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PAs, write-offs

and recoveries

BE ON GUARD. Gross NPAs have fallen, but banks should not
be complacent as fresh NPAs are emerging and recoveries are
far from satisfactory
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culture, underwriting skillsina
particular domain, risk tolerance. Risk
appetite cannot be uniformacrossall

NPA movement
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non-performingassets 2022-23 3.90 1 looksas though the problemis more
(GNPA) ratio of Indian 7 widespread and intense now. Bankersin
banks. In2017-18, thisratio 22122 143 420 it 125 119 L0 consortium need to collaborate in good
wasashighas 11.2 per centraising 2020-21 8.35 7.30 4 1.18 2.08 2.40 times so that these practices are detected
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dataand offeran explanationandalso from over 45 per cent to about 23.8 per
point out some concerns in the midst of adequate recoveries. question of howto preventaccumulation  cent. The government, regulatorsand
satisfaction. The Finance Minister informed of NPAswhichwe had addressed earlier lenders need torework these

The Table provides data onthe
movement of NPAs between 2016-17
and 2021-22. For 2022-23, only dataon
the overall ratio is available. The major
highlights that emerge from the Table
are:

Afterreachingapeak of¥10.3-lakh
crorein 2017-18, GNPA came down to
X7.4-lakh crorein 2021-22. GNPAasa
percentage of credit came down from
11.2percentin 2017-18 to4.3 per centin
2021-22. Ithas subsequently come down
to0 3.9 per centin 2022-23. Butfull data
for thatyear are not available.

Therehasbeen a substantial write-off
of NPAsbybanks year after year. The
total write-off since 2016-17 amount to
around ¥10-lakh crore.

Therehavebeen fresh NPAs. They
addup t010.61-lakh core during the last
three years (2019-22) alone.

IS WRITE-OFF A WORRY?
Should large write-offs cause concern?
Notnecessarily. All banks do this in order
tocleanup balance sheetsand providea
good picture of the banks. Some recent
data show that private banks have been
more active in writing off NPAs than
public sector banks (PSBs) . Infact, the
write-offis possible onlyif banks earn
adequate profits. During 2022-23 PSBs
earned an aggregate profit of nearly
1-lakh crore. This is on the back of
66,453 crore during the previous year.
Other performance metrics like ROA
(returnonassets), ROE (returnon
equity) and NIM (netinterest margin)
have significantlyimproved. Thus,
writing offper se should notbe a source of
worry. It mayin one sensereflect the
strength of banks to undertake write-off.
Butwhat is amatter of concernislack of

Parliament on December 19, 2022, that
over the last five years banks have
written off around ¥10-lakh crore and
cleaned the balance sheets. They
recovered around ¥6.5-lakh crore
including¥1.32-lakh crore out of the
written-off accounts. Recoveries as
percentage of write-off amount to only
13 per cent. One would have liked more
recoveries.

The datawe have put together also
suggest that there have been new NPAs.
Some of that mayhave come out of
previous loans and not necessarily from
newloans. A redefinition of what
constitutes NPA mayalsolead tonew
NPAsout of old loans.

The reduction in ratio mayalso
happen because the denominator (total
credit) maybe growing at a faster rate.
Unless the newloans are assessed
properly, it may cause NPAs to goup

Thereductionin NPA ratioisagood
sign. The banking system needs tobe
congratulated on this. But we should not
be complacent and drop the guard. But
thelowrecoveries out of write-offloans
compelustotake arelookat our credit
assessment, disbursal and monitoring
procedures so that the banking system
does notin the first place accumulate
excessive NPAs. This leadsustothe

The government,
regulators and lenders
need to rework the
recovery/resolution
frameworks so that massive
haircuts are cut drastically.

(see businessline dated August 3and 4,
2021). Some major issues are highlighted
below.

PREVENTING NPA ACCUMULATION
Firstly, banks need to revisit their
business modelsas fault-lines would lead
tohigher NPAs and creditlosses. The
credit portfolios of banks are quite
diversified from small ticket gold loans/
unsecured personal loans/loans to
hawkers to complex, high riskand
big-ticket infrastructure loans. Ideally,
from lending perspective, banks need as
many business models as credit
segments and customer segments.

Atypical business model has building
blocks like value proposition, customer
segments, customer acquisition and
relations, delivery channels on one hand
andkey activities, key resources and key
partnerships on the other. All these vary
from credit productto product and risk
profile torisk profile. Banks need to
tightlybut dynamicallyalign various
buildingblocks to mitigate NPAs and
creditlosses.

Secondly, there has beenlot of
emphasis on board/corporate
governance and thisis ausual suspect
behind the pile up of NPAs and even bank
failures. But other layers of governance
like business, risk and operational
governance are equallyif not more
important tomitigate NPAs. The seeds
of mis-governance/NPAs are sownin
theselayers. Lenders mayneed torevisit
these layers and even subject them toan
assurance audit atleastyearly.

Thirdly, thereisneed tofine tunerisk
appetite. Thoughit needstobein
measurable terms, itis not just one raw
number. It needs tobe aligned to risk

recovery/resolution frameworks so that
massive haircuts (sometimesashigh as
90 per cent) are cut drastically. These
massive haircuts only end inhuge
write-offs aswe are witnessing now.

Sixthly, banks need to develop acadre
of turnaround experts. Underwriting
skills and turnaround skills are like chalk
and cheese. Thisisimportantas the

changesinindustryand real economyare

quite fastand global.

Seventhly, net zero commitmentis
having profound impact on industries.
New creditrisks lurk in the corner. The
RBI/Governmentneed to handhold
lenders to navigate these unknown
waters.

The regulations mandate banks to
provide 100 per.cent provision in
accounts classified asfraud. Evenifthe
diversion/siphoning off of fundsis 5-10
per cent of the outstanding exposure, of
say 10,000 crore, the entire amount
needs tobe provided and they are
written off subsequently. This hasalso
been contributing to the spike in new
NPAs. The impact of these regulations
onthe haircuts needs to be examined.

The authors well recognise and
acknowledge that zero NPA is neither
feasible nor desirable. But credit costs
need tobe manageable. Thisneeds new
approaches, new tools, newmodelsand
revisitingall the layers of governance.

Lenders, regulatorsand the
Government have their task cut outand
need to be watchful of credit trends as
ouraspirationsrise high. As the saying
goes, “Bad loans are sown in good times.”
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