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Adalats, SARFAESI performing assets (NPAs) causes momentous effect on banks’ earnings
as they have to make provisions on NPAs. Hence, it is very crucial that
banks should take efficient resolution techniques for recovering
massive amount of NPAs in order to improve their financial
performance. The present study investigated the various parameters of
NPAs in scheduled commercial banks (SCBs) as well as examined the
performance of three major legal recovery channels for NPAs that is,
Lok Adalats, SARFAESI and DRTs. The study employed ANOVA and
Kruskal-Wallis test for analyzing the differences among recovery
channels. The analysis revealed that there is significant difference in
NPA recovery ratio across these channels. The author found that there
has been significant increase in NPA ratios during 2007 to 2018 and
concluded that SARFAESI is the most effective recovery channel as its
procedure is not lengthy plus it empowers secured creditors to recover
their debts without the intervention of court.
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Introduction:-

The Indian banking industry is regulated under the Banking Regulation Act, 1949. In India, banks are classified into
two groups, that is, scheduled and non-scheduled banks. Scheduled banks are the banks which are included in the
second schedule of the RBI Act, 1934. These comprises of Scheduled Commercial Banks (SCBs) and Scheduled
Cooperative Banks. The present study analyses the NPAs position in SCBs only excluding Regional Rural Banks
(RRBs) (Reserve Bank of India [RBI], 2018).

Since nationalization, banks have shown remarkable progress in every aspect namely, expansion of branches in
rural, urban and semi-urban areas, increase in deposit and credit growth rate, and improvement in operational
grounds. While meeting credit needs of various sectors, they exposed to number of risks such as credit risk, market
risk, operational risk, and liquidity risks. Among various risks, credit risk is the most important risk as it implies the
risk when borrower does not pay the required amount of interest on loan which results in generation of NPAs. The
problem of NPAs was seriously considered in 1991 when Narasimham Committee Report I identified that NPAs are
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one of the major reason for banks low profitability and poor efficiency. They are hazardous for banks profitability,
credibility, liquidity, solvency, efficiency, and management ability. Hence, they affect banks overall working
operations (Ahmed, 2008; Bhasin, 2006; Krishna & Rao, 2008; Rao, 2008).

NPAs have become a major indicator to assess banks financial soundness. Hence, it is very important that banks
should keep their NPAs as low as possible. Though there are number of legal and non-legal measures available to
banks for recovering NPAs. But, banks use prominently three legal recovery channels, that is, The Securitization
and Reconstruction of Financial Assets and Enforcement of Security Interest (SARFAESI) Act, 2002; Debt
Recovery Tribunals (DRTs); and Lok Adalats. The present study primarily focuses only on above mentioned three
recovery channels.

Conceptual Framework:

Non-Performing Assets are loans/advances on which banks do not receive interest income. The NPA guidelines for
various types of loans/advances are: (a) For term loans, if interest and/or instalment of principal remains overdue for
a period of more than 90 days; (b) for overdraft/cash credit, if the account remains out of order for a period of more
than 90 days; (c) for bills purchased and discounted, if the bill remains overdue for a period of more than 90 days;
(d) for short and long duration crops, if instalment of principal or interest remains overdue for two and one crop
season respectively; and (e) for securitization transactions (dated Feb 1, 2006), if the amount of liquidity facility
remains outstanding for more than 90 days (RBI, 2015a).

NPAs are classified into following three categories (a) Substandard Assets-It is an asset which has remained NPA
for a period of less than or equal to 12 months; (b) Doubtful Assets- It is an asset which has remained in the
substandard category for a period of 12 months; and (c) Loss Assets- It is an asset where loss has been identified by
the bank or internal or external auditors or the RBI inspection but the amount has not been written off wholly (RBI,
2015a).

NPAs are categorized into Gross NPAs (GNPAs) and Net NPAs (NNPAs). GNPAs are the principal dues of NPAs
plus Funded Interest Term Loan. Its ratio is GNPAs/Gross Advances. Gross Advances mean all outstanding loans
and advances including advances for which refinance have been received but excluding rediscounted bills, and
advances written off at Head Office level. On the other hand, NNPAs are the real NPAs which arrive after

subtracting deductions from GNPAs. Its ratio is:
- i Net NPA
NNPA ratio = Gross NPAs —Deductions et s

Gross Advances —Deductions Net Advances

Where deductions include provisions held in the case of NPA Accounts, deposit insurance/export credit guarantee
corporation claims received and held pending adjustment, part payment received and kept in suspense/other account,
balance in sundries account in respect of NPA accounts, floating provisions, provisions in lieu of diminution in the
fair value of restructured accounts classified as NPAs and standard assets (RBI, 2015a).

Literature Review:-

NPAs pose a serious threat to the banking sector and therefore it is always an issue of concern for banks and
policymakers. There are numerous studies on NPAs which highlighted the factors responsible for NPAs, identified
its impact on bank operations, and discussed legal and non-legal mechanisms for its recovery. Few important studies
on resolution techniques of NPAs are mentioned as follows: Saha (2006) inspected the various resolution measures
of NPAs such as DRTs, Corporate Debt Restructuring (CDR), BIFR, and SARFAESI Act. The author stated that
NPAs have a multiplier effect on the value destruction of an economy. The study asserted that banks should transfer
a bad asset at an earlier stage to Asset Reconstruction Companies (ARCs) in order to ensure effective and timely
recovery. It concluded that management of distressed assets lies in the speed of recycling those funds and their
realization into cash. Karunakar, Vasuki, and Saravanan (2008) discussed the impact of NPAs on banks overall
functioning as well as provided measures to restrain them efficiently. The study examined the trends of NPAs in
public sector banks (PSBs) during 1992 to 2006, analyzed the capital to risk weighted asset ratio and recovery
procedure. It concluded that banks should follow proper credit assessment mechanism before granting loans. Mehta
(2009) found out that bad banking decisions and financial crises are the primary reasons for massive amount of
NPAs. The study suggested that banks take assistance from ARCs, DRTs, and initiate winding up proceedings
against defaulting borrowers for timely recovery of bad assets. Prasad and Veena (2011) explained the various
preventive and management techniques to overcome the problem of NPAs, namely, early warning signals, financial
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warning signals, management related signals, special mention category accounts, Lok Adalats, DRTs, and
SARFAESI Act. The authors found that DRTs are the most efficient resolution channel followed by SARFAESI
and concluded that banks should conduct proper credit monitoring of the project, carry out follow-up procedure, and
adopt risk management mechanism for recovering enormous amount of NPAs. In another study by Chatterjee,
Mukherjee, and Das (2012), the authors reported that most of the NPAs have been recovered through DRTs in 2010
and through SARFAESI in 2011. The study concluded that NPAs have severe negative impact on the overall
banking operations and consequently on whole economy. Vaidyanathan (2013) elucidated the significance of credit
risk management via different modes such as recovery through normal operations, corporate debt restructuring,
recovery through compromise settlement, credit restructuring, Lok Adalats, DRTs, SARFAESI Act, arbitration,
monitoring cash flow, and repossession of assets. The study suggested that banks should provide performance-
based incentives, initiate legal measures at early stage, impart credit skills to personnel, follow disclosure procedure
of NPAs, and carry out regulatory guidelines for improving their credit risk management. Another study on
management of asset quality of banks conducted by Gandhi (2015) explicated various preventive measures,
restructure/ rehabilitation measures, legal measures, and ARCs for efficient credit management. Further, the study
discussed the new initiatives for NPA management such as bankruptcy law reforms, setting additional technical
forums for evaluating projects, new secondary markets for security receipts, and independency in appraising credit
proposals. Rajan (2016) suggested measures for resolving financial distress in PSBs. The author advised banks to
conduct proper evaluation of projects, cautious post-lending monitoring process, ensure assets backing promoter
guarantees, speeding up SARFAESI and DRTs proceedings, reforms in judiciary process, and infusing bank capital
for recovering bad loans. Patel (2017) emphasized that time-bound resolution of NPA is very important for
improving bank balance sheet position, for efficient allocation of capital, and for financial resilience of banks. The
study suggested that banks, government, and RBI should work coordinately for addressing NPA challenge by
adopting multi-pronged approach, which includes strengthening of legal, regulatory, supervisory, institutional, and
operational framework. Dey (2018) scrutinized the recovery mechanisms of NPAs via DRTs, SARFAESI, and Lok
Adalats as well as assessed its impact on NPAs during the period 2003-04 to 2016-17. The study found that DRTs
are the most effective recovery channel followed by SARFAESI and Lok Adalats. In recent study by Kumar (2018),
the trend of NPAs in SCBs for a period of 17 years ranging from 2000 to 2017 and the performance of various
recovery channels of NPAs have been analyzed. The study found that the level of NPAs decreased significantly till
2005 due to establishment of Asset Reconstruction Corporation of India (ARCIL). It also revealed that SARFAESI
and ARCs are the most effective channels for reducing stressed assets. In another recent study by Sowmya (2019),
the reasons responsible for momentous amount of NPAs have been elucidated as well as measures were suggested
for reducing them effectively. The author compared the NPAs of public and private sector banks (PvSBs) for the
period covering from 2010-11 to 2016-17. The study found that PSBs contained more NPAs due to poor
management policies and techniques. It suggested that banks should revise their recovery mechanisms and follow
proper credit appraisal while lending loans.

Objectives of the Study:-

1. To analyze the gross NPA and net NPA position of scheduled commercial banks in India.
2. To evaluate the performance of SARFAESI, DRTs, and Lok Adalats in recovering NPAs.
3. To suggest measures for improving the recovery of NPAs.

Hypothesis of the Study:
Hy: The distribution of total amount recovered to total amount involved in NPAs is not significantly different across
SARFAESI, DRTs, and Lok Adalats in Indian SCBs.

H,: The distribution of total amount recovered to total amount involved in NPAs is significantly different across
SARFAESI, DRTs, and Lok Adalats in Indian SCBs.

Research Methodology of the Study:-

The study is descriptive and empirical in nature analyzing the trend of NPAs in SCBs for the period of 15 years
covering from 2004-05 to 2018-19. The study is entirely based on secondary data which have been primarily taken
from RBI website. The researcher has employed various statistical tools for analyzing the data which includes ratio
analysis, average, standard deviation, one-way Analysis of Variance (ANOVA), and Kruskal-Wallis test (or H test).
Kothari (2012) has defined ANOVA as a technique to examine the significant difference amongst more than two
sample means at the same time. It can be described as:
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Estimate of population variance based on between samples variance
"~ Estimate of population variance based on within sample variance

There are certain assumptions which need to be satisfied for ANOVA, that is, each of the samples is drawn from a
normal population; each of these populations has the same variance; and all the factors other than the one or more
being tested are effectively controlled.

In addition to F-ratio, the researcher has employed nonparametric test, that is, independent samples Kruskal-Wallis
test to re-verify the result as some of the aforesaid assumptions are violated. Though, ANOVA test is somewhat
robust as its results remain trustworthy even after mild violations of assumptions (Analysis of Variance, n.d.). As per
Kothari (2012), H test is used to test the null hypothesis that “k” independent random samples come from identical
universes against the alternative hypothesis that the means of these universes are not equal. It is worked out as
below:

i2

_n(n+1),1 ni (n+1)
i=

Recovery Channels of NPAs:

In present context, NPAs are the core of financial problem of the banks. Higher level of NPAs implies higher
financial instability in banks. A detailed explanation of the three most used recovery channels by banks are given
below:

The Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest (SARFAESI)
Act, 2002 (54 of 2002):

The SARFAESI Act came into force on June 21, 2002 and it was re-promulgated on August 22, 2002. Under
SARFAESI Act, 2002, a securitization company (SC)/reconstruction company (RC) carries on the business of
securitization or asset reconstruction as provided in Section 10 of this Act (RBI, 2003). It is mandatory for every
SC/RC to register itself with RBI before carrying the business of securitization and reconstruction of financial assets
(FAs) (The Securitization and Reconstruction, 2016). This act is the outcome of suggestions recommended by
Narasimham and Andhyarujina Committees. The minimum prescribed amount for carrying out the business of
securitization or asset reconstruction should not be less than 15 percent of the total final assets acquired or to be
acquired by the Company on an aggregate basis or Rs. 100 crore, whichever is lower and it should commence its
business within 6 months from the date of obtaining certificate of registration. The period of realization of acquired
assets extended from 5 years to 8 years and in case the SC/RC is unable in resolving the assets or redeeming the
Security Receipt (SR) within this time frame, then the FAs will be considered as loss assets (RBI, 2013). Here
company referred to SC/RC. The foremost provisions under this Act are given here below:

Acquisition of rights or interest in financial assets:

SC/RC can acquire the FAs of banks/ financial institutions (FIs) through issuing debentures, bonds or any other
security whose amount must be fixed as per agreement. It can also enter into an agreement to transfer such FAs at an
agreed terms and conditions.After acquisition, all rights or claims of banks/FIs regarding that FAs will be transferred
to SC/RC (The Securitization and Reconstruction, 2016).

Transfer of pending applications to any one of DRTs in certain cases:

If banks/FIs have filed applications before two or more DRTs regarding FAs which is acquired by SC/RC, then the
company may file an application to the Appellate Tribunals for resolution of such cases. The Appellate Tribunal
may pass an order for transfer of the pending applications to any one of DRT which will execute all such pending
cases under sub-section (2) as per the provision of Section 19(23) of Recovery of Debts Due to Banks and Financial
Institutions (RDDBFT) Act, 1993.

Notice to obligor for discharge of obligation:

The bank/FI will issue a notice regarding acquisition of FA under sub-section (1) by SC/RC to the borrower/obligor
and any other concerned person and to the concerned registering authority including Registrar of Companies in
whose jurisdiction the mortgage, hypothecation, charge, assignment, or other interest created on the FA have been
registered. On receiving of such notice, the borrower shall make payment and discharge all the obligations relating
to the specified financial asset to the concerned SC/RC.
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Securitization:

As per the directions provided in RBI (2003), a SC/RC follow the provisions as given in Sections 7(1) and (2) under
SARFAESI Act, 2002 and set up one or more trusts for issuing SRs. The trust will issue the SRs to the Qualified
Institutional Buyers (QIBs) and after acquiring FAs by the company, the SC/RC subsequently issue SRs to QIBs for
subscription as per the provisions of the Act and raise finances from QIBs through devising schemes for acquisition
of FAs.

Measures for asset reconstruction:

As per the guidelines framed under SARFAESI Act, 2002 and following the rules laid down by RBI, the SC/RC
may adopt one or more of the following measures for asset reconstruction:

to possess/take over the management of the business of the borrower;

to sale or lease of a part or whole of the business of the borrower;

to reschedule the payments of debts payable by the borrower;

to enforce the security interest as per the provisions of this Act;

to settle the dues which is payable by the borrower; and

to take possession/ownership of the secured assets as per the provisions of this Act.

kv =

Enforcement of security interest:

The SARFAESI Act 2002 granted the power to the secured creditor that is, banks/FIs (if 75% of the secured
creditors agree) to enforce security interest for recovering its debts without the intervention of court or tribunal.
Banks are required to send a notice to the borrower that if he/she will not discharge his/her liabilities within 60 days
relating to loan which is classified as NPA, then they may enforce security interest and will exercise all or any of the
rights which are conferred to them under sub-section (4) of the SARFAESI Act, 2002. If the borrower fails to do so,
then banks/FIs may initiate any of the following measures to recover the debt: take possession of the secured asset of
the borrower as well as the right to transfer that asset; take over the management of the business of the borrower;
employ any person as the manger of the secured asset; and send a notice to the person/persons who has/have
acquired any secured asset from the borrower, or to the person from whom any amount is due to the borrower and
recover the amount . When secured creditors take over the ownership of secured assets, the next step they required is
to obtain valuation of the assets by selling those assets to attain maximum value. They sell the assets via (a) inviting
tenders from the public, (b) by private treaty, (c) by obtaining tenders from the persons who deals in such assets, and
(d) by holding public auctions (The Securitization and Reconstruction, 2016).

Recovery of Debts due to Banks and Financial Institutions Act (RDDBFI Act), 1993 (Act 51 of 1993):

The Government of India (Gol) has set up a committee under the chairmanship of Shri T.Tiwari in 1981 for
examining the legal difficulties confronted by banks/Fls in recovering loan which suggested for establishment of
Special Tribunals for speedy recovery of debts. Also the Narasimham Committee (1991) advocated the formation of
Special Tribunals for fast recovery of loans. As a result of these recommendations, the RDDBFI Act, 1993 came
into force on June 24, 1993 which was passed in parliament on August 27, 1993. Consequently, Debt Recovery
Tribunals (DRTs) and Debt Recovery Appellate Tribunals (DRATSs) were set up under RDDBFI Act, 1993 with the
specific aim of “expeditious adjudication and recovery of debts due to banks and FIs” under the powers conferred to
them by this Act. It deals with the cases where the amount of debt due to any banks/FIs or to a consortium of
banks/FIs is more than 1 lakh rupees but less than 10 lakh rupees (Department of Financial Services [DFS], 2015a,
2015b).

The DRTs and DRATS can be established by Gol under sub-section (1) of Section 3 and Section 8 of this Act
respectively. Before the establishment of these tribunals, the procedure of recovering suit filed loan was quite
cumbersome and prolonged for banks/FIs due to lengthy legal proceedings. There were huge amount of funds stuck
in NPAs which was unproductive and that cannot be recycle in profitable avenues, thereby hindering the growth of
country. But after their establishment the number of cases came down and the situation was improved (DFS, 2015a;
The Debt Recovery Appellate Tribunal, 1997; The Debt Recovery Tribunal, 1997).

Banks/FIs have to file an application to DRTs for recovering the debt from borrower. On receiving application, the
tribunal will issue the summon to the defendant to explain the reason within 30 days for not paying the debt.
Thereafter, DRTs will conduct the hearings between defendant and applicant (i.e., banks/FIs). In case, the defendant
will not able to provide proper evidences in his favor regarding debt failure or fails to supply security for recovering
debt, then the tribunal will issue an order for attachment of whole or part of that security for recovering the debt
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amount claimed by the applicant to the extent of secured debt. If the defendant does not follow any order given by
the Tribunal, then he will be detained in the civil prison for a term not exceeding 3 months, unless in the meanwhile
the Tribunal directs his release (DFS, 2015b). The applicant can appeal to DRATS, if he is not satisfied by the order
passed by the DRTs, but the appeal will not consider by the Appellate Tribunal unless he will deposit 75 per cent of
the amount due from him (Report on Non-Performing Assets, n.d.).

The Act has been amended several times. The recent amendment has been made in 2016, that is, The Enforcement
of Security Interest and Recovery of Debts Laws and Miscellaneous Provisions (Amendment) Bill, 2016- it amends
the SARFAESI Act, 2002; RDDBFI Act, 1993; the Indian Stamp Act, 1899; and the Depositories Act, 1996, and for
matters connected therewith or incidental thereto (RBI 2017).

Lok Adalats:

Lok Adalats are constituted under Legal Services Authorities Act, 1987. It provides a platform to all SCBs and FIs
for settlement of their dues via means of arbitration, conciliation, mediation, compromise, amicable or negotiated
agreement. These measures for resolving disputes are laid down under Section 89 of the Civil Procedure Code
(Report on Non- Performing Assets, n.d.). This forum is most used by banks/FIs for recovering their NPAs
involving smaller amounts as it charges no fees when new cases or disputes referred to it. The forum carefully
cognizance any existing suit filed in the court by the banks/FIs as well as pass order regarding fresh disputes after
looking into the matter and thereby reduces the burden on court. If it has not arrived to any settlement, then the
parties (i.e., banks/FIs & borrower) can continue with court or other legal proceedings. On May 2, 2001, the RBI
had issued guidelines in respect of compromise settlement of dues of banks/FIs through Lok Adalats involving
smaller amounts uptoRs. 5 lakhs and it includes both suit filed and non-suit filed accounts covering all NPA
accounts (RBI, 2001b). There are no cut-off dates in Lok Adalats as it is an on-going process (RBI, 2001a). Later
on, the Gol in consultation with RBI, raise the ceiling limit from Rs. 5 lakhs to Rs. 20 lakhs (RBI, 2004a, 2004b,
2005).

Under Lok Adalats, the settlement of dues is flexible and it is left at the discretion of Board of Directors (BoD) of
each institution. In Lok Adalats cases are decided on the spot with the aim of expeditious recovery of NPAs. It is
presumed that the repayment should be made by the borrower within three years and in case, he will not pays his
instalments periodically, then the whole debt would fall for payment and bank may induct legal actions against him.
The BoD of each institution frames a policy under which all the terms and conditions are laid down which can be
accepted and rejected. After negotiating, if the representatives of both parties agree to the settlement subject to the
conditions laid down in policy framework, and accepts the decision given by the Presiding Officer of the Lok
Adalats, the settlement of arrears would be made expeditiously. And, if in case they don’t agree with the settlement
of dispute, then they can carry on with legal proceedings with courts. Lok Adalats can be organized by individual
banks and FIs with the help of Taluk/District/State level Legal Services Authorities as well as convened by various
DRTs and DRATs. Banks/FIs keep an eye on the progress of the cases filed in Lok Adalats and banks have to
submit the report to the Central Office of the Department of Banking Operations and Development, whereas FIs are
required to submit the report to the Central Office of the Department of Banking Supervision and RBI at regular
quarterly intervals (RBI, 2001a).

Analysis and Interpretation:
Table 1:- GNPA and NNPA of SCBs in India as on March 31 (Amount in Billion).

Year Gross Advances GNPA Net Advances NNPA
2005 11526.82 593.73 11156.63 217.54
2006 15457.30 517.53 15168.11 185.43
2007 20074.13 505.17 19812.37 202.80
2008 25034.31 566.06 24769.36 247.30
2009 30246.52 699.54 29999.24 315.64
2010 32620.79 817.18 34967.20 391.27
2011 39959.82 939.97 42974.87 417.00
2012 46488.08 1369.68 50735.59 652.05
2013 59718.20 1927.69 58797.73 986.93
2014 68757.48 2630.15 67352.13 1426.56
2015 75606.66 3229.16 73881.60 1758.41
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2016 81711.14 6116.07 78964.67 3498.14
2017 84767.05 7902.68 81161.97 4330.10
2018 92662.10 10361.87 86779.83 5206.79
2019 102870.85 9336.09 95966.49 3550.76
Total 787501.3 47512.57 772487.79 23386.72
Mean 52500.08 3167.5047 51499.19 1559.11

Source: RBI. (2005-18). Handbook of Statistics on the Indian Economy and RBI. (2019b). Statistical Tables
Relating to Banks in India. Retrieved from www.rbi.co.in

Table 1 shows that there has been a steep rise in GNPA from Rs. 1369.68 billion in 2012 to Rs. 10361.87 billion in
2018 reporting an increase of Rs. §992.19 billion in absolute terms and an increase of 7% in relative terms. The
highest growth rate in GNPA was 89.40% in 2016 followed by 45.72% in 2012 and 40.74% in 2013 respectively
which indicate that banks have not followed proper credit sanctioning process while granting loans. On the other
hand, the NNPA amount has increased sharply from Rs. 185.43 billion in 2006 to Rs. 5206.79 billion in 2018
thereby reporting an increase of Rs. 5021.36 billion in absolute terms and 2707.95% in relative terms.

It is apparent from figure 1 that the GNPA ratio increased continuously from 2.4% in 2011 to 11.2% in 2018,
reporting an absolute increase of 8.8% and relative increase of 366.67%. The GNPA ratio has decreased extensively
from 5.2% in 2005 to 2.4% in 2011 which signifies that banks have adopt efficient measures for reducing NPAs.
The highest growth rate in NNPA was 98.94% in 2016 followed by 56.37% in 2012 and 51.36% in 2013
respectively. It clearly shows that banks recovery procedure is slow and ineffective due to sluggish legal system,
incompetent credit staff, faulty lending practices, and inadequate follow up measures.

12

10 /\

2005|2006|2007|2008|2009|2010|2011|2012|2013|2014|2015|2016|2017|2018|2019
——GNPAR | 52 |33 |25|23|23|25|24|29|32|38|43|75]9.3/11.2|9.08
=8—-GNPATR| 25 |19 (15|13 13|14 |13 |16| 2 |24|27 |47 |56 |68|56

NNPAR 2 |12 1 1 |11)11| 1 13|17 21|24 |44 |53 | 6 |37

=>=NNPATR| 09 | 0.7 | 0.6 | 0.6 | 0.6 | 0.6 | 0.6 | 0.8 1 1315|127 (313421
Figure 1:- Trend of GNPA and NNPA ratios as on March 31 (in %).

Source: Reserve Bank of India. (2005-18). Handbook of Statistics on the Indian Economy and RBI. (2019b).
Statistical Tables Relating to Banks in India. Retrieved from www.rbi.co.in

Table 2:- Classification of Loan Assets of all SCBs as on March 31 (Amount in Billion).

Year Standard Advances | Sub-Standard Doubtful Loss Advances Total
Advances Advances Advances

Amt % Amt % Amt % Amt % (Amt)

2005 11299 95.1 139 1.2 374 3.2 74 0.6 11886

2006 14994 96.7 146 0.9 297 1.9 69 0.4 15506

2007 19626 97.5 200 1.0 243 1.2 62 0.3 20131
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2008 24514 97.8 265 1.1 244 1.0 56 0.2 25079
2009 29683 97.7 367 1.2 266 0.9 59 0.2 30375
2010 34603 97.6 426 1.2 334 0.9 87 0.2 35450
2011 42596 97.8 414 1.0 461 1.1 104 0.2 43575
2012 50168 97.3 695 1.4 617 1.2 109 0.2 51589
2013 57951 96.8 909 1.5 900 1.5 123 0.2 59883
2014 66138 96.2 1087 1.6 1374 2.0 170 0.2 68768
2015 72391 95.7 1186 1.6 1861 2.5 182 0.2 75620
2016 75668 92.5 2254 2.8 3603 4.4 260 0.3 81784
2017 76804 90.7 2082 2.5 5503 6.5 317 0.4 84707
2018 82300 88.8 2509 2.7 7248 7.8 604 0.7 92662
2019 93535 90.9 1888 1.8 6578 6.4 870 0.8 102871
Total 752270 1429.1 | 14567 23.5 29903 42.5 | 3146 5.1 799886
Mean 50151 95.3 971 1.6 1994 2.8 210 0.3 53326

Source: Reserve Bank of India. (2005-19). Statistical Tables Relating to Banks in India. Retrieved from
www.rbi.co.in

Table 2 demonstrates that the amount of standard advances increased significantly but its ratio reduced significantly
from 97.8% in 2008 to 90.9% in 2019 resulting in a decline of 6.9% in absolute terms which indicates failure of
banks in managing NPAs efficiently. There has been momentous increase in the amount of doubtful advances from
2007 to 2018 which signify that banks were unable to prevent slippage of standard advances into doubtful advances.
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Figure 2:- Trend of loan assets ratios in SCBs as on March 31 (in %).
Source: Based on Data in Table 4.

Note: SAR: standard advances ratio; SSAR: sub-standard advances ratio; DAR: doubtful advances ratio; and LAR:
loss advance ratio

It is evident from figure 2 that the ratios of sub-standard, doubtful, and loss advances increased drastically during

2015 to 2019 which imply that banks were failed to recognize early warning signals and have not taken preventive
measures timely in controlling stressed assets.
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Table 3:- NPAs of SCBs Recovered through Various Channels (Amount in Billion).

Lok Adalats DRTs SARFAESI Act Total
Year 3
a 2) g “@ | 2 @D M Q2 @ | m 2 |3 | @D
18539 2. 14 18 | 3928 18, | 22042 8.
2005 | | 8 (1 |7 amaa |0 o7 |00 s e |12 23 |52 |,
26309 14, 74 [ 4118 40. | 31280 49,
2006 | TR T B [T PR B U A O R P e 169 |84 |3
16036 14, 37 [ 6017 41, | 22457 38,
2007 | 4 I T O e KT U e o1 |73 |3
18653 51| 8394 61. | 27420 50,
2008 | | 20 |2 |82 a7 |ss |30 | |57 |73 aa | O |2 152 |76 |
54830 . 33 |81 | 6176 40 133, | 61207 . 136
2009 | > 20 | 1|24 2004 |41 |3 |5 OT0 fuan (3018 202 | 74+ | )
77883 . 31 |32 | 7836 43 |30, | 86321 2
2010 | ] 72 | 1% e |69 |og |31 |3 T80 fuap | P00 8 312 | 75% |
61601 . 1287 | 14 |39 | 27 | 1186 11 37, | 74753 157 | 31
201 | 53 | 2% 37 | A BV T B PO s00 |, |3
47607 |11 | 1336 | 24 |41 | 17 | 1409 10 |28, | 63042 144 | 23.
2012 | 17 2 | ral D I B N B I o1 | M2
84069 ) 1340 |31 |44 | 14 | 1905 18 | 27. | 10446 | 105 | 233 | 22.
2013 | 66 |4+ |61 | SO ST IR IO Tegy | 18127 1 P12
16369 |23 | 14 2825 | 55 |53 | 9. | 1947 25 | 26, | 18599 | 173 | 320 | 18
2014 | o, 2 |+ |00 g s % |6 o [P |3 |e |22 g8 |* |4
sots | 29583 [31 |10 |5, [2200 [60 |42 | 7. [ 1753 | 156 |25 | 16. | 31536 | 248 | 308 | 12.
13 o |* |32 a4 |4 |+ |o |ss |8 |e |3 |7 2 x4
44566 | 72 | 32 2453 169 | 64 9. | 1735 13 | 16. | 46547 | 221 | 228 | 10
2016 | 5, 0o |* |47 13 |x |2 |s2 |80 ] |5 |53 4 |* |3
2017 | 33556 | 36 |23 [ [3241[ 10 |10 |10 | 1993 | 141 |25 | 18 | 37874 | 278 | 385 | 13,
78 1pol* |93 s os |3 |2 |s2 |4 |ox |3 |as 3 |+ |8
33178 | 45 | 18 2034 |13 | 72 | 5. | 9133 26 | 32. | 34385 | 260 | 354 | 13.
2018 | o, 7 1% |40 s 3 [x |4 o 818 | 4x |2 | 72 6 |* |6
2019 | 40809 |53 | 28 | ., | 5217 |30 |10 | 3. | 2483 | 289 |41 | 14, | 43814 | 649 | .o | ¢
® |47 s | * (23 s les e |s |12 |1 |o* |5 |34 1 :
Tota | 24066 | 29 | 14 | 103 | 2524 | 84 | 76 | 40 | 1897 | 104 | 22 | 441 | 26216 | 217 | 838 | 370
1 737 |21 |2 |8 |30 |41 |7 |o |52 |20 |07 |7 |698 |01 |0 |.9
16044 | 19 | 9. 1682 | 56 26 | 1265 14 |29, | 17477 | 145 | 167 | 24.
AVE | 49 5 |5 (%09 3 [V 7002 |97 |4 |s0 3 |6 |7

Notes: Column 1 indicates number of cases referred; Column 2 indicates amount involved; Column 3 indicates
amount recovered; Column 4 indicates 3 as per cent of 2 (i.e., the percentage of total amount recovered to total
amount involved); *: Refers to the amount recovered during the given year, which could be with reference to the
cases referred during the given year as well as during the earlier years; #: Number of notices issued; P: Provisional;
Some values of column 4 have been calculated by researcher;

Source: RBI. (2019a). Report on Trend and Progress of Banking in India and RBI. (2005-19). Statistical Tables
Relating to Banks in India. Retrieved from https://www.rbi.co.in

It is clear from table 3 that the highest number of cases referred to Lok Adalats, that is 1604449 on an average basis
as it settles disputes of banks and FIs involving smaller amounts via compromise, conciliation, mediation, and
negotiated agreement whereas the lowest cases referred to DRTs, that is 16829 on an average basis. But, the
percentage of amount recovered to total amount involved is higher in DRTs, that is 26.7% as compared to Lok
Adalats, that is, 6.9% because the recovery procedure in latter is quite cumbersome and lengthy. Hence, it can be
inferred that DRTs are better recovery mechanism for NPAs due to its expeditious recovery of debts. On the other
hand, the total numbers of cases referred to SARFAESI are 1897522 and on an average basis, the cases are 126502
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which are lower than Lok Adalats but higher than DRTs. Although the percentage of amount recovered to total
amount involved is highest in SARFAESI, that is, 29.4% on an average basis which implies that it is the most
effective recovery channel for NPAs than the other two.

Results and Discussions:-
For running ANOVA, certain assumptions need to be satisfied. The results of the assumptions and the test are given
below:

The normality assumption of original data is violated. Hence, the data have been transformed into log values. Table
4 depicts that the significant values under Kolmogorov-Smirnov and Shapiro-Wilk in all the three groups is greater

than 0.05 which indicates that the data is normal.

Table 4:- Tests of Normality.

Group Kolmogorov-Smirnov® Shapiro-Wilk
Statistic df Sig. Statistic df Sig.
Ratio log Lok Adalats 131 15 200" 958 15 .664
DRTs 120 15 200 971 15 872
SARFAESI .164 15 200" .950 15 .526

*_ This is a lower bound of the true significance; a. Lilliefors Significance Correction

Source: Generated by researcher using SPSS 20.

It is apparent from table 5 that the mean percentage of amount recovered to amount involved is highest in
SARFAESI, that is, 1.43 followed by DRTs (i.e., 1.25) and Lok Adalats (i.c., 0.76) respectively. The standard
deviation is also lowest in SARFAESI which indicates that its values less deviate from mean as compared to DRTs
and Lok Adalats.

Table 5:- Descriptive Statistics (Ratio log).

N Mean Std. Std. 95% Confidence Interval for Mean | Min. Max.
Deviation | Error Lower Bound Upper Bound

Lok Adalats 15 7583 .28499 .07358 .6005 9161 .20 1.16
DRTs 15 1.2504 41404 .10690 1.0211 1.4797 .54 1.91
SARFAESI 15 1.4344 17953 .04635 1.3350 1.5338 1.16 1.79
Total 45 1.1477 41708 06217 1.0224 1.2730 .20 1.91
Source: Generated by researcher using SPSS 20.
Table 6:- Test of Homogeneity of Variances (Ratio log).
Levene Statistic dfl df2 Sig.
5.113 2 42 .010

Source: Generated by researcher using SPSS 20.

Another assumption for ANOVA is homogeneity of variances which is checked by Levene’s test statistic. Table 6
shows that the significant value is 0.010 which is less than 0.05 and hence the assumption of equality of error

variances is violated.

Table 7:- ANOVA (Ratio_log).

Sum of Squares df Mean Square F Sig.
Between Groups 3.666 2 1.833 19.301 .000
Within Groups 3.988 42 .095
Total 7.654 44

Source: Generated by researcher using SPSS 20.
Table 7 depicts that F (2, 42) =19.301 and p-value (=Sig.) is 0.000. Since p-value is less than 0.05, we shall reject

null hypothesis. Hence, it can be inferred that there is significant difference in total amount recovered to total
amount involved in NPAs across SARFAESI, DRTs, and Lok Adalats.
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As the assumption of homogeneity of variances is violated, therefore, the researcher has re-verified the result by
employing nonparametric test, that is, Kruskal Wallis test. This test is run on original values. The result is as
follows:

Table 8:- Independent-Samples Kruskal-Wallis Hypothesis Test Summary.

Null Hypothesis Test Sig. | Decision
1 | The distribution of Ratio_log is the same across | Independent-Samples Kruskal- | .000 | Reject the null
categories of Group. Wallis Test hypothesis.

Asymptotic significances are displayed. The significance level is .05.

Source: Generated by researcher using SPSS 20.

Independent-Samples Kruskal-Wallis Test

2.00 _|_
1 -50_ %
(=2
o
g
5 1.00]
0.50 -
0.00 T T T
Lok Adalats DRTs SARFAESI
Group
Total N 45
Test Statistic 22.402
Degrees of Freedom 2
Asymptotic Sig. (2-sided test) .000

1. The test statistic is adjusted for ties.

It is evident from table 8 that the significant value is 0.000 which is less than 0.05, meaning thereby that the
distribution of ratio (i.e., the percentage of total amount recovered to total amount involved) is not same across
categories of group. Hence, the null hypothesis is rejected under Independent-Samples Kruskal-Wallis test also.
Consequently, it implies that the results are same in both the analysis and the re-verification is correct.

It is clear from boxplot that there is normal distribution of ratio across SARFAESI, DRTs, and Lok Adalats. The
table clearly reveals that the asymptotic significant value is 0.000 which is less than 0.05. Hence, null hypothesis is
rejected.

Conclusion of the Study:-

NPAs have become the major hurdle in the today’s scenario of banking institutions. Their efficient management is
the key to increase profitability, liquidity, credibility, and soundness of banks. In this study, the researcher has made
an attempt to analyze the position of NPAs in SCBs and assess the effectiveness of Lok Adalats, DRTs, and
SARFAESI in recovering NPAs. The study found that there has been significant increase in the GNPA and NNPA
amount from 2007 to 2018 which consequently implies increase in their ratios as well. This indicates banks
defective lending policy, failure to recognize early warning signals, lack of assessment of credit worthiness of
borrowers, and project appraisal deficiencies. However, in 2019, there has been considerable decrease in the GNPA
and NNPA amount as compared to previous year which is Rs. 1025.78 billion and Rs. 1656.03 billion in absolute
terms. This decrease in NPA amount simultaneously results in decrease of GNPA and NNPA ratio from 11.2% and
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6% in 2018 to 9.08% and 3.7% in 2019 respectively. The result of ANOVA and Kruskal-Wallis test reject null
hypothesis meaning thereby that there is significant difference among channels in recovering NPAs. The author also
found that though the maximum number of cases referred to Lok Adalats but SARFAESI is the most efficient
channel in recovering NPAs. The reason being, that SARFAESI grants the power to secured creditors to recover
their debts without the intervention of court. The procedure for recovering debts under SARFAESI is also not
lengthy and consequently it is the most preferred recovery mechanism.

Suggestions of the Study:-
RBI and banks have undertaken numerous measures to bring down the voluminous level of NPAs. Following are
some suggestions to resolve NPAs effectively:

The key to effective management of NPAs basically involves three steps: First, banks should prevent fresh accretion
of NPAs; second, they should identify potential NPAs so that banks control them at initial stage and take corrective
measures to prevent their slippage into bad accounts and third, banks/(FIs) should implement prompt legal as well as
non-legal procedures for recovering existing amount of NPAs.

Banks should conduct proper credit assessment of the project before lending funds as well as carry out regular
monitoring and follow-up to inspect the progress of the project. They should impart credit skills to credit officials
and staff associated with the task of credit appraisal and monitoring as well as gives incentives to them for prompt
repayment.

Banks/FIs should carry out internal checks and controls to keep an eye on project vulnerability as well as follow
Asset-Liability Management (ALM) approach to monitor credit risk, liquidity risk, and interest risk. They should
also enable a well build Management Information System (MIS) as it will help them to increase their productivity
and efficiency and consequently improves their asset quality.

The legal measures for recovering NPAs is very sluggish, time taking, and sympathetic towards borrowers. The
judicial system should be pro-active for timely disposition of cases and should not keep the matter linger. It should
carry out its duties properly and pass the decree timely so that there will be fewer cases of loan defaults which
ultimately bring down the gigantic amount of NPAs.

The functioning of DRTs, Lok Adalats, and SARFAESI should be more tighten to make them function more
efficiently and judiciously. They should be linked with all India database so that they can access financial debt
information effortlessly and pass orders promptly. Moreover, the Government should increase the number of DRTs
as the number of cases referred to them is quite large but they are unable to dispose the cases timely.
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