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INTRODUCTION
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The structure of the Indian banking system that developed during the pre-independence period
was without any purposive control and direction. There were no comprehensive banking laws except
the Bank Charter Act. 1876 which regulated the three presid'ency bar-llf and the Indian companies Act,
1913 provided some safeguards against bank failures. In India the British Government started a central
Bank called the Reserve Bank of India as a Private sector in 1935. After Independence, the new
National Government nationalized it by passing the Reserve Bank of India Act in 1949 has some
provisions to foster a sound and healthy banking system in India. To regulate the banking business the
Act vested enormous powers of supervision and control in the hands of the reserve bank of India.

Reserve Bank is the banker to the banks — commercial, co-operative and Regional Rural Banks.
This relationship is established once the name of a bank is included in the second schedule to the
Reserve Bank of India Act, 1934. Such banks, called the scheduled banks, are entitled to avail of the
facilities of refinance from the Reserve Bank.

Bank of Baroda (BOB) was established on 20th July, 1908 in the princely state of Baroda by the
great visionary, Sir Sayajirao Gaekwad III. BOB was amongst the first few banks to venture overseas
by opening a branch at Mombassa in 1953. Today it has significant international presence with a
network of 72 offices in 25 countries. Bank of Baroda has 100 years of glorious performance and an
uninterrupted profit record, serving generation after generation around the globe. Bank of Baroda has
5468 Branches including 107 overseas branches, 13 Zonal offices and 74 regional offices.

REVIEW OF LITERATURE

A large number of researchers have been studied to the issue of non-performing asset (NPA) in
banking industry. A review of the relevant literature has been described as under: Non-performing
Assets engender negative impact on banking stability and growth. Issue of NPA and its impact on
erosion of profit and quality of asset was not seriously considered in Indian banking prior to 1991.
There are many reasons cited for the alarming level of NPA in Indian banking sector. Asset quality
was not prime concern in Indian banking sector till 1991, but was mainly focused on performance
objectives such as opening wide networks/branches, development of rural areas, priority sector lending,
higher employment generation, etc. The accounting treatment also failed to project the problem of

NPA, as interest on loan accounts were accounted on accrual basis (Siraj K.K. and P. Sudarsanan
Pillai, 2012).

A Committee on Banking Sector Reforms known as Narasimham Committee was set up by RBI

to study the problems faced by Indian banking sector and to suggest measures revitalize the sector.

¢ committee identified NPA as a major threat and recommended prudential measures for income

recognition, asset classification and provisioning requirements. These measures embarked on

transformation of the Indian banking sector into a viable, competitive and vibrant sector. The

committee recommended measures to improve “operational flexibility” and “functional autonomy” so
as to enhance “efficiency, productivity and profitability” (Chaudhary & Singh, 2012).

The main cause of mounting NPAs in public sector banks is malfunctioning of the bank‘s.
Narasimham Committee identified the NPAs as one of the possible effects of malfunctioning of public
anks (Ramu, N., 2009). It has been examined that the reason behind the falling revenues from

sector b
traditiona] sources is 78% of the total NPAs accounted in public sector banks (Bhavani Prasad, G. and
Veena, V.D, 2011).
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An evaluation of the Indian experience in inancal Sector R(:f(“’m_m ,qu?{xshmi 1Y the ®ig By
gives stress to the view that the sustained improvement of the ::t:x'#M!ﬂ??G dcnvity and dromth o, o *
enhanced by the existence of a financial system developed in terms of hﬁ} operational ang 4&;3;&:5% £
efficiency in mobilizing savings and in channelizing them among competing demands (5. g, sﬁmm
1997} It has been observed ;}xaz the current hanking Scenario ;md-. the ﬁt’c‘f tor the porticy m&‘%
opines that a major concern addressed by the banking sector reform is m‘f HMprovemnen of gy
fimancial health of banks. The mtroduction of prudential norms s %x;ft_cr‘mwm;mi B3¢ ipling m
ensuring that the banks are alert to the risk profile of their loan portfolios (S.P. Talwar ¢ 1998 ;.

The Reserve Bank of India has also conducted a study to ascertain the contr lbﬁtmié factors gy the
gh level of NPAs in the banks con ering 800 top NPA accounts in 33 banks (RBI Bulietin, Jyjy 1995,
The study has found that the proportion of problem loans in case of Indian bm{km’g SECIOr always begs,
very high. The problem loans of these banks, in fact, formed 17.91 per cent of their gross advances 4
on March 31, 1980 This proportion did not include the amounts focked up in sick mdusinal gy
Hence, the proportion of problem loans indeed was higher. However. the NPAs of Indian Barks
declined 1o 1744 per cent as on March 31, 1997 after introduction of prudential norms. In case of
many of the banks, the decline in ratio of NPAs was mainly due to proportionately much higher rise i
advances and a lower level of NPAs accretion after 1992

The study also revealed that the major factors contributing to loans becoming NPAs inglude
diversion of funds for expansion, diversification, modernization, undertaking new projects and i
helping associate concerns. This is coupled with recessionary trend and failure to tap funds in e
capital and debt markets, business failure (product, markeung, etc.), meflficient management, straied
tabour relations, inappropriate technology technical problems, product obsolescence. FeCessIon inpu
power shortage. price escalation, accidents, natural calamities, Government policies like changes »
excise duties, pollution control orders, etc. (Parul Khanna, 2012,
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OBJECTIVE OF THE STUDY

These are the various objectives of the study -

e To estabhshing rc?atimship bcm ecp NPAi profit and solvency ratio of BOB and compaine .
them with those of other public sector banks. i

e To analyse different types of retail loans offered by Bank of Bt

e To identify the types of retail loans which have brought feayy 4y MOSt percentage of NPA

s et .-:n".)
the advance give et
o Toperform size wise analysis of retarl loans” NPA.

RELE VA y understand the concept of Retai] 1oan. '
v e helpful 1o understar A OANS, fhe o : .
This Study can be ?cf;:i joans in Bank of Baroda and defaypy, (Nﬁ?;m;Jce‘iwe wpived m B0
anroval or repeciion b of Baroda over its competitors angd p, ant . o Study can peo
approy ?:ixﬁc dvantage o Rank of Barc Peer bang . e §{';&z: ke mil,w "
compentive e i sl

india.
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gank of Baroda

5COPE

The scope of the

study is limited to overall NPA data of last four years and Retaj loans data of
Study does not include NPA data and analysis of other segments like Agriculture

. current year. _ G
i d medium and overseas.

MSME, Large an

RESEARCH METHODOLOGY

1. Research Type: This study is mainly descriptive in nature. In this study secondary data is
collected and inferences are drawn from the available data. ‘

7. Data: In this study mainly secondary data is used. Data is collected from various secondary
resources like magazines, papers, annual reports, Books/Articles/Blogs/Papers/other available
sources on internet and sites of various banks and from website of RBI. In this study data of
six years viz- 2011 to 2016 is analysed.

Statistical Methods: Here descriptive analysis is used in this study.
4. Data Representation and Analysis

(%)
:

Analysis of Gross NPA, Solvency Ratio and Net Profit of Public Banks

i Gross NPA ratio

2.98 3.64 4.2

2011 2012 2013 2014 2015 2016

Financial Year

Figure 1: Year Wise Comparison of Gross NPA ratio of Public Sector Banks

In Figure-1 Aggregated and averaged data of 25 public sectors bank is analysed. Graph-1 shows
year wise Gross NPA ratio of all those public banks. NPA is getting increased from last 6 years. The

process was gradual in the initial years while in 2015-2016 it has witnessed a sudden and sharp
increase.

56.31%

33.97%

ks

29.81%

2011 2012 2013 2014 2015 2016
L_k ® Solvency Ratio= Net NPA to Net worth

BN
T

Figure 2: Year Wise Data of Solvency Ratio of Public Sector Banks
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Figure 3: Year Wise Data of Net Profit of Public Sem

In Figure-2 Solvency Ratio (Net NPA*100/NET worth) is .CalCUlated and graph showg N
solvency ratio is also increasing in same way as that of NPA as discussed in Graph-1. It i Shovi
upward trend. In the vear 2011 solvency ratio was 13.70 per cent that reached to 56.3] Per ceng w
vear 2016.

2011

Figure-3 shows that net profit is also declining in these years and has turned ¢,

huge log
2016. In the 2016 tota] losses were of T 17672 crores in aggregate in all the public bank

S.
Analysis of Gross NPA, Net NPA, Solvency Ratio and Net profit of BOB

oo 8

!
|
| 30000 —
|
—— GrossNPA
| 2 — NetNPA
16261 "
| 10000 T1876 ———Net Profit
! —7983 6035 8069

A 0.72 2542 08 98.44

2013 2014 \Zm
Sto08 2015 65395.54
W—/

/

Figure 4: Year wige Analysis of NPA ang Profit of BOB

T s
¢ given figure-4 shows the actua] N Bar !
. t of J

“Omparison with profit of 4 e Gross NPA Atount of Rapik e f

. | the ks
_ Years. It is obseryeq th s shown bY &% "l
banks in cage of NPA ' 2t the same pattern as s B e
A, solvency ratio, and S il ¢ Barodd i
Pattern of increm ent in Y NeL profit is visibje in case of Bank of e

NPA ratio and solvenc 0 wi S found !
. ¥ ratio wj it was
Bank of Baroda 100 in last 4 years. th decline in net prof

(i



Figure 7: Comparison of Net NPA Ratio of Public Sector Banks (FY-2016)
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|
syndicate canara indian bank union bank bank of idbi central pnb {
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india india j
|
Figure 5: Comparison of Gross NPA Ratio of Public Sector Banks (FY-2015)
13.07
11.85
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Figure 6: Comparison of Gross NPA Ratio of Public Sector Banks (FY-2016)
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hi‘ﬂiﬂf bank of india india bank of
Lt india india ]



Business Ecosystem: Interpfay o Ko
SRS T Qy B’%% Pl
110 BT
| 736 173 g 4
| 6.42 6.78 & 3
4.48 - g
L 3.81 4.2
| sbi indian bank syndicate bab union bank  canara idbi central béﬂkof P 7 : g : ,
bank of of india bank bank of india e
india india i

i i

Figure 8: Comparison of Net NPA Ratio of Public Sector Banks (FY-2016)

These graphs show the position of Bank of Baroda in case of gross and net Npa
comparing with other top 9 public sector banks. BOB is always seen on 2nd position (after SBIjacng; §
all the public sector banks this was true in case of NPA ratio too in 2015. BOB was having secons
lowest gross NPA ratio in 2015 (Figure-5) while lowest net NPA ratio in 2015 (Figure-7) byt in 2006, -

the in case of Gross NPA ratio, it went to 6th position from 2nd position (F igure-6) and for Net NPy ¢
went to 4th position from 1st position(Figure-8).

Tatio whii; §

Figure-9 shows sector wise net NPA % in year 2015 and 2016, where in 2015, overseas ses
had the least Net NPA ratio and Agriculture had the highest Net NPA ratio but in 2016, Retail sectr i
had the least and Large and Medium sector had the highest Net NPA ratio.

B Net NPA% FY15 @ Net NPA% FY16

PR

o~

8.34

7.26

6.07

W!"*“ AR LR G

i

Agriculture Retail MSME Large and Medium Overseas%P""_~

Figure 9: Sector Wise Npa for 2015 and 2016 by BOB
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- B STANDARD?% ® NPA%

1 {
98.06 9583 928 9264 919  90.83 % M98 9717 100 100 |

4
»o

Figure 10: Standard and NPA % to Advance Given

Figure-10 shows the different types of retail loan and for each type, the composition and
segregation of NPA and the standard assets. Personal loan had highest NPA to loan ratio followed by
doctor’s loan and auto loan while there was no NPA in Ashray. LABOD and ODBOD. -

NPA is classified into 3 types of assets-Substandard, doubtful and loss so this graph shows
segregation of such NPA into these assets for each type. Personal loan followed by education loan are
having highest loss assets.

10 N ﬁs
- A |
Z
3 ° |
2 s g
< 4 8.27 ‘
< ’
Q |
z é

& “
& 3
S i
_ & SUB STANDARD% = DOUBTFUL%
| LOAN TYPE

Figure 11: Category Wise NPA % in BOB

Figure-12 shows representation of NPA according to the size of the loan given. Loans of more
han ¥ 100000 had the highest NPA% followed by those of less than T 25000.
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Figure 12: Size Wise NPA %

FINDINGS

e Public sector banks especially Bansk of Ba}roda has ex‘tremcl.)" Increased NPA. Solye
and declined profit in the year 2016 which is not good for Indian economy 4, for b,

e Bank of Baroda is losing its top position among the top public sector banks
which eventually can harm bank’s reputation and market share.

e From all the sectors, retail sector loans do not contribute the major portioy, of

QUL

Conteys .

: A Npa L
Retail, Personal loan is the most NPA contributing type with highest loss assets. ‘
e Loans of ¥ 10000000 and more and less than ¥ 25000 are the most Sensitiy

converting to NPA

SUGGESTIONS

® Advances provided by banks should go through proper pre-sanctioning evaj: -
selection of borrowers and post disbursement control and follow ups required 1o g -
payment.

e Public sector banks including BOB can use better and advanced technologies in t
procedure, starting from giving loan to recovery of NPA.

Early diagnosis of non-payments should be done.
Industry wise exposure limits should be set to diversify profile and minimize risk
Account Tracking Centres should be set up 10 prevent accounts slipping into NPA cates”

A system of Tele-calling/personal contact/SMS alert/sending notices etc. should %™
aggressive followed on default of overdue instalments/ir

CONCLUSIONS

NPAs reflect the overall performance of the banks. The NPAs have always been 2
the banks in India. The Indian banking sector faced a serious problem of NPAs. A high v
suggests high probability of a large number of credit defaults that affect the profitabilit ane
of banks. The extent of NPAs has comparatively higher in public sectors banks. 10 -
etficiency and profitability, the NPAs have 1o be scheduled. Various steps have e

regularity in accounts.
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Ba o reduce the NPAs. It is highly nnp})SSlbk to have Zero percentage NpA, BUt at Lo,
\:\“‘“ml"cn]i_ :hould take care to ensure that they give loans to creditworthy Customers et
b= . 1KS S ¢ :
{ndian 0l
The scope of data analysis in NPA is w‘ide but due to content and time restriction only retajl

ctor’s advance and overall NPA comparison is done.
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