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INTRODUcnON 

• I, the Chairman of the Estimates Committee having been authorised by the Com-
mittee to submit the report on their behalf present this Third Report on the Ministry 
of Finance (Department of Economic Affairs--:-Bankin, Division)-Public Sector 
Banb-Bad Debts. 

2. The subject was selected for detailed examination by the Estimates Committee 
(1994-95). The Estimates Committee (1995-96, 1996-97, 1997-98 and 1998-99) 
continued with the examination of the Bad Debts of the Public Sector Banks. The 
Committee cbnsidered the replies furnished by the Ministry of Finance (Department 
of Ec~omic Affairs) to the questionnaires issued on the subject from time to time 
and other mBlerial received from the Public Sector Banks during study tours. The 

, Estimates Committee took evidence of the representatives of the Ministry of Finance 
(Department of Economic Affairs) and Reserve Bank of India on the 15th October, 
1996. The Committee wish to express their thanks to the officers of the Government 
of India, RBI and Public Sector Banks and Indian Banks' Association for placing 
before them their considered views and perception and for furnishing the written 
replies and information desired in connection with the examination of the subject. 

3. The Committee would also like to express their gratitude .to the Estimates 
Committee (1994-95, 1995-96, 1996-97 and 1997-98) for able guidance and right 
direction provided by them in obtaining information and taking evidence for in-
depth and comprehensi ve study of the subject. 

4. The report wu considered and adopted by the Committee at their sitting held 
on the 15th September, 1998. 

5. The Report is divided into four chapters each devoted to specific aspects of the 
subject. The Committee have made the following important observations/recom-
mendations: 

(i) In pursuance of the recommendations of the Committee on Financial Sys-
tem under the Chairmanship of Shri M. Narasimham, RBI introduced pru-
dential norms on income recognition, asset classification and provisioning 
in all scheduled commercial banks in April. 1992. Based on record recov-
ery of interestlprincipal the assets have been divided into foar categories 
dependina upon the period in which interestlinstalmellts of principal had 
remained put due namely standard assets, sub-standard assets, doubtful 
assets and lou assets. 1be assets classified under sub-standard and loss 
assets are called non-performing assets (NPAs). A bad and doubtful debt 
will be • non-performing asset. 

(ii) With the introduction of the new system of income recopition, asset clas-
sification and provisioning norms for bad bcbts on a prudential buis, the 
concept and treatment of non-performing assets have brought about a com-
plete transformation in the Banks in India u they have now to 8S!'ess their 
profitability OR more realistic basis and reflect the true state of their finan-
cial health. 

(v) 



(vi) 

(iii) In C&le of large diverg~nce of classification of assets by bank auditors and 
RBI inspectors, a serious note should be taken and these auditors should be 
debarred from auditing for their sheer blantancy of misclassification. 

(iv) At present, 17 banks have non-performing assets in the nnae of 10 per cent 
to 20 per cent and 8 banks hold NPAs above the level of 20 per cent. It is 
shocking to find that one bank has NPAs at the level of 36.20 per cent and 
another has as high as 39.12 per cent. That none of the Public Sector Banks 
has been able to contain NPAs as per international standards where the 
tolerable levels of NPAs are around 3 to 4 per cent. 

(v) Failure to render honest, dedicated and dilligent service in the discharge of 
responsibility to the borrowers, poor motivation and inadequacy of 
professional skills for assessment of business risks, corporate failures both 
in the public and private sectors, scandalous siphoning off of funds by 
corporate racketeen and no fear of legal action initiated for recovery of 
problem 1911M from recaicitrant borrowers under the present slow and 
complex legal system, arc the major factors causing hike in NPAs. 

(vi) RBI's Annual Financial Inspections (AFIs) for the last several years have 
been revealing a sradual deterioration of the Indian Bank's financial position. 
RBI had to scrutinise some accounts more than once as the bank continued 
to increase its exposure to some borrower groups despite the disquieting 
features observed by RBI and brought to bank's notice. In 1996, a scrutiny 
intO' the exercise of delegated lending powers by the then CMD and other 
top executive was carried out and the matter is under RBI's consideration. 
RBI has also conducted some scrutinies regarding administrative lapses! 
irrcplaritiCi. CBI has reaistercd some cases in this connection. 1be bank's 
lossea accummulated to Rs. 2101.87 crore. 

(vU) A detailed review of the reaulatory IUld supervisory functions of RBI 
preferably by a Committee of Experts well versed in banking matters to 
enhance its effectiveness and to check the laxity· and complicity of RBI 
~ fJiciais. if any, for Dot initiating action for effec!ive timely measures, may 
be made. 

(viii) The increase in the Capital Adequacy Ratio for public sector banks as 
proposed in the budget for 1998-99 in pursuance of recently submitted 
Narasimham Committee Report may not be considered adequate in the light 
of a very high percentage of non-performing assets which is around 18 per 
cent at present, vis-a-vis, the international standard of tolerable levels of 
NPAs around 3 to 4 per cent for which ratio prescribed as per BIS norms is 
8 per cent. 

(ix) In case of wilful default, recovery suits should be filed without any delay 
and names of wilful defaulter whether suits filed or not, should also be 
published for guidance of the other banks who should be instructed to exercise 
utmost caution in extending credit facilities to such borrowers. 

(x) Adverse comments made by RBI in their Annual Financial Inspection 
Reports on the CMD and other functionaries of the Public Sector Banks 
cannot be considered as small issues for which letter of displeasure are 



(vii) 

issued. Government should take lerious actioa on these idvene obIervIliOns 10 IS to 
achieve the laid down objectives of such inspections and allO to set an 
example for other functionaries in the bub in order to deter them from 
indulginl in any type of irTeJUlarities. 

(xi) If the top functiOllll')' violates the rules. he should be punished with the 
same severity IS the other officers of the bank. 

(xii) TrUninl system for bank ofticers need revampin,. 
(xiii) Ministry of Finance should undertake a detailed review whether the 

performance of the Vililance Departments of the baI\ks WIS of requilite 
standard and should also consider the need for their revampin,. 

(xiv) RBIIbanb should examine the necessity of constitutinl Settlement Advisory 
Committee consistinl of renowned bankers under the Chairmanship of 
retired Hilh C0Ul11udie to consider proposals o.f compromisclwrite offs IS 
per laid down norms for speedy recovery of assets in cases of hllJe default 
with a view to brinlinl down their non-performina assets. 

(xv) There should be legislative chanaes to ensure quick recovery of NPAs and 
to enable the banks to perform their uaped role of lendinl for socio-
economic development of the people. 

(xvi) There is need for Government suppon both at the Centre and at the State 
level for extendina help of the Revenue Departments in effective recovery 
in different cues and renderinl required ISsistance in executin, decree. 
obtained from the courts. 

(xvii) Banks should lay down specific auidelines duly approved by their Board of 
Directors for filinl recovery suits and that should be made • part of their 
Loan Recovery Policy. 

(xviii) Government should also set up DRTI at more places for example at 
Chandi,arh to cover States of Haryana, Punjab and Himachal Pradesh and 
Appellate Tribunals at Delhi. Calcutta and Chennai. 

6. For facility of reference. the observations/recommendations of the Committee 
have been sideline in thick type of the body of the Report. 

NEW DELHI; 
December 7. 1998 
Agrahayana 16. 1920 (Saka) 

MADHUKAR SIRPOTDAR 
Chaimtall, 

Comminee Oil EslimtJles. 



IDtroductaIy 

CIIAPI'ER I 
CLASSIFICATION OF ASSETS 

1.1 UDder the provisions of Section 6 of the Banking ReJUIldion Act. 1949, in 
addition to the business of banking, a banking company may, inter alill en,age in the 
business of borrowing. raisin, or taking up of money and lendins or Idvancin. of 
money either upon or without security. Traditionally, the banks have always been 
depended on their prime activity of deposit mobilisation/borrowinl resources and 
deployment thereof in various assets including high risk portfolios for hilher yielda 
to cover all their expenses as also to earn profits. DurinS the last two and a half 
decades, the. bankins sector has witnessed a phenomenal expansion of its network 10 
remote rural areas in the country. and also growth the deposits and advances. 
IDtrocIuctIon 01 Haith Code S,... 

1.2 With a ·view to havinS a uniform credit monitoring system in banks to monitor 
health of the advances portfolio and the extent to advances portfolio causing concem 
in relating to total advances and also to improve the quality of assets to achieve the 
ultimate objectives of improving recovery performance. all banks (excluding foreign 
banks. most of which already had similar Health Code System in their organisation) 
were advised by RBI on November 7, 1985 to introduce a comprehensive and uniform 
grading system (Health Code System) indicating the quality (or health) of individual 
advances into the following eight categories. with a health code assigned to each 
borrowal account: 

Health Code No. Satisfactory 
-do- 2 Irregular 
-do- 3 Sick: Viable under nursin, 
-do- 4 Sick: Non-viable/sticky 

-do- S Advances recalled 
-do- 6 Suit-filed accounts 
-do- 7 Decreed Debts 
-do- 8 Bad and Doubtful Debts 

Detailed guidelines were also issued to the banks for classifying advances as per 
the above Health Code System. 

1.3 TIle classification of a borrowal account under the Health Code Sy.stem was 
subjective and was not based on record of recovery/servicing of interest. 
Rec:onuneadatioDs ofCommlttee 011 FIaandaI System 

1.4 TIle Committee on Financial System under the Chainnanship of Shri M. 
Narasimham (also known as Narasimham Committee) had among other things 
examined the system for recognition of income, classification of assets and 
provisioning for bad debts on a prudential basis. This Committee had recommended 
inler alia. that in order to ensure that finanCial rcpons of banks reflect then real 
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financial health. a proper system for recopition of income. clusification of auets 
and provisioning for bad debts on prudential bllis is necessary. Further the 
classification of assets is to be made on the buis of objective criteria and uniform 
and consistent application of norms by all banks. The policy of income rec:osnition 
should be objective and baed on record of recovery rather than on any subjective 
considcntion. 

I.S As regards provisioning requirement, the Committee has recommendccl that 
the provision should be made on the basis of classifICation of assets into four different 
categories; vit. stancWd, sub-stancWd, doubtful and loss usets. The above issues were 
examined by the Reserve Bank of India and it was decided.to implement the prudential 
norms on income recopition. asset clusification and proviiioning in a phased manner 
over a period of three yean commencing from the accounting year beginning 1 April. 
1992. Accordingly RBI has issued guidelines on 27 April. 1992 for implementation of 
the above norms by the banks. Accordingly. all Scheduled Commercial Banks have 
implemented the prudential norms from the prescribed date. These guidelines are in 
line with international banking and supervisory standards. 

As per the new system of prudential norms. the loan assets have to be classified 
into four categories. viz. standard. sub-standard. doubtful and loss assets. depending 
on the period the account has remained a non-performing asset 
DeftaIdon-Ncm-PerfGnlllnt AIIet (NPA> 

1.6 An asset becomes non-performing when it ceases to generate income for a 
bank. The Nansimham Committee has defined NPA as advances where. as on the 
date of the Balance Sheet, (a> in regard to term loans. interest remains "past due" for 
period of more than 180 days; (b) in respect of overdrafts and cash credit accounts. 
debt remains out of order for a period of more than 180 days; (c) in respect of bills 
purchased and discounted. the bills remain overdue and unpaid for more than 
180 days; and (d) in respect of the other accounts. any amount to be received remains 
past due for a period of more than 180 days. According to the Committee. an amount 
is considered past due when it remains outstanding for 30 days beyond the due date. 

Thus. an account will have to be treated as non-performing if interest or instal-
ment of principal remains past due for two quarters at the year end. 
Pnadeatial NonDI on AIIet a.eslfketion 

1.7 As per the prudential norms on asset classification. advances will have to be 
classified as under. depending upon the period the account has remained a non-
performing asset (NPA): 

StImdanI AIIet 
Standard asset is one which does not disclose any problem and which does 
not carry more than normal risk attached to the business. 

Sub-StandanlAllet 
Sub-standard Asset is one which has been Clas~lfied as non-performing 
asset (NPA) for a period not exceeding two years. Such an asset will have 
well defined credit weaknesses that jeopardise the liquidation of debt and 
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are characterised by the distinct possibility that the bank will sustain some 
loss if deficiencies ..-e not COlT'CCted. 

Doubtfal Aaet 
Doubtful asset is one which has remained NPA for a period exceeding two 
years. 
LoaAaet .• 
A loss asset is one where loss has been identified by the bank or internal or 
external auditor or the RBI but the amount has not been written off. wholly 
or panly. In other words, such an asset is considered uncollectible and of 
such little value that its continuance as a bankable asset is not warranted 
although there may be some salvage or recovery value. 

'The assets classified under Sub-standard. Doubtful and Loss assets are called 
NPAs. A bac:l and doubtful debt will be a non-perfonnin, asset; however. an non-
perfonning assets need not be bad and doubtful debts. 

The new system has introduced uniformity in the method of classification of loan 
assets by the banks. 

1.8 'The Ministry infonned that these guidelines (on prudential norms) are in line 
with international banking and supervisory standards. Enquired whether "supervi-
sory standards" were also as per international nonns, the Ministry stated as fol-
lows:-

"Supervisory and Regulatory standards have been designed by RBI accoid-
ing to international standards. Improvement of the supervision process is. 
an area that is being given continued attention by Reserve Bank of India." 

Provisionina lor Sub-stanclard AIIets 
1.9 As regards provisioning requirements. based on recommendations of the 

Narasimham Committee the RBI in its Circular dated 27th April. 1992 to an 
Scheduled Commercial Banks has directed that taking into account the time lag 
between an account becoming doubtful of recovery, its recognition as such. the 
realisation of the security and the erosion o~r time in the value of security charxed 
to the banks, the banks should make provision against sub-standard assets. doubtful 
assets and loss assets as per detailed instructions in this regard furnished below:-

(i) Loss Assets: The entire assets should be written off. If the assets are 
pcnnitted to remain in the books for any reason. 100% 
of the outstandings should be provided for. 

(ii) Doubtful Assets: (a) 100% of the extent to which the advance is not cov-
ered by the realisable value of the security to which 
the bank h:lS a valid recoune and the realisable value 
is estimated on a realillic basis. 

(b) Over and above item (a) above. depending upon the 
period for which the asset has remained doubtful, 2~ 
portion (i.e.. estimated realisable value the 
outstandings) on the following baia. 
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Period for which the 
advance hu been considered II doubtful 
UpIO One year 
One to three years 
More than three years 

-.of Provision 

20 
30 
SO 

(iii) Sub-standard Ulets: A pnera1 provision of 10'*' of total outstandings. 
1.10 Durina the oral evidence. while elaborating upon provisioning for loss as-

sets. Deputy Governor. Reserve Bank of India stated as follows:-
"From 1992-93 onwards. we really came to know the extent and the depee 
of the exact state of health of the advances in the banks. When we imple-
mented these norms. then we stated that as per the Bank for International 
Settlement norms. there was no provision required for standard advances 
because that was a standard by itself and there was no doubt about their 
recovery. On sub-standard assets 10 per cent provisioning was required to 
be made.· On doubtful assets on the secured portion. it was to be applied for 
20 per cent to SO per cent each year. And on unsecured advances, it was 
hundred per cent. Similarly, on loss assets and loss advances, hundred per 
cent provisioning was to be made". 

1.11 The Committee enquired whether views of the banks were ascertained be-
fore introduction of prudential norms of income recognition, assets classification 
and provisioning and whether they had expressed any reservation in this regard. In 
reply. the Ministry of Finance stated as follows:-

"One of the recommendations of the Committee on Financial System was 
the introduction of prudential norms on income recognition, asset classifi-
cation and provisioning. Before actually implementing the above recom-
mendations. the matter was discussed with Chairmen of major banks and 
members of the accounting profession. The bankers did not have any reser-
vations about the asset classification system being introduced." 

1.12 The introduction of the new system of asset classification combined with 
prudential norms on income recognition and provisioning has resulted in bringing 
out the true state of affairs of the health of the banks as may be observed from the 
working results of the public sector banks from the year ended 31st March, 1993. 
The number of banks incurring net loss increased to 13 as on 31 st March. 1993 as 
against 2 banks in the previous year. For the year ended 3 lSt March, 1994, the 
number of banks incurring net loss was 12 while as on 31st March,I99S. the loss 
making banks came down to 8. The increase in the number of loss making banks for 
the year ended 31st March, 1993 and 1994 was mainly due to the implementation of 
prudential norms on income recognition, asset classification and provisioning. 

1.13 The Committee enquired whether there was any guidelines to decide when a 
debt became irrecoverable. In response. the Deputy Governor. RBI informed that 
"banks have their own guidelines .... It has to be decided on a case to case basis". On 
being pointed out when banks take their own decisions, there is no uniformity, the 



Deputy Governor IUbmiued that "we have Jiven them broad pidclincs." In thil 
connoction, the Fmanc:e Sec:mary added: 

"It is DOl the job of the RcIcrvc Buk to micro-lIlIDIp the banD. Buk hal 
autoDomOUI power to determine about the State of the asets. It il not 
aeceIIary that all bub would follow it in the I8IDC way. Different banD 
may lib diffcreat vic .. on this matter." 

1.14 1bcre are generally lome vwtionl in the quantum of NPAs and the 
provisionin, tt.cof a per bub cstinweI and RBI inapccton' alCSlJl10nti due to 
incorrect clauification of usets, etc. 

I.IS Reserve Bank of India advised all c01l1lllCl'Ciai banks vide circular BP. BC. 
S9I21.04 048197 dated May 21, 1997 to make certain additional dilClosUJ'Cs in the 
Notes on Account attached to the Balance Sheet for the year ended March 3 t, 1997. 
Amon, these (a) perccntaae of the non-perfonnin, usctl to net advancel and (b) the 
amount of provision made towards non-pcrfonnin, usets are the disclOlW"el re-
quired to be made by banks in respect of non-pcrformin, DIets. These JUidclincs 
make it compulsory for bub to make dilClosures about non-perfonnin. USCtI. 

1. t 6 The Committee enquired whether banks which had reported losses for the 
year ended 3 lst March, t 996 were taking recourse to a different interpretation of 
prudential norms and whether different banks were usin, different methods to cal-
culate NPAs and dcclarin. NPAs u favourable to them: Explaining the position, the 
Ministry have stated as follows: 

"Reserve Bank of India had introduced the prudential norms for income 
recognition, asset classification and provisioning, from the accounting year 
1992-93. 1bese have been progressively tightened from time to time with 
regard to the non payment period of interest and principal installl\Cnts for 
being classified as non-performing and the quantum of provisions to be 
made against the non-performing assets. Detailed valuation norms have 
also been introduced with effect from 1992-93 in respect of the investment 
portfolio of the banks. Subsequently, a number of clarifications have been 
issued by RBI in order to minimise/eliminate the scope for interpretation in 
implementing the prudential norms. These have brought uniformity in the 
application of the norms. In the course of Annual Financial Inspection of 
banks by RBI, the adherence to the prudential norms is critically examined. 
It has been observed during the inspections that there have been diver-
lenccs between the asset classification/provisioning for NPAs made by banks 
and the assessment made by RBI Inspections. Non-adherence to the pidc-
lines issued by RBI and not taking into account certain qualitative factors 
were observed to be the main reasons for the divClJence in usct evaluation. 
In order to narrow down the divl"fgence and ensure adequate proviaionin. 
by banks, RBI in terms of cir~ular dated October 31, 1996 advised that the 
banks will be furnished with a list of the accounts contributing to the diver-
,ence with all details above a certain level, in the inspection report and that 
the bank's statutory auditors can have a dialogue with the RBI in regard to 
the divel'JeDCC in usct valuation u also the provision required for NPAs, U 
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spell out in the inspection reports of banks for rcconcilin. the differences 
while finalisin, the accounts for the ensuing year. This matter has been 
further reviewed by the Board for Financial Supervision and it has been 
decided that banks should. before finalisin, the accounts for the year ended 
31st March. 1997 (as also for subsequcnt years) take into account the as-
sc;ssment made by the RBI Inspecting Officer and subsequent development, 
if any, and provide for the shortfall in provisioning for NPAs etc." 

1.17 On bein, asked to furnish details of instances during RBI's inspections 
where commercial bank auditors had not properly classified assets under prudential 
norms, the Ministry of Finance furnished a statement based on NPAs as tq)OI1Cd by 
the banks and NPAs as assessed by the RBI inspectors showin,. additional provision 
recommended by the inspector during the last three years bank-wise are as follows:-

(Rupees in crores) 

SI.No. Name of the Bank 31.3.95 31.3.96 31.3.97 

1. State Bank of Bikaner and Jaipur 5.13 17.33 22.29 
2. State Bank of Hyderabad 34.43 05.11 
3. State Bank of Indore 2.42 06.08 32.43 
4. State Bank of Mysore 16.36 17.07 13.62 
5. State Bank of Plli.l. 04.30 40.75 
6. State Bank of Saurashtra 20.26 15.45 05.53 
7. State Bank of Travancore 54.62 125.94 44.19 
8. ·State Bank of India 217.98 
9. Allahabad Bank 12.47 02.16 • 

'10. Andhra Bank 04'.76 06.96 07.03 
11. Bank of Maharashtra 39.10 39.39 08.84 
12. Central Bank of India SO.9O 23.36 07.22 
13. Corporation Bank 16.63 02.33 07.03 
14. Dena Bank 21.19 03.49 19.30 
IS. Oriental Bank of Commerce nil nil nil 
16. Punjab National Bank 107.24 21.52 21.90 
17. Punjab & Sind Bank 08.9S 01.90 04·2S 
18. Union Bank of India 24.76 13.70 26.30 
19. United Bank of India 89.73 36.22 27.16 
20. Vijaya Bank 135.02 28.33 25.45 
21. Bank of Baroda 100.52 33.72 04.19 
22. Bank of India •• •• 103.49 
23. Canara Bank 150.11 88.54 80.38 
24. Indian Bank 298.14 161.57 47.78 
25. Indian Overseas Bank 63.83 55.48 07.81 
26. Syndicate Bank 56.96 42.18 20.92 
27. UCOBank 94.91 114.14 97.38 

*AFI 1995. 1996 .... not been c:onducted 1IId!he 1997 AFI report ofthe bank has not yet been n:c:eived, 
"The bank wu hoJdina exc:ell plUVision for NPAs ad hence llllditional provisiOlling was not n:c:om· 
mended by the PIO. 
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Obiea .at'GailRri ........... ... 

1.1811ae CommItteeaote tbat In punaaace~the~~theCom­
mlttee oa the FIDaad8I System UDder the Cbairman8hlp ofShrt M. Narulmh.m, 
RBI Introduced pnadeDtiaI DOl'IDI oa income reeopldoa, uaet clMllftcatioa aad 
pro ........ 1n.1dIeduIed COIIIIDeI'daI baab Ia April, 1991. ReportIDa .... r the 
a.ltb CodeS,.... tor ............ ~botl'OW .. 8CC1C111111DwIdda WIll. vope, WIll 
wltbdrawa with effect rro. bt Aprl, 19Mb)' RBI. Bat the ...... could coatbaae to 
retaID the iyIteaI or lUI)' ".mate 101m .......... .,...... .. mIabt be.mtled by tbem 
for purpoeeI ~pwladon 01 the qu8Ilty oItbeir I .... aad...mmc..1Iowner, tor the 
pUrpoH of..eportiDl to RBI, the q .... ity of the credit portfolio ofb .... WIll to be 
bued OD DeW DOI'IIII for income recopltioB, allet claaiftc.atioa aad ProyisiMinl 
from that date Leo 1st April, 1994. 

1.19 FoUowiDI the recommeadatioDi or the N ...... mh.m Committee OD the 
FlDaDca.l System, the RBIIISued a detded dreular iD April, 1992 to aU ICheduIed 
COIDIDeI'daI baaks (excludinc RRIIa). The dmdar CODIaiDed spedIIc pIdeUDes for 
pnadeatial DOnDI to be adopted for: 

- Income recopldoa, 
- Asset dusiftc:atioa, ... d 

- ProvlsloniDi for 8IIetI 01 'loa' or 'doubtful' .. lure. 

Au IUlHt becomes DOD-performml wheD it ceases to ~aerate Income for the 
bank. For the purpose ofiDcome recognition, the N ..... imh.m Committee rec0m-

mended that DO income should be recoplsed aad taken mto account on accnaal 
basis with respect to non-performin& assets (NPAs) aad that such income sbouIcI be 
accounted ror only on the buls of actua1 receipt. 

For the PUl'pOlle ofprovlsioniDl for 'loa' aad 'doubtful' _u, RBI guidelines 
provide for daslftcation or .... Into four catepries depending upon the period for 
whicb interestliastalmeuts ofprindpal bad remained 'put due' namely-

(I) StaDdard .... 
(il) Substandard III8I!ts 

(Ui) Doubtful usets aad 

(Iv) Lc.lllllets. 

1.20 The Committee further Dote that the introduction or Dew norma on uset 
c .... ific:ation mto four categories viz. standanllsub-standardldoubtful/ 10SII1IIId, is 
for fac:i1itatinc identification of an account as a non-performing asset depeaclina OD 

the period on an objective basis. In terms or tbe instructions, claaifkadon of an 
account into the four cateaories Is bued on record of recovery of mterest/priDdpal 
and is not based 011 any subjective coaslderation. These guidelines OD asset daaift-
c:atioo aad provisionina are in line with international bankin& aad superviIory stand-
ards as per DOI"IDII 01 the Banks for International Settlement. 

1.21 There were DO NPA norms earlier m India. lacome from NPA is not 
intemationaUy recopised on.ccruall basis but is booked u income only wbeD it ia 
actually received. Such reforms iD the baakina sector tbJ'ouabout the world were 

3943/LS/F-2-A 
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Introduced ... 1987wtdatllelmr ........... ot .... o-mlttee ............... 
la ladia, the ,.me were introduced la 1991 with the lmple.eatatiOD .f 
recoauaeadations oItbe Nan_mham Committee tbat sbaIIar pncdce ........ be 
followed by baab ia India. 

1.ll The CommIttee feel that wltb the iatroducdoa ottbe aew syIteIDot ___ 
recopitiOD,Ulddenlfkadoa ..... pnm.ionlaa ..... ror bIId debll OD. p~-
... buis, the coacept ..... treabaeat oIDOIl-perfOl'llliaa ..... have broupt about. 
complete traadonaadon ia the Banks ia IocUa as &bey have now to _ their 
profttablity ... more raIistic ... aad retied the .... state oItheirflnncW beaIth. 

1.23 The CommIttee note that there is CODIiderabie ~tioa by banks 01 
their non-perfornUn, asseta and coasequenl uDder-provisioalal ofloan 10IIeS ia 
disregard ofRB) pldelines relatiq to income recopldoa, auet elaaUlcatioa ud 
provisionina- The ConuniUee expect the RBI toa.are betW adbamce by the ..... 
to the prudential norms to achieve the desired objectives oItbeir introduction. 

1.24 In cue 011 .... dive ... nce of dasaiftc:atioa of asseta by bank .uditon and 
RBI inspecton, the Committee desire that. serious aote ,houId be taken and these 
.uditon should be .deb.rred from .uditial for their sheer bl.ntaney of 
misclaulfkatioa. 

39431 LS 1 F-2·B 



CllAPl'ERD 
NON-PBRFORMING ASSETS 

.... Pre-requiIIta lor s...etioa of. LaM 

2.1 To maintain the status of loan sanctioned as a standard asset the foUowing 
basic pre-requisites are inter-alia to be considered before sanction of a loan/advance: 

(i) Proper assessment of the credit needs of the borrower. 

(ii) Purpose of the loan/advance. 

(iii) Adequacy of the security offered by the borrower. 

(iv) Repaying capacity of the borrower. 

(v) TeChnical feasibility and economic viability of a project in the case of project 
financing. 

(vi) Whether the activity financed is capable of generating sufficient surplus to 
servicelliquidate the loan/advance. 

(vii) Proper documentation. 

(viii) Resources position and lending policy. 

GuideliDes for I.«ndlna 
2.2 The Committee desired to know the prescribed/standardised norms laid down 

by RBI/Banking Division or by the Banks themselves regarding sanction of loans! 
advances. finance for various categories of borrowers e.g. corporate borrowers. SSI 
Units. small tradelbusiness etc. In response the Ministry of Finance furnished a 
detailed account of the guidelines issued by RBI from time to time in the matter of 
bank loan policies. procedure for sanction of loans. credit limits. security norms. 
margin money time frame for sanction of loans. etc. for each category of borrow-
ers-medium and large scale units. small scale industries. artisans. village and cot-
tage industries. small borrowers in the Priority Sector and advances for Government 
sponsored schemes for poverty alleviation and self-employment schemes. 

2.3 When asked how do the banks ensure recovery of loans where primary secu-
rity is sold/missing. the Ministry in a written reply stated that: 

"If the primary security is missing/sold. banks may take the usual action for 
recovery which may include legal action as a last resort." 

2.4 On being asked why proposals otherwise viable in respect of advances over 
Rs. 25.0001- should be turned down merely for want of such collateral security or 
third party guarantees. the Miniilltry explained: 

"In order to ensure that bankable proposals are not rejected merely for want 
of collaterallthird party guaranntee. RBI has always been exhorting the 
banks to exercise their prudence and commercial judgement in the interest 
of genuine borrowers." 

9 
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2.S When enquired how viability of project was ensured and whether any guide-
lines had been laid down for determining the viability of the project the Ministry of 
Finance stated: 

"1be viability of loan proposals is assessed based on important factors such 
as cash senerating potential of the project, availability of backward and 
forward linkages, economic:ltechnical feasibility, etc., among othcrs.N 

2.6 Asked if the banks gave loan without collateral security or third party guar-
antee on otherwise viable proposals', how they ~nsured recovery in cue of wilful 
default, who bore the responsibility for such bad debts and in case the project did not 
tum viable as assessed and the borrowal account became NPAs, whether any puni-
tive action was taken against officials approving viability of the project, the Ministry 
stated thal: 

"In C8$e';of wilful defaults, banks have to adhere to the instructionsl guide-
lines issued by their head offices. In case the borrowal account becomes 
NPA due to extraneous circumstances or reasons beyond the control of bor-
rowers and banks, these cases will have to be viewed and reviewed cue by 
case depending on merits and appropriate action as deemed necessary will 
have to be taken by the Branch Managers in consultation with controlling 
officeslHead Office." 

2.7 Under the extant instructions it was stipulated that Branch Managers might 
reject applications provided the cases of rejection were verified subsequently by Di-
visionallRegionai Managers. Asked about the actua1 practice in this regard, the Min-
istry stated that: 

"It is observed that in actual practice the banks are by Iftd larse, adhering to 
prescribed procedure for rejection of applications barring exceptional cases. 
If such cases are reported to RBI, they are pursued vigorously with the 
concerned banks." 

2.8 On being asked about the views of the Government on the sugestion that 
DivisionallR.egional Managers review cases of rejection made by the Branch Man-
ager in the light of other applications accepced by the Branch Mauqcr for sanction 
of loans in order to ensure objectivity in consideration of loan application, it was 
stated that RBI guidelines did not preclude the banks from any such action and/or 
review of the decisions of their branch managers at their higher levels should they 
deem it necessary. 
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FIIdon ..,.,....,..alNPAa. 
2.10 Banks being credit institutions. certain amounts of bad debts do arise de-

spite all systems and procedures to ensure safety of funds lent. Banking Division of 
the Ministry of Finance has infonned that no study has been conducted to go into the 
causes of bad debts. 

The Chairman. IBA. during study tour has pointed oul that loans are given by 
banks for indusbial production. Under the prevalent economic and indusbial devel-
opment scenario. five to ten per cent fault in loans as occupational hazard was ex-
pected. 

A study has been conducted by the Committee headed by Shri Pannir Selvam. 
Chainnan Indian Bank's AIsociation (IBA) and Chairman and Managing Director. 
Union Bank of India to look into the problems of Non-Performing Assets (NPAs) of 
the Public Sector Banks and to sUllest measures to bring down the NPAs in the 
banks to the acceptable level. 

2.11 Advances of banks turn non-perfonning due to a variety of facton for which 
banks and borrowers are responsible as also due to external circumstances as ex-
plained by the Ministry of Finance as also emerged during discussion during study 
toun. These can be summarised as under: 
Baab 

Deficiencies in credit appraisal. non-observance of nonns for sanction of 
ioans and laxity in post disbunement supervision. Deficiencies in crcdit 
appraisal such as not assessing the need based requirements of borrowers 
without proper verification/assessment. granting excess over sanctioned 
limit. om and ad-hoc sanctions. etc .• non-obtention of credit reports from 
borrowcn. excess over exposure limit. etc. 

Bonowal 
Wilful defaults by the borrowcn and divcnion of funds with a view to de-
frauding the banking system. managerial inefficiency/deficiency. family 
disputes/disputes among partnen and promoten. 

&teruaI ClreumItaneeI 
Circumstances beyond the control of the bank and borrower such as non-
availability of raw material, closure or suspension of work of business due 
to sbike. natural calamities such as flood. droughts. and cyclones. reces-
sion in the industry due to which the borrower fails to produce or market 
his goods as originally stipulated. power failure. technological obsolescence. 
change of market/economic scenario. and change in tax structurclGovern-
ment policy. etc. 

2.12 Explaining the reasons for the advance going bad. the Deputy Governor. 
RBI stated as follows: 

''There are various reasons for the advances going bad. It may be due to 
worng skill of the penon who is appraising. Banking in India has expanded 
very fast. The penons are not trained. There arc instances where wrong 
people have taken the loans. But in future banks will be careful in lending 
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opentionl. in their training sylteml, formation of committee system for 
lendillJ. etc." 

2.13 Here it will be relevant to quote a letter claiming to be based on ground 
realitiei to the Editor of the Economic nmes published on 31st Man:h. 1998 wherein 
it has been inter alia observed as follows: 

"(i) The lickneu in the industry is not only due to ineffICient manapment 
and therefore the He should DOt fallon the manaJelllent only. (il) The 
detailed anaIysil of IDOIt of tho CUes will reveal that the lickaeu in the 
ilIduItry is C8UIed by the indifferent. ineffICient and c:onupt approKh of the 
officiall of the banks and financial inltitutions. In mo.t of the cases the 
indullries act lick in the beginning itself due to delay in sanction and dis-
bunement of the loan by financial institutiona resulting in time and COlt 
OVernlDl. (iii) Bankers fail to provide. invariably. need-bued working capital 
to the industries especially belonging to the new entrepreneurs having no 
push or pulls. The higher rate of interest and non4svelopmental approach 
of the financial institutions have made the going more tough. Corruption at 
various levels. starting from the loan sanction. disbursal of loan, getting 
power connection and no objection certificate from the Pollution Control 
Boud eats away quite a lot of money for which no provision can be made in 
the project" 

2.14 According to the Indian Banks Association. wilful default to a large extent 
emerges from lack of effective supervision of credit and frequent interference from 
local influence system. inadequate powers banks possess to execute recovery and 
long drawn legal process involved in executing deCrees obtained from courts. 

2.1S "The Committee enquired about the reasons for the high percentage of Non-
Performing Assets (NPAs) in regard to 

Indian Overseas Bank 
Punjab and Sind Bank 
Bank of Maharashtra 
United Bank: of India 
and 
Syndicate Bank 

as mentioned in the Table at para 2.9 above. 
In reply. the Ministry stated as under: 
"The prudential norms on income recognition. asset classification and 
provisioning were rust introduced from the accounting year' ended Man:h, 
1993. 10 the absence of an objective system of classification of assets with 
reference to record of recovery. till the year ended March. 1992 banks were 
classifyinl accounts on the basis of a system of health code classification, 
and was based on the individual bank's perception of the prospects of 
recoverability. With the introduction of uniform prudential norms w.e.f. 
1992-93 banks were required to classify an uset as non-performing if the 
..,..... of interest or instalment remains overdue for two quarters. Statutory 
Aaditon of bub are also required to verify bank's compliance with RBrs 
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instructions. The banks therefore had to evaluate their credit portfolio in 
the light of the above instructions commencin, from the accounting year 
ended 31st March. 1993. The higher level of NPAs u at 31st March. 1993 
to a major extent is due to the emergence of a clearer picture on 1CC00000t of 
the introduction of the above prudential norms." 

2.16 In regard to programme for reduction in NPA. the Deputy Governor. RBI 
informed u follows: 

"Recovery of bad debts could be done by compromise or by upgradation or 
through cuh recoveries. The future NPAs are being monitored very closely 
from year to year. So far u the old ones are concerned. we are emphasising 
the need for recovery because that is the only way through which this could 
be reduced. 1brough discussions with the bank managements. we expect 
that by March, 1998 the banking system will come to a level of about 10 per 
cent of the NPAs which. looking from where we started. should be a good 
level. Of course. it my not still meet the international standards. but it will 
be a good performance." 

NPAI oflncUaD Bank 
2.17 About the losses and NPAs of the Indian Bank, the Ministry of Finan~ in a 

note have stated as follows: 
"Indian Bank, Madras, published its audited financial accounts for the year ended 

March 1996 in the last week of July 1996. The bank's operations for the financial 
year 1995-96 resulted in a loss of Ri. 1336.40 crore as against a net profit of 
Rs. 14.26 crore which it had disclosed for the previous year. Together with the carry 
forward loss of Rs. 376. 39 crore of earlier years, the bank's accumulated losses 
topped Rs. 1706 crore which have wiped out its shareholders equity of Rs. 411.90 
crore. 

RBI's Annual Financial Inspections in the last several years have been revealing 
gradual deteriorations of the bank's financial posistion; this was largely due to im-
prudent lending policies pursued by the bank. Advances were granted to several 
high risk areas and such credit extension was also partly funded by costly market 
borrowings. Such lending has a two-fold impact on the bank's profitability, advances 
turned non-performing within a shon period and funding losses were also involved. 
The findings of RBI's successive inspections revealed that the.bank's credit and funds 
management functions were areas of serious concern. 

The bank's asset-liability structure continued t,o be characteJjscd by huge mis-
matches resulting from large expansion of long term credit on the one hand, and 
huge. volatile call money borrowings on the other. RBI's APIs were followed up with 
special scrutinies/investigations of advances accounts wherever weaknesses such as 
irregular/injudicious loan sanctions, poor credit supervision and inadequate security 
were mentioned in the reports. RBI had to scrutinise some accounts more than once, 
as the bank continued to increase its exposure to these groups despite the disquieting 
features observed by RBI and brought to its notice. As recently as in 1996, a scrutin} 
into the exercise of delegated lending powers by the ex-CMD and other top execu-
tives was carried out and the matter is under RBI's consideratioD. In the discussions 
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held periodically with the top IIUUl&JCIIlCnt of the but after each inapectiob. the 
need to curtail the exposure to some of the above borrower JI'OUPS was emphuied by 
the Reserve Bank. RBI's AFIs also revealed hu,e variations in the quantum of NPAs 
and consequent provisioning requirements as assessed by RBI Inspecting officers 
vir-a-vir the bank's own figures in this regard indicating non-adherence to the pru-
dential norms introduced by RBI in 1992. 

The bank was specifically advised &0 strictIy adhere to the prudential norms and 
accounting standards when it came to light Ihat it had reckoned unearned income on 
advances and investments for the years ended March 1992 and March 1993. 

The bank's non-adherence to these nonns was seen to be more pronounced in 
1994-95. as RBI's AFI revealed large-scale omissions! misclusifications by the bank 
of itsnon-perfonning assets and consequent under-provisioning of a hu,e map i-
tude (Rs. 419.00 crore). 

As against non-perfonning assets of RI. 2949 crore identified by the inspectors. 
the bank had reported NPAs of Rs. 2102.43 crore. It had also reported havin. main-
tained adequate provisions for depreciation on investments. certain contingent items 
of expenditure (such as for increased wages, etc.) and other losses. The inspectors 
pointed out that had all these been properly taken into account. the net result would 
have been a loss of Rs. 400.04 crore for the year 1994-95 as against the published 
profit of Rs. 14.26 crore. The bank was directed to recast its Balance Sheet. How-
ever, as the bank represented that the Balance Sheet was already published and to 
recast it would severely affect its image, it was directed by RBI. in consultation with 
Government, to make suitable adjustments for the shortfall in provisioning for 1994-
95 in the following year i.e. 1995-96. and furnish explanatory remarks to this effect 
in the notes accompanying the Balance sheet." 

2.18 In response to a query, the Ministry have infonned as under: 

(i) Erosion of'Capltai and Rese"eI 
The book value of owned funds of the bank were at Rs. 792 crore which 
included capital at Rs. 654 crore and reserves at Rs. 138 crore. The accu-
mulated losses of the bank aggregated to RI. 1713 crore as on 31.3.1996. 
The reserves excluding those on account of revaluation (Rs. 121.07 crore) 
aggregated Rs. 138 crore. The entire capital and net worth has been lost as 
a result of the loss of R~ 1336.40 crore. 

(iI) NPAs In Balance Sheet, 199:.-96 

As per the fonnat prescribed under the Banking Regulation Act, 1949 banks 
are not required to specifically disclose NPAs and provision made there 
against. The bank reported its NPAs at Rs. 3141 crore and had made addi-
tional provisions of Rs. 980.62crore so as to comply with RBI nonns. The 
adequacy of the provisions will be verified duri!,g the course of the Annual 
Financial Inspection of the bank which is under progress. 

(iii) Loaes 
The bank published a loss of Rs. 390.65 crore during the year 1993-94 on 
account of better adherence to the provisioning nonns based on ~I's advice 
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issued to it on the fiMl accounts for the year ended MIn:h 1993. Thus. the 
bank had a carry forward lou of Rs. 376.39 c:rore for the year 1994-95. 
RBI's API for the year ended March 1995 revealed that there was musive 
under provisioning for loan losses and contiFncies. The Government of 
India and the bank were kept apprised of RBI's findings in this regard. 

2.19 The Committee desired to know whether the Government had inquired into 
irreaularities committed in granting loans to certain rums by Indian Bank and mIk-
ing the bank to suffer a staa.eringlou of Rs. 1336.40 crore and whether these 
irregularities required launc:hin. criminal proc:eedin,1 .. ainat the former CMD of 
the bank. The Ministry in their reply have stated as follows: 

RBI have conducted some scrutinies and is in the process of conducting 
some more covering various aspects including administrative lapses/irregu-
larities including recovery of overdues from their inception. Further. CBI 
has registered some cases in this connection. 

2.20 Enquired whether the management had formulated any strategy for recovery 
of their assets from the defaulters, targets set for the current year for recovery of bank 
dues and upgrading assets into performing assets, and how much recovery had been 
effected so far, the Ministry stated as under: 

"The present CMO of the bank was advised to spell out an action plan 
involving sustained recovery on non-performing advances, contailment of 
credit, and reduction of call money borrowings, apart from streamlining 
procedures for appraisal and supervision of credit. 

The bank was advised to fix staff accountability at all level for serious trans-
gressions in lending by exceeding disCretionary powers and indiscriminate! 
extensive reson to high cost borrowing. 
It was also advised to carry out a diagnostic study. ICRA whK:h wa desig-
nated for the purpose has since submitted the report. The bank has also 
reported having set up a top management council to oversee its functions in 
all area, a special recovery committee to monitor NPAs and the funds and 
an investment committee for deployment of resources. 

RBI have also set up a system of monthly monitoring of the bank's perfonn-
ance in cen.ain key parameters sucb as deposit growth expansion of credit, 
borrowing levels, repayment of high cost CDs, recoveries made during the 
month from the NPA accounts, etc~ RBI have also appointed one of their 
senior officials to closely monitor the bank's performance on the bais of 
the monthly reporting. 
Ouring 1995-96 the bank reponed a recovery of Rs. 254 crore of NPAs at 
Indian Branches. Between April and December 1996, recovery of Rs. 210.40 
crore has been reported. The bank has been advised to target for a recovery 
of Rs. 500 cTore of its NPAs." 

2.21 The Committee sought the views of the Ministry on the role of auditors in 
not pointing out a true and fair picture of the banks' financial position and observing 
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prudential norms. In this connection, the Ministry stated that "the statutory auditors 
are certifying the true and fair picture of the balance sheet of the banks. 

Besides RBI have also been asking the auditors to issue a certificate to the effect 
that <a> the treasury operations of the bank have been conducted in accordance with 
the instructions issued by the RBI from time to time, and (b) the income recognition, 
asset classification and provisioning have been made as per the guidelines issued by 
RBI from time to time." 

2.22 In the case of Indian Bank large divergences were noticed during the finan-
cial inspection with reference to the bank's position as on 31st March 1995. RBI had 
called for the details of the divergence in different zoneslbranches and also the names 
of the concerned audit finns, RBI and the Chainnan & Managing Director of Indian 
Bank debaned two of its SCAt and 10 statutory branch auditors for two years as the 
divergences in their cases were on the high side. Further, for taking up appropriate 
disciplinary action against these audit farms. RBI had advised Indian Bank to take 
up the matter with the ICAI which is the competent authority for taking disciplinary 
action against the auditors. It is now understood that Indian Bank has already taken. 
up the matter with the ICAl. 
Loaniaanetioaed by CMDI and GIber top Exec:udves 

2.23 The Ministry of Finance informed that only in five cases~ cases in respect 
of former CMD, Vijay Bank and one case in respect of former CMD, UCO Bank in 
which amount of loan sanctioned was Rs. I crore and above at the level of CMD 
which turned 'bad debts' during the service period of these functionaries during the 
last three years. The Ministry also furnished the position regarding action for pros-
ecution initiated against these ex-CMD and others as also action taken by Govern-
ment for recovery of bank dues. 

2.24 The Ministry also informed that in 62 cases loan amounts of Rs. to lakh and 
above sanctioned at the level of CMDIMDIFD turned 'bad debts' after retirement of 
these senior functionaries of the banks by whom these loans were sanctioned. The 
Ministry also furnished the position regarding departmental internal investigation, 
disciplinary action for procedural Japses on the part of existing staff members as also 
CBI investigation against the former CMDslEDs who ceased to be)n the service of 
the banks. 
ObR"a~Komme~timu 

l.2S The CoauaIttee DOte that In al'cordanc:e witb the pideliDellldlrediv.oItbe 
ReIerve Baak 0I1Dd1a _. policy I'rideIhw dnwn uP ever)' ,..-aadduly IIppIVftd 
by the Board of DiI.ton, baaks are saadioaialloallJ and advances for varlou 
categories oIborrowen ofmecUum and .... 1C8Ie iDdusaries, ....... 1C8Ie iaduItries, 
artisans, villap and cottage indaItries, and oCher .maIIlC8Ie 1ndatrIeI. alia for 
crationImodenIiap8Nioa oIinrn1arudun1 hdlMMs for procIudhoe IJIUI1a& 
It .... abo been the poIky of the bankI to provide credit fadlitiel UDder the priority 
leCtor for dewIopmeat of apiculture, export and Govemmeat IpODIOred poverty 
alevlMioe ...... -empIoyment.cbemes. The Committee appredate the pivcaI role 
of the Public Sector baab for channellllDI the now of fundi for ind_trW 
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dewlopmeDt, aptcuItunl poowtb, empIoymeat leneratioD. poverty aDmadoa ..... 
for odaer producdYe purpoI& 

2.l6 The Committee DOte from iaformadoo fundIhed by the MiDJRry ofFbuuace 
that in perceatqe tel'llll, NPAI came dowu IipUkaody from 23.18 per ceDt .. OD 
Mareb, 1992 (wheD prudeDtial DOrms were introduced) to 17.84 per CeDt (provi-
sioDaI) u OD 31 March, 1997 Le. a redUctioD of 5.34 .. iD a period of four yean. 
Another aotable feature. that banks have beea able to avert further Irowth in NPAI 
iD absolute terms 1IU-G-rir arowth iD leadiDa. Ia absolute term these NPAs have 
accummulated from Ib. 39,253 crore .. 011 March, 1993 to aD IUDOUDt oflb. 43,577 
crore .. OD March, 1997. At pftHDt, 17 baaks have DOD-performinl auets in the 
ranle of 10 per CeDt to 20 per ceDt aad 8 banks hold NPAs above the level of 20 per 
ceDt. It .shockiDa to ftad that one baak has NPAs at the level of 36.20 per ceDt aDd 
another one hu .. hiah as 39.12 per cent. 0aIy two banks have NPAs in the I'IlJlI'e of 
5 to 10 per ceDt which, acconliDl to Chalrmaa, IDA, is tolerable level uader the 
prevalent economic: aDCIlndustrial development ICeIUU'io. However, the Committee 
is extremely unhappy to observe that DODe of the Public Sector banks has been able 
to contain NPAs as per Intematioaal standards where the tolerable levels ofNPAs 
are around 3 to 4 per cent. 

'1.."1.7 The Committee note that aeveral factors mostly on the part of banks and aIIo 
on the part 01 borrowers contribute to bad loans. Factors exteraal to the banks aDd 
the borrowers such .. chaDles in Goverament policies to some extent also could 
cause default In IoanI. Failuft to render honest, dedicated and diUaeDt service in the 
cIiIc ..... ofresponsibWty to the borrowers, poor motivation and inadequacy ofpro-
l .... lonaI skills for _ E llment of business risks, corporate failures both In the public 
and private seeton, IC8IIdalous slphonlng off 01 funds by corporate racketeers and no 
fear oflepl action iaitiated for recovery of problem IOIUIIlrom recaldtrant borrow-
ers under the present slow and complexlepl system, aft the ...yor Cactors causing 
hike in NPAs. 

'1..l8 It is diUressial Cor the Committee to find that ladiaa Bank's operations Cor 
the financial year 1995-96 resulted in a loa of Rs. 1336.40 croft. TOiether with the 
carry Corward loss of IlL 376.39 Croft of earlier yean, the baak'slOlMS accumulated 
to IU. 1713 croft as OD 31.03.1996 wiping out the eatift capital and net worth. RBI's 
Annual FlnandailaspectiOlli (AF1s) into the last several years have been ftvealing 
the gradual deterioration of the IncIian Bank's ruaanclal position. According to RBI, 
this wulargely due to the imprudent lendinl policies pursued by the baak 1lUUUlge-
meat. Flndinp or RBl'ssucceuive iDspedions revealed that the bank's credit and 
fund management functioas were a .... of serious coacern. The Committee are fur-
ther informed that RBI had to scrutinise some accounts IIIOI'e than once as the bank 
continued to increase its expolUft to some borrower groups despite the disquieting 
features observed by RBI and brought to bank's notice.1a 1996, a scrutiny into the 
exercise of delepted lendinl powers by the then CMD and other top executive was 
carried out and the matter is under RBI's consideration. RBI has also conducted 
some scrutinies repnling administrative lapseslirregularities. CBI bas registered 
some cases in this connection. 
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TIle Ret_ ~abe'" fortbe,...eaded 31 Man:b, 1997 II ... 319." croreas 
reported ia die AImuaI Report 1-'''. The 1JeDk' .... haft ...... IIICCUIIIID ........ 
to Ib.llOl.87 crore. 

Tbe CoBualttee are dcepIJ pertarbed. tbIIltate of.traln ia die 1DdIu .... 
wbk:b .... CODtIauedfor ........ rew yean. Tbey are .......... thMabe ..... cIId 
DOt.pIIy My""" to .......... ~~RBl ..... totbelmpnJdlDtpollc:a 
.,..punaedbythe .. ,.S .... forcor .... Ye ........ 

l.l9lt II ..... y larpriIiDI to fIDd dlat the procedure 8dopted by RBI of oaIy 
"brlDPtl to the DOtice" ~mw S ... ~ ... IDdIa Bank .... fIncHnp coataJaed 
ill AFII re..uaa .... cIetertondoa~tbe beak fInanc:W poIIdoa,.... ..... ,.... 
..... hokI .......... wldltbelNuak ............. lllhleqaeDdyfortbelollow ... p~ 
COIftCtift ......... haYeproYed toUIIy iDdfecdve. The bank ............ t UDder 
the thea eM» delIatly coadDaed to panae Imprudent leadiaa poIidcI aad expo-
lUre tolOlDe borrower If'OUPI deIpite the RBI'. diIqaIetioJ rewIadoaL Ia abe opt 
of the uperleace pbaecllD the dubloul role of the ex-CblefExecutiYII not only 01 
the ....... Bank but.uotbe Bank oIMabarahtnorVJJaY8 Bank for'" to .... 
banks, the CommIttee COIIIIder it impentlve that lOUIe..repardl are put la pIac:e 
for swift and timely actioa for stopplnl imprudent policies belDl punlled by the 
........... ent aad other adminlltratlve lapHllirrepiarities to prevent.y further 
damage IUId Ic.t to the baaks. The Committee, therefore, desire that a detailed re-
view oldie ....... tory aad IUpenllory fuocdoas of RBI preferably by a Committee 
oIExpertI weB vened la bukiDlmatten to eobaDce Its effectivenesslUld the Iuity 
and complicty of RBI oflkiab, if .y, for not initiatinl8ction for eft'ective timely 
measures, may be made. 

l.3O The Committee also desire that the cases apinst the ex-CMD of the Indlao 
Bank and other top executives should be punued vigorously for meting out levere 
punishment to the auDty. 

The CGmmittee would Uke to be appriled 01 the 8dion taken 011 their recommea-
elations in this reprd. 

2.31 On,.,... of the information furaiIbed by the Ministry ciFlnance reIatina 
to bllioaIII aanc:tioaed by the top functionaries of the level of CMDIMDIED 01 the 
PubIk Sector ...... lndudina the IncIian Bank wbic:b tumed lato· .... debtl' durtna 
their IeI"VIc:e period as also wbic:b turned 'bad debts' lifter retirement of thole 
func:tioaarieI, the Committee are _tlellled to lind that the dubioal role ~ the Chief 
Executives of the banks whether it is of Bank of Mabarashtra or Vijiay. Bank or 
IDdian BlInk Inp ....... adYllDCa in utterclilnprdollllid down.,.... ..... procaIure 
bas been the nuaJor contributing fac:tor for turning these bUle advaaces lDto bad 
loaDi. Ia the opinion of the Committee such tbinp coald be pc.tlble only with • 
motive ~ corraptioa and eomplidty la sipboaiag off of bank fuadI. 

1.31 Apart from revamping the present procedure IlJld I)'Itemfor 8"ardiD& 
deta i &It pIIIIisbmeIltforsucblHloullrreplaridel and wroaadoIap, the laid cIowD 
I)'Itan fOl' Ielectlon ..... appolnlmeDt of senior Executives including top Executives 
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oItbe banks should be rnlewed 10 that oftken oIlntepity, proYellIeDlle 01 duty and 
respoasibUlty are appointed to these pGlitioaL 

2.33 It .... been obaened that the loan IUDOIIDts neYeI' reach the poor botlo"en In 
full. The Wlterate and pIIible borrowen have to II'eUe the palms 01 mlddlemeal 
block development oIIicen ..... other Government intermediaries In forwarclin&l 
1JMlIIIOfinI-appIicadnns. They _ft eftD to bribe die bllnkaGldallforl8lll1ioaia& 
and disbunement ofloan. That is why IOIDt! of the bonowen wiIIaIIy retu.e to pay 
the full loan amount as they are only paid lea than ball oItbe loan amount. 

The Chairman, mA has also opined that loan recovery becomes diJIkuIt lithe 
entire loan sanctioned does not reach die borrower. The Committee IIesire that pro-
cedures and systems laid down for seIec:tion oIbenetldarles and sponsorint the loan 
applications may be liven afresh look 10 that the involvement 01 various intermedi-
aries is brou ... t down considerably. Banks should _ initiate effective measures to 
check malpractices on the part of bank ofIiciais in sanction and disbunement of 
loans to the borrowen. The Committee would like to be appriled oldie concrete and 
effective meuures taken in this matter also. 

2.34 The Committee have been informed by BRA that there are no weD deflned 
safe limits as far as non-performing assets of the banks are concerned. But as per 
international standards the tolerable levels ofNPAJ are around 3 to 4 per cent. The 
Bule Committee on Banking Regulations and Supervisory Practices functining in 
the Bank for International SdtJements (BIS) has prescribed certain capitailldequancy 
standards for banks which are beingimplementecl in a large number of countries. 
The BIS standards seeks to measure capital adequacy as a ratio of capital to risk 
weighted usda and the ratio prescribed thereunder is 8 per cent. The Committee on 
the Financial System (Narasimham Committee) inter alia suUesteci that banb 
should, under a phased programme, move towards medina the BIS norms on capital 
adquacy of8 per cent which should be achieved by March, 1996. The Miniser of 
Finance in his Budlet Speech on 1st June, 1998 has stated that to strengthen the 
underlying health ofbanks, RBI is raising the minimum required Capital Adequacy 
Ratio for banks from the present 8 per cent to 9 per cent by March 31, 2000 and to 10 
per cent by as early as possible thereafter. The Committee, however, feel that the 
increase in the Capital Adequacy Ratio for pubUc sector banks as proposed in the 
Budlet for 1998-99 in punuance of rec:endy submitted Naruimham Committee 
Report may not be considered adequate in the liPt of a very hiah pen:entqe of non-
performing assets which is around 18 per cent at prelent, vis-a-vis. the international 
standard oftoierable lneIs oINPAI around 3 to 4 per cent for which ratio prescribed 
as per BIS DOnDI is 8 per cent. 



ClIAPIERm 
CREDIT MANAGEMENT 

3.1 Drawing up of plans/programmes/schemes for recovery or liquidation of badI 
doubtful debts is essentially a manalement function of the banks concerned (espe-
cially credit manalement) and the effective performance of this was beinl looked 
into by the RBI primarily durinl the inspections of banks cUTied out at periOdic 
intervals. With a view to reducinl the accumulation of badldoubtful debts in banks 
vis-a-vis improving the recovery performance of the banks. drawing/initiating of 
various plans/programmes/schemes by banks is encouraged/induced by the Reserve 
Bank of India. 

M~forCoa"""""oINPAs 

3.2 Apart from advising the banks from time to time to strenlthen the credit 
appraisal system and skills of their officials (by imparting them necessary traininl. 
etc.) and also to ensure effective post-disbursement supervision and control. etc .• a 
number of steps have been advised! initiated to prevent recurrence of the facton 
contributing to increase in bad debts and to reduce NPAs as follows:-

(i) Fonnulatioa oIpo1ky fruDewon. 
RBI . has' advised banks in the last couple of yean to have documents of 
investment policy. loan policy. loan recovery policy. ele .• prapared and duly 
vetted by their Board of Directors. 

(ii) PrudeatW Norms 
(I) Capital adequacy 

In terms of instructions issued by RBI in April. 1992 banks are required 
to achieve ratio of capital to risk assets of 8% by March. 1996. 

(2) Income recognition. assets classification and provisioning 
Banks were advised by RBI on April 27. 1992 not to charge and take to 
income unrealised interest on all non-performing assets. 
Banks are also advised to classify all advances under 4 heads i.e. Stand-
ard. Sub-standard. Doubtful or Loss on the basis of prescribed norms 
and make provisions as corresponding to the prescribed classification. 

(3) Inspection System 
On August 24. 1992 banks were instructed to undertake an immediate 
review of the adequ.cy of the internal audit system. Banks were further 
advised on September 8. 1993 regarding the following:-
Ca) 1bere should be some officials in the banks who could be treated as a 
nodal agency to co-ordinale and ensure that certain important instruc-
tions from the Reserve Bank of India/Government of India had been 
complied with and irregularities observed in the functioning of the banks 
had been rectified. by all the banks. 
(b) The inspection manual/manual of instructions of the bank should be 
duly up-dated. 

21 
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(c) Attention should be paid to the selection of pcnonnel for the Inspection 
Department. 
(d) Serious lapses on the part of the staff attached to the Inspection Depart-
ment should be eumined from the point of view of accountability. 

(IU)MemonIada.alU ............ 
Government have released an amount of RI. S700 crore to various public 
sector banks during 1993-1994 as equity contribution to the banks execu-
ting with RBI, a document contaiRing performance obligations and com-
mitments required on their part for 1993-94. The main thrust of such obli-
gations/commitments, was on recovery and reduction of NPAs and also to 
set up recovery cell at H.O. under the charge of a O.M. to monitor the 
recovery ofNPAs by the respective banks. The recovery tarpts would equally 
cover the debta of GovcrnmentlPublic Sector UndenakingslUnits to butka. 

(I.) DIIcuaIoa with the CMD 01 .... 
After the issue of Annual Financial Inspection Report of a bank its CMD is 
called for a discussion on the findings of the reports, with the top manage-
ment of RBI. During the course of discussion, the position of recovery per-
formance inter-alia is also diacUiseci and measures to improve the efficiency 
of recovery performance are review.ed. 

(.) Monltol"iq ofldcky accounts 

All the sticky accounts, commented upon in the AFI reports are closely 
monitored by Reserve Bank of India. 

(vi) Dluemlnatloa ofiDformadon on Defalllten 

Reserve Bank of India have prepared a scheme to collect and disseminate 
information on defaulting borrowers and suit filed accounts of RI. 1 crore 
and above. The objective of the scheme is to alert banks and financial insti-
tutions and to put them on guard against borrowers who have defaulted in 
repayment of their dues to lending institutions. Reserve Bank of India has 
also started publishing infonnation on suit filed accounts in a booklet from 
annUally. These booklets are available to all eligible institutions, associa-
tion of industry and trade, press and general public. Thus. there is a mecha-
nism in place to guard the banks from lending to defaulting borrowers and 
also properietorslpartnersldirectors etc. named in the list. 

(.a) Reccmry M·.p"""t 
The stipulations in this regard are:-
( 1) The bank shall constitute a separate Recovery Cell at the Head Office, 

which shall be under the charge of one of the General Managers .. 
(2) Branch-w.ise targets shall be fixed for recovery and reduction in NPAs. 
(3) Pertormance of different branches in recovery shall be monitored at 

Head OffICe level on a monthly basis by the Chairman and Managing 
Director. 
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(4) The Board of Directors shall be kept informed about·the propess of 
recovery at quarterly intervals. 

Compliance of the above stipulations are monitored by Reserve Bank of India. 

(viU) Reductioa ofNPAI tbroup sustaIDed.OI1I for NCO...., and aIIO tbrou&h 
cOlll~f1Ipropo."oa"""" 

Reserve Bank have issued guidelines with the requisite safeguards to banks 
to make all endeavOUR to eliminate or reduce the NPAs through persuasion 
by way of compromises or negotiated settlements with the borrowers to 
ensure reovery of its dues to the maximum extent possible at minimum 
expense. 

RBI have only laid down the precautions to be observed by banks while 
considering and writing off bad debts. The systems and procedures for re-
covery of bad debts are left to be decided by the Managements of individual 
banks. 

RBI have also requested the Indian Banks Association to encourage its 
member banks to bring an increasing number of loan recovery cases to 
Lok Adalat Nyayalayas and settle them through fair compromises. 

(Ix) Setting up of 'Debt Recovery Taiba ..... ' 

The Recovery of Debts due to BllI)ks and Financial Institutions Act. 1993 
has been enacted for expeditious adjudication and recovery of debts due to 
bankslfinancical institutions. Debt Recovery Tribunals have been established 
at Calcutta, Delhi and Jaipur, etc. under the Act. The Appellate Tribunal 
has also been established in Bombay. The provisions of this Act shall not 
apply where the amount of debts due to any bank or financial institution or 
to a consortium banks or financial institutions is less than ten lath rupees 
or such other amount, being not less than one lath rupees as the Central 
Government may by notification specify. 

(x) Group Appl'Ollcll 

RBI have evolved a concept known as 'Group Approach' in consultation 
with Government of India. The task of identification of the 'Group' is left to 
the perception bank/financial institutions, the guiding principle being 
commonality of management and effective control. 

(xl) Board for FlnaadaI Supervision 

A Board of Financial Supervision has been set up to ensure effective super-
vision over banks and financial institutions. 

(xii) O". .. ite SurveWance 

Apart from conducting Annual Financial inspection, RBI have introduced 
a system of 'off site' surveillance, through periodical returns to be submitted 
by banks on various aspects, including the position of NPAs. 

(xiii) RecooItitution of Boards 
The board of banks have been reconstituted by including Chartered Ac-
countants and other professionals. 

39431 LSI F-l-A 
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(DY) ~AIIdIt 

As Idviled by RBI, all the public sector banks have introduced a system of 
concurreat audit with a set tar,et of ~ coverqe of its total business. 

(n) Audit Committee 01 Board 
All the public sector banks have ~ advised to reconstitute the 'Audit 
Committee of Board' orpniaationally and functionally to, inter-aliD pr0-
vide direction and oversee operation of the total audit function in the bank. 

(nI) Computerilatloa 

More functional areas of the banks are bein, computerised which will 
enable them to have prompt and effective supervision! monitorinl ofborrowal 
accounts. 

(nil) Moderallatlon 

Six public sector banks have been liven a World Bank loan for modernisa-
tion technological uparadation and human resources development 

(xviii) 'IUm Arouad Stratei)' 
RBI had entrusted the study of week nationalised banks to specialists for 
suggesting tum around strategies. The reports have been received and the 
same are under consideration of RBI in consultation with the concerned 
banks. 

FJrective Cftdlt MonitoriDa TecImiques 
3.3 According to Indian Banks' Association (mA> the health of the assets of the 

banking system largely depends on the overall health of the economy. Any deficien-
cies in the tempo of economic growth would also affect the health of the banking 
assets. While we cannot evolve a particular design which could totally do away with 
bad debts, with affective ~t monitoring techniques in place, banks could detect· 
any signs of distress in any loan account in time and take suitable corrective steps. 
Appraisal and Supen;.ioa 

3.4 The following guidelines issued by RBI for realistic assesement of ~t 
requirements also take care of deployment of loan funds:-

<a> Banks are to make their own assessment of credit requirements of borrow-
ers based on a total study of borrowers' business operations, i.e., takin, into ac-
count the production/processing cycle of the industry as well as the financial and 
other relevant parameters of the borrowers. Accordin,ly, banks can decide the 
levels of holding of each item of inventory as also of receivables, which in their 
view would represent a reasonable build up of current assets for beiqsupported 
by bank finance. Thus realistic assessment of maximum penDissible bank finance 
(MPBF) depends on the existence of a system for credit appraisal and monitoriDJ 
in a bank and efficacy of the same. 

(b) Further. banks are required, in terms of extant guidelines, to periodically 
(at least once in a year) review the MPBF as well as to review operations of 
sanctioned aMit limits (normally equal to MPBF) every quarter tbrouab Quar-

394,/LS/F-S-I 



25 

terly Infonnltion System (QIS) to be fumised by Ibe borrowers. UDder the QIS, 
baDb can fix effective operative limitl for each month/quarter. 

(c) Banks have also been advised to use "cub flow" statementl and projec-
... tiona, in addition to "Credit Monitorinl Ammaementa-Oata Bue", when ItItO-

mentl are fund-based. Proper adoption of the above will eDIble bInD to monitor 
~,{low and outflow of cub and hence be able to detect early lDy use of fundi for 
purposes other than normal business operatiou IDd hence be able to take eft'ec-
tive steps to prevent the same. 

(d)'In lK;;Cordanc:e with their own lending discipline and the pidelines iuuod 
by RBI, baDb are required to exercise supervision ovet deployment/end-use of 
funds lent, by obtaining stock statements and conductiq inspection of the 1eCU-
ritylfinances periodically. 

(e) Reserve Bank of India has been advising banks from time to time to enlure 
... end-use of funds lent. However, RBI does not pre,,-..-ibe lDy detailed pidelines 

for ensuring end-use of funds, though RBI have, IUllested to baDb from time to 
time various ways of ensuring end-use of funds. For illustration, direct payment 
to supplier of goods is one such way. However, if banIcs are regular in monitorina 
the borrowal accounts as well as in analysing various returnl required to be sub-
mitted by a borrower, the banks should not have any difficulty in ensurin, encl-
use of funds. 
3.5 Enquired what meaures were being adopted by RBllbanlcs to ensure effective 

post-disbursement supervision, the Ministry of Fiance Stated as under:-

..... "NPA occur on account of a combination of factors which included diver-
sion of funds also. During the course of API, RBI inspectors examine wbctbcr 
proper post sanction supervision is being exercised by the banklbranchea. 
Deficiencies in this area are brought out in the report for compliance by the 
banks. Banks are required to ensure proper end-use of funds, proper moni-
toring of stocks, receivables and other securities." 
"Banks have put in place systems for reporting to their top manapmeats 
whenever advances, particularly large advances, develop any problems 
affecting recovery. These may cover deficiencies in credit appraisal or any 
external factors affecting the borrowal unit lapses in monitoringlsupervi-

• sion etc. Notes are again put up to top management at the time of fiUng 
suits, or when there are proposals for compromise with borrowers involv-
ing waiver of interest and remission of part loan an1ount." 

3.6 mA'S view is that banks have become extremely careful in selection of assets 
and are keen in putting in place risk-management practices to reduce incidence of 
bad debts. Many banks are even considering organisational restructurinl with the 
help of management consultants to install efficient and effective credit monitoriq 
systems, which is essential to ensure streamlined credit supervision. Simultaneously, 
officers in the banks are given training in risk management products and practices to 
rculcate in them the techniques of better management of assets. 

3.7 During study tour of the Estimates Committee, the State Bank of Hyderabad 
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informed that the present audit system provided for elaborate guidelines and directions 
for closely monitoring the sanction of loan with the following salient features:-

(i) If any serious deviations/violations are observed in sanction of advances. the 
inspecting ·official has to send a special report to the Controller and H~ad 
Office for corrective action. 

(ii) S4 Branches located in Metropolitan areas and far flung areas are subject to 
short audit at quarterly intervals to verify the credit management area. • 

(iii) Concurrent audit is arranged at branches where the turnover of business 
exceeds Rs. 30 crore. The concurrent auditor verifies and scrutinises tWc 
credit portfolio at the branch in regard to compliance with sys~ms and pr0-
cedures of credit management on day to day basis. 

(iv) The inspecting official also verifies the following areas:-
(a) Proper appraisaVassessment of the credit requirements on reaso~e 

and realistic assumptions. 
(b) Scrutiny of loan applications for their completeness and correctness. 
(c) Compilation of credit reports on borrowers and guarantors. 
(d) Strict compliance with the terms and conditions of sanction accorded by 

the Zonal OfficelHead Office. 
(e) Submission of compliance certificate to Credit Department. Head OffICe 

having complied with all the terms and conditions of sanction. 
(I) whether discretionary powers by the BranchlDivisional Manager ,,"e 

exercised judiciously and wherever excesses permitted are reported to 
the Controller. 

(g) Compliance with Reserve Bank of India norms while assessing the 
limits. . 

3.8 Enquired whether there was a system for audit of cases of loan sanction before 
disbursement with a view to ensuring that the case was processed in accordance with 
laid down norms/guidelines for a particular type of borrower and that proper care 
was exercised in credit assessment as well as recovery of bank dues. the Ministry 
have stated as follows:-

~' 

"What is intended by the above question is a system in banks to preclude 
the incidence of serious errors and fradulent manipulations. This has been 
achieved by intensifying the system of concurrent audit in banks particu-
larly public sector banks. The concurrent auditor will necessarily have to 
see 'whether the transactions or decisions are within the policy parameters 
laid down by the Head Office of the bank or by the RBI and thCy are within 
the delegated authority. Banks have been given detailed instructions 
regarding introduction of the system of concurrent audit in October 1993 so 
as to cover atleast SO% of the business operations. As on date most of the 
public sector banks have achieved this target and all have covered atleibl 
SO% of the lending operations. With this coverage aU extra large branches 
i.e. those having business ofRs. 100 crore and above. all very large branches 
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i... those having business of RI. 1 ~ crore and above upto RI. 100 crore, 
poorly rated branches and a fair cross section of other branches have been 
covered by concurrent audit. The coverage is expected to be increased 

J' taking into account the coat and benefit. It may be added that concurrent 
audit will cover, among other thin,s pre-sanction appraisal, post-disburse-
ment supervision and recovery of advances." 

3.9 Apart from the syste~ of concurrent audit banks have a system of internal 
inspection of branches/offices once a year which also looks into the sanction of loans 
AUld whetber such sanctions were exercised with the discretionary powers of the line 
functionaries in accordance with the laid down instructions. Banks have been 
advised to reJUlarly update their manual of instructions for on,oinglS well as new 
activities. Instructions have also been issued by RBI in April, 1994 that banks should 
set up and Audit Committee of the Board to oversee the internal audit function in 
~. 

3.10 Enquired whether RBI scrutinised credit appraisal made by the banks. espe-
cially whether the norms were followed by them while sanctioning credit limits and 
high value loans sanctioned by the top executives, the Ministry stated as under:-

"On a random basis RBI inspectors look into the credit appraisal system 
obtaining in the banks and comment upon deficiencies in assessment of 
credit requirements, violation of RBlJbanking norms, etc. 
The credit appraisal deficiencies as brought 'JUt in the inspection reports 
are followed up with the banks for compliance, fixing staff accountability, 

~.. if any. on the part of erring officials." 
3.11 In another note the Ministry informed as under: 

"The AFI reports on banks have a comprehensive chapter on credit port-
folio assessment which enumerates the several deficiencies that inspectors 
may have noticed in banks' credit appraisal and credit supervision systems. 
Besides, comments on top SO NPAs are made available to Chairman/Chief 
Executive Officer separately and these are to be placed before the Board! 
Audit Committee alongwith the AFI Report. 
During the past two years inspectors from Department of Supervision (DOS) 
were asked to look into the top 10 cases of loan write-offl compromise pro-
posals in banks. They were asked to clearly bring out whether banks showed 
unwarranted concessions or relaxations in cases of wilful defaults. whether 
banks took every measure possible to safeguard banks' interests, etc. 
Thus. RBI does look into the cases of NPAs and write-offs! compromise 
proposals every year during the inspection of banks and the outcome of 
such studies are duly taken up with the banks. In the case of public sector 
banks. the AFI reports are also forwarded to Government of India." 

3.12 In reprd to remedial measures taken by banks to prevent/reduce to minimum 
$e divenion of funds by borrowers, the Ministry of Finance have stated as follows:-

"NPAI arise on account of a combination of various factors which also 
iodudcs on some occasions diversion of funds. It is extremely difficult to 
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quantify which portion of the NPA is on ICCOunt of diversion of fundi. 
However. the Department of Supervision in RBI durin, the courae of its 
inspection of commercial bulb found certain instancca of divenion of fundi 
by borrowers to other than the purposes for which the loans are lanctione4 
and in these cues the concerned banks have been cautioned apinst cases 
of misapplication of funds. 
Banks have been advised vide RBI circular DBOD No. BP.BC. 60121.01.231 
92 dated 21.12.1992 to ensure that there is no diversion of workinl capital 
finance. BRrs recent scrutiny of certain I .... e borrowal accounts conducted . 
in a few banks has revealed some diversion of bank finance for investment 
in finance companies, associate companieslsubiidiariel, inter-corporate 
deposits. etc. 
RBI has recently advised banks that in future if a borrower is found to have 
diverted finance panted for working capital purposes to other activities", 
banks must recall the amounts so diverted. In addition, banks should charp 
penal interest of not less than 2 per cent over and above the lendin, rate on 
the amounts, where borrowers fail to repay the amounts diverted from cash 
credit accounts for other uses than for which worltin, capital limits have 
been allowed." 

3.13 In re,ard to end-use of funds lent, the Deputy Governor. RBI during 
evidence admitted that "the end-use in case of I .... e borrowers is ,enera1ly not en-
sured, We have been seized of this problem and have given very stron, instructions 
to the banks that in case of I .... e borrowers, they must ensure the end-use. We have 
also sent instructions relatin, to end-use of Ill,e credits. After the instructions arc • 
sent the banks are now very careful about large advances and end-use thereof." 

3.14 Bnquired whether officers in the public sector banks were well equipped 
with sufficient technical expertise to scrutinise applications for all categories of loans 
and advances, the Ministry have stated as follows:-

"In order to train the officials for proper scrutiny of applications for all 
C8telories of loans and advances, almost all public 'sector banks have their 
own trainin, establishments where members of their staff are trained! 
equipped with techniques of appraisal and post-sanction supervision and 
follow-up of advances. 
Besides, banks also depute their officers to the Bankers Trainin, Collele, 

Colle,e of Apicultural Banking of RBI and the National Institute of Bank 
Manaaement to attend specific training programmes slated for pre-sanc-
tion appraisal techniques and post-sanction supervision and follow-up of 
advances." 

PndeatIaI NOnlll 
3.1S AccOrding to the Ministry of Finance the non·performin, assets, includin, 

sticky advances. were in existence in all the banks even before 1992·93. However, in 
the absence of a ltandlrdised system for identifyin, such assets as non-performing·r 
ulets (NPAI). they were not fully reflected in their balance-sheets until 1991·92. 
With the introduction of prudential norms for asset classification. income recopition 
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and provilionia, u alao for KCOUDtina 1taDdarda. the NPAtoflhe bub accumulated 
over the period but not fully reflected earlier .taned ,OUin, 10 reflected in their 
balance sheela for 1992-93 and 1993-94. 

In the wake of fUUlllcial sector reformat and foUowiq the introduction of income 
recopition. Uleta clUlification IDd capital adeqUK)' norma. banks Ire becomill8 
inc:reasilllly acDlitive to credit riab and there is a powin, awareneu of the need to 
keep NPAI at the minimum. 

AI per the prudential nonna advilOd by RBI. banks should not take to income 
interelt not realised. The NPAs of the banks do not therefore generate income for the 
bank. Bcai~. the banks are allO required to make provisions ~ut of their operating 
profita towards NPAI which vll'ica from 1 ~ in the cue of sub-standard NPAI to 
100% in the caae of 101. NPAI. Hence. profitability of banks lar,ely depends on the 
manasement of NPAI. Banks have reaIiJed that hiaher level of NPAs erode theif 
profitability and therefore address themaelvea to the ~uction of NPAs throu,h well 
defined policies and stratelies. 

3.16 The Committee enquired how much bad been achieved by implementation 
of pNdential norms. In reply. the Finance Secretary stated u foUows:-

"After implementation of the now norms it was discovered that there were 
some high levels of non-performin, uscta in the bankin,lCCtor. As a result 
of the application of norms. as a result of proper manllJCmtnt, IS a result of 
better ,upervilion. we have been able to reduce the non-performin, asacts 
in the .y.tem ............. I do not say a perfect chanp has been brought up but 
a much better .ituation exi.ts than we had in 1992." 

3.17 Enquired further whether there was transparency and accountability in the 
system than in the pre-I992 system. the Finance Secretary repliod:-

"Yes. it i. there. We are also tryin, to improve the accountability and 
transpuency. That is one of the liven objectivca of t.he&e changes." 

3.18 In re.ponse to a query. Finance Secretary clarifiod:-
''Today we have a system where the bank manaaemcnta have a very stronl 
incentive to Nn the bank in a manner in which the percenta,e of non-
performinl uacta is reducod. It should be reduced in the small loans. it 
should be reducod in the loana of weaker section. and allO bi, loans. It is 
certainly true that a I .... e part of non-performin, uacta comes from the 
medium and I .... e indUltry allO. There is no presumption here that big 
loan. do not ,enerate nOft-performin,Uleta. One of the ~or ,ains of this 
.ystem i. that it .hoWi up whcthor the borrower. small or bi,. is actually 
deliverin, payment of intereat and ro-paymcnt as IChedulod or not." 

3.19 In •• ubtlequent poat-evidence note the Ministry have Ilated as follows:-
-rbe total NPAI ofPSB. which was about RI. 41.041 crore as on 31 March. 
1994 had &one up marainally to RI. 41.660 crorc as on 31 March. 1996. 
while durin, the same period the loans and advances &ranted by PSBs 
increued by about RI. 61.000 crore.1be pacentqe ofNPA to total advances 
which wu 24.78% u on 31 March. 1994 has come down to 18.01% as on 
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31' Much, 1996. The incidence of NPAs among credit facilities sanctioned 
.since 1993 also is between 3 to 4% for the public sector banks evidencing 
greater aWll'eness of the need to reduce addition of NPAs." 

MIIDOlWliduaaalUadenClmdiDa 
3.20 During MoU discussions with CMOs of nationalised banks held annually 

the perfonnance of the banks in various areas including reduction of NPAs is reviewed 
by RBI and banks with higher level of NPAs are instructed to bring the level down. 
Commitments made by banks to bring the level of NPAs to certain agreed levels are 
indicative targets towards which the banks strive to progress. 

3.21 The dala pertaining to commitments made by the nationalised banks in respect 
of NPAs vis-a-viz actual NPAs for the last years are given below:-

(Rs. in crorcs) 

1994-9.5 199.5-96 

Targets Actual Targets Actual 

1. Allahabad Bank .83.5.00 123.5.11 .1129.00 12.5.5.00 
2. Andhra Bank .342.00 .377.6.5 .31.5.00 .332.20 
3. Bank of Baroda 2382.00 2689.68 .2.500.00 2840,()9 
4. Banlc-of India 2968.00 *2961.00 .239.5.00 2434.00 
5. Bank of Maharashtra 725.00 734.59 584.59 694.26 
6. Canara Bank 1576.67 *1523.00 2066.83 *2647.32 
7. Central Bank of India 2153.00 *2154.00 2175.00 2420.00 
8. Corporation Bank 90.00 260.01 28.5.00 2.51.83 
9. Dena Bank 450.00 557.00 47.5.00 541.00 

10. Indian Bank 181.5.00 2102.00 2967.00 3140.00 
11. Indian Overseas Bank 2017.00 *2001.40 1811.00 *2020.00 
12. Oriental Bank of 18.5.00 221.90 231.00 271.30 

Commerce 
13. Punjab National Bank 14.50.00 2033.00 1903.00 2.518.00 
14. Punjab & Sind Bank .577.28 *619.32 633.15 *9.57.53 
IS. Syndicate bank 1211.25 1452.97 1342.37 1311.75 
16. Union Bank of India 488.00 69.5.9.5 600.00 94.5.86 
17. United Bank of India 977.00 1310.00 1105.00 1401.00 
18. UCOBank 1562.00 *1745.60 1265.00 *1839 . .52 
19. Vijaya Bank 440.00 439.40 401.00 54.5.38 

• As per the fiprcs furnished by the Ministry of Finance regarding NPAs (gross) of the 
Public Sector Banks during the last five years vide O.M. No. 19/24194-BOA dated 18.11.1997. 
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DiIIzml-tIaa I1lIlllonadaD _ DIIaaIten 

3.22 In punuance of the PM's announcement in his Budget Speech in February, 
1984, RBI introduced a scbeme to collect and disseminate information on the 
defaulters in order to alert the banks and financial institutions and caution them 10 
that the banks and financial institutions can be better infonned while lakin. credit 
decisions. The information so collected and circulated by the RBI pertains to borrowal 
accounts whose outstanding. (both in funded and nonfunded facilities) to banksI 
financial institutions aggrepte RI. 1 crore and above and whose accounts have been 
clusified by bankslFls as 'doubtful' or 10ss'. Under the current secrecy laws the 
names of the defaulting borrowers cannot be disclosed. 

However. Reserve Bank of India publishes yearly a list of borrowen with 
aggregate out standing of RI. 1 crore and above as on 31st Marcb against whom 
suits have been filed. Based on the information furnished by banks and 
financial institutions. RBI have publisFled the list of borrowal accounts against 
which banks and financial institutions have filed suits for recovery of funds 
(position as on 31 st March, 1995) 

While circulating the list of persons associated which such companies/firms, 
RBI have instructed the banks FIs that they may make use of the infonnation 
while considering on merits. the request for new or additional credit limits by the 
defaulting borrowing units and also proprietors/partners/directors, etc. named in 
the list, either in their own names or in the names of other units with which they are 
associated. It may be mentioned that advances falling under sub-standard category 
are not being collected by RBI for the purpose of this scheme. 

3.23 Instead of cautioning the banks about the defaulters. the Committee 
enquired why these defaulters should not be debarred from lakin, loans from 
other banks and Fls. Explaining the views of the Government in this regard. the 
Ministry have stated as follow:-

"Lists of defaulters circulated by RBI are intended to provide pooled 
information as well as serve as a guide to banks and Financial Institutions 
for exercising caution against those whose names were figuring therein. 
As the credit decisions are purely business decisions. it is left to the discretion 
of each bankIFI to take its own decision. It may be mentioned that each 
bank works under the overall guidance of its Board of Directors which. 
under instructions from RBI have formulated, inter alia. the lending policy 
for the concerned bank; Once the accounts are classified as 'doubtful' or 
'loss' or where suits are filed bankslFIs themselves are cautious while 
sactioning fresh additional limits to the defaulters/Group companies 
excepting in the case of sick units under Rehabilitation Programme. Further. 
once a borrower is a defaulter to one bank. it is difficult for that borower to 
obtain loan from other banks and FIs as those banksfFIs also make detailed 
enquiries about the borrower before sanctioning advances and take credit 
decision based on their commercial judgement. As such, there· is no around 
for RBI/Government to issue a general direction to banksIFIs debarring 
financing of the defaulters." 
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3.24 The Committee durinl evidence referred to the recommendation of the 
Joint Parliamentary Committee for review of the secrecy clause in the Bantinl 
ReJUlation Act, 1949 and enquired whether for classification of useta, a now 
formal' of balance Sheet without neceuary provision of transparency in the financial 
system with removal of secrecy clause would be helpful in any way. In responac the 
Deputy Oovpmor, RBI stated u follows:-

"Section 4S E (2) of the RBI Act says that disclosures can be mIde in vocy 
specific circumstances. They have mentioned the circumstances. BaniDl 
that, we have been examinin, also the practice in other COUDtrica and we 
have to abide by the reJUlations which are prevalent in the Central Banta 
of other countries with relard to secrecy clauses." . 

3.15 The Committee pointed out that in the course of inspection, RBI discovers 
that a borrower had taken money from a sroup of banks and siphoned off the money. 
As a result of that, the banks had suffered, so cases had been initiated. The Committee 
enquired whether there was any difficulty to disclose details of the defaulter to make 
others aware of people dealing/connected with or related to that borrower. The 
representative of RBI stated as under:-

"As per the legal provision, as they stand now, we cannot disclose the 
names of defaulters unless a suit is filed and it becomes public knowledle." 

3.26 Clarlfyinl the position further, the Finance Secretary stated as follows:-
"An account holder may be in arrears or in . default but it doea not mean 
that this person is luilty. In any business practice, the account holder may ,0 into default of payment of interest. It is a correct thinl to classify such 
an account as default account. It is not a correct thing to immediately reveal 
to the rest of the world that he has not paid the interest. It is a ,rey area. It 
is an area where the bank should put pressure on the borower that he must 
pay the dues. Definitely, the bank should not lend to such a borrower. But 
at the sune time it is not a think to publish to the rest of the world. This is 
the position. We are aware of the concern within the banking system as 
also in the public. I am only tryina to explain what the law laYI. When the 
bank finally lays that so and 10 has lone beyond the pale and it is filinl a 
luit to recover the money, at that point, there is no accrecy because the bank 
illoinl to the court and those names can be revealed. The concern of some 
of the Hon'ble Members was that bi, people who are defaulters should 
not be able to let loans. It is very· valid point. In the bankinlsYltem, we 
have introduced so many systems to try and proceed a,ainst them. Fint is, 
names of defaulters are. beinl circulated to banks. So, the banks know what 
is ~ credit perfonnance and credit behaviour of different borrowers. Thil 
is designed to prevent banks from lendin, money." 

3.27 The Finance Secretary added: 
"Many units in this country are sick. I am sure, Hon'ble Members also 
want banks to try and help lick units recover from their sickness. We 
frequently receive sU'JCstions that banks should not stop helpiD, units 
when they go temporarily in difficulty. It is a controversial area of judJlDOnt 
where the line is drawn. There are always rules to disapee. I would really 
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request the Committee to consider and hopefully to· aaree with our 
uaeuament that merely because there is a default in termillolOl)' of the 
banan, supervision, that is not a reuon for revealin, the fleta." 

3.28 In a IUbsequent note, the Miniltry of Finance have lubmiuecl u under:-
"As per the recommendation of Joint Parliamentry Commiuee, provisions 
relardin, secrecy laws were examined. Keepin, in view the fact that the 
relationlhip of a bank and its customer is one of utmoal trust and it is a well 
established concept prevailin, all over the world, it is not considered 
appropriate to delete these provisionl." 

GroapAppn.h 
3..29 Companies belon,inl to proaperous induatrial houaes are tumin, lick but 

promoten are not. They just ,0 on to new projects. It had been su"ested that in luch 
cues banks should atop lendin. to all companies, rums and bUliness houses controlled 
by luch industrial houses in whose companiel or firms loans and advances Iud 
become NPAs. When uked to ,ive considered viewl on the IUueltion in all ita 
ramifications, the Ministry of Finance and Indian Bank' Association ltated u follows: 
MIDIItry oIF1nMce (Departmeat oIEc:onom1c Airaln) 

"Total stoppage of credit now to Units or Industrial Houses on account of 
NPA which may be due to factors beyond the control of borrowers, may 
have far reaching adverse effects on the industrial activities of the country. 
Such an extreme measure will deprive ,ood and healthy companies belongin. 
to various industrial houses, of the necessary funds to run their units resultin, 
in production loas and sickness. In order to discipline such defaultin, housel 
and at the same time not to disturb the on-Ioinl induatrial activities, RBI 
have evolved the concept of Group Approach in consultation with 
Government of India, which envisa,es restrictive-cum-selective now of 
additional credit to FOups or borrowers, committinl wilful defaults and/or 
not co-operatin, with the banksIFIs in setin, their duel for expansion! 
diversificationlmodernisation u well u for new projects Under this concept 
the le,itimate need-bued wocn, capital requirementl of existin, unill of 
recalcitrant groups are not to be disturbed on account of wilful clefaulll of 
one or more companies of the JI'OUPS concerned. The tuk of identification 
of a Group is left to the perception of banks/Fls,.the guidin. principle bein, 
commonalty of man.,ement and effective control. The concept il only 
expected to operate u • tool to put indirect pressure on the errin, promOlers 
of Jroupallndustrial Houles to c:ooperate with financin, bukaIFIl in 
re,uJil'isin, defaultin, accounll by moderatin, now of credit for further 
expansion of existin, companies and those of new unill. Further, restriction! 
moderation of credit flow to various companies belon,in, to delaultin, 
groups come into picture only when Jroup aeproach is appliedlinvoked by 
the banksIFIs within the stipulated ,uidelines of RBt This concept if applied 
effectively will ,0 a lon, way in disciplinin, errin, JrOUps. 

IIIdiIut 1IankI' Aaodadoa 
"The Reserve Bank· of India hu publishin, and circ:ulatin, to a limited 



extent, the lilt of top defaulters of banks as a deterrent for Ihe defaulters 
and their uaociate companies to obtain fresh loans from banks. In addition 
to this. banks also have exposure limits to individual corporate and Group. 
The risk manllement practice procedures that are bein, put in place by 
banks would greatly discourage and CRdit flows to accounts which have 
shown disappointing perfonnance either on its own or through any of its 
associates. Banks are of the view not to entertain any fresh loans if the 
existing loans of the company are impaired." 

Advene COllUDeD ......... Top Maaapmeat 
3.30 During the course of Annual Financial Inspection by RBI. the performance 

of top management of the bank is looked into and adverse" features. if any. commented 
in the Inspection Report. The Committee enquired in how many banks during the 
last 3 years the inspection by RBI invited adverse comments against top management 
of the banks in respect of sanction of loans and recovery of debts and whether such 
adverse comments contained in the Annual Finance Inspection of the Banks. were 
reviewed by the Banking Division in the Ministry of Finance. In reply. the Ministry 
stated as follows:-

"The AFI reports of RBI pertaining to the last three years. viz.. 1991-92. 
1992-93 and 1993-94, contain certain adverse comments against the top 
management (i.e. Executive Director/Chainnan and Managing Director 
and above) of II banks in the area of sancti'on of loans/recovery 9f debts the 
details of which are indicated, in brief. in the Annexure. 
Following AFI and during the course of discussion held by Deputy Governorl 
Executive Director of RBI with top management of individual banks, the 
deficiencies contained in the API reports, including those indicated in the 
proceeding sub-paragraph(s), are brought to the notice of the latter who are 
also advised to ensure that such lapses/deficiencies do not recur of late. 
specific time frame is also prescribed for individual banks for rectification 
of deficiencies brought out in the AFI -reports. During the course of 
subsequent AFI. the RBI examines see, inter alia whether the said deficiencies 
have been rectified by the concerned banks. 
Now, the important features of AFIs are also being reviewed by the Ministry 
of Finance (Banking Division)." 

3.31 The RBI in their Annual Financial Inspection Reports had made adverse 
comments against the CMD of the Bank of India for the three consecutive years. The 
Committee enquired why the Ministry of Finance was sitting quiet on them and why 
no action had been taken against CMD. Explaining the position, Deputy Governor, 
RBI staled as followed: 

"Whenever the Reserve Bank inspects the banks they come across certain 
discrepancies or aberrations in the functioning of the Chairman and other 
functionaries. They point out those things in their inspection reports. Copies 
of those reports are sent to the Government also. Generally. if there is a very 
serious issue involved. then it is a different matter. Otherwise generally we 
advise the Government that he should be issued a letter of displeasure." 
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Deleption of FiDaadal Powen 

3.32 The delegation of financial powers at different levels of hciratchy in banks is 
not unifonn but differs from bank to bank. 

The dcleption of financial (lending) powers is not unifonn because of various 
factors such as organisational structure, historical background, size, class of clientele, 
cultUJlt. main area of operation, resource base, the level of expertise of the delegates 
etc. of an individual bank. The lending powers at different levels right from the 
officials at the branch to functionaries at top level are fixed by individual banks 
taking into account these factors. 

3.33 When asked whether delegation of credit sanctioning powers is properly 
exercised while taking credit decision, the Ministry of Finance stated as follows:-

"Delegation of credit sanctioning powers are. by and large, properly utilised 
by the sanctioning authorities of banks. In a few cases, however, sanctioning 
authorities are observed to be exceeding their delegated powers; in such 
cases the loans/advances are required to be ratified thereafter by the proper 
sanctioning authority. Where frequent transgressions are found to be taking 
place andlor transgressions are not subsequently ratified by the proper 
sanctioning authority, we consider the bank's management control as poor 
and impress upon banks to rectify·the position. Further, the banks have 
been advised inter alia to scrupulously adhere to the following aspects:-

that there was no laxity in the conduct and post-disbursement 
supervision of the advances; and 

that there was no act of commission or omission on the part of the staff 
leading to the debt proving irrecoverable." 

3.34 On being enquired about the instructions to the banks issued by RBI and the 
time limit prescribed for ratification of sanction by the proper sanctioning authority, 
the Ministry have explained as follows: 

"In its efforts towards better regulation of banking industry through 
transparency and prudence, RBI have advised banks in the last couple of 
years to have policy documents on the important areas of its activities, 
including loan policy. Keeping this in view, the credit sanctioning powers 
of bank functionaries are fixed and revised from time to time by individual 
bank boards. The instructions issued by the banks in this regard also lay 
down that transgression of the delegated powers, if exercised in emergencies, 
should be got ratified by the competent authority within the prescribed time 
limit which varies from bank to bank. While the present reporting system 
does not require banks to report the case of transgression of powers to RBI, 
there may be some instances of transgression in all the banks mainly by 
way of ad-hoc sanctions, temporary overdrafts, excess drawals, etc. to 
business/manufacturing concerns for meeting their urgent requirements." 
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3.3S Enquired as to how the cases of tranlpession come to the notice of the 
mlllUlpl1le1lt!Oovemment, the Ministry in a reply stated that: 

"TIle cases of traospession come to the notice of the man.,ementIRBI 
through periodical returns, requests for ratification of transsression, internal 
auditlinspection, concurrent/statutory audit, RBI inspection, etc." 

3.36 When asked whether there bad been instances of accounts turning into NPAs 
on account of transgression of delegated powers and whether such cases had ever 
been· reported in the API of banks, the Ministry stated as under: 

"Transgression of delegated powers may be only one of the contributing 
factors for certain accounts turning into NPAI. While no separate record is 
maintained by banks in regard to advances turning into NPAs on account of 
tranllgression of delegated powers, alOng with other reasons, if any, the number 
of instances of accounts turnin& into NPAs for this reason is ne,ligible." 
"During the course of Icnnual Financial Inspections, the aspects relating to 
exerciseitraftsgression of lending power is looked into by the inspectors on 
a sample basis. On the basis of this random scrutiny, instances of 
transgression of lending powers which might have led to the accounts 
becoming NPAs are also commented by the inspectors and the findings are 
communicated to the banks and followed up for compliance." 

3.37 On being asked whether there was any system for initiating action .,ainst 
officers who sanctioned c:red.it exceeding their dele,ated powers, the Ministry of 
Finance stated: 

"AI relanis the action agaiost the functionaries who commit such excess, 
the intensity of punishment varies' depending upon the unount of excess, 
frequency of such excesses as also existence of malafide intention on the 
part of the official concerned." 

3.38 1be Deputy Governor, RBI during evidence in response to a query replied: 
"There was a jud,ement of the Supreme Court in one case wherein, in the 
case of Central Bank of India, the hon. Supreme Court passed orders and 
strictures against the Branch Manager that he had no right to exceed his 
discretionary powers and disburse and create his own little empire ..... We 
studied that judgement and we adviacd the banks that a management culture 
bas lot to be developed within the bank where one should know how to 
work within the framework. Supposing a Branch Manaser or a Regional 
Manaler or a "Deputy General Manager or a General Manager or an 
Executive Dim:tor has been given certain powers, he must work within 
that framework and if the bank feels that they want to give him more powers, 
nobody stopa them. But the only thins we said was that when the lines were 
drawn, those linea should be honoured ..... But the idea and the intentions 
are dial they Ihould work wibin the framework." 
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ACCOUDtabIUty oIStaff 
3.39 There are specific instructions from RBI to bub that tbey IhouId inv.,..,ly 

go into the question of staff lapses or SIaft' accountability, before COIIIiderina any 
write off or negotiated settlement Banks are also required to loot into ItIff lapses. 
Whenever a borrowal accounts status changes for the worse i.e. from satisfactory to 
in'egular or from the standard to su~standard (Le. the erstwhile health code 1 to 2). 

Banks do take punitive action against their staff, when they find evidence that the 
bank suffered significant losses in the credit portfolio because of the acts of omission! 
commission by any official. 

3.40 On the basis of the findings of its inspection of banks RBI advises banks 
wherever necessary to fix staff accountability for lapses/negligence in sanction! 
recovery of loans/advances. 

3.41 According to the Ministry of Finance, RBI have specifically called for the 
requisite information and the information received so from 16 banks is furnished in 
tabular form in regard to the action taken against officials found responsible for 
advances resulting into bad debts and for laxity in post-disburscmcnt supervision of 
advances causing bad debts in the following statements I and ll: 



Statement I 

Sl Nlmcof Yell' No. of officials No. of the ofIicWa 
No. Bank found 1apOIIIi- indiCllfed iuol. ~4~ 

bIc for advances No. of No. of No. of 
tuminliaro ofticiaIa oIIidaIa oIk:Wa 

I*~ puniIhed cIiIINIIed 
iacourt 
~fLaw 

2 3 4 5 6 7 

1. StlteBuk 1992-93 10 Nil 10 
orlnclore 1993-94 20 Nil 20 

1994-9' 19 Nil 19 

2. Stille Bank of 1992-93 20 I!I 
Bibnerot 1993-94 14 09 
Jlipur 1994-9' 25 12 

3. Orie_Buk 1992-93 08 0 07 
oreo- 1993-94 08 2 06 

1994-9' 06 I 0' 

4. AlIahIbId 1992-93 20 20 
Bank 1993-94 16 16 

1994-95 25 2' 

5. CananBanlc 1992-93 170 02 168 04 
1993-94 170 02 143 02 
1994-9' 134 094 01 

6. IndiMOver- 1992·93 30 02 20 01 
_Bank 1993·94 53 2' 

1994-95 '4 27 

7. UnitedBuk 1992-93 13 3(4)· 01 
orIndia 1993-94 39 2 11(24)- 02 

1994-95 24 -(6)-

8. Banltof 1992-93 15 2 3-
Baroda 1993·94 37 I 7 

1994-9' 38 2 I 

9. BanIt of 1992·93 27 I 18 
Mlhanshlna 1993-94 20 0 16 

1994-95 33 I 17 

10. Andhra 8anIc 1992·93 18 17 
1993·94 44 43 

It. State Bank 1992·93 05 03 
ofSauruhtra 1993-94 07 04 

1994-95 12 2 07 

12. Stile BIIIIc 1992·93 24 24 
ofHydenIbId 1993·94 17 13 

1994-95 II 04 
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2 3 4 , 6 7 

13. s..B_ 1992·93 
ofM,.. 1993-94 

1994-" 

14. 1992-93 2 2 I 
1993-94 19 19 3 
1994-95 2 2 

IS. I-.BIIk 1992-93 4 3 1 01,.. (ReaMd) 
1993-94 19 IS I 
1994-9' 14 14 

16. IDdiID BIIIk 1992·93 62 10 ,a ,-
1993·94 70 7 64 .--
1994-9' 63 5 14 .--

-Pipla in bnctda iJwIicIIe dilCiplinlry/depMtnlCdlll prooeediIIp in propaI. 
-Porthe I'CIIIIlniDa CIIeI. the 1iiaIIDiIcipIin ~ is in propaa. 



S .. temeat-D 

51. NameofBIDk Ye.- NO.or_of No. of No. of AClDtiba 
No. 1uity ill post. ~ ofticj. ..... 

diIbw ......... willie III IIICIIl 
aupcrvilioll of cIepIn. aWMIed 

"VIIIQS IIICIIIII ~ Miaor 
raulIiDJiD caquirieI 
blddebtl coadI .. 

2 3 4 5 6 7 8 

I. Canara BIIIk 1992·93 93 93 93 52 41 
1993-94 91 91 91 49 33 
1994-95 86 i6 86 16 45 

DIIrfwAaw7 ................ 
2. Indian 0YeneIa 1992·93 25 25 14 8 6 

BIIIk 1993-94 35 35 24 12 12 
1994-95 45 45 48 23 25 

3. AIIahabIId BIIIk 199:1193 2 ' 2 2 2 
1993·94 4 3 4 3 I 
1994·95 S 4 5 3 2 

4. Oriental Bank 1992-93 8 1 7 2 5 
ofConwnerce 1993-94 8 3 6 

1994-95 6 5 I 4 
5. St* Bank of 1992·93 8 8 7 2 6 

Bikaner &: Jaipur 1993·94 5 S 4 2 2 
1994·95 5 5 4 3 1 

6. Stile Bank of 1992-93 5 3 8 I 7 
lndon: 1993·94 12 12 2 10 

1994-95 10 5 10 5 5 
7. Bank of Baroda 1992·93 15 15 3 2 I 

1993-94 37 37 7 6 1 
1994-95 38 38 1 I 

8. Bank of Mahlruhtta 1992-93 16 16 10 2 B 
1993-94 15 15 12 I 11 
1994·95 23 23 10 I 9 

9. All4hra Bank 1992·93 10 9 18 4 14 
1993·94 44 19 44 9 35 
1994·95 20 14 20 5 15 

10. State Bank of 1992·93 5 5 3 3 
Saurllhtra 1993·94 7 7 4 3 

1994-95 12 12 7 5 2 
II. United BlUlk of 1992·93 2 I-

India 1993·94 5 4-
1994·95 5 3-

12. Stile Bank of 1992·93 3 3 3 3 
Hyderabad 1993·94 3 3 3 I-

1994·95 3 3 3 1--
13. COrporalioD Bank 1992·93 I I I I 

1993·94 14 14 14 8 6 
1994-95 2 2 2 I I 

14. Slate Bank of 1992·93 4 4 3 2 I 
Paliala 1993·94 19 19 15 3 12 

1994·95 14 14 14 6 8 

-Disciplinary proceedings in proereu. 
-2. Major cues of 1993·94 are srill pendina fordilposal. 
-'2 Major cues of 1994-95 are Ilill peDdinJ for dispoul. 

4~ 
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2 3 4 !! 6 7 a 
15. IDdi_BIIIk 1992·93 52 !!2 52 14 38 

1993·94 63 63 63 13 SO 
1994·95 S. 58 S8 I- \3-

16. Stile Bank of 1992·93 II II 10 a 2 
Mysore 1993·94 22 22 7 5 2 

I 994·9!! .:12 22 S 2 3 

-For the .e1Miai1lJ cues. DeputmI:aIIII proc:a:diDp _ ill propaI. 

3.42 The Committee pointed put that in United Bank of Inwa, in case of four out 
of 13 officials pertaining to 1992·93 and 24 out of 39 officials pertaining to 1993·94, 
disciplinary/departmental proceedings were still in progress and enquired why there 
was delay in finalising the disciplinary/departmental procccclings and when these 
proceedings expected to be finalised. In reply, the Ministry slated as follows: 

"The present stage of finalisation of the disciplinary/departmental 
proceedings of the pending cases, as reported by United Bank of India, is as 
under: 

<a) Out of 4 cases pertaining to the year 1992·93. 3 cases have already been 
disposed of. The remaining one case pertaining to the said period is at the 
concluding slage and is likely to be disposed of shortly. The delay in disposing 
this case is due to the fact that the competent authority is required to pursue 
as many as 3,455 management documents which are in the process of being 
collected from a remote branch located in the Slale of Assam. 

(b) Out of 24 cases relating to the period 1993-94. S cases have already been 
disposed of and in respect of 9 cases. the same are at the final stage of 
disposal. Out of the remaining 10 cases pe~ning to the year 1993-94. in 
respect of 3 cases. Enquiry Officers have submitted reports to the Disciplinary 
Authority and the same are under examination. The enquiries in respect of 
the remaining 7 cases are in progress and constant follow-up is being made 
by the appropriate department of the bank for early conclusion of those 
enquiries. " 

3.43 Enquired what follow u;, action was taken by RBIIGovernment for recurring 
lapses on accounts becomin& NiAs, the Ministry of Finance stated as follows: 

"The banks are required in examine staff accountability aspect whenever 
there is a deterioration iii the asset quality. In the cases of recurring lapses! 
accounts becoming NPAs. which come to lhe nOlice of RBI. it impresses 
upon banks to fix staff accountability, if any. 
Recently RBI have advised all banks to review and fix staff accountability 
in respect of 300 NPAs and place a review nole before their Boards and 
advise RBI. Besides. banks have been advised to frame a policy on statT 
aAXountability with the approval of lheir Boards." 
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Aedoa ....... Retired 0IIIcen 
3.44 During study tour, the Central Bank of India pointed out: 

The rules do not provide to initiate action llainst retired officers. In case 
any irregularities have been noticed before release of terminal benefits and 
in case the disciplinary proceedings were started before the date of retirement, 
necessary actions continue. 

However, recently, the Government has revised the guidelines for taking 
action against the retired officers, which reads as follows: 

No departmental or judicial proceedings shall be instituted after the 
employcc's retirement in respect of the acts1eause of action/fraud which 
took place more than 4 years before such institutions. 

3.45 'The Committcc pointed out that if an offence was detected after retirement 
no punishment was given to the officers. The Committee enquired whether 
Government would consider attachment of property obviously the wealth accumulated 
on account of malpractice or corrupt practices on the part of concerned officers, as a 
result of which the bank suffered. In response the Deputy Governor stated as follows:-

"In case of those officers who already retired and the irregularity has come 
to notice subsequently and it becomes a criminal offence, then we always 
advise the bank to go to CBI." 

3.46 The Finance Secretary added: 

"If it is something criminal, it would not be appropriate to take legal action 
before the establishment of guilt. It is not something that can be done 
administratively. The present position is that a bank officer is liable, just as 
a Government officer, to criminal action. It does not stop just because he 
retires. If he has committed a mistake in good faith and there is no 
presumption of mala fide intention, and if it is only a question of 
incompetence or error, then the question of attachment of property nonnally 
does not come in. There is no question of misuse of power involved there. 

If the truth is that he has misused his powers and accumulated wealth, it is 
quite clearly a criminal matter. If it is a criminal matter, criminal proceedings 
have to be initiated. It is not something that there would be an administrative 
decision regarding attachment of property." 

Setdna up or Advisory CommiUee lor Conapromi8eIWrite 011'8 

3.47 Public Sector banks reduce NPAs through upgradation and compromise 
settlements/write offs apart from recovery. The Committee pointed out that one of 
the suggestions was to set up a Settlement Advisory Committee with a retired High 
Court Justice as Chainnan, and top level bankers and Senior Executives of the Bank 
as its members to examine large compromise proposals from the defaulting borrowers 
and recommend one time settlement. Another suggestion made was for setting up of 
a Lok Adalat where decisions were made quickly on the basis of compromise. The 
Committee requested rnA to furnish their views on these suggestions and also their 
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opinion as to which mechanism would be more fair and effective. In their considered 
opinion mA swed as under: 

"Loan recovery process should comprise of a mix of poliCies containin. 
effective supervision. reschedulin. of loan installments. compromise and 
write-offs in genuine cases. Mechanisms such as Lok Adalat could 
supplement the existing measures in strengthening loan recovery. The setting 
up of Advisory Committees with hi'" ex-judicial offices and top officials of 
banks will ensure transparency in the process and is therefore considered a 
useful help to banks. For recovery to be effective there is a ,enuine need, at 
leut in a short run. to focus on several measures implemented in various 
dimensions to effect loan recovery". 

A.et Rec:oaItnJdioa Fund 

3.48 The setting up of Asset Reconstruction Fund (ARF) has been recommended 
by the Narasimham Committee. As per the recommendations of the Committee. 
ARF will take over the bad and doubtful debts from banks and financial institutions 
and subsequently follow up on the recovery of the dues owned to them from the 
primary borrowers. The ARF would acquire the debts at a discount which will be 
determined by an independent auditor. The transfer of asset to the ARF by hanks! 
DFIs would be accompanied by the primary lenders renouncing in favour of ARF 
claims on the collateral pledged in respect of the loans inclusive of any guarantees 
by Central or State Governments or any other bodies. 

The Fund would pay for the acquisition of these assets from banksJDFIs at a 
discounted price in the form of rates. The bonds would be guaranteed by Government 
and hence will qualify for inclusion as SLR assets. The advantage to the banks of 
this arrangement would be that a portion of their bad and doubtful debts would be 
off their books though at a price. but they would have in substitution of these advances 
bonds upto the discounted value with a certainty of interest income which would be 
an obviously important aspect from the point of view of income recognition. Further. 
by making these bonds eligible for SLR purposes. fresh resource could become 
available for normal lending purposes. 

To enable ARF to collect the dues and invoke the guarantees for expeditious 
clearance. ARF will be vested with full authority. The Committee recommended that 
powers would be much broader tha.n those contained in Section 29 to 32 of the State 
Financial Corporations Act. ] 99]. Qllce the dues are collected by the ARF they will 
be in a position to redeem the bonds issued to BanksJDFIs. After the bonds are 
redeemed. ARF would be wound up. 

This recommendation was examined in detail and setting up of a nation wide 
Asset Reconstruction Fund was not accepted. 

3.49 The Indian Banks Association in a note furnished in October. ] 997 stated as 
follows: 

"'The current level of NPAs of public sector banks are accumulated over a 
long period of time. Hence. the huge size of the NPAs cannot be drastically 
reduced within a short time without any major institutional measures. To 
reduce the level of NPAs and free the public sector banks from their burden. 



so 
the Committee on the Financial System headed by Shri M. Narasimham, 
recommended creation of a separate Asset Reconstruction Fund into which 
all NPAs of public sector banks could be transferred and effective strategies 
evolved to recover them. 

3.50 During his Budget Speech while presenting Central Governments Budget 
for 1998-99 on 1st of June, 1998 in Lok Sabha the Minister of Finance announced 
the decision taken on one of the recommendations of the recently submitted 
Narasimham Committee report as follows:-

"A few banks have particularly high NPAs. These banks will be encouraged, 
on an experimental basis, to establish Asset Reconstruction Companies, 
which will take over the NPAs of the bank oat their realiseable value and 
swap them with special bonds to be held by the bank. The Asset 
Reconstruction Companies will concentrate on recovery of dues to realise 
the maximum value for the assets transferred to them." 

ObrervationslRecommendatioRs 
3.51 The Committee note that the RBI bad advised banks from time to time to 

improve upon detkiencies in credit apprailal, noa-obRl'\'IIDCe or tel'llll of I8Ddioa. 
laxity in post disbursement supervision and poor inle .... control which are IOIIIe of 
the facton responsible for NPA, and to strenpben their credit app ...... systems and 
skills of their oftkials by impartina the requisite trainia& and also to ensure effective 
post disbursement supervision to prevent recurrence of the facton contributina to 
increase in NPAs. Other measuns to contain NPAa inter alia include doee IIIOIIitorina 
of sticky advances of banks c:onunented in the inspection reports by way of receiving 
Quarterly Prolress Reports from banks in respect 01 commented accounts, 
strenllheninl of inspection system, empbasilinlolUllODl others, the neecllor better 
recovery performance durinl the time of discussion on the inspection reports 01 
banks, with the CMD 01 the concerned banks by the top manalement 01 the 
RBI, prescription by RBI prudential norms regarding capital adequacy. income 
recognition, asset clusification and provisioning so as to imporve the asset quality 
of banks, provision of a clause regardiag the need to let up a recovery ceO at 
Head Office in the MoU signed by the banks, before their share 01 capital 
provided by the Govemment is released to them. dissemination 01 information 
on delaulters 01 Rs. one crore and above and suit nled accounts to alert other 
banks and nnancial institutions to luard them lrom lending to delaulting 
borrowers, setting up of recovery tribunals. etc. 

3.51 The Committee note tbat as per RBI guidelines the banks are required 
to make their own asaessment 01 credit requirements of borrowers on reasonable 
and realistic assumption in compliance with laid down systems, procedures and 
poliq parameters lor sanction. The banks are also required to comply with 
RBI norms while assessing the credh limits. In accordance with their own lend1n1 
discipline and guidelines Issued by RBI, banks are also required to exercise 
supervision over the deployment/end use ollunds lent by proper monitorinl 01 
stocks. receivables and other securities. Further concurrent audit covering at 
least SO per cent of the lending operations to ensure that the lranIactionsidecisions 
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wen taken within the poIky paruneten laid down mid annullDternallnspedlon 
01 bl'llDCbes elllUl'el that credit .pp ...... and poIt-disbunement IUpenisiolu 
were carried oat In accordance with laid down instructions by the banklRBL 
The defldeades In banks' credit .ppraial aDd credit supenilon 1yReaII" 
broupt oat In the RBI inIpecdoIII.re followed ap with the ...... for compllanc:e, 
ftxIna staff accoantabDlty, etc. 1be Committee do recopile that DOI"IDII and care 
exercised In selectloa of auetl, etrecthte POlt.suctioa credit supervision, 
concurrent auellt of lendinl opentioal. aanullnternal inspection of bl'llDCbes 
and defklendes bJgbUpted In RBI's An reports and their foOo" ... p with banks 
for compliance are DO doubt salient fe.tures of prudent credit mana .... ent 
neeeuary to reduce the inddenc:e of problem IoaJu. 

3.53 The CommIttee note the posJdon stated by the MinIItry of Finance that 
with the introduction of the prudential no ....... bub are becomlnllaereulnRlY 
se_tlve to credit .... ks mid there II • powinl awareness of the need to keep 
NPAI to the minimum. AI the banks are required to make provisions out of their 
opentlnl profttl towards NPAI, the profitabWty of the banks 1 .... e1Y depencb 
on the management of NPAs. Banb have realised that bllber level of NPAI 
erode their profitabUlty and therefore addreu themselves to the reduetloa of 
NPAI throulh well deftned policies and stntepes. 

3.54 Accorcllnl to the Ministry of Finance, with thf prudential norms on 
income recoplition, uset clusillcation and provisioning for bad debts from 
April, 1992, the Public Sector bub have become sensitive to non·performlna 
assets. The dud 10aDI that came about are 10aDI which had .ccumulated over the 
period before 1992·93. The incidence of NPAI on tbe fresb credit facilities 
suctioned Once the introduction of prudential DOrms in 1992·93 ranles from 3 
and 4 per cent in the cue or the Public Sector banb. The Committee would 
b.ve been mucb happier bad this been the correct position. But, facts are 
otherwise. Ap.rt from considerable lrowtb in deposits, the investible resources 
of the banks bad substantially increased (by more than Rs. 61.000 cl'Ore) throup 
successive cuts In CRR which had been broupt down from IS per cent to 10 
per cent. The b.nks, thoulb being f1usb with funds and c:aa take on considerable 
lendlnl activities •• re reluctant to perform their lqitimate functloo of leading 
to corporate sector. One wonden what would be the NPA ratio it' the banks 
expand their credit to corporate sector Instead of investinl to zero-.... k low 
yield Government securities. ACCOrdiDI to media reports, nearly 60 per cent or 
the bub' fUndi .re beina invested in Government securities and in the debt 
market. What is fUrther surprising is that with vast network of braac:bes eveD 
in remote and lnac:ceaible areas or the country and where need for bank c:red1t 
Is the most acute, the Public Seetor baaks like foreip baaka for naeetIna their 
taraets for priority aector have taken rec:oune to the optjoD of depIoJmcat of 
their priority IKtor tuads with SIDBI and NABARD to .void noa.perfOl'lllini 
UIets tbat .. , 8CU1Ie In case of delaaItL 

3.55 The CoaunJttee note that chuina the MoU clllev "oas with CMDs of the 
-tic M I • ......, wbldaan .... ......, .... peafOl ..... of ......... lnftrioul 
areas indadina redadioa ofNPAI is reviewed by RBI .... the banks wItb ldaber 
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level ofNPAs 11ft adviled to b ..... NPAs to • lower level. The COIDIIIitmeDts made by 
the baDks to brioa the level ofNPAs to certaiD acreed levels.re the tarpts towards 
wblcb.these bub strive to acbieve. The Committee, bowever, find that the data 
peltaiDinl to commitments made by the _tJonaljpd banks in reaped 01 ...... for 
reduction 01 NPA. vis-a-vis actual NPAs for the past two yean indicate a very cliImaI 
picture. Only four out or DineteeD nationalilecl banks during eacb year of 1994-95 
and 1995-96 have beeD able to contain the actual NPAs within the budgeted tarpts. 
AD other nation.li .... banks showed that the actual..,.. noo-perfOl'1llina ..... are 
much bigber than thole 01 the tarpta set by them for the two yean. The Committee 
also find that the actual an- NPAs in lOIRe 01 the banks.re much hiaher by R& 100 
to 600 crore than the tarpted level. The Committee feel that the matter Deeds to be 
closely monitored for achievement or qreed levels ofNPAs tared. 

3.56 Tbe Committee Dote that RBI compiles and circulates lnfonnatioD on 
clefaultiq bonowen olRs.l croft and above in order to alert the banks and IinandaI 
iDltitutioDl and caUtioD them 10 that banksIFb are better informed while takiDg 
credit dec.ions. 1be information 10 dn:uItated pertains to bonowalaccounts whole 
outltanclinp to bankslftnancial institutioDl aurelate to RI. 1 crore and above and 
wha. accounts have been dassifted by banks as 'doubtfal', '10.' or 'suit tUecI'. While 
circulating the list, RBI has advised banks and FIs that they may make use or the 
informatioD while considering on merits the request for Dew or additional credit 
limits 01 defaulting botTowinc units and ako proprietorslpartnen/directon, etc. named 
In the list. 

3.57 The Committee further note that the Government does not consider it 
appropriate to delete provisions regardinl secrecy laws in the Banking Regulation 
Act, 1949, as according to them the relationship of a baDk and its customer is 
ODe of ulmost trust and is a well established cODcept prevailing all over the 
world. The Committee feel that banks should rile suits alainst the borrowing 
units whithiD two years of their default and compile list of such cases region-
wise and share such information with other banks in order to cautioD them 
while taking credit decisions for new or additional credit limits by the defaultiDg 
borrowers and also proprietors/partners/directors named in the lisL 

3.58 The Committee note that at present RBI publishes yearly list of defaulting 
borrowers· in whose cases suits have been riled and the amounts are Rs. ODe 
crore and above. List of these defaulters are circulated to caution the other 
banks in extending credit facilities to such defaulters. In other categories, in 
small loans, and iD medium loans, even though those persons are defaulters of 
one bank, they are taking loan from lOme other banks. The Committee feel that 
in case of wilfUl default recovery lUi .. should be riled without any delay and names 
01 wilful defaulter whether suits ftIed or not should also be published for guidance of 
the other banks who should be instructed to exercise utmost c.ution in extending 
credit facilities to such borrowers. Tbe Committee also desire that their 
recommendation may be broulht before tbe Board of Directors of each Public 
Sector Bank for making It a part 01 credit policy. 

In caw olweaker section loam, IBt 01 names 01 wilful defaulters should be compDed 
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lor pldlUKe 01 sponMrialautborttiea and the bmakllor makinl them laelilible 
from further loan fadUties. 

3.59,.. CommIttee note from the YiewI apl'flleCl by the Ministry on extencUaa 
loans and advances to units 01 an lndustrtallrouP In the event 01 the defaultlna 
borrower bela. a member 01 such P'OUP -tine inter alia that In order to di8clpllne 
such delaaldnl iDcIustrial house and at the same time not to cUaturb the onlOiaa 
industrlaI aedvities, RBI in COIIIIIItadon with Government oIladia .... evolwd the 
concept of Group Appl'OllCh which envisqes restricdve<am..aectlve flow 01 
addidonaI c:ndit forap8Dlio&ldlwnlftcatioalmodernisatioD'Dew projects to If'OUPI 
or borrowen commJttIna wIIIuI defaults and/or not cooperatiaa with the bank In 
seUIina their dues. AccOrdiDg to the MinJItry, under thiI conc:ept the IeRidmate need-
baled working capital requirement. 01 exiItIna units 01 recalc:itnnt P'OU" are not to 
be d.turbed on account of wilful defaalts of ODe or more compania oftbe IrouP. 
AcconIinJ to mA, risk ID8JI8IeIMDt practice procedures that are beiDl put in place 
by banks would gready diIcourap any credit noWi to accou .... which have shown 
dllappoindng performance either on its own or throup any of its auociatel. The 
arpment advanced by the Govenunent that the default by one member 01 the IJ"OUP 
does not neceuarUy imply denylnJ further credit facWtiel to other memben 01 the 
group appeen sound but is not perdnent. The Committee, however feel that at the 
same time the bank should .. opt a more caudOUlappl"OllCh in its dealinl with such 
group and discourage credit now to other units of the group for unjustly puttinl 
banb to sutrer loa for their wilful default. 

3.60 It may also happen that such a group may have availed oflQUI facWdes from 
more than one bank. The other banks from who the group (bolTOwer) has availed of 
loan facilities may not be aware 01 the deterioration of the credentiab 01 the bolTOwer 
by virtue of the default. Such a borrower wID be source of potential risk for the other 
banks. As such to overcome such situation, the Committee desire that an appropriate 
mechanism may be evolved whereby there should be adequate disclosure of 
information among banb reprdinl defaultinl borrowers. This would enable 
the banb to take adequate precautiou whUe extendinl credit facilities to such 
borrowers or otherwise dealinl with them. 

3.61 The Committee note that durinl the course of inspection by RBI, the 
performance of the top management i.e. CMD and other functionaries of the bank is 
looked into and adverse features, if any, commented upon in the Inspection Reports. 
Copies of these Reports are also sent to the Govemment.ln case 01 smaU issues, RBI 
advises the Government that he should be issued a latter of displeausre. The 
Committee, however. feel that adverse comments made by RBI in their Annual 
Financiallupection Reports alainst CMD and other functionaries of the Public 
Sector banks cannot be considered as smaU issues for which letter of displeausre are 
issued. The Committft desire the Government to take seriow; action on tbae advene 
observations 10 as to addeve the laid down objectives 01 such iUlpections and also to 
set an example for other functionaries in the banb in order to deter them from 
iDduIaina ill.., tj'pe ofirreplarities. 

The Committee abo like to be apprised of the follow up action taken by 
GovemmentlRBI on the adverse comments contained in the Annual Financial 



Iupection Reporta .,alast CMD and other top functionaries of Public Sector 
b.nks durin& the last three yean. 

3.62 On perusal of the statement furnished by the Ministry of FiaaDce on 
adverse comments qalnst the JDaDa,ement of banks contaiDed in the Aaaual 
Flnanciallupection (AFI) Re~ of RBI for the year 1991-9l, 1992-93 and 
1993-94, the Committee OM that toll fupctioparig/E1CCUtive Cmgmittcc oftllc 
Central BOInIIBo.rd of Dim:tonlCMDa of certain bU'" gnctioned encUt 
facUities to p.rties without obtain'. aRIltial inforpaatiopittlslnr in !I£M!Ipt 
the Me_ly. status of camer .dyaaca. replyment caPacity eM other releyant 
f.cton for UnctiOn oflOllQl, Further,.certain Anetioa.l!coaflrmatioal were far 
in excess of their lendin, powen in vioI.tion of the Board'slnltruetioalllendiDl 
discipline/RBlpidelines, etc. In certain cases credit facWtia were .... ctioaedl 
connrmedlenh.nced by the CMOs or.Dy/telephonicaily in excess of their 
discretion.ry powen without ...... Inc the need based requinment or takIaa 
into .ccount the borrower's nlUlDCiaI poeitioalpast perfonnaace. In one case, • 
loan was s.nctioned by CMD of • bank to • comp.ny for development of real 
estate without ascertaialar whether the borrower company would be in • poeition 
to execute the project work. The company bad • low c.pltal bue and did not 
submit the propOled plan duly approved by competent .uthority. 

All the .bove cases of gfOSS abuse of oftIciai po$ition by the top functioaaries 
of the banks, might have resulted in lossses of crores of rupees to the banks. 

3.63 The Committee .re unhappy to note that despite the faet that AFI reports 
of RBI pointed out their .dverse comments .pinst top maDIlIement oftbe banks, 
no serious.ctlon was taken except an .dvice made by Deputy GovemorlEllecutive 
Director of RBI to the Banks to ensure that such Iapsesideftdenc:iM should not recur. 
orla~ speciIIc timef'rame ... abo been preac:ribed to indiWlual banks for recdIIcadon 
of deficiencies brought out in AFI reports. 

3.64 The Committee, bowever, leel that such adverse comments agallnt top 
manalement of the b.nks made in RBI AFI without any foUow up purpoMful 
.ction would send wrong signals to other functionaries of banks for .bus .... 
their omclal position in total disregard 01 laid down norms for Anction of credit 
lacUities to the detriment of the banks. Further any crecllt manlllement without 
accountability will lack substance. The Committee, therefore, recommend that 
their should be a system in which aU such cases of adverse comments agalut top 
management 01 the banks contained in the AFI reports ~ sanction oflousl 
recovery 01 debts where hea~ losses occur to the banks should be investipted with 
a view to nxing responsibUity against the erring top functionaries and also to ftad 
out any nexus between the top functionaries and the companies in the matter of 
sanction of credit facWtieslrecovew,' of loans for causing wron&fuIloes to the banks 
for launehing prosecution. 

3.65 Now the Ministry of Finance (Department of Economic Aftain BaaIdaa 
Division) also reviews the important features of the Annual Flnanclallupection 
Reporta of RBI. The Committee expect the Ministry of F'mance not to aUow the 
Chief Executives to reprd the banks .. their penonal fiefdom 10 Ioa& as they are at 



the helm of .train and indulle in any vioIatioa of norms laid clown for IaDdIoa 
of credit facUlties/recovery of debts. The Committee feellhat If the top func:tionarJ 
violates the rules, he should be punished with the same severity .. theotberoftlcen 
of the bank. The Committee, therefore, desire the Ministry of Finance to initiate 
action apinst the chiefs of the banks for violation ofleodin& DOI'IIIIIdildpUnelRBl 
pldelines, etc. and for caUlinl pecuniary loss to the banks as is clone in the caae of 
other oflkials in the lower runl of the hierarchy. 

3.66 The Committee note that deleption oflendina powers at dift'erent IeNeJs of 
hierarchy, duren from bank to bank dependina, inter alia upon orpnlsatio .... 
structure, scale of operation, resource base, level of expertise of the delegates, etc. 
The lendinl powen at different levels rilht from the Branch level oftklab to 
functionaries at top level are fixed by individual banks taIdna into account the above 
facton. Under the utantguideUnesloamladVllDCfSsanctioned ............. d ..... 
powers are required to be ratified thereafter by the competent authority. According 
to the Ministry of Finance, number of accounts turning into NPAs on account of 
transgressloa of delegated powers is reported to be neglialble. What is worrisome to 
the Committee is the very fact that apanlrom requests for ratlfkation oftl"anigi c:wiua.l, 
cases of translrenion of powers by the offidals come to the notice of bank 
managementIRBl through internal auclitlinspection, concurrent/statutory audit, RBI 
inspection, etc. dearly indicates that transgression of powers by bank oIIkiaIs are 
not being regularly ratified as per extant guidelines but are bein& suppreaed which 
only come to light subsequently through aucUtIlnspection. The Committee feellhat 
cases of transgression of powers are not fully reported for ratitkation as per extent 
guidelines and that is why the number of accounts turning into NPAs on account of 
transgression of powers comina to the notice ofbank ~tlRBl appears to be 
negligible. The Committee expect that in the light of the Judgement of the Supreme 
Court, the Bank Ofticers would function within the parameten of their sandlonina 
powers for lending so that the chance of an account tuming into NPA on this ground 
is reduced to the minimum. 

3.67 One of the reasons cited by Deputy Governor, RBI for advances loing bad Is 
that "it may be due to wrong skill of the penon who is appraisinc. ... in future 
the banks wUl be careful in their traininl system". The Committee have been 
informed that almost all banks have their own training establishments where 
members of their stall' are trained in proper appraisal, supervision and follow 
up of advances. Besides, banks also depute their omcers to the Banker's Training 
College, College of Agricultural Banking of the Reserve Bank of India and the 
National Institute of Bank Management where they are, inter alia imparted 
traininl in the above aspects. However, in rqard to facton for which banks are 
responsible for advances turning non-performing. the Ministry have cited 
deficiencies in credit appraisal, non-observance of norms for sanction of loana 
and laxity in post-clisbunement supervision. The Committee feel that trainiq 
system for bank ofIken need revampinc. The Committee reconunencI u follows: 

(1) The syUabus in the institutes/collqes imparting trainlnl in the vartou. 
prolrammel relating to different schemes/seeton for appraisal, 
supervision and follow up of advances may be reviewed by. CommIttee of 

39431 LS 1 F-S-A 



Senior Banken to improve the quality of .pedali ..... traiDing .. risk 
_Iement, project appraisal skUI and re.ource ........ ement .. abo 
qualifylDa and tralDen, .tandanb upanded to skIIIIuIIy JI"OOIIl the bank 
ofllcen for improved profealonal capabOities '0 enable them to face 
various types ofbuslne. risks In the pl'eleDtaae of ( mpetition and cha .... 
economic scenario. 

(Ii) There is also a need for uparacling the profeaiona' skills IUIIOIII the senior 
management in banks. To uarade their project all, ,raisal sIdII and to equip 
them with adequate awareness oftechnoloakal developmena .. various 
seeton of the economy, there should be a ....... r oudlow ot..uor baak 
oftken from all Public ~tor Banks as also omce ... oftbe level oIDiredon 
in the Banking Divbion of the Ministry for specl&, .i.ted traiaina in trainIn& 
institutes abroad to equip them with latatprocedures and the .ystem of 
banking prevalent in tboae COUDIries. Salient ........ oftbesysteml prewIent 
.. other countries in the world may be incorporated in the trainina system 
in India and updated from time to time and tuned to the iaua controntiq 
the Banking Sector in India to meet the emerPnl challenps 011 the basis 01 
the experience an knowlqe of these omcen. 

(iii) Some training Institutes may be identifted for development as Centres of 
Excellence within the Banking Sector for sharing training facUities and 
prol'iding state-of-the-art traIDina-

3.68 The Committee note that performance of various recovery plans is being 
looked into by the RBI during inspection of banks carried out at regular Intervals. As 
per RBI guidelines banks have been asked to formulate a loan recovery policy with 
the approval oftbe Board 01 Directors. They have also constituted a Recovery Cell at 
their Head 0fDce under the charae ora G.M. Further branchwile targeCs are required 
to be fixed by banks for recovery 01 NPAs, and their perfonnance is to be monitored . 
at Head Office level on monthly basis. The Committee hope that these measures put 
in place to improve recovery wBl work and prove to be effective. Further those 
measures wUI facUitate banks to increase the tempo of recovery, enable them to 
reach their recovery targets. The Committee desire that the RBI closely monitor 
the utility of these measures by banks in Improving recovery of the existing . 
problem loans. 

3.69 The Committee feel that the IBA sUllesstion that banks should strengthen 
the recovery mechanism not only from the point of view of establishing special 
recovery branches but also by training people and creating systems for close 
supervisions of the loan accounts to detect immediately any sings of deficlences, 
deserves consideration. 

3.70 The Committee note that recommendation made by the Narasimham 
Committee in its Report on the Financial System for setting up of a separate Asset 
Reconstruction Fund to take over the bad and doubtful debts from banks and ftnandaI 
institutions and subsequendy follow up on recovery of dues owed to them from the 
primary borrowen was examined by the Government of India and not found 
acceptable. 
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The Committee alia DOte the IBA 'flew that hap ... ~ NPAs, ~ 
over along period of time, cannot be dl'lllltlcally reduc:ed witbbt alhort time wItbout 
any major institutional measures. ThIs can be achieved by creation of Asset 
Reoonstruction Fund .. recommeaded by Nllf'llllknbam o--w- Howewr, 1Ioa'llle 
Minister of FInance .... aDDOUDCed In his Bu. S.-ch 1998-99 the deddoa to 
esta~h A.aet RecGIIItnJction Companies. AccordiDa to the dedIioa a few buks 
having partic:uarty blah NPAs will be eac:oaraced to establilb AIIet Recouatnaetioa 
Companies, which will take over the NPAs ~tbe bank lit their ......... ¥8Iue ..... 
swap them with special bonds to ~ held by the bank. The Aaet Rec.oaItruc:tba 
Companies wid concentrate on recovery of dua to raIiIe the muimam value for 
the aaets transferred to them. 

3.71 The Qwnmittee note that the RBI', receut lCI'Utlny of ceftaiD ..... bulIGW" 
accounts coaducted in a few banks .... revealed clivenioa of beak fInancee for 
investment in ftoaace companieI, aaodate companie.IIlUbddIarieI, iDter-cerporate 
deposits, etc. In tbiI connection, RBI bas advt&ed bankI that If a bonvwer is found to 
have diverted flDuce panted for WOI1dna atpital purpoIeI for other adivideI,'" 
must recall the amount 10 diverted. In order to II8UP the magnitude of clivenloa of 
funds by boITowen as aIIO whether the diversion of bank finance was for KtMdes 
not penniIsibIe under the extant nonns of investment/credit policy of the banks, the 
Committee would like to be Informed of the number of iMtances of diYel"lion ~ 
funds by borl'OWet'S to other than the purposes (Including breakup of non-permiIIIIbIe 
activities) for which the IOIUII were sanctioned, the amount Involved and the recall 
of the amount 10 directed bank-wile for the Iafl year only. 

3.72 The Committee note that under the extant guideJioes banks are required to 
examine staff accountability whenever there is a deterioration In the aaet quaUty.1n 
this connec:tIon, the Ministry of Finance have furnished statements livlne detalla of 
(I) olJiciais found I esponsIbie for advances tumlnl into bad debts and (H) C8IeI of 
laxity in post disbursement supervision of advances renJltina In bad debts in respect 
of certain banks and punitive action taken apImt these oftidaIs during the year 
1992-93. 1993-94 and 1994-95. On perusal of these statements, It is observed 
that in some calIS disdplinarylDepu1mentai proc:eedlnp are ItIII peacIiaa. The 
Committee desire that penclinl proceedinp should be expeditiously 1I-liIed. 

3.73 Further, on persual of the statements it ls also felt that year-wise 
disciplinary p ........... 'np initiated bank-wile via-a-vis. quantum of loansIadvances 
turning into NPAs are minimal just an eye-wash. The Committee expect the 
Ministry of Finance to impress upon the banks to take a sel"iou5 view of the 
lapses in sanction ~ laonsIadvances and laxity in post disbunement IUpervilion 
for rlXing staff accountabOity. 

3.74 The Committee also note that banks have been adviRd to frame a poky 
on staff accountability with the approval of their Boards. The ComInIHee would 
like to be apprised of the present pOlition on finallsalion of poIky on .taII' 
accountability and the time frame fixed for its linalisation bank-wise. One of 
the important measures which could be considered for stopping wilful defaults 
is, accordin& to IBA, swift and effective penal action on the erming bank oIIidaIs 



,. 
COlI ..... wIda irrepIIUtdea. Tbe CG«nmInee dIaIre ..... dill IIIpId .... form 
a put f1l a poIkJ 011 .... KCOUDtabIIlty. 

3.75 AD PublIc Sector ... haft their VI&IIaace DIpartmeutI at H_ Oftkel 
CaatroIIIai 0IIIce IeftI to look Jato lUI)' IOI't f1l malpndic:f IIirTepIardes ...... 
baak oIIJcWs Ia I8IICtIoaIdilbunemeat f1l ....... AI theft ~ hem COIIIicJenbIe 
deterioratIoa ID the quality f1l .... f1lthe baIIkI and ladl'ed! ~ deparimeotaI adioa 
either due to acImIDIItnIhe ... aad Iuity 01" per nIIft '", tItude f1l,............ on 
the part f1l CbW VlaMance 0IIIcer (CVO) or ,a.ibIe coil lion IUDOIII penoaaeJ 
of the VlaPance Department, UDlCnapulous bank oftIcen aad private par1iea to 
IIipbon off baak funda, the Committee cWre the MiniItry rJI Finance to UDCIa1ake 
a detailed renew whether the perfOl'llUUlCe of the VIpIan:e Departments of the 
bankI WIll of nquIIite Ibmdard aad as also 01 the need . ()r their revamP ..... 

3.76 Tbe Committee also make the following recommendations to recoverl 
reduce/contain NPAI In the Public Sector Sanb: 

(1) "'th a view to reducina the Non-Perfonnina AJSets (NPAs) aad at the 
..... e avoiclinl lenphy aad time cODlumlDl Iqal action. banks have 
been advised to recover their dues by entering into settlementl 
compromise propoail with borrowen on mutually acceptable &emu. 
1be COIiuDIttee feel that bankI should be very careful lD considering 
setdemeatlcompromise proposals. Instead RBI banb should 'examlDe 
the necesslty of c:oastitutinl Settlemeat Advilory Committee CODIiltinl 
of renowned banken under the Chairmanship of retired HiP Court 
JudptoCC1P'iderprop hf1lc:omp~". perlaiddownDOl'llll 
for speedy I'eCOftI'Y f1l .... in cases of ..... cWauit with a view to brintinl 
down their noo-perfOl'lllina ...... 

(II) Public Sector Banks should _ share information OIl loaD sanction and 
loaD write o«Icompromile p~ in C8Ia of boITOWIII acc:ounts of Its. . 
10 Iakh aad above to mutioa the other banks tro.nleading to such deIauIting 
bcaiOWGL 

(Hi) Suits sbouId be tiled i-mtecIiately where promoters haft pannted the 
adYaDCe and there is a default. 

(Iv) Banks should introduce the system of obtalDlDl an audit certificate 
from the borrowen to allUre proper end ... of funds leat. 

(v) Banks should also coDlkler the f_bUity of Introducinl a system for 
internal audit of sanction of laons before disbunement for larler 
advances. 

(vi) It may DOt be dIfIIc:uIt for the bankI to place the ript people for the 
work of credit portfolio ma .... ment who have trainlna and greater 
~ at opendoa.a IneI for credit risk _ •• !eIt and can render 
honelt and dUipat .mce In the clischarae of their reIpoIIIibWties. 

(vO) Non-performance by lenders In not maklnl timely sanction! 
disbunement of loans sometimes convert potentially profitable 
enterprilcs to loa aaaIdDc ones. Many industries lIIfrer decline becauIe 



of "'JI" dllbane ...... of ..... by ............. "J coatrtbate to 
NPAL 'I'I1II Mped ....... to be cbeIy ............. 

(.ut) A doubtful __ ~ ............... of two yean to IIIrface. It 
would, tbaduae, be pndeat OIl tbe part of tile ft_ • znmt DOl to pCIIt 
.... oIIbn rorcndlt portfolio wan dariDctbe tbree yean precediDa .... 
ndaeuwut 10. to eaabIe them to ntin ~ ... anafuIIy. 

(Ill) A ..mew of the ~ of eM oftIce, ....... to credit ponIoIIo 
.......... 1bouId be ... ....-.tJ ... DeC dIy at ~ ODe,... 
before .. i\6eweat tit _ whether he bad not .... prudeDdy wille 
~of.m.-.whetherbebadDOl ___ tbe ...... pwceduft 
r.owed .. the INuak .. I8IICtIoaIDI the appIlcatioaI ..... whether aDJ 
serious Irreplarities ID the coadua of credit portfolio or In other 
account. .... been ot..ened. 



CHAPTER IV 
RECOVERY 

4.1 For the banking sector to perfonn. it is essential to ensure that the parties to 
whom loans or advances have been given by the banbare reJUlarly repayinJ the principal 
amounts as stipulated and the banks have to take reasonable steps to ensure recovery of 
principal and interest whenever due. The Ministry of Finance explained that it facilitates 
identification of an acc:ount as a NPA on objective basis. In the conlcxt of release of 
additional share capital conttibution by Government of India to restore and maintain 
their financial IOUIldness the banks were. inler alia advised during August, 1993. as 
part ofMOU, to fonnularc Loan Recovery Policy duly vened tfy their Boards of Directors. 
The salient objectives 'of the policy are (i) effecting maximum recoveries. particularly 
out of NPA accounts by fixing recovery targets and bringing down the level of NPA, (ii) 
close monitoring of large borrowal accounts in order to avoid their slippage into NPAs 
and (iii) entering into compromise proposals for expeditious recovery based on RBI 
guidelines and close follow-up of cases under litigation. 

4.2 In the documents containing performance obligations and commitments for 
1993-94 and 1994-95 s!.1bmitted to Reserve Bank of India by the nationalised banks in 
connection with t!'e release of additional capital by Government of India it was indicated 
that a "Recovery Cell" has been constituted at their Head Office under the charge of a 
General Manager. branch-wise targets were fixed for recovery of NPAs and the 
performance of the 6i8iiChCs In recovery was monitored at Head Office level on a monthly 
basis by the Otief Executives. "The Board of Directors is kept informed of the progress in 
recovery at quarterly intervals. Targets for recoverylreduction of NPAs have been fixed 
by Reserve Bank ofIndia. Banks have also been advised that. wherever possible, pragmatic 
action, including compromise on reasonable lerms should be resorted to. 

4.3 Central Bank of India in a note to the Committee during study tour stated that 
special emphasis was being laid on recovery from NPA. lbis would inter alia gain 
greater momentum if permission was granted for sale of surplus land in respect of 
accounts where huge funds were blocked up. 
CompromilelWrite-otr 

4.4 The figures of bad debts written off during the last there years and their 
percentage to total advances arc given below: 

Nllionaliled 8anka 

1992-93. 1534.41 
( I.SM.) 

1993-94. 2437.06 
(2.33%) 

1994-95- 815.42 
(0.65%) 

(,Piaures in IacbU indiClle perccII&ap 10 totaIldV8IICCS) 
-(Fiprea for 1994-95 are only in relpec:I of Ktual write-oft) . 

S81 and its 
IISOCiaIe$ 

739.32 
( 1.09%) 
581.11 

(0.95%) 
291.17 
(0.41%) 

• (F\f\IIU for 1992-93 and 1993-94 include both ac:lual and technical write-off). 

60 

(Rs. in crore) 

PuLlic 
ScctorBanb 

2273.73 
(1.34%) 
3018:17 
(1.82"') 
1I06.S8 
(0.S6") 
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4.5 When asked how much recovery could be made and what was the quantum 
whieh was involved in the process of eompromise. a representative of RBI stated: 

"During the last year 1995-96. the addition to the NPA in absolute tenns 
was Rs. 5.700 crorc. but the recovery in terms of up gradation of the accounts, 
may be from sub-standard to standard eate,ory. or the amount recovered 
through compromise or the amount ~overedtbroulh casb was Rs. 1.692 
crore. That is about Rs. 2.000 c~.more than the collection which means 
there was decrease in the NPA during 1995-96. Now. the balances 'are more 
or less secured because of the application of prudential norms and provision 
requirements, " 

4.6 In a subsequent note furnished to the Committee. the Ministry have furnished 
details of reduction in NPAs of all Public Sector Banks (PSBs) on account of 
upgradation. compromise/write-off and recovery for the years 1994-95 and 1995-96 
as given below. The column compromise/write-Qff indicate reduction of non-
performing assets due to compromise/write-ofT, 
Reduction in NPAs of PSBs 011 account cf upandadon, compromillelwrite-o« and 
rec:owry 

(Rupees in crore) 

1994·95 (Actuals) 
NPAs at the Upgradation ComprorniIeI Recovery Total of Additions NPAsatthe 
lqinnina write off RodUdionl duriJlcthe encIof~ 
of year lee, in year 

NPA 

41041.33 1741.04 1889.2~ 4262.30 7892.S9 '236.44 3838~,18 

1 99S-96 (ACluali) 

38385.18 868.18 2120.00 4762.56 7751.73 11027,49 41660,94 

4.7 On perusal of details of write-off and negotiated settlement/comprotnise of 
loans exceeding Rs. 5 lakh and subsequent recovery since 1991-92. it was observed 
that in most of the cases the amount recovered was less than S09b and in ce~n 
cases it was as low as 5% of the total amount due. The Committee enquired: 

(i) What was the purpose of negotiating for these kinds of settlement! 
compromise of loans where the recovery was very low? 

(ii) Why these cases were not considered fit for referring to the Tribunals. when 
the Act came into being in 1993. for the recovery of these dues expeditiously 
before entering into settlement/compromise of proposals with borrowers? 
'The Ministry in their rerly have eltplained as follows: 
"In determining whether a settlement/compromise proposal ought to be 
aa:epted. the Bank is expected to consider the realisable value of the securities 
held by it as well as the time within which such recovery. as is possible. can 
be effected. This is a commercial decision to be taken by the bank concerned 
having regard to the need for quick realisation of as much dues as can be 
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realised and the pgssibility of redeploying such funds in order to generate 
income for the bank. While detailed reasons for not referring individual 
cases to the Tribunals by the banks are not available or expected to be 
maintained by- the Banking Division. and are expected to be gone into by 
\he Board of Directors of the Bank. RBI have intimated that in some cases 
the parties concerned have approached the bank with compromise proposals 
as soon as the cases have been filed before the Tribunal and taking into 
account the time likely to be taken in the disposal of the cases by the Tribunals 
and the chances of recovery the bank sometimes accepts settlement proposals 
in such cases in order to expedite the recovery of funds wherever realisable 
having regard to the securities held by the bank". 

C- UDder Udptioa 
4.8 As at the end of 31 March. 1993. there was a total of 10.25 lath acCOUAts of 

public sector banks involving Jl total sum of Rs. 4071.60 crore in respect of which 
suits had been filed by banks. Further. decrees have been obtained in respect of 
S.21 laths accounts. amounting for Rs. 984.94 crore as on 31.3.1993. Information 
in regard to the time since when these accounts are under litigation is not available 
with RBI. 

4.9 The biggest handicap in quick recovery of the dues of the banks and financial 
institutions is the slow and dilatory process of recovering dues. 1be civil courts are 
burdened with diverse types of cases and they are not able to accord priority to the 
recovery of the dues of banks and financial institutions. It takes a very long time 
before it is possible to obtain a decree and even after a decree is obtained. the execution 
of decree is .,ain a very time consuming process. Some advances given by the banks. 
especially those given to the rural sector have been included by some State 
Governments in their respective Recovery Acts and are. therefore. eligible for recovery 
as arrears of land revenue. But again. since the State recovery machinery is over 
burdened with recovery of a large number of public debts of the State. the recovery of 
the dues of the banks does not get the desired attention. 

4. JO The Committee enquired whether there were any guidelines to decide when 
an indebt became irrecoverable. In reply the Deputy Governor stated as under: 

"Banks have their own guidelines. We have told them about the asset that 
has been lost and whether it is recoverable or not whether there is security. 
It has to be studied on a case to case basis. We have given them broad 
guidelines. " 

4. lIThe Finance Secretary added: 
"The crux of the matter is. the moment a bank loses hope of recovery it 
should file a suit. The whole point is. when banks do not file suit, it is 
because they have a hope of recovery." 

StreqtbeaiDa Recovery Powers of BIIIIks 
4.12 FOI' improving the position regarding recovery of bad debts in the bank. the 

State Bank of Hyderabad during study tour suggested inter alia as follows: 
"(i) Although. the fixed assets/immovable properties of the borrowers are 
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charged with the Banks they have no power to seize and effect sale of the 
same for recovery of dues without intervention of the Court. 
TIle Banks should be conferred with the power of seizure and sale of fixed 
assets of the borrowers charged with the Banks as these powers, conferred 
on Financial Institutions under Section 29 of the Stale Financial Corporation 
Act has proved to be very effective in recovery of dues by such Corporations. 
(ii) Contrary to the expectations, the establishment of Debt Recovery 
Tribunals have not provided the expeclCd reliefs to the Banks for·vlrious 
reasons. 1berefore. the Government should take steps to remove the hurdles 
in the way of effective functioning of the Tribunals. Steps should also be 
taken to extend the jurisdiction of Tribunals to all matters of RI. S.OO lakh 
and above. To avoid piling up of cases with the existing Tribunals sufficient 
number of Tribunals should be established. 
(iii) TIle Jnsent legal system is too technical and consumes more time for 
adjudication of suits. TIle Government should take steps through suitable 
amendments to the Civil Procedure Code. Indian Evidence Act and other 
relevant laws to provide for summary disposal of all bank suits within a 
stipulated period." 

'The MIniItry In .... latest reply daIIId 10 December, 1998 "W 8dded: 
"In 1987 the Tiwari Committee set up by RBI had gone into various 
alternatives for recovery of banks dues including conferring on banks. powers 
similar to those of SFCs under Section 29 of SFCs Act. 19S I. After examining 
the pros and cons of the alternatives. the Committee recommended setting 
up of Special Tribunals <which would adjudicate within a time bound 
schedule all matters relating to recovery of dues of banks) rather than 
conferring on banks powers similar to those of SFCs. In this connection. 
IDBI has advised us that invoking of sections 29, 30 and 31 of the SFCs 
Act, 19S 1 has generally involved SFCs in avoidable litigation and process 
of recovery has been time consuming and the success rate in recovery of 
dues by SFCs is negligible. The banks can now recover their dues by 
approaching Debts Recovery Tribunals established under Rtcovery Tribunals 
established under Recovery of Debts due to Banks and Financial Institutions 
Act, 1993." 

4.13 According to IBA. to enable banks to put in place effective loan recovery 
processes. apart from the individual initiatives of the banks. it is also important to 
refine legal systems and strengthen recovery powers of banks akin to those available 
for revenue departments. co-operative banks and development financial institutions. 
TIlere should not also be any political measures announcing loan waivers which 
would dampen motivation of the banks to put in place efficient recovery rnanaaement 
practices. 

4.14 During study tour. the bank representatives have highlighted that under 
Section 29 of SFC Act, the Financial Corporations also have the right to <a) transfer 
by way oflease. or (b) effect sale of the industrial concern. to realise the amounts due 



from them. Financial Corporations are treated as Deemed Owners of the Industrial 
concerns on invocation of Section 29 of the SFC Act Further under Section 31 of the 
SFC Act. the Financial Corporation can file a SFC OP (by paying a nominal court 
fee of-Rs. 10/- before the District CourtlHigh Court within whose jurisdiction the 
industrial concern carries on business) wholly or partly. in the event of not complying 
with the tenns of the loan sanctioned or default in committed repayments. and pray 
for order for sale of the mortgaged hypothecated/pledged assets. 1lle representative 
observed that such powers to bank officers would accelerate the recovery prospects. 

4.15 During evidence the representatives of RBI responded as follows: 

"Their recovery procedure is entirely different. They can just file an 
application and get the attachment and decree. They do not have to go 
through the process of law because they are covered under different Acts." 

4.16 The Finance Secretary added: 

"I think. on the specific issue of what practice SFCs are following and 
whether it can be applied to the banking system. we will give a separate 
note. We are not familiar with the practice that they are following. I think. 
the legal constraints relating to them are different." 

4.17 During study tour of the Estimates Committee •• CMD of a nationalised 
bank suggested that for effective recovery. Banks should be empowered to enforce 
their right on the asset created out of bank finance without resorting to court of law. 
Similarly. powers vested with the Revenue authorities. for attachment of the properties 
and their auction, be given to the banks to instill a sense of seriousness in the minds 
of the borrowers. When asked to give its comments on the suggestion. the Ministry 
stated as under: 

"The assets created out of the bank's finance would invariably be secured in 
favour of the lending bank. 1lle question therefore. is really the right of 
private sale of the secured assets. The security on such assets is ordinarily 
in the fonn of hypothecation. The major problems in this regard were. 
highlighted in the Hedge Committee Report as under: 

(i) the difficulty in taking possession of the stockslhypothecated properties by 
the officials of the bank: 

(ii) the banks having no control over the borrowers who may dispose of 
hypothecated properties without the knowledge of the bank: 

(iii) the risk of the stocks being deteriorated due to inaction of the borrowers; 
and 

(iv) the delay in the courts in obtaining orders for seizure. sale. etc. 

H~wever. according to the Committee. a f~w of these problems can be sorted out 
if adequate statutory support is provided to the rights and liabilities of the parties to 
the contract of hypothecation. In this connection. the Committee made the following 
recommendations: 

(i) codifying the law relating to the hypothecation; 



(ii) ponfennent of the risht of seizure and or privlIC sale of the hypothecation 
on the creditor in the event of bonower's default; 

(iii) dispensing with the necessity of giving notice to the borrower of the c:reditor's 
intention to seize hypothecated properties; 

(iv) conferring the right of sale in respect of any property of the borrower whether 
the creditor has secured possession thereof or not; and 

(v) giving priority to the hypothecation in favour of banks and financial 
institutions against subsequent transactions even if the subsequent parties 
do not have notice of prior hypothecation." 

4.18 In resard to the suggestion to give to banks powers for auachment ofpropcrtics 
and their auction as vested within the Revenue authorities, the Ministry stated that 
exercise of such powers requires adjudication as regards the debt owed by borrower. 
Without adequate support for enforcement of such right, no purpose will be served 
by merely conferring such a power on the banks. In view of this, empowering banks 
for enforcement of their rights, as suggested might not be necessary at this stage. 

The Ministry have added that similar powers have been conferred on the Recovery 
Officer under Section 25 of the Recovery of Debts due to Banks and Financial 
Institutions Act, 1993. There is a provision in the above mentioned Act to appoint a 
Recovery Officer who has been empowered to recover the amount of debt specified 
in the certificates by one or more of the following modes, namely:-

(a) attachment and sale of immovable.or movable property of the defendant. 
(b) arrest of the defendant and his detention in prison. 
(c) appoi'nting a receiver for the management of the movable or immovable 

properties of the defendant. 
4.19 IBA has been representing to the Government to strengthen the legal system 

to facilitate banks with various options of speedy recovery such as foreclosure, speedy 
execution of decrees streamlining and strengthening of the debt recovery tribunals, 
etc. 

4.20 In regard to the measures to improve recovery performance under various 
Government sponsored self-employment schemes' and poverty alleviation 
programmes, IBA sugsested as follows: 

"In respect of financing of Government sponsored programmes there should 
be greater cohesion and co-ordination between th~ Government agencies 
which recommend the loans cases and bank branches which saDction the 
loan facilities. The relationship between these two agencies involved in 
financing developmental programmes should be strengthened so as to make 
them effective in all areas including recovery." 

Debt ReeoYery Tribunals 
4.21 Cumbersome procedure exists in the judicial system and rights to appeal 

entail iRordinate delay in the ultimate recovery of the dues pursuant to legal 
proceedinp initiated. To speed up recovery process, the Recovery of Debts due to 



Banks and Financial Institutions Act, 1993 has been enacted to provide for the 
expeditious adjudication and recovery of debts due to banks and financial institutions 
and for matters connected therewith or incidental thereto. 

4.22 The Delhi High Court in the matter of Delhi Hip Court Bar Association Vs. 
G.O.l had held that the Recovery of Debts due to Banks and Financial 1nftjtutions 
Act, 1993 was unconstitutional. However, the Supreme Court has stayed the 
Delhi Hip Court Order and admitted Special Leave Petition faled on behalf of the 
Government. 

4.23 On the current status of the present Special Leave Petition filed on behalf of 
the Government, the Ministty have informed as follows: 

'''The matter relating to Special Leave Petition faled on behalf of Union of 
India came up for hearing on 24th July, 1997 before the Division Bench of 
the Supreme Court. After hearing the argument of both the parties, the 
Division Bench decided to refer the matter to a three Judges Bench. The 
matter, therefore, wll now come up again after constitution of the three 
Judges Bench. In this regard it is also stated that in addition to filing the 
Special Leave Petition (SLP) in the matter of Union of India Vs. Delhi 
High Court Bar Association, the Union of India has also faled a Transfer 
Petition (TP) before the Hon'ble Supreme Court requesting for transfer of 
all the cases pending before the various High Courts and to hear all these . 
cases alongwith the SLP filed by the Union of India." 

4.24 Salient features of the Recovery of Debts due to Banks and Financial 
Institutions Act, 1993 are-

(1) The Act provides for the establishment of Tribunals for expeditious 
adjudication and recovery of debts due to banks and financial institutions 
and for matters connected therewith or incidental thereto. 

(2) The provisions of. this Act shall not apply where amount of debt due to any 
bank or financial i~stitutions or to a consortium of banlcs or financial 
institutions is less than ten lalch rupees or such other amount being not less 
than one lalch rupees as the Central Government may by notification specify. 
In order to achieve the objective of expeditious disposal of cases that would 
go to them. While determining the cut-oft' limit basically two objectives 
were considered; rust. the tribunals do not get overloaded with a large number 
of cases and second, substantial amounts are recovered with the help of the 
special machinery of the Tribunalg; 

(3) Central Government shall, by notification establish one or more tribunals. 
(4) A Tribunal shall consist of one person only. 

(S) The Central Government shall by notification establish one or more 
Appellate Tribunals. 

(6) The application made to the Tribunals shall be dealt with by it as 
expeditiously as possible and endeavour shall be made by it to dispose of 
the application finally within six months from the date of receipt of the 
application. 
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(7) Where an appeal is referred by any penon from whom the amount of debt 

is due to a bank or a financial institution or consortium of banks or financial 
institutions. such appeal shall not be entertailied by the Appellate Tribunal 
un.leu such person has deposited with the Appellate Tribunal seventy-five 
per cent of the amount of debt so due from him u determined by the Tribunal. 
Appellate Tribunal may for reasons to be recorded in writing waive or reduce 
the amount to be deposited. 

(8) The Tribunal and the Appellate Tribunal shall not be bound by the procedure 
laid down by the code of Civil Procedure. 1908 but shall be guided by the 
principle of natural justice and subject to other provision of this Act. 

4.25 In terms of Section 31 of the Recovery of Debts due to Banks and Financial 
Institutions Act. 1993 every suit or other proceeding pending before any court 
immediately before the date of establishment of a Tribunal under the Act. shall stand 
transferred on that date to such Tribunal. Government vide its letter dated 24 August. 
1993 have instructed all the nationalised banks to take immediate steps to identify 
the suit filed cases of Rs. 10 lakh and above which will have to be transferred from 
the civil courts to the Tribunals as per Section 31 of the Act. 

4.26 In a note furnished duri", study tour in November. 1997. the IBA has given 
the latest jurisdiction of respective Debt Recovery Tribunals (ORTs) and also the 
problems being faced at these Tribunals:-

Place where Jurisdiction in 
Tribunal is States 
established 

2 

Appellate All over India &: 
Tribunal over all Tribunals 
(Mumbai) 

Calcutta West Bengal. 
Andaman &: Nicobar 
Islands 

Delhi Delhi 

Alternative 
Place where 
it functions 

3 

There is need 
to arrange 
sitting at 
other places 
in India 

Experience 
and 
Problems 

4 

No Recovery 
Officer 
appointed. 
Functioning 
is satisfactory. 

Files from High 
Court not 
transferred. 
Functioning is 
satisfactory but 
saddled with 
large number of 
cases. 

No Recovery 
Officer 
appointed. 
Functioning is 
satisfactory. 



Jaipur 
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2 3 
Rajasthan, Himacbal 
Pradesh. Punjab and 
Haryana. Union Territory 
of ChandiSarh 

4 

Functioning well. 
It has large 
geosraphical 
covense. 

Bangalore Andhra Pradesh. Hyderabad Saddled wilb more 
Iban 2SOO cues. It is 
fully functional but 
existing man power 
not sufficient. 

Karnatalca 

Ahmedabad State of Gujarat cl 
Union Territories of 
Dadra cl Nasar Haveli. 
Daman cl Diu 

Functionin, well. 

Chennai Tamil Nadu. Kerala Emakulam under No Recovery 
Officer appointed. 
Functioning is 
satisfactory. has 
large geographical 
coverage. 

cl Union Territory consideration 
of Pondic:herry 

Patna Bihar cl Orissa Files from Civil 
Courts from Bihar &: 
Orissa not 
transferred; has 
larse seosraphical 
coverage. 

Bhubaneswar 
Guwahati Assam. Meghalaya, 

Manipur. Mizo~am. 
Arunachal Pradesh & 
Nagaland 

under consideration 
Has large 
geographical 
coverage 

4.27 In response to USQ No. 1516 answered in Lok Sabha on 5 June, 1998. the 
Minister of State in the Ministry of Finance has stated inter alia as follows: 

"Nine Tribunals have already been set up at Ahmedabad. Bangalore. 
Calcutta. Delhi. Jaipur. Chennai. Guwahati. Jabalpur and Patna. The only 
Tribunal yet to be set up is at Mumbai. The Tribunal at Mumbai is also 
likely to be set up shortly. 
An Appellate Tribunal has also been established in Mumbai." 

4.28 In their general comments on DRTs. IBA has stated as follows: 
(i) Infrastructure at most DRTs is poor. More than one Recovery Officer is 

required to be appointed at each DRT. The Recovery Officers should be 
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provided with atleut thrceIfour persons to assist him in the execution of 
recovery certificates. 

(ii) Work at DRTs comes to a standstill in case of leave and sickness of the 
Presiding Officer. It is suucsted that where there are IBlJe number of cases 
pending and are likely to be transferred. more Presiding Officers may be 
appointed. Ultimately. for each State there should be one DRT. 

(iii) Writ Petitions by the borrowers ·and stay orders passed have impeded 
functioning of DIn's in all cases. In many cases. stay orders are obtained 
against orders passed by DRTs causing delays and legal battles at the 
execution stage. 

4.29 In response to USQ No. 1~16 answered in Lok Sabha on S June. 1998. the 
Minister of State in the Ministry of Finance has stated inler alia as foIlows:-

"RBI has recently constituted a Working Group which is going into various 
problems associated with Debts Recovery Tribunals including legislative 
amendments. After recommendations of the Working Group are available. 
a decision would be taken whether there is any need for amending of any 
provisions of the Act for making Debts Recovery Tribunals more effective 
and also about setting up of more DIn's in the country." 

4.30 The Tribunals have started functioning and disposing of cases filed by 
the bankslFinancial Institutions. However as regards recovery of dues banks are 
in the process of collecting. compiling and filing of cases for recovery before the Tribunals 
for assignment of the case to the Recovery Officer of the Debts Recovery Tribunals. 

4.31 Enquired whether all the banks had compiled their lists of cases to be filed 
before the Tribunals for recovery of their debts and how many cases had been disposed 
off. the Ministry in their reply have informed as follows: 

"Besides 9564 cases filed by different Public Sector banks/financial 
institutions upto 28th February. 1997 (including cases transferred from other 
courts to various DIn's) it has been reported by these banks (ex,cluding 
PNB) and financial institutions that as on February 28. 1997. 7251 more 
cases became fit for filing before the Debts Recovery Tribunals. 
As reported by the Debts Recovery Tribunals as on March 31 st, 1997 an 
amount of Rs. 153.54 crore has been recovered in 1627 cases." 

4.32 The Minister of State in the Ministry of Finance informed Lok Sabha vid~ 
USQ No. IS 16 on S June. 1998 that the performance of these Tribunals for the last 
three years is as under:-

April '94 April'9S April'96 
10 Mar. 95 10 Mar. 96 10 Dec. 97 

\. No. of cue. filed 2036 6768 ~6115 

2. Amount invol~ 1468.46 4526.58 5690 
(Rs.inaom) 

3. No. of CIIICi .etded 61 224 1556 
4. Amolllll recovered 21.15 86.51 74.39 
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4.33 1be Committee enquired what was the experience of the Government in 
the functioning of these Tribunals in disposal of the cases and whether there was any 
need for any amendment to be made in the Act for ex~iting the disposal of cases. 
In reply, the Ministry stated as under: 

"It has been experienced that the disposal of the cases by the Tribunals is 
not to the desired extent as several court cases in the Supreme Court and 
various High Courts challenging the validity of the Act and the proceedingsl 
decisions of the Tribunals have been filed. The greatest setback to the Act 
came when the Recovery of Debts Due to Banks and Financial Institutions 
Act, 1993 was declared as unconstitutional and void by the Delhi High 
Court in the case of Delhi High Court Bar Association Vs. V.OJ.ln addition 
to the SLP and TP pending in Supreme Court, presently about 750 cases in 
which proceedingsldecisions of DRTs have been challenged are pending in 
various High Courts. Keeping in view the judgement of Delhi High Court 
on the validity of the Act, a need has been felt to carry out some amendments 
in the Act. However, on the advice of Ministry of Law the matter has been 
kept pending till the disposal of SLP by the Supreme Court." 

OI.nationWRecommendations 
4.34 The Committee note that Public Sector BlInks reduce their NPAs and ftCOver 

their dues throu&b upandation ~ aa:ounts from suIHtandard to standard cateaorY, 
compromilelwrit.e off of loans .. per laid down pideIines and cash recoveries. It is 
indeed heartenin& to DOte that with the introduction of prudential DOI'III5, the 
GovenunentIRBl_ become exbemely anxious to effect all round improvement 
In the WOI'kins ~ the credit pontolio ~ the banks. To improve their perfOl'1lllUlCe 
in recovery of bad debts, PSBs as advised by RBI, have formulated their 
Investment Polkiel and Loan Recovery Policies duly approved by their Board 
of Dh'ecton. A General Manager at the Head omce has been assigned the 
excluaive portfolio of Recovery. Branchwise tal'lets are raxed for recovery of 
dues and monitorina is done at Head 0fI'ke level 011 a regular basiL The Board 
of Db-ecton are to be informed about the progress of recovery at quarterly 
intervals. The pl'Op'al of recovery and reduction in NPAs is also reviewed by 
RBI periodicaUy. The Conunlttee expect that with various measures in place 
coupled with a fair amount of dedication and involvement of the bank ofIicen 
assigned with the respoaaibUity of credit portfolio at the Krass roots level in 
recovery in a big way, Iftking assistance of the Government agencies when 
necessary, coulllellini of borrowen and also organising recovery campaips in 
aU branches to step up ...... tion of dues of the bank, the efforts will fructify, 

4.35 On ...... of the .... fumished by the Ministry for the yean 1994-95 
and 1995-96, the Committee find that banks have been able to achieve total 
reduction in NPAI em account fI uPlJ'8Clation, compl'Olllilrlwrite off and recovery 
oflb. 7892 croft and Ib. "51 croft respectively. 

4.36 Hllh level of non-performinl assets (NPAs) in the banking sector at 
preseat is the mo.t worriaoane aspect of the financial sector. NPAa in Public 
Sector Baaka CPS.) at about 18 per ceat fI credit ponfoUo are much in excelS 
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or Intemalioaal ......... where the toIenbIe IeMI ~ NPAI Me ....... 3 to 4 
per ceDt. The Committee are .. tided to DOte that Banb are aware 01 tile 
paramount need for contalnlna NPA •• But despite tati ... vuio_ .. Itable 
c:orrec:tiw IDt8JIIreI ..... puUiq In place credit ............ .,..... by PSB. ... 

. brinl the rado dowu to a ........ eable level, they ban beea able to adUeft 
relatl.uly limited JUCc:esJ. 

4.37 The CommIttee feel that recovery ~ duel bJ the bIuaII:J II .. ~ the ..... 
c:onc:ems in \'lew of the need for rec:yc:IlDc the faadI for IIJdo.ecoaomIc: cIeftIopmad 
and the wry JUn'iwi of the -kina 1Ildor. For Intmlift reco.eJ, ...... the ...... 
hurdle bas been the time c:onIIIIDiDa IepI p~ ___ ~wbIcb the bo .. ,. .... do 
not feel compelled to come forward for ......... dua WIIb the ~ ~ 
pnuIentW DOI'IIIJ IIIId eoncept ~NPAI from the ,...1992-93 ............... __ 
for pnmw-ina, c:ndIt proc:edura wi) become a crtdcaIlaput In credit dec ....... 
The timr.., coR and eftort; In reeo.ery ofloaJ wi) detennIDe wbetMr ...... an 
wWna to .... t .... to bo .. o .... wbere they an 111ft that they CUI noowr .... 
dues qulddy ..... DOt set boaed down In .... wnnaUna That may .... .I' _ 
espedaIIy for ...... and medblDl bOlio .. elL It II thenl.e ~ In the ....... 
Interest of the borTowen that their JhouId be IeaIIIatM ..... to a.re quick 
recovery of NPAI ..... to eMbIe the ..... to perform.. t ...... role of ....... 
for soclo-ec:oaomk development or the people. 

4.38 The CommIttee note from the IIIbmis1donJ made by the .............. .... 
study toun u also from the MinIItry of FInance In their .... fumiJhed to the 
CommiUee that the ...... bancUcap In quick ....,..,. of dua of the ...... Ii the 
slow and dilatory procell of recovering dueL It take; a wry .... time Wore It 
is possible to obtain a decree and even after a decree Ii obtalaed, there are 
problems In execution of the decree for reaIIIatIon 01 UIebIcIec:rebII dues. TIle 
Committee are Informed that u on March, 1993, there were a total of 10.25 
lath ac:c:ounts 01 Public: Sedor Banks involvlnl an amount of Rt. 4071.60 crore 
In respect of which suits have been fled by banks. Further, decree; haft been 
obtained In respect of !.211akh ac:c:ounts. mA In this c:onnec:tion hu ........ 
that there was a need to reflne the lepll)'item and .trensthen the rec:Gnry 
powen of banks akin to t.ho.e a~ for the Rnenue Department, Coopaidi .. 
Banks and Developmental Flnandal Institutions. 

The Committee feel that there is need for Government IIIpport both at the 
Centre and at the State level for atencUna help of the Revenue Depu1mentJ in 
effective recovery In dift'erent QIe and rencIerinI required ..... uce In exeaatIat 
decree; obtained from the courts. The CommIttee dedre .... t the matter may be 
taken up at the ....... IewI in the MInIitry fI. FInance with other ~ 
of the Government 01 india and their PSlJJ where bole fandII 01 banks an blocked 
up and ...., Imp.-- upon the State GoftnunemI for provlclinK nqnlilte I litwe 
for aec:ution of decrees panted by the Courts In fawur of the bankJ for nw+a) 
of their dues as ...., the need lor brlnlinl about amendment; In the Rec:o..., 
Acts to effect improvement in the recovery of banks' dues, and JtrenpheD 
recovery powers to the banks u aftllable to Rnenoe Departments, Cooperadft 
Banks .nd Developmental Financial Iastltutionl .. IUgated by IBA alld 
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introducdoD of. • .,..m w~y borrowen IhoaId be coaapeIIed for tIIIIeIy 
p.ymeat of bank ...... lb .. ob ........ time COU1IIIIIaa aad eoet:Iy dvD coort 
proceedlDP In the Iarpr laterett ~ borrowen. 

4.39 At praeat DO polley .......... baft been laid dowD eItber by RBI or by the 
banks.......".tor .... ~ ..... torreco.a' ~ .................... --. UDder 
the prudential DO ....... __ haft been c'_lied Into four cateaories ~ 
Upoll the periodidty ~ .... 1IOII-peIfonaaD Le. .......,., ~ doubtful 
and loa --. It .. ...uy 1UIpi ...... that DO dille fnme .... been pI-=rtbed tor 
fiIiDc recovery suits in raped ~ doubtfuIIIoa ...... Acc:ordbta to the FiDaace 
Secretary banks IhouId file recovery ... the moment they .... hope 0I1'eCOft1'1. 
The Committee feel that III the IIIIeeDce ~ • IIrk:t IIIOIIItortaa ID8IIJ UIIICI'UpUIouI 
bol'l"OWiDa WIl. may limply ........... there wII neItber be • promoter DOr aD)' 
property left apiDIt which the baDk C8D IDIIke I'ICIIMI)'. The r.IIty .. that III the 
absence ~ specUIc pkIeIl'W the fuDcdoaarieII oIbaDb tile recovery ... wbeD It is 
virtually im.,a.lbJe to recowr1heir moaey. AllIUCb banks Deed to act fait for timely 
action 0I1IIiDa recover,y IUitI. The CommIttee Ibenlore desire that banks abouId lay 
down spedfic I'ricleJineI duly approved by their Board oIDirecton forflllna recovery 
suits aDd be made a part 01 .... Lou Recovery PolIcy. The Committee would like to 
be appriled 01 the follow up actioD taken by Gownunent In thiI reprd. 

4.40 The Committee DOte that to lUI up • major lacuna in the exlstiDa IepI 
framework, the Recovery oIDebti due to Banks and Flrwndallnltitutioal Act, 1993 
bas beeD enacted to proWie for apediUouI adjudication aDd recovery 01 deb. due to 
the Banks ..... FlnandaIInItitutIoIII. One 01 the ..... t features 01 the Act II that the 
'Tribunal and the Appellate TrIbuDIIIIbaIl DOt be boUDd by the procedure laid down 
by the Code of ChiI Procedure, 1_ but IbaIl be auIded by the prindple 01 natural 
justice and subject to other pl'Cn'ilioD 01 the Act."The C ...... lUee farther note that 
the DeIbi Hiah Court bad held that the Recovery ofDebD due to Banks and FinandaI 
Institutioal Act, 1993 wu UIK'OIIIdiutioI. HoweftI', the Supreme Court_1tayed 
the DeIbi HiP Court order and admlUed SpecW Leaft Peddon (SLP) tiled 011 beb8If 
of the GoftnuoeDt. The ...... came up for beartaa III July, 1997. The DlviIIoD 
Bench 01 the Supreme Court dedded to refer the matter to. three Judae Beach. The 
Union of India bad aIIo med. TI'IIII6r Pedt1oa(TP) before the Hoa. Supreme Court 
request1q the transfer of all the c:-. pendina before ftrious HJab Cour1I aad to 
hear all these C8IeI aIonpltb the SLP tiled by the UDion of India. 

4.41 The Act provides lor ... bUsbment oITribuDIIL Solar, Dille Debt Recovery 
Tribunals (DR 'Ill) baft been established ba" their jurWictioa oftr certain S ..... 
These are located at CalaJUa, Delbl,JaIpur, ............. Ahmedabad, C'1wpnai, Pataa, 
Jabalpur aDd Guwabad. There is ODe Appellate TribuDal at Mumbal baviDa 
jurisdiction all oftr India and 0ftI' all TribUDalL In their pneral conunentl on 
DR1i, IBA .... poIated out that the inInItructure at moat Dim .. poor. Some of the 
Tribunals haft Iarp aqrapbk:al c:oventp.lBA .... aIIo ......... that DKii may 
be expeditiously opeoed In ~StatesIikeMabanlbtra aad Uu.r Pndesb. 
Government IhouId ..., .. up Dim at IDOI"e pi.- for nampIe lit Clwecllprb to 
cover Statal 01 Hary-, PuDJab and JIImacheI PndtIb and AppeIate ~ lit 
DeIbi, CaIcuUa and QwnnaL 
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4.42 MeaawbDe the 1'rIIJuMII haft ........ ~.... ,.*, ~ die 
c.- tiled by die ......................... ID repnI to abe apedIDce fila. 
GoftrnmeDt III dIe·d ..... ~ CMS by die ~ ......... dBe .. ..., 
need lor .......... to be ..... ID the Ad lor apedlt' .......... ~ eMS, the 
MIDIItry "ve Wormed that the dIIpaaI ~ eMS by die ~ II DOt to the 
desired ateat becaaIe fIl die JudIemeat ~ die DelhI RIP Court _ the ftIkIIty fIl 
the' Act. Keep.. Ill.., the Jud&emeut ~ the DelhI HIP Coart, die GcmnuDeDt 
baft Ielt the Deed to carry Out IOIDe .......---. the Act. But die __ .... .,.. 
kept pendIna til the diIpoaI ~ SLP by die Supreme Court _ die .... ~ a. 
MIaImj'~ Laws_ the ....aer. 

4A3Pro ..... ~the Recovery~DebDdueto ......... J'InendeIIDIdIu ..... 
Act, 1993, do DOt apply where the 8DMIUId ~ ..... due to aay .... or .. ....... 
inItitutIoa or toa CICIMOItIum fIl ...... or ...................... II ............ .... 
rupees or IUCb other amount beiDa DOt'" ..... ODe Wda ......... die CeDtnI 
Govenunent by nodftcatioa may Ipedty. ID order to adUeve the obJecth ... fIl 
expedltiouI cIiIpoaI ~ c-. ~""""""1UDOUDt .... to -.re that DRn do DOt 
let loaded with larp number fIl..., at Pl'elellt cut 011 OmIt 01 .,. .... ten 
Iakh and above. .... beea tpedfted. The CommIttee"'re that tbII cat 011 
Umlt .bouId be reduced to Ra. 5 Iakb .. IOOD.. pendeecJ fIl CMS before die 
Trib ....... IaIII CODIiderably. 

4.44 The Conunlttee note that keep... in new the JudIement 01 the Delhi 
High Court on the vaHdlty 01 the Act, the Government Propole to carry out 
some amenclmeaD In die Act after the cIIIpoaI 01 the Special Leaft Peddon by 
the Supreme Court. ID dill c:oanec:don, mA bas pointed'out that In IDIIDY c-. 
stay orden are beins obtalned ........ orden pIIIIed by DRn ca ...... delays 
and lela) battla at the execution .Iale. The Committee dalre that before 
Inillatini amendmenD In the Act, the Ministry of Finance In the .labt of 
rccommendatioDl of WOrldnl Group CODltltuted by RBI .bould bold deep 
cODlullatioDl _Ith IBA. and Financial IDltltutloDl on meuura cODlldered 
elleDtial for IDIIIdns DRn more effective for Ipeedy recovery 01 bank duel and 
_ the need for more TI'ibuDak. 

NEW Dm.H1; 
December '1. 1998 
Agrahayana 16, 1920 (saka) 

MADHUKARS~TD~ 

ChairmQll, 
Committu on Estirruztes, 



APPENDIX I 

MINUTES OF SlTI1NG OF mE ESTIMATES COMMITI'EE 
(1996-97) 

Sec:oad Slttlna 
The Committee sat on Tuesday, the ISth October, 1996 from 1500 to 1715 bra. 

PRESENT 
Shri Rupchand Pal-Chainnan 

MEMBERS 

2. Shri O.M. Banatwalla 
3. Shri Pradeep Bhatacharya 
4. Shri Ram Tabal Chaudhary 
S. ShriChandu Bhai Deshmulth 
6. Shri Jagat Vir Singh Orona 
7. Shri Udaisingrao Gaikwad 
8. Shri Bijoy Krishna Handique 
9. Shri Bhupinder Singh Hooda 
10. Dr. G.L. Kanaujia 
11. Shri Harinder Singh Khalsa 
12. Shri Sanat Kumar MandaI 
13. Shri C. N ...... imhan 
14. Shri Vishambhar Prasad Nishad 
IS. Shri Nitish Kumar 
16. Shri Sarat Pattanayak 
17. Shri Rarnendra Kumar 
t 8. Shri Kashiram Rana 
19. Prof. Rasa Singh Rawat 
20. Shri Mabadeepak Singh Shakya 
21. Shri Mangat Ram Sharma 
22. Col. Rao Ram Singh 
23. Shri Thota Gopala Krishna 
24. Shri Chun Chun Prasad Yadav 
2S. Shri Dinesh Chandra Yadav 

SBCRETARJAT 

1. Smt Roli Srivastava 
2. Shri K.L. Narang 
3. Shri Raj Shekhar Sharma 
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Joint S~cr~tary 

D~p"ty S~cr~tary 

Und~r S~cntary 
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WITNESSES 
Ministry of FituUlce (Department of Economic Affairs) 

1. Shri Montelc Singh Ahluwalia Finance Secretary 
2. Shri C.M. Vasudcv, 

Additional Secretary (Banking) 
3. Shri A.K. Jain, Joint Secretary (IF) Banlcing Division 
4. Shri M. Damodatan, Joint Secretary (BO) 
5. Shri D.R.S. Choudhary, Joint Secretary (PS) 

I. Shri S.P. Talwar 
2. Shri V. Rangarajan 

Reserve Bank of India 

Deputy Governor 
Executive Director 

Banking Division 
BlIlkina Division 

2. The Committee took evidence of the representatives of the Ministry of Finance 
(Department of Economic Affairs-Banking Divison) and Reserve Bank of India on 
the subject 'Bed Debts'. 

3.The evidence was concluded. 
4. A verbatim record of the proceedings was kept. 
S. The Chairman desired the representatives of the Ministry to send notes on the 

points not covered during evidence and also on points on which Hon'ble Members 
wanted to have further information. 

(The witnesses then withdrew). 
The Comminee then adjourned 

••••• 



APPENDIX 0 

MINlJ'l'ES OF S11TING OF THE ESTIMATES COMMITIEE 
(1998-99) 

Secoad Slttlaa 
The Committee sat on Friday, the 25th September, 1998 from 1100 to 1315 hOurs 

PRESENT 
Shri Madhukar Sirpotdar 

2. Shri Rajendra Agnihotri 
3. Dr. Shalteel ~ad 
4. Shri G.M. Banatwala 
5. Shri Narendra Bhudania 
6. Prof. Prem Singl! Chandumajra 
7. Smt. Rama. Devi 
8. Shri A. Ganeshamurthi 
9. Shri Satya Pal Jain 
10. Shri Sanal Kumar Mandal 
1 t. Shri Bhubaneswar Kalita 
12. Shri Arvilld Tulsiram Kamble 
t 3. Shri Rama Chandra Mallick 
14. Shri Abdul Fazal Golam Osmani 
IS. Shri Uu.msingh Pawar 
16. Shri Ajay Kumar S. Sarnaik 
17. Dr. Chhattrapal Singh 
18. Dr. Mahadeepak Singh Shakya 
19. Shri Maheshwar Singh 
20. Dr. Ramesh Chand Tomar 
21. Shri Rillal Prasad Venna 
22. Prof. (Smt.) Rita Venna 

SECRETARIAT 

1. Shr;i K.L. Narang 
2. Shri Raj Shckhar Sharma 
3. Smt. Neera Singh 

Director 
Under Secretary 

Assistant Director 

2. The Committee considered the draft Repon on Ministry of Finance (Department 
of Economic Affairs - Banking Division) - Public Sector Banks- Bad Debts and 
adopted the same with some modifications/amendments as indicated in the Annexure. 
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3. The Committee authorised the Chairman to fmalise.the Report in the light ot 
verbal and consequential chanses. if any. Irisin, out of factual verification by the 
Ministry and to present the same to Lot SabhL 

4. The Committee then considered their future proJl'lllUllC of work and decided 
to hold their next littin, on 6th October. 1998 at 1100 bra. for consideration and 
adoption of the, draft Report on Crude Oil-lndi,enous Production and Imports. 

The Comminee tlwll adjourMd 



ANNEXURE 

Ament.llMntslmodi/icat;olLS 1MIk by the Estimates Comminee in the draft Repon 
on Public Sector Btmks - Bad Debts 

Para 

1.23 

2.26 

2.28 

2.29 
(Last Sentence). 

3.76(i) 

3.76(ii) 

3.76(ix) 

4.41 

4.45 

Amendment&IModifications 

For "debarred" 
Substitute "debarred from auditing" 

For "One bank has" 
Substitute "It is shocking to find that one bank has" 

For "1be Committee note" 
Substitute "It is distressing for the Committee 
for the Committee to find" 

For "The Committee ................. . 
...... ........... may be made. 
Substitute "The Committee. therefore. desire that 
a detailed review of the regulatory and supervisory 
functions of RBI preferably by a Committee of 
Experts well versed in banking matters to enhance 
its effectiveness and the laxity and complicity of 
RBI officials, if any, for not initiating action for 
effective timely measures, may be made." 

For "Instead banks" 
Substitute "Instead RBIlbanks" 

For "on loan write ofr' 
Substitute "on loan sanction and loan write ofr' 

For "may be made" 
Insert "should be made regularly and necessarily 
at least". 
Delete "so that there is no witch hunting and mindless 
enquiry after retirement." 

Add at the end. 
"Government should also set up DRTs at more places 
for example at Chandigarh to cover States of Haryana. 
Punjab and Himachal Pradesh and Appellate Tribunals 
at Delhi. Calcutta and ehennai." 

Delete Para 4.45. 
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1. 

2. 

APPENDIXW 
STATEMENT OF OBSERVAll0NSlRECOMMENDA1l0NS 

Para No. 
2 
1.18 

1.19 

ObservationslRecommendations 
3 

The Committee note that in pursuance of the 
recommendations of the Committee on the Financial System 
under the Chainnanship of Shri M. Narasimham, RBI 
introduced prudential norms on income recognition, asset 
classification and provisioning in all scheduled commercial 
banks in April, 1992. Reporting under the Health Code 
System for classification of borrowal accounts which was in 
vogue. was withdrawn with effect from 1st April, 1994 by 
RBI. But the banks could continue to retain the system or 
any alternate loan grading system as might be advised by 
them for purposes of gradation of the quality of their loans 
and advances. However, for the purpose of reporting to RBI. 
the quality of the credit portfolio of banks was to be based on 
new norms for income recognition, asset classification and 
provisioning from that date i.t. I st April. 1994. 

Following the recommendations of the Narasimham 
Committee on the Financial System,the RBI issued a detailed 
circular in April, 1992 to all scheduled commercial banks 
(excluding RRBs). The circular contained specific guidelines 
for prudential norms to be adopted for:-

- Income recognition, 
- Asset classification, and 
- Provisioning for assets of 'loss' or 'doubtful' nature. 

An asset becomes non-performing when it ceases to generate 
income for the bank. For the purpose of income recognition, 
the Narasimham Committee recommended that no income 
should be recognised and taken into account on accrual basis 
with respect to non-performing assets(NPAs) and that such 
income should be accounted for only on the basis of actual 
receipt. 
For the purpose of provisioning for 'loss' and 'doubtful' assets. 
RBI guidelines provide for classification of assets into four 
categories depending upon the period for which interest! 
instalments of principle had remained 'past due' namely:-

(i) Standard assets; 
(ii) Substandard assets; 

(iii) Doubtful assets; and 
(iv) Loss assets. 

19 
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The Committee further note that the introduction of new 
norms on asset classification into four cate,oriel viz. 
standardlsub-standardldoubtfuVloss asset, iI for facilitatins 
identification of an account as a non-performin, ulet 
depending on the period on an objective basis. In tcnnI of 
the instructions. classification of an account into the four 
categories is based on record of recovery of interest/principle 
and is not bued on any subjective consideration. These 
,uidelines on asset classification and provisionin, are in line 
with international banking and supervisory standards as per 
norms of the Banks for International Settlement. 
There were no NPA norms earlier in India. Income from 
NPA is not internationally recognised on accural basil but is 
booked as income only when it is actually received. Such 
reforms in the banking sector thrOughout the world were 
introduced in 1987 with the implementation of Basle 
Committee recommendations. In India, the same were 
introduced in 1992 with the implementation of 
recommendations of the Narasimham Committee that similar 
practice should be followed by banks in India. 
The Committee feel that with the introduction of the new 
system of income recognition. asset classification and 
provisioning norms for bad debts on i prudential basis, the 
concept and treatment of non-performing assets have brought 
about a complete transformation in the Banks in India as 
they have now to assess their profitability on more realistic 
basis and reflect the true state of their financial health. 
The Committee note that there is considerable 
misclassification by banks of their non-performing assets and 
consequent under-provisioning of loan losses in disregard 
of RBI guidelines relating to income recognition. asset 
classification and provisioning. The Committee expect the 
RBI to ensure better adherence by the banks to the prudential 
norms to acehive the desired objectives of their introduction. 
In case of large divergence of classification of assets by bank 
auditors and RBI inspectors. the Committee desire that a 
serious note should be taken and these auditors should be 
debarred from auditing for their sheer blantancy of 
misclassification. 
The Committee note that in accordance with the ,uidelinesl 
directives of the Reserve Bank of India as also policy 
guidelines drawn up every year and duly approved by the 
Board of Directors. banks are sanctioning loans and advances 
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for various categories of borrowers of medium and IIIJC scale 
industries. small scale industries. artisans. villqe and cottqe 
industries. and other small scale industries as also for 
creationlmodernisationlexpansion of infrastructural facilities 
for productive purposes. It has also been the policy of the 
banks to provide credit facilities under the priority sector for 
development of agriculture. export and Government 
sponsored poverty alleviation and self-employment schemes. 
The Committee appreciate the pivotal role of the Public Sector 
banks for channelising the flow of funds for industrial 
development. agricultural growth. employment ,eneration. 
poverty alleviation. and for other prodcutive purposes. 

The Committee note from information furnished by the 
Ministry of Finance that in percentage terms. NPAs came 
down significantly from 23.18 per cent IS on March. 1992 
(when prudential norms were introduced) to 17.84 per cent 
(provisional) as on 31 March. 1997 i.e. a reduction of 5.34'" 
in a period of four years. Another notable feature is that banks 
have been able to a"ert further growth in NPAs in absolute 
terms vis-a-vis growth in lending. In absolute terms these 
NPAs have accumulated from Rs. 39.253 crore as on March. 
1993 to an amount of Rs. 43.577 crore as on March. 1997. 
At present. 17 banks have non-performing assets in the range 
of 10 per cent to 20 per cent and 8 banks hold NPAs above 
the level of 20 per cent. It is shocking to find that one bank 
has NPAs at the level of 36.20 per cent and another one has 
as high as 39.12 per cent. Only twp banks have NPAs in the 
range of 5 to 10 per cent which. accordin, to Chairman. 
IBA. is tolerable level under the prevalent economic and 
industrial development scenario. However. the Comnaittee 
is extremely unhappy to observe that none of the Public Sector 
banks has been able to contain NPAs as per international 
standards where the tolerable levels of NPAs are around 3 to 
4 per cent. 

The Committee note that several factors mostly on the part 
of banks and also on the part of borrowers contribute to bad 
loans. Factors external to the banks and the borrowers such 
as changes in Government policies to some extent also could 
cause default in loans. Failure to ~Dder honest. dedicated 
and diligent service in the discharge of responsibility to the 
borrowers. poor motivation and inadequacy of professional 
skills for assessment of business risks. corporate failures both 
in the public and private sectors. scandalous siphoning off 
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of funds by corporate racketeers and no fear of legal action 
initiated for recovery of problem loans from recalcitrant . 
borrowers under the present slow and complex legal system, 
are the major factors causing hike in NPAs. 

It is distressing for the Committee to find that Indian Bank's 
operations for the financial year 1995·96 resulted in a loss 
of Rs. 1336.40 crore. Together with the carry forward loss of 
Rs. 376.39 crore of earlier years, the bank's losses 
accummulated to Rs. 1713 crore as on 31.03.1996 wiping 
out the entire capital and net worth. RBI's Annual Financial 
Inspections (AFIs) into the last several years have been 
revealing the gradual deterioration of the Indian Bank's 
financial position. According to RBI. this was largely due to 
the imprudent lending policies pursued by the bank 
management. Findings of RBI's successive inspections 
revealed that the bank's credit and fund management 
functions were areas of serious concern. The Committee are 
further informed that RBI had to scrutinise some accounts 
more than once as the bank continued to increase its exposure 
to some borrower groups despite the disquieting features 
observed by RBI and brought to bank's notice. In 1996, a 
scrutiny into the exercise delegated lending powers by the 
then CMD and other top executive was carried out and the 
matter is under RBI's consideration. RBI has also conducted 
some scrutinies regarding administrative lapses/irregularities. 
CBI has registered some cases in this connection. 

The net loss of the bank for the year ended 31 March. 1997 
is Rs. 389.09 crore as reported in the Annual Report 
1996·97. The bank's losses have thus accummulated to 
Rs. 2101.87 crore. 

The Committee are deeply perturbed at this state of affairs 
in the Indian Bank which has continued for the past few 
years. They are disappointed that the bank did not pay any 
heed to the repeated revelations of RBI relating to the 
imprudent policies being pursued by the management for 
corrective measures. 

It is really surprising to find that the procedure adopted by 
RBI of only "bringing to the notice" of management of the 
Indian Bank thoir findings contained in AFIs revealing 
,raudal deterioration of the bank financial position year aftor 
year and holding discussion with the bank management 
subsequently for the follow up of corrective measures have 
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proved totally ineffective. The bank manqement under the 
then CMD defiantly continued to pursue imprudent lending 
policies and exposure to some borrower groups despite the 
RBrs disquieting revelations. In the light of the experience 
gained in the dubious role of the ex-Chief Executives not 
only of the Indian Bank but also the Bank of Maharuhtra or 
Vijaya Bank for losses to their banks. the Committee consider 
it imperative that some safeguards are put in place for swift 
and timely acton for stopping imprudent policies being 
plD'Sued by the management and the administrative lapses! 
irregularities to prevent any further damqe and loss to the 
banks. The Committee. therefore. desire that a detailed review 
of the regulatory and supervisory functions of RBI preferably 
by a Committee of Experts well versed in bankin, matters to 
enhance its effectiveness and the laxity and complicity of 
RBI officials. if any. for not initiating action for effective 
timely measures. may be made. 
The Committee also desire that the cases against the ex-CMD 
of the Indian Bank and other top executives should be pursued 
vigorously for meting out severe punishment to the guilty. 
The Committee would like to be apprised of the action taken 
on their recommendations in this regard. 
On perusal of the information furnished by the Ministry of 
Finance relating to big loans sanctioned by the top 
functionaries of the level of CMDIMDIED of the Public 
Sector banks including the Indian Bank which turned into 
'bad debts' during their service period as also which turned 
'bad debts' after retirement of those functionaries. the 
Committee are distressed to find that the dubious role of the 
Chief Executives of the banks whether it- is of Bank of 
Maharashtra or Vijaya Bank or Indian Bank in grantin, 
advances in utter disregard of laid down system and procedure 
has been the major contributing factor for turning these huge 
advances into bad loans. In the opinion of the Committee 
such things could be possible only with a motive of corruption 
and complicity in siphoning off a bank funds. 
Apart from revamping the present procedure and system for 
awarding deterrent punishment for such serious irregularities 
and wrongdoings. the laid down system for selection and 
appointment of senior Executives including top Executives 
of the banks should be reviewed so that offices of integrity. 
proven sense of duty and responsibility are appointed to these 
positions. 
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It has been observed that the loan amounts never reach the 
poor boITowers in full. The illiterate and pllible borrowers 
have to sreue the palms of middlemenlblock development 
officers and other Government intermediaries in forwardinJl 
sponsorin, loan applications. They have even to bribe the 
banks officials for sanctioninl and disbursement of loan. That 
is why some of the borrowers wilfully refuse to pay the full 
loan amount as they arc only paid lcss than half of the loan 
amount. 
The Chairman. IBA baa also opined that loan recovery 
becorncs difficult if the entire loan sanctioned docs not reach 
the borrower. The Committee desire that procedures and 
systems laid down for selection of beneficiaries and 
sponsorin, of loan applications may be Jiven a fresh look so 
that the involvement of various intermediaries is brou,ht 
down considerably. Banks should also initiate effeCtive 
measures to check malpractices on the part of bank officials 
in sanction and disbursement of loans to the borrowcn. The 
Committee would like to be apprised of the concrete and 
effective measures taken in this matter also. 
The Committee have been informed by mA that there are 
no well defined safe limits as far as non-performing assets of 
the banks are concerned. But as per international standards 
the tolerable levels of NPAs are around 3 to 4 per cent. The 
Basic Committee on Banking Regulations and Supervisory 
Practices functioning in the Bank for International 
Scttlements (BIS) has prescribed certain capital adequacy 
standards for banks which are beinl implemented in a Iarp 
number of countries. The BIS standard seeks to measure 
capital adequacy as a ratio of capital to risk weighted assets 
and the ratio prescribed thereunder is 8 per cent. The 
Committee on the Financial System (Narasimham 
Committee) inter alia SUlacstcd that banks should. under a 
phased programme, move towards meeting the BIS norms 
on capital adequacy of 8 per cent wruch should be achieved 
by March 1996. The Minister ofFinancc in his Budget Speech 
on I It June, 1998 has stated that to strengthen the underlying 
health of banks, RBI is raising the minimum required Capital 
Adequacy Ratio for banks from the present 8 per cent to 9 
per cent by March 31, 2000 and to 10 per cent by as early as 
possible thereafter. The Committee, however. feel that the 
increase in the Capital Adequacy Ratio for public sector banks 
as proposed in the Budget for 1998-99 in pursuance of 
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rec:endy submitted Naraaimham Committee Report may not 
be considered adequate in the ligh to a very hip pertentaae 
of non-performing assets which is around 18 per cent at 
present, vis-a-vis, the international standard of tolerable 
level. of NPAs around 3 to 4 per cent for which ratio 
prescribed as per DIS nonDS is 8 per cent. 
The Committee note that the RBI had advised banks from 
time to time to improve upon deficiencies in credit appraisal, 
non-observance of terms of .anction, laxity in post 
disbursement supervision and poor internal control which 
are some of the factors responsible for NPA, and to strengthen 
their credit appraisal systems and skills of their officials by 
imparting the requisite training and also to ensure effective 
post disbursement supervision to prevent recurrence of the 
factors contributing to increase in NPAs. Other measures to 
contain NPAs inter alia include close monitoring of sticky 
advances of banks commented in the inspection repOrts by 
way of receiving Quarterly Progress Reports from banks in 
'respect of commented accounts, strensthening of inspection 
system, emphasising, among others, the need for better 
recovery performance during the time of discussion on the 
inspection reports of banks, with the CMD of the concerned 
banks by the top management of the RBI, prescription by 
RBI prudential norms regarding capital adequacy, income 
recognition, asset classification and provisioning so as to 
improve the asset quality of banks, provision of a clause 
regarding the need to set up a recovery cell at Head Office in 
the MOU signed by the banks, before their share of capital 
provided by the Government is released to them, 
dissemination of information on defaulters of as. one crore 
and above Ilnd suit filed accounts to alert other banks and 
financial institutions to guard them from lending to defaulting 
borrowers, setting up of recovery tribunals, etc. 
The Committee note that as per RBI guidelines the banks 
are required to make their own assessment of credit 
requirements of borrowers on reasonable and realistic 
a.sumption in compliance with laid down systems, 
procedures and policy parameters for sanction. The banks 
are also required to comply with RBI norms while assessing 
the credit limits. In accordance with their own lending 
discipline and guidelines issues by RDI, banks are also 
required to exercise supervision over the deployment/end use 
of funds lent by proper monitoring of stocks, receivables and 
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other securities. Funher concurrent audit covering at least 
SO per cent of the lending operations to ensure that the 
transactions/decisions were taken within the policy 
parameters laid down and annual internal inspection of 
branches ensures that credit appraisal and post-disbursement 
supervisions were carried out in accordance with laid down 
instructions by the banklRBl. The deficiencies in banks' credit 
appraisal and credit supervision systems as brought out in 
the RBI inspections are followed up with the banks for 
compliance, fixing staff accountability, etc. The Committee 
do recognise that norms and care exercised in selection of 
assets, effective post-sanction credit supervision. concurrent 
audit of lending operations, annual internal inspection of 
branches and deficiencies highlighted in RBI's API reports 
and their follow-up with banks for compliance are no doubt 
salient features of prudent credit management necessary to 
reduce the incidence of problcm loans. 
The Committee note .thc position stated by thc Ministry of 
Financc that with the introduction of the prudcntial norms, 
banks are becoming increasingly scnsitive to credit risks and 
there is a growing awareness of the need to keep NPAs to thc 
minimum. As thc banks are required to makc provisions out 
of their operating profits towards NPAs, the profitability of 
thc banks largcly dcpends on the management of NPAs. 
Banks have realised that higher levcl of NPAs crode their 
profitability and therefore address themselves to the reduction 
of NPAs through well defined policies and strategies. 
According to the Ministry of Finance, with the prudential 
norms on income recognition, asset classification and 
provisioning for bad debts from April, 1992, the Public Sector 
banks have become sensitive to non-performing assets. The 
dud loans that came about are loans which had accumulated 
over the period before 1992-93. The incidcnce of NPAs on 
the fresh credit facil!ties sanctioned unce the introduction 
of prudential norms in 1992-93 ranges from 3 and 4 per cent 
in the case of the Public Sector banks. The Committee would 
have been much happier had this been the correct position. 
But, facts are otherwise. Apart from considerable growth in 
deposits, the investible resources of the banks had 
substantially increased (by more than Rs. 61,000 crore) 
through successive cuts in CRR which had been brought down 
from IS per cent to 10 per cent. The banks, though being 
flush with funds and can take on considerable lending 
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activities. In Nluctlllt to perform their leptimate fuactioa 
of Iencl.iq to corporate leCtor. ODe wonden whit would be 
the NPA ratio if the banb expud their CRldit to COIpCII'IIe 
sector iDIteId of inYeltiq to zero..riak low yield Ooverameat 

. lOCuriliea. Accordina the media reports .... , 60 per cent 
of the banks', fundi are bein, ine.ted in Govemmeat . 
securities and in the debt market. What ia further ~ 
ia that with vast network of branchea even in remOte ad 
inacccuible area of the country ad where need for bIDk 
credit is the most lCute. the PublK: Sector banks like foreip 
banks for meetin, their tqetI for priority sector bave taken 
recourse to the option of deploymeat of their priority sector 
funds with 5mBI and NABARD to avoid non-performin, 
assets that may accrue in case of defaults. 
The Committee note that durina the MOU diacuuiou with 
CMDs of the nationalised' banka, which Ire held lIlDually. 
the performance of the banb in varioua areu includin, 
reduction of NPAs is rcviowocl by RBI and the bub with 
hip level of NPAs are advised to brinl NPAs to a lower 
level. The commiUnents made by the banb to brian the level 
ofNPAs to certain qrecd levclilre the t.pts towards which 
theie banks strive to achieve. The Committee, however, find . 
that the data pertaining to commitments made by the 
nationalised banks in respect of tarpts for reduction of NPAs 
vis-a-vis actual NPAs for the put two years indic:ate a very 
dismal picture. Only four out of nineleen nationalised banD 
during each year of 1994-95 and 1995-96 have been able to 
contain the actual NPAs within the budgeted targets. All other 
nationalised banks showed that the actual groll non-
performing assets In much higher than those of the targets 
set by them for the two years. The Committee also find that 
the actual gross NPAs in lOme of the banks In much isher 
by Rs. 100 to 600 crore than the targeted level. The 
Committee feel that the matter needs to be closely monitored 
for achievement of agreed levels of NPAs target. 
The Committee note that RBI compiles and circulates 
information on defauting borroweD of RI. 1 croce and above 
in order to alert the banks and financial institt:tion. and 
caution them so that banksIFIs are better informed while 
taking credit decisions. The information 10 circullfed pert.aina 
to borrowalaccounts whose outstandings to banblfmancial 
institutions aggregate to RI. I crore and above and whose 
accounts have been classified by banb as 'doubtful' 'lou' or 
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'1Uit ·filed'. While circulating the lilt, RBI hu advilOd blab 
and PIa that they may make UIe of the information wbile 
coDlideriDJ on menta the request for new or additional c:redjt 
limita of defaulting borrowin, units and also proprietonl 
pmtnen/directon, etc. nllllCd in the list 

24. 3.S7 The Committee further note that the Government does not 
conaider it appropriate to delete provisions reprdin, aecrccy 
IaWl in the Banking Regulation ~t, 1949, u according to 
them the relationship ofa baDk ~ ita cuatomer is one of 
utmost trust and is a well establiabcd concept IRvailin, all 
~ the world. The Commiuee feel that banks should file 
mitt apiDlt the borrowing units within two yean of their 
default and compile lilt of such cuea reJion-wile and share 
such information with other banb in order to caution them 
while taking credit decisions for new or additional credit 
Jimita by the defaulting borrowers and also proprietors! 
partnersldirecton named in the list 

2S 3.S8 The Committee note that at present RBI published yearly 
list of defaulting borrowers in whose cases suits have been 
filed and the amounts are RI. one crore and above. Ust of 
these defaulters are circulated to caution the other banks in 
extending credit facilities to such defaulters. In other 
categories. in small loans. and in medium loans, even though 
those persons are defaulters of one bank. they are taking loan 
from some other banks. 1be Committee feel that in case of 
wilful default recovery suits should be filed without any delay 
and names of wilful defaulter whether suits filed or not should 
also be published for guidance of the other banks who should 
be instructed to exercise utmost caution in extending credit 
facilities to such borrowers. 1be Committee also desire that 
their recommendation may be brought before the Board of 
Directors of each Public Sector Bank for making it a part of 
credit policy. 
In case of weaker section loans, list of names of wilful 
defaulters should be compiled for pidac:e of sponsoring 
authorities and the banks for makin, them ineligible from 
further loan facilities. 

26 3.S9 The Committee note from the views expressed by the 
Ministry on extendin, loans and advances to units of an 
industrial JIOUP in the event of the defaulting borrower bein, 
a member of such poop statin, inkr alia that in order to 
discipline such defaultina industrial house and at the same 
time not to disturb the ongoinS industrial activities. RBI in 

,q'tl/J.SIF-78 
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CODlultation with GovernmeDt of India has evolved the 
concept of Group Approach which envisages restrictive-cum-
lelective flow of additional credit for expansionl 
divenificationlmodemisationlnew projects to groups or 
borrowers committiDg wilful defaults and/or not cooperating 
with Ihe bank in settling their dues. According to the Ministry, 
under thil concept the legitimate need-based working capital 
requirements of existing unill of recalcitrant groups are not 
10 be disturbed on account of wilful defaults of one or more 
companies of the group. According 10 IBA, risk manasement 
practice procedures that are being put in place by banks 
would greatly discourage any credit flows to accounts which 
have shown disappointing performance either on its own or 
through any its associates. The argument advanced by the 
Government that the default by one member of the group 
does not necessarily imply denying further credit facilities 
10 other memben of the group appears sound but is not 
pertinent. The Committee. however feel that at the same 
time the banks should adopt a more cautious approach in 
its dealing with such iroup and discourase credit flow to 
other units of the group for unjustly putting banks to suffer 
1011 for their wilful default. 
It may also happen that such a group may have availed of 
loan facilities from more than one bank. The other banks 
from whom the group (bonower) has availed ofloan facilities 
may not be aware of the deterioration of the credentials of 
the borrower by virtue of the default. Such a borrower will 
be source of potential risk for the other banks. As such to 
overcome luch situation. the committee desire that an 
approprUte mechanism may be evolved whereby there should 
be adequaIC dilC'OIure of information among banks regarding 
defaulting borrowers. This would enable the banks 10 take 
adequate precautions while extending credit facilities to such 
borrowers or otherwise dealing with them. 
The Committee note that during the course of inspection by 
RBI. the perfonnance of the top manasement i.e. CMD and 
other functionaries of the bank is looked into and adverse 
features. if any. commented upon in the Inspection Reports. 
Copies of these Reports are also ICnt 10 the Government. In 
case of small issues. RBI advises the Government that he 
should be issued a letter of displeasure. The Committee, 
however. feel that adverse comments made by RBI in their 
Annual Financial Inspection Reports asainst CMD and other 
fun:tionarics of the Public Sector banks cannot be considered 
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~ IIII8Il iasuoa for which letter of cIiIpIeuuR II'e iauod. 
The Commiaee desire the Government to tab lCI'ious action 
on IboIe .tvcnc obeervatiOlllIO U to achieve the laid down 
objecdvOi of such iMpecOODI aDd Ilso to Jet an eumplc fer 
odler functiODlriea in the banb in order to deter them from 
indulPnI in any type of iJre,w.ntiOi. 
The Commiaee IlIo like to be Ippriacd of the foUo .. up 
-=lion taken by GovemmenrJRBl on the .tvene COIIUDCnts 
coataiDed in the Annual Financial lDIpection Reports against 
CMD and other top functionaries of public Sector banks 
durin. the lut three yean. 
On ~ of the statement furnished by the Ministry of 
Finance ~on adverse comments against the management of 
banks contained in ~ Annual Financial Inspection (API) 
Rcporta of RBI for the years 1991-92. 1992-93 and 1993-94. 
the Commjttee find that lOp functjoparjeslElGSiutive 
Committee of the Central Board Executiy, COJIlmjttee of 
the Board of DirectorylCMDs pf certain bank! ynctioged 
credit Caciliti,s to patti" witbout obtainina esseptial 
ipfmpMioqltakjoC ip "cgunt the DC'£I''';ty. "atM' of ealier 
14yapcea. WW'JPOpt cgcit)' and gtbcr re!eunt facton for 
unctiop of IQlPI. Further. certain sanction/confirmations 
were far in excess of their lending powers in violation of the 
Board', instructiooslleodin, disciplitWRBl guidelines. etc. 
In certain cases credit facilities were sanctionedlconfinncdl 
enbaDced by the CMOs orallyltelepbonically in excess of their 
discretionary powers without assessing the need based 
requirement or taking into accqunt the borrower's financial 
position/put performance. In one case. a loan wu sanctioned 
by CMD of a bank to a company. for development of real 
estate without aacertainiDg whether the borrower company 
would be in a .position to execute the project work. The 
company bad a low capital base and did not submit the 
proposed plan duly approved by competent authority. 
All the above cues of gross abuse of official position by the 
top functionaries of the banks. might have resulted in losses 
of crores of rupees to the banks. 
The Committee are unhappy to note that despite the fact that 
API reports of RBI pointed out their adverse comments 
.,ainst top management of ~ banks. no serious action was 
taken except an advice made by Deputy OovemorlExecutive 
Director of RBI to the Banks to ensure that such lapses! 
deficiencies should not reelD'. Oftate. specific timeframe has 
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also been prescribed to individual banks for rectificalion of 
deficiencies brought out in API reports. 

The Committee. however. feel that such ~ene COI1UDOIltI 
against top management of the banb made in RBI API 
without any follow up purposcfulaction would eend wrong 
signals to other functionaries of banks for abusing their 
official position in total disregard of laid down norms for 
sanction of credit facilities to the detriment of the banks. 
Further any credit management without accountability will 
lack. substance. The Committee. therefore, RlCOmmcnd that 
there should be a system in which all such cases of ad"cae 
comments against top management of the banks contained 
in the API reports regardiftg sanction of loans/recovery of 
debts where heavy losses occur to the banks should be 
investigated with a view to fixing responsibility against the 
erring top functionaries and also to find out any nexus 
between the top functionaries and the companies in the matter 
of sanction of credit facilities/recovery of loans for causing 
wrongful loss to the bank.s for launching .prosecution. 
Now the Ministry of Finance (Department of Economic 
Affairs-Banking Division) also reviews the important 
features of the Annual Financial Inspection Reports of RBI. 
The Committee expect the Ministry of Finance not to allow 
the Chief Executives to regard the banks as their personal 
fiefdom so long as they are at the helm of affairs and indulge 
in any violation of norms laid down for sanction of credit 
facilities/recovery of debts. The Committee feel that if the 
top functionary violates the rules. he should be punished with 
the same severity as the other officers of the bank. The 
Committee. therefore. desire the Ministry of Finance to 
initiate action against the chiefs of the banks for' violation of 
lending normsldisciplineIRBl guidelines. etc. and for causing 
pecuniary loss to the banks as is done in the case of other 
officials in the lower rung of the hierarchy. 
The Committee note that delgation of lending powers at 
different levels of hierarchy. differs from bank to bank 
depending, inler alia upon organisational structure. scale of 
operation, resource base. level of expertise of the delegates, 
etc. The lending powers at the different levels right from the 
branch level officials to functionaries at top level are fixed 
by individual banks taking into account the above factors. 
Under the extant guideliens laons/advances sanctioned 
transgressing delegated powers are required to be ratifaed 
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thereafter by the competent authority. Accordin, to the 
Ministry of Finance, number of accounts tumin, into NPAa 
on account of tranlpeuion of dele,ldcd powen i. reported 
to be negUaible. What is worrisome to the Committee is the 
very fact that apart from requests for radfic:ation of tnm.JI'CI-
lion, casea of tnllllpeuion of powen by the oflicial. come 
to the notice ofbank JlUlDalelDentIRBI tbroup in~ audit/ 
inspection, concurrent/.tatutory audit. RBI iDlpCCliOll, etc. 
clearly indicates that tnllllpaaion of powen by'" officiaIa 
are not being regularly ntified .. per extaDt guideIiDea·but 
are being suppreucd whic:h only come to Iipa IUblcqueDdy 
through auditlinspcction. The Committee feel that CIlIa of 
tranlJ.tCllion of powen are not fully reported for ndification 
u per extant guidelines and that is why the number of ICCOUDt 
tumin, into NPAa on account of tnllllpaaion of powers 
comin. to the notice of bank mangementlRBI appears to be 
negligible. The Committee expect that in the light of the 
judpment of the Supreme Court. the Bank Off"1CCI'I would 
function within the panmeten of their sanctioning powers 
for lendin, 10 that the chance of an 8CCOUDl tumiDl into 
NPA on this JrOUDd is reduced to the minimlDD. 
One of the reasons cited by Deputy Governor, RBI for 
advances goin, bad is that "it may be due to MOD, skill of 
the penon who is apprai.in •... .in future the bub wilJ be 
careful in their trainin. system." The Committee have been 
informed that almost all banks have their own traininl 
establishments where members of their staff are trained in 
proper appraisal, supervision and follow up of advances. 
Besides, banks allO depute iheir officers to the Banker's 
Trainin. Cplle,e. College of Agricultunl Bankin. of the 
Reserve Bank of India and the national Institute of Bank 
Manqement where they are. inter alia imparted training in 
the above aspects. Howevel'. in regard to facton for which 
banks are responsible for advances truning non-performiJla. 
the Ministry have cited deficiencies in credit appr8iaaI. non-
observance of norma for sanction of loans and laxity in poit-
disbunement supervision. The Commiuce feel that trainiDl 
sy.tem for bank offlCen need revamping. The Committee 
J"C<:ommend as follows: 

(i) The syllabus in the institutes/colleges impartinl 
training in the various programmes relating to 
different schemes/seeton for appraisal. supervision 
and follow up of advance. may be reviewed by a 
Commiuce of Senior bankera to improve the quality 
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of lpOdaljlCMl tI'aiDia8 ia riIt ........... project 
appraisal skill aDd raeun:e manapmellt as aIJo 
qualify ill, ud trainen' staadanb up,raded to 
skillfully IfOOm the but officen for improved 
profeuioaal capatitia to enable them to face VIriouI 
types of busille .. rista in the P"Hllt a,o of 
competition and c:hu';II' ec:oaomic 1CeDIrio. 

(ll) Tbae iI aIIo a aeed for uparadiq die profeuioaal 
lkilll 1DlOft, _ senior manapmeaI ill bub. 1b 
uppwIe their project tppniIIaIlkiU ad to equip them 
with adequate awarollo.. of tecbnolo,ical 
developmaatl ia vmou. aecton oldie economy. there 
abouId be a re ..... outflow of _or but ofticen 
from III Public Sector Bab as 1110 ofticen of Ibe 
level of Directon i~ the Bantill, Division of the 
MiaiIIry for specialited D'limll, ia trIiDia, iDItituteI 
__ to equip them with IIIIeIt proc:edweI ad die 
syltem of bankill, prevalent in thote countries. 
Salient fcaturel of the syltems preva1eat in ocher 
counlriel in .the world may be incorporaled ia die 
tninin, system in India IIId updated from lime to 
time ad tuned to the illlUCl confrontin,dIe Baaldq 
Sector in India to meet the emerpn, cbaIIenpa on 
the buil of the experience and IaIowledp of tbeIe 
officers. 

(iii) Some trainin, institutes may be identified for 
development as Centres of Excellence witbill the 
Bankin, Sector for lharin, trainin, fKiUtiOi and 
providing ataae-of-tbe-art D'linin,. 

The Committee note that performance of varioua recovery 
plana iI bein, looked into by the RBI durin, inspection of 
banta carried out at regular intervals. As per RBI JUidclinca 
banD have been uked to fonnulate a loan recovery policy 
with the approvll of the Board of Directors. They have aIIo 
COIlItituted a Recovery ~II at their Head Office under the 
cbarp of a O.M. Further branchwise targets are required to 
be fixed by banks for recovery ofNPAs, and their performance 
is to be monitored at Head Office level on monthly buil. 
The Committee hope that these measures put in place to 
improve recovery will wort and prove to be effective. Further 
thote meuUlel will facilitate banta to increase the tempo of 
recovery, enable them to reach their recovery targCls. The 
Committee desire that the RBI closely monitor the utiUty of 
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thete ll1C8Surca by banks in improving recovery of the exiatiDg 
problem loans. 
The Committee feel that the IBA suggestion that banks should 
strengthen the recovery mechanism not only from the point 
of view of establishing special recovery branches but also by 
training people and creating systems for close supervisiOn 
of the loan accounts to detect immediately any signs of 
deficiencies. deserves consideration. 
The Committee note that rccommendation~ade by the 
Narasimham Co.mmittee in its Report on the Financial System 
for setting UP. of a separate Auet Reconstruction Fund to 
tab over the bad and doubtful debts from banks and financial 
institution! and subsequently follow up on recovery of dues 
owned to them from the primary borrowers was examined 
by the Government of India and not found acceptabie. 
The Committee also note the IBA view that hUle size of 
NPAs, accumulated over a long period of time, cannot be 
_tica11y reduced within a short time without any major 
institutional measures. This can be achieved by creation of 
Asset R.econsttuction Fund as recommended by Narasimhun 
Committee. However, Hon'ble Minister of Finance has 
announced in his Budget Speech 1998-99 the decision to 
establish Asset Reconab'UCtion Companies. According to the 
decision a few banks having particularly high NPAs will be 
encouraged to establish Asset Reconstruction Companies, 
which will take over the NPAs of the bank at their realisable 
value and swap them with special bonds to be held by the 
bank. The Asset Reconstruction Companies will concentrate 
on recovery of dues to realise the maximum value for the 
assets tranJfCl'l"Cd to them. 
The Committee notc that the RBrs recent security of certain 
large borrowal accounts conducted in a few banks has 
revealed diversion of bank: finances for investment in finance 
companies, usociate companicslsubsidiaries, inter-corporate 
deposits, etc. In this connec:tion, RBI'has advised banks that 
if a borrower if found to have diverted finance granted for 
working capital purposes for other activities. banks must 
recall the amount so diverted. In order to gauge the magnitude 
of diversion of funds by borrowers as also whether the 
diversion of banks finance was for activities not permissible 
under the extent norms of investment/credit policy of the 
banks. the Committee would like to be informed of the 
number of instances of diversion of funds by borrowers to 



1 2 3 • other than the purposes (including breakup of non-
permissible activities) for which the loans were sanctioned, 
the amount involved and the recall of the amount 10 directed 
bank-wise for the last year only. 

39 23.72 The Committee note that under the extant guidelines banks 
are required to examine staff accountability whenever there 
is a deterioraton in the asset quality. In this connection. the 
Ministry of Finance have furnished statements Jiving detaill 
of (i) officials found responsible for advances turning into 
bad debts and (ii) cases of laxity in postdisbunement 
supervision of advances resulting in bad debts in respect of 
certain banks and punitive action taken apinst these officials 
during the year 1992-93. 1 ~3-94 and 1994-95. On perusal 
of these Itatements. it is observed that in some cases 
discipiinarylDepartmentai proceedings are still pending. The 
Committee desire that pending proceedings should be 
expeditiously finalised. 

40 3.73 Further. on perusal of the statements it is also felt that year-
wise disciplinary .proceedings initiated bank-wise via-a-vis. 
quantum of loans/advances tumiunginto NPAs are minimal 
just an eye-wash. The Committee expect the Ministry of 
Finance to impress upon the banks to take a serious view of 
the lapses in sanction of loans/advances and laxity in post 
disbursement supervision for fixing staff accountability. 

41 3.74 The Committee also note that banks have been advised to 
frame a policy on staff accountability with the approval of 
their Boards. The Committee would like to be apprised of 
the present position on finalisation of policy on staff 
accountability and the time frame fixed for its finalisation 
bank-wisc. One of the important measures which could be 
considered for stopping wilfil defaults is. according to mA, 
swift and effective penal action on the erring bank officials 
connected with irregularities. The Committee desire that this 
aspect should form a part of a policy on staff accountability. 

42 3.7S All Public Sector banks have their Vigilance Departments of 
head Officc/Controlling Office level to look into any sort of 
malpractices/irregularities against bank officials in sanction! 
disbursement of loans. As there has been considerable 
deterioration in the quali&¥ of assets of the banks and 
ineffective departmental action either due to administrative 
sleaze and laxity or pervasive attitude of pessimism on the 
part of Chief Vigilance Officer (CVO) or pouible collusion 
among personnel of the Vigilance Department, unscrupulous 
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bank ofrK:Crl IIId privlIC partica to aipbon off but fuada, 
hC~~~~h~~mA~to~a 
detailed review whether h performance of h ViJilance 
Dcpartmenia of h bub wa of requisite standard IIId a 
abo of h need for hir revampinl. 
The Committee 1110 make h followiDJ recom"""",,tions 
to recoverlreducelc:ontain NPAa in h Public Sector Bub: 

(i) With a view to reduciq h Noo-Pc:rformin, AuetI 
(NPAa) IIId " the same avoidin, IcnJlhy IIId time 
c:onauminlleplCtiOll, bub have been .. ~ to 
rcc:over their due. by enterin, into aettlementl 
compromise propoall wilh bonowen on mutually 
ICceptable terml. The Committee feel that banb 
lhould be very cll'eful in cODliderin. aetdcmenll 
compromise propoalli. Instead RBI banb .hould 
examine the necc.liay of conltitutinl Settlement 
Advisory Committee cODIiatinl of renowned banken 
under the Chairmanship of retired Hip Court Judp 
to consider proposill of compromiaelwrite otfs. pel' 
llid down IlOI'IDI for speedy recovay of UIICts in caea 
of I8IJC deflUlt with , view to brinpnl down their 
non.performing useta. 

(ii) Public Sector Buks should Ilao share information 
on loan sanction and loan write off/compromise 
proposals in cases of borrowll accounts mRs. 10 Iakh 
and above to caution the other banks from 1endinlto . 
such defaultinl borrowers. 

(iii) Suits should be filed immedillCly where promoters 
have guaranteed h advance IDd there it a defaull 

(iv) Banks should introduce h system of obtainin, on 
audit certificate from the borrowers to eDlure proper 
end use of funds lenl 

(v) Banks Ihould also cGnlider the fea.ibility of 
introducinl a .ystcm for intcnial audit of sanction of 
loans before diJburaement for larpI' advllDCCS. 

(vi) It may not be difficult for the banks to pllCe the ript 
people for the work of credit portfolio manqemcnt 
who have training and greater ,w&renelS at 
operational level for credit risk utetlament and co 
render bonest and diligent service in the discharge 
of their reaponaibilities. 

(vii) Non-performance by lendcn in not IDIkinI timely 
sanction/disbursement of loans sometimes convert 
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potcntiaUy profia.ble entaprilea to lou makin. ones. 
May industria luffer decline bee..- of delays in 
diJbunement of 1001 by bMb. Thil may contribute 
to NPAI. 'lbil upect allo needl to be clo.ely 
monitored. 

(viii) A doubtful MICt normally lakes a minimum of two 
yem to aurtKe. It would. therefore. be prudent on 
the part of the rnanaprnmd not to poIt but offic:en 
for credit portfolio work durin. the three yearl 
prec:edin. their retin:mcnt 10 as to enable lbem to 
I'diR honourably and pw::efully. 

(ill) A review of the perform.anc:e of the of6c:e belonlin. 
to credit portfolio manalement should be made 
re,w.ty and necessarily at Ieut one year before hi. 
retirement to usess whether he had not acted 
prudcady while sanc:tionin, of advances. whether he 
had not obIerved the normal proc:cdure followed in 
Ibe bIDk in sanctionin, the application. and whether 
any serious irreJUlaritics in the conduct of credit 
portfolio or in other accounts had been observed. 

The Committee note that Public Scc:tor Banks reduce their 
NPAa and recover their dues throush up-adation of accounts 
from sub-standard to standard cate.ory. compromiseJwrite 
oft" of loans as per laid down JUidelines and cub recoveries. 
It is iDdccd heartcnin. to note that with the introduction of 
prudential norms. the Government/RBI has become 
elltremely anxious to eft"ect all round improvement in the 
workina of the c:rcdit portfolio of the banks. To improve their 
perfOl'llUlDc:C in recovery of bad debut PSBs as advised by 
RBI. have formulated their Investment Policies and Loan 
Recovery Policies duly approved by their Board of Directors. 
A General Manqcr at the Hcad Office has been assi.ned 
the exclusive portfolio of Recovery. Branchwisc targets are 
fixed for recovery of dues and monitorin. is done at Head 
Office level on a reJUlar basis. The Board of Directors are to 
be informed about the propil of recovery at quarterly 
intervals. The pI'OJreSI of recovery and reduction in NPAs is 
also rcviwed by RBI periodically. The Committee ellpect that 
with various mcuures in palce coupled with a fair unount 
of dedication and involvement of the bank offlCel1 usigned 
with the responsibility of c:rcdit portfolio at the ...... roots 
level in recovery in a biB way. seetin. assistance of the 
Government alencies when ne<:ellary. counsellin. of 
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borrowers and also organising recovery campailnJ in all 
branches to step up realisation of dues of the bank. the efforts 
will fructify. 
On perusal of the details furnished by the Ministry for the 
years 1994-9.5 and 1995-96. the Committee fmd that bub 
have been able to acmeve total reduction in NPAs on ICCOUIlt 
of upgradation. compromise/write off and recovery of 
lb. 7892 crore and Rs. 175 I crore respectively. 
High level of non-performing assets (NPAs) in the bankiDI 
sector at present is the most worrisome aspect of the financial 
sector. NPAs in Public Sector Banks (PSBs) 11 about 18 per 
cent of credit portfolio are much in ellCCIS of international 
standards where the tolerable levels of NPAs are around 3 to 
4 per cent The Committee are satisfied to note that Banks 
are aware of the paramount need for containing NPAs. But 
despite taking various suitable corrective measures and 
putting in place credit monitoring systems by PSBs to bring 
the ratio down to a manageable level. they have been able to 
achieve relatively limited success. 
The Committee feel that recovery of dues by the banks is one 
of the major concerns in view of the need for recycling the 
funds for socia-economic develoment and the very survival 
of the banking sector. For intensive recovery efforts the main 
hurdle has been the time consuming legal process because 
of which the borrowers do not feel compelled to come forward 
for settling their dues. With the introduction of prudential 
norms and concept of NPAs from the year 1992-93 and also 
requirement for provisioning. credit procedures will become 
a critical input in credit decisions. The time. cost and efforts 
in recovery of loans will determine whether banks are willin, 
to grant loans to borrowers where they are sure that they can 
recover their dues quickly and not get bogged down in endless 
wrangling. That may spett disaster especially for small and 
medium borrowers. It is therefore imprative in the larger 
interest of the borrowers that there should be le,islative 
changes to ensure quick recovery of NPAs and to enable the 
banks to perform their assigned role of lending for socio-
economic development of the peDple. 
The Committee note from the submissions made by the Banks 
during their study tours as also from the Ministry of Finance 
in their notes furnished to the Committee that the major 
handicap in quick recovery of dues of the banks is the slow 
and dilatory process of recovering dues. It takes a very long 
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time before it is pouible to obcain • decree aDd even after • 
dccroe is ob«aiDed, there arc problems in excuctioD of the 
draec for rea1iUtion of usetsldeaetal dues. The Committee 
arc informed that as on March. 1993. there were • total of· 
10.25 lakh accountlof Public Sec::tor Banks involving an 
arnoUDt of Rs. 4071.60 crore in respect of which suits have 
been filed by banks. Further. decrees have been obtained in 
respect of S.21 Iakh ICc:OW1ts. mA in thil connection has 
suUested that there was • need to refine the legal system 
and strengthen the recovery powers of banks akin to thOle 
avilable fOr the Revenue Department, Cooperalive Banks and 
Development Financial Instituions. 

The Committee feel that there is need for Government support 
both at the Centre and at the State level for extending help 
of the Revenue Departments in effective recovery in different 
cases and rendering required assistance in executing decrees 
obtained from the courts. 'Ibe Committee desire that the 
matter may be taken up at the highest level in the Ministry 
of Finance with other Departments of the Government of 
India and their PSUs where huge funds of banks are blocked 
up and also impress upon the State Governmetns for 
providing requisite assistance for execution of decrees granted 
by the courts in favour of the banks for recovery of their dues 
as also the need for bringing about amendments in the 
Recovery Acts to effect improvement in the recovery of banks' 
dues. and strengthen recovery powers to the banks as available 
to Revenue Departments, Cooperative Banks and 
Developmental Financial Institutions as suggested by rnA 
and introduction of a system whereby borrowers should be 
compelled for timely payment of bank dues thus obviating 
time consuming and costly civil court proceedings in the 
larger interest of borrowers. 

At present no policy guidelines have been laid down either 
by RBI or by the banks themselves for filing of suits for 
recovery of their non-performing assets. Under the prudential 
norms, assets have been classified into fo\U' categories 
depending upon the periodicity of their non-performance i.e. 
standard, sub-standard, doubtful and loss Uleta. It is really 
surprising that no time frame has been prescribed for filing 
recovery suits in respect of doubtfulIIoss asllell. ~nl 
to the Finance Secretary banks should file recovery ;luits the 
moment they lose hope of recovery. TIle Committee feel that 
in the absence of a strict monitoring many unscrupulous 
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borrowin, unill may simply vanish ud there will aeither be 
a promoter nor any property left apiDst which the buk can 
make recovery. The reality is tt.l in the absence of specific 
pidelines the functionaries of banks file recovery sui .. when 
it is virtualy impouible to recover their moncy.1U sucb buks 
need to act fast for timely action of filin, recovery suits. The 
Committee therefore desire that banks should lay down 
specific ,wctelinea duly approved by their Board ofDirecton 
for filing recovery suill and be made • pIIt of their I..oIn 
Recovery Policy. The Committee would like to be appriIed 
of the follow up action taken by Government in this reprd. 

The Committee note that to fill up a major lacuna in the 
existinglegaJ framework, the Recovery of Debts due to Banks 
and Financial Institutions Act, 1993 has been enacted to 
provide for expeditious adjudication and recovery of debts 
due to the Banks and Financial Institutions. One of the salient 
features of the Act is that the "Tribunal and the Appellate 
Tribunal shall not be bound by the procedure laid down by 
the Code of Civil Procedure, 1908 but shall be guided by the 
principle of natural justice and subject to other provision of 
the Act." The Committee further note that the Delhi High 
Court had held that the Recovery of Debts due to Banks and 
Financial Insitutions Act, 1993 was unconstitutional. 
However, the Supreme Court has stayed the Delhi High Court 
order and admitted Special Leave Petition (SLP) filed on 
behalf of the Government. The matter came up for hearing 
in July. 1997. The Division Bench of the Supreme Court 
decided to refer the matter to a three Judge Bench. The Union 
of India had also filed a Transfer Petition (TP) before the 
Hon. Supreme Court requesting the transfer of all the cases 
pending before various High Courts and to hear all these 
cases alongwith the SLP filed by the Union of India. 

The Act provides for establishment of TribunaJs. So far, nine 
Debt Recovery Tribunals (DRTs) have been established 
having their jurisdiction over certain States. 1bese are locared 
at Calcut~ Delhi, Jaipur. Bangalore. Ahmedabad, Chennai, 
Patna. Jabalpur and Guwahati. There is one Appelate 
Tribunal at Mumbai having jurisdiction allover India and 
over all Tribunals. In their general comments on DRTs, IBA 
has pointed out that the infrastructure at most DRTs is poor. 
Some of the liibunaJs have large geographical coverage. IBA 
has also suggested that DRTs may be expeditiously opened 
in unrepresented States like Maharashtra and Uttar Pradesh. 
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Government should also set up OR'Ii at more pIlCeS for 
example at Chandigarh to cover States of Hlryana. Punjab 
and Himachal Pradesh and Appelll1e Ttribunals at Delhi, 
Calcutta and Chennai. 
Meanwhile the Tribunals have started functioning and 
disposing of the cues fded by the banblfinancial institutions. 
In regard to the experience of the Government in the disposal 
of cues by the Tribunals and whether there was any need for 
omendment to be made in the Act for expediting disposal of 
cues, the Ministry have informed that the disposal of cues 
by the Tribunals is not to the desired excent becauSe of the 
judgement of the Delhi High Coon on the validity of the 
Act. Keeping in view the judgement of the Delhi High COW1, 
the Government have felt the need to carry out some 
amendments in the Act. But the same has been Icept pending 
till the disposal of SLP by the Supreme Court on the advice 
of the Ministry of Law on the matter. 
Provisions of the Recovery of Debts due to Banles and 
Financial Institutions Act, 1993, do not apply where the 
amount of debts due to any bank of financial institution or to 
a consortium of banles or financial institutions is less than 
ten lakh rupees or such other amount being not less than one 
lakh rupees as the Central Government by notification may 
specify. In order to achieve the objectives of expeditious 
disposal of cases of substantial amount and to ensure that 
DIrrs do not get loaded with large number of cases, at present 
cut off limit of rupees ten lalch and above has been specified. 
TIle Committee desire that this cut off limit should be reduced 
to Rs. 5 lalch as soon as pendency of cases before the Tribunals 
falls considerably. 
The Committee note that Iceeping in view the judgement of 
the Delhi High Court on the validity of the Act, the 
Government propose to carry out some amendments in the 
Act after the disposal of the Special Leave Petition by the 
Supreme Court. In this connection, IBA has pointed out that 
in many cases stay orders are being obtained against orders 
passed by DRTs causing delays and legal battles at the 
execution stage. TIle Committee desire that before initiating 
amendments in the Act. the Ministry of Finance in the light 
of recommendations of Working"Group constituted by RBI 
should hold deep consultations with IBA and Financial 
Institutions on measures considered essential for making 
DIrrs more effective for speedy recovery of bank dues and 
also the need for more Tribunals. 
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Old Double Store),. New Delhi· 
110 024. 
(T.No. 6412362 Ii. 6412131). 

19. Mis. Ashok Book Agency. 
BH·82. Poom Shalimar 8agh, 
Delhi-110 033. 

20. Mis. Venus Enlerprises. 
B·2111S. PhHc·lI. Ashok Vihar. Delhi. 

21. MIs. Central News Agency Pvt. Ltd .. 
2lI9O. Connaulht Circus. 
New Delhi·1I0 001. (T.No. 344448, 
322705. 3444711 It 3445(8). 

22. MIs. Amrit Rnnk Co .. 
N·21, Connllu£hl Circu~. 
New Delhi. 

23. MIs. Books India CorPoration 
Publishers. Importers It Exporters. 
L·27. Shastri Nacar. Delhi·1I0 OS2. 
(T.No. 269631 &: 7144(5). 

24. Mis. Sansam Book Depot. 
437&'48. Murari LaL Street. 
Ansari Road. Darya Ganj. 
New Delhi· I 10 002. 
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