cash flows of the company’s project. The sustainable  

                           which could turn out to be stressed at a later                                                                         debt of a company should not be less than 50% of the existing debt and the unsustainable  

                                                                                                                                                                                                                                       debt can be converted into optionally convertible debentures. 

 

 

 

 

 

 

 

 

 

                 PCA is a framework under which banks with weak financial metrics                                                   The IBC was enacted in 2016, replacing a host of laws, with the aim to  

                        are put under watch by the RBI.                                                                                                             streamline and speed up the resolution process of failed businesses. 

          The RBI introduced the PCA framework in 2002 as a structured early-intervention                             The Code also consolidates provisions of the current legislative framework to  

              mechanism for banks that become undercapitalised due to poor asset quality, or                                            form a common forum for debtors & creditors to resolve insolvency. 

                                                    vulnerable due to loss of profitability.                                                                The code stipulates that the resolution process of a stressed company will have  

    It aims to check the problem of Non-Performing Assets (NPAs) in the Indian banking sector.                                                      to be completed in a maximum of 270 days. 
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                        In May 2020, the Indian Banks’ Association (IBA), a body representing major Indian banks submitted a proposal to the RBI and Government to set up a national Bad Bank.  

                          According to the proposal, the bad bank would initially start with a book of approximately Rs.75000 Crores worth of bad loans.  

                             bad bank is an asset reconstruction company (ARC) or an asset management company that takes over the bad loans of commercial banks, manages them and finally recovers  

                                                                                                           the money over a period of time.   

                                The bad bank is not involved in lending and taking deposits, but helps commercial banks clean up their balance sheets and resolve bad loans in   

                                    The bad bank concept is in some ways similar to an ARC but is funded by the government initially, with banks and other investors co-investing in due course.  
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