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ABSTRACT

Managing NPAs help the banks to maintain its liquidity and profitability and improper
NPA management lead to banking failures. The risk factor associated with NPAs induce
banks to incline towards other low risk investments, in no ways it is suitable for the
development of an economy. If the loan borrowers fail to repay the money, it will affect the
interest income of the banks. Thus, the profitability of the bank may get hit with the
categories of doubtful and bad debts. Other disadvantages include reduced return on
investments (ROIs) and increasing loan interest rates. Present study evaluates the impact
of NPAs on the stability of some Indian banks. If a bank has a high NPA ratio, its efficiency
is deemed lower than the low NPA. This has a detrimental effect on the bank 's reputation
and equity.

Keywords: Non- Performing Assets, Return on Asset, Net Non-Performing Assets, Net
Profit

INTRODUCTION

Economic stability in the economy depends greatly on the stability and adaptability of the
banking system. A bank has performing as well as non-performing assets. Performing
assets are capable in generating income whereas non-performing assets fails to generate
income (Rathore, Malpani, and Sharma, 2016). Banks need to mainttain quality assets to
achieve stability and adverse impact can occur if the bank fails to maintain stability. To
maintain economic stability in a country, central bank and other concerned authorities
continuously monitor the performance of the banking system of the country (Hussein
2016). The banking industry is an important service sector that supports the economic
development through directing funds from the surplus to the deficit units of the economy
with suitable governmental policies. Financial intermediation in India is done by the
banking system of the country. The existence of non-performing assets (NPA’s) is a serious
threat to the banking system of the country. A stable banking system is essential in every
country to face the situation of economic crisis.

LITERATURE REVIEW

NPAs are loans which the borrowers are failed to repay within a specified period of time.
NPA impacts the operational efficiency of the bank (Kaur and Singh, 2011). A significant
level of NPAs show a number of credit defaults impacts profitability and total assets of
banks and furthermore reduces its asset’s value. Increased NPAs is a sign of the need of
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arrangements, which reduces the general benefits and value. The whole banking sector of
the country faces the issues related with the Non-Performing Assets.

An elevated level of NPAs recommends high likelihood of an enormous number of credit
defaults that influence the net worth and profitability of banks and furthermore reduces the
asset value. NPAs influence the both liquidity and profitability, by causing danger on nature
of benefit and endurance of banks. The issue of NPAs isn't just influencing the banks yet
in addition the entire economy. Actually, elevated level of NPAs in Indian banks is only an
impression of the condition of wellbeing of the business and exchange. It is important to
trim down NPAs to improve the budgetary wellbeing in the financial framework (Singh,
2016). A non-performing asset (NPA) is commonly defined as a credit agreement with
interest and/or installments. For two or more quarters, the principle remains "past due." The
balance due for every payment agreement shall be processed as "past due™ if it is not paid
within 30 days of the due date. Combined net loss for 20 public sector banks in the fourth
quarter ended at Rs 16,272,34 crore in March 2016, the condition deteriorated due to
bad loans (Rathore, Malpani, and Sharma, 2016).

RESEARCH GAP

Reviewed literature concerns with the scenario of NPAs in either private sector banks or
nationalized banks. Attempts to showcase the Growth of NPAs in Indian banking sector as
awhole is limited. Related studies address the NPA issue in Indian context in a generalized
point of view based on a very few banks.

SIGNIFICANCE OF RESEARCH

When compared to the international scenario, Indian banking system has a large amount of
NPAs. This is due to a number of reasons like inadequate monitoring and follow-up
measures, inadequate legal framework and corporate culture, changes in the environmental
factors and so on. Current study is an attempt to know the impact of the NPAs on the
profitability of selected Indian banks from both public and private sectors.

RESEARCH QUESTIONS

Does Indian banks well manage NPAs in order to reduce its impact on their Profitability?

HYPOTHESIS

Management of NPAs to reduce the impact on profitability: -
HO: There is the lack of efficient managerial measures among Banks listed in the Bank
Nifty Index in India in managing their NPAs.

H1: Banks listed in the Bank Nifty Index in India shows managerial efficiency in managing
the NPAs

RESEARCH METHODOLOGY

The study is a comparative analysis of the secondary data from 12 selected banks which
are listed in the Indian bank nifty index. Data is gathered from multiple secondary sources
like annual reports of the banks, Reserve Bank of India publications and published research
papers. The study considers the time period of 2008-2018 for the evaluation NPAs in Indian
banks and its impact on profitability.

Sample: For the current study, the researchers have taken banks listed in Bank Nifty Index
in India. The Bank Nifty Index consists of twelve banks, which are Axis Bank, Bank of
Baroda, Federal Bank, HDFC Bank, ICICI Bank, IDFC first Bank, Indusind Bank, Kotak
Mahindra Bank, Punjab National bank, RBL bank, State bank of India and Yes Bank. The
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prowess database of CIME (Centre for Monitoring Indian Economy) has been used to
extract the data for the period 2008-2018.

Variables: Gross NPA, Net NPA, ROA and Net Profit

EMPIRICAL FINDINGS

Management of NPAs to reduce the impact on profitability
HO: There is the lack of efficient managerial measures among Banks listed in the Bank
Nifty Index in India in managing their NPAs.

H1: Banks listed in the Bank Nifty Index in India shows managerial efficiency in managing
the NPAs
Table: 1 Gross NPA (2008-2018)

Year  [2008 (2009 |2010 |2011 (2012 {2013 |2014 |2015 |2016 |2017 |2018
Compan [Gros |Gros|Gros |Gros |Gross|Gross|Gross |Gross |Gross |Gross |Gross
y Name |s S S S NPA [NPA |NPA |[NPA |[NPA |NPA [NPA
NPA [NPA |NPA |[NPA [(%) |(%) [(%0) |(%0) [(%6) [(%0) |(%0)

(%) (%) (%) (%)
Axis 42.41|140.6 {40.8 |29.8 |27.73 |36.81 |44.90 |44.90 |74.95 |230.1 |367.7
Bank 2555 (9932 6106 {2437 |87123(69325|68193|93003 [38668 (24971 49602
Ltd. 4 392 (74 (819 |1 8 9 4 3 6
Bank of [47.83|31.9 [35.0 |36.0 |55.00 [129.1 |153.4 |190.8 |511.4 |478.3 |556.6
Baroda [2110 [5212 (1989 (2682 |94709|43246|53627|89197|26086|81103|83967
06 |374 |596 [416 |1 1 7 3 6 7
Federal [25.20{32.2 [50.5 |62.9 |55.74 |100.4 |75.61 |74.27 |165.1 |129.0 |170.3
Bank 5419 | 7494 1162 |1821 |99402|58060|97455|61949(92949|21438|10609
Ltd. 16 127 |18 |028 |6 3 5 6 6 4
HDFC [47.94|64.3 |32.1 |19.8 |18.82 |20.76 |27.70 |25.68 |28.65 |33.72 |40.90
Bank 3146 | 2462 |1351 |6042 |95157 (42224199663 92022 [44836|36047 |65839
Ltd. 46 |576 (88 |018 |9 8 5 2 5 2 3
ICICI |156.6211. |215. |114. |75.94 |79.50 [99.09 (163.2 |300.8 |546.4 |547.6
Bank 9644 2685 |0193 {4504 |89440(11994|63195 (54448 |35232|21500 (46324

Ltd. 72 |269 |068 |413 |7 6 8 1 4 4 9
IDFC |- |- |- |- |- 243.1 [115.9 (170.6
First 61891 (29097 |69851
Bank 5 1 6

Ltd.

Indusind |227.7{114. |50.7 (28.7 |27.71|31.72 |33.78 |31.50 [36.51 {39.54 |51.65
Bank 7822 |4738 |3957 |3198 |67914/11629|88045|94516(20260|14214 80379
Ltd. 66 |887 |44 |514 |2 7 2 8 9 3 8
Kotak 179.1|1240. |174. |73.3 |61.96 [64.92 [108.9 |92.94 |107.3 [127.3 |99.27
Mahindra|3677 | 7585 |9579 |3752 |42203|16203|16276 94305 24356 67218 |28944
Bank 47 |51 (184 |618 |9 8 9 6 2 5 6
Ltd.
Punjab |65.83/18.4 |54.1 |85.9 |153.4 [236.9 |287.4 |408.5 |865.7 |786.2 |1132.
National 2115 2152 {5890 |4525 |19131|72218|95126|66123|97354|45363 |61826
Bank 14 |47 |48 |47 |1 9 2 1 5 7 5
RBL 104.3|169.4 |98.3 |36.7 [20.59 [11.29 (31.47 |27.50 [59.39 |64.56 |78.63
Bank 2180 | 7359 |8533 |6718 | 79246|78450(91536 16453 |33747|67417|11008
Ltd. 96 (497 |148 |424 |8 9 7 3 8 3 5
State 179.2|1180. |173. |164. |184.7 |212.7 |259.4 |214.2 |383.8 |374.4 |578.7
Bank of |9112 1053 {3617 |7020 |24032|81569|97262 25244 69535|22106 |65787
India 96 |051 |238 |645 |1 4 2 7 9
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Yes 9.022(33.3 |6.20 |3.20 |5.174 [1.185 [5.267 |12.29 |29.47 |81.71 |64.64
Bank 0030 (4235 |6602 | 1377 | 74981|81025|34467|84327|25835|48375| 50865
Ltd. 45 1941 [619 |505 8 7 9 1

Source: Researchers Own Table

Table:1 shows that when Gross NPA from 2008 to 2018 is at an increasing level, there will
be a downfall in the Net Profit of the banks.

It is clear from the above table that the Gross NPA of Axis Bank Ltd. increases from 42.412
% to 367.74 %. The Gross NPA of Bank of Baroda, Federal Bank Ltd., ICICI Bank Ltd.,
Punjab National Bank, State Bank of India and Yes Bank Ltd. increases from 47.832%,
25.205%, 156.69%, 65.832%, 179.29% and 9.0220% respectively. While the Gross NPA
of HDFC Bank Ltd., IDFC First Bank Ltd., Indusind Bank Ltd. Kotak Mahindra Bank Ltd.,
and RBL Bank Ltd. decreases from 47.943%, 243.16%, 227.77%, 179.13%, and 104.32%
respectively. This shows that the concentration of Gross NPA with some Public Sector
Bank increases at a high rate.

Table: 2 Percentage of NET NPAs (2008-2018)

Year 2008(2009(2010|2011{2012 |2013 {2014 |2015 |2016|2017 |2018
Company Name Net |[Net |Net |Net [Net |Net |Net |[Net |Net [Net |Net
NPA|NPA|NPA|NPA|NPA |[NPA [NPA [NPA INPA|[NPA |NPA
(%) [(%0) [(%0) [(%0) |(%0) [(%0) (%) [(%0) |(%0) [(%0) [(%)
Axis Bank Ltd. 42 |40 |40 |29 |27 |36 |44 |44 |74 |227 |364
Bank of Baroda 47 |31 |34 |35 |54 |128 |152 |189 |506 |472 |549
Federal Bank Ltd. 23 |30 (48 |60 |53 |98 |74 |73 |164 |128 |169
H D F C Bank Ltd. 47 163 |31 |19 |18 |20 |27 |25 |28 |33 40
I CIC I Bank Ltd. 155 |209 (212 (111 |73 |77 |97 |161 |298 [543 |543
IDFCFirst Bank Ltd.|--- |--- |- |- |- |- |- |- 239 |114 |169
Indusind Bank Ltd. 227 (114 (50 (28 |27 |31 |33 |31 (36 |39 51
Kotak Mahindra Bank |178 (239 (173 |72 |61 |64 |108 |92 (106 [126 |98
Ltd.
Punjab National Bank |64 |17 |53 |85 |152 |235 |285 |406 (861 |781 1124
R B L Bank Ltd. 99 |68 (97 (36 |20 |11 (31 (27 |59 |64 78
State Bank of India 178 |179 (172 |163 |182 |210 (257 (212 (381 |371 |573
Yes Bank Ltd. 9 33 |6 3 5 1 5 12 |29 |81 64
Source: Researchers Own Table

Table: 2 shows that when percentage of NET NPA from 2008 to 2018 is at an increasing
level, there will be a downfall in the Net Profit of the banks.

It is clear from the above table that the percentage of NET NPA of Axis Bank Ltd. increases
from 42 % to 364 %. The percentage of NET NPA of Bank of Baroda, Federal Bank Ltd.,
ICICI Bank Ltd., Punjab National Bank, State Bank of India and Yes Bank Ltd. increases
from 47%, 23%, 155%, 64%, 178% and 9% respectively. While the percentage of NET
NPA of HDFC Bank Ltd., IDFC First Bank Ltd., Indusind Bank Ltd. Kotak Mahindra Bank
Ltd., and RBL Bank Ltd. decreases from 47%, 239%, 227%, 178% and 99% respectively.
This shows that the concentration of percentage of NET NPA with some Public Sector
Bank increases at a high rate. From Gross NPA, Net NPA tables, it is evident that Banks
listed in the Bank Nifty Index in India have managerial efficiency in managing the NPAs.
Therefore, the hypothesis (H1) can be accepted.
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CONCLUSION

In conclusion, the analysis presented in Tables 1 and 2 demonstrates a significant
correlation between the levels of Gross NPA and Net NPA with the profitability of banks
over the period from 2008 to 2018. The data reveals that as the Gross NPA and percentage
of Net NPA increase, there is a corresponding decline in the net profit of the banks under
study. Specifically, the Gross NPA of Axis Bank Ltd., Bank of Baroda, Federal Bank Ltd.,
ICICI Bank Ltd., Punjab National Bank, State Bank of India, and Yes Bank Ltd. exhibit
notable increases, indicating a concentration of NPA within some Public Sector Banks.
Conversely, HDFC Bank Ltd., IDFC First Bank Ltd., Indusind Bank Ltd., Kotak Mahindra
Bank Ltd., and RBL Bank Ltd. demonstrate decreases in Gross NPA, suggesting a
relatively better NPA management performance.

Similarly, the percentage of Net NPA follows a similar trend, with Axis Bank Ltd., Bank
of Baroda, Federal Bank Ltd., ICICI Bank Ltd., Punjab National Bank, State Bank of India,
and Yes Bank Ltd. experiencing increases, while HDFC Bank Ltd., IDFC First Bank Ltd.,
Indusind Bank Ltd., Kotak Mahindra Bank Ltd., and RBL Bank Ltd. show decreases. These
findings underscore the importance of effective NPA management strategies in maintaining
bank profitability.

Overall, the data supports the hypothesis (H1) that banks listed in the Bank Nifty Index in
India demonstrate managerial efficiency in managing NPAs. This suggests that while
challenges exist, banks have demonstrated the capability to mitigate the adverse effects of
NPAs on their profitability through strategic management practices.
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