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Abstract:  
The growth of the economy depends upon the efficiency and stability of the banking 

sector. The most important factor which measures the health of the banking industry is 

the size of NPAs. Non-Performing assets have direct impact on the financial 

performance of banks i.e. their profitability. This paper attempts to first examine the 

level of NPAs in the private sector banks in India and then it’s impact on the 

profitability of the banks. The secondary data collected from different source has been 

used in the study. The study shows that the magnitude of NPAs is increasing in the 

private sector banks. Therefore banks need to effectively control their NPAs in order to 

increase their profitability and efficiency. 
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1. Introduction 

The 80’s era was the time when NPA surfaced in the Indian banking system , within 

the mainframe  of turbulent structural changes which lead to the disruption of the 

international banking establishments, and once the world monetary markets were 

undergoing sweeping changes, problem of NPA developed &  was overlooked. 

NPA is a irregularity which leads to non performance of a part of loan portfolio which 

leads to lesser or little to no recovery of income to the lender.According to the 

“Narasimham Committee Report (1991), those assets (overdraft/ cash credit) for which 

the interest remains   due   for a period of   four quarters (180 days)   should be 

considered  as   NPAs”. After, this timeframe got cut off and from March 1995 onwards 

NPA’s were considered as assets for which interest and principle remains unpaid for a 

period of 90 days. Thus, NPA holds an essential position  in the banking system as it 

seriously affects the profitability of the banks. The NPA can broadly be classified into 

Gross NPA and Net NPA. Here, Gross NPA refers to the quality of the loans offered by 

the banks, however, Net NPA refers to the actual burden of the banks  

In a nutshell, NPA was viewed as a threat by RBI & government of India from a remote 

perspective on the banking industry as a whole unlinked from the rest of the economy. 
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RBI views the banking industry’s average on a prominent basis which consists of the 

collection and organisation of the data collected via various institutions. 

Types of Non Performing Assets 

 Standard Assets: A type of asset in which the borrower is unable to make regular re-

payments on the allotted schedule. 

 Sub-Standard Assets: An asset which has been NPA for a duration of 12 months or 

lesser. In this asset the bank has to maintain it’s reserves at 15%. 

 Doubtful Assets: An asset which has been NPA for a period of 12 months or longer. 

 Loss Assets: An asset in which the bank has already identified the loss via internal or 

external auditor or by the central bank officers. Here, the amount has not been written 

off wholly or partly. 

 

2. Literature review: 

 

Namasivayam and 

Ranachandriaiah 

(2000) 

They both finalized that out of the total loan, the productive loan 

part had was opt in at a higher level by marginal farmers among 

non deafaulters and control groups who used these loans majorly 

for deepening and digging of wells. 

Samal (2002) Major drawbacks in the legal process like lack of proper legal 

framework for failure of payment of bank’s payable, deferred legal 

systems. 

Reddy, B. Rama 

Chandra and Reddy, 

S Vijayulu (2003) 

Here, new ultimatums came into play that were forcing the banks 

to venture new things with the same old adamant structure and 

system. What required is more managerial and administrative 

freedom to the management with commensurate and result 

oriented accountabilities. They stressed that the banks should 

move towards professional banking with requisite freedom to 

operate freely in the market within the regulatory and prudential 

framework prescribed by the Reserve Bank of India. 
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Sachin Agrawal and 

Kavita Agrawal 

(2006) 

Here, they both concluded that the reasons behind the diminishing 

rates of NPA’s were the legitimate policies undertook by the banks 

regarding the disposal of the loan, valuable chain of recovery, 

continuous and standardized way of working. 

Pach 

Malyadri(2011) in 

his research paper 

title “ A comparative 

Study on NPAs in 

India banking 

Industry” 

Analyze NPA in weaker sections of public Sector banks and 

private sector banks specifically in India . The study observed that 

there is increase in advances over the period of the study. 

However, the basis of analysis that there is significant 

improvement in the management of NPAs of the public sector 

banks in India. It is suggested that government should RBI for 

apliftment of public sector banks. PSBs should attempt to enhance 

the technology used and should prepare customer friendly policies 

and rules to tackle competition at both national and interntional 

level. 

Vighneswara Swamy 

(2013) 

A research was conducted that came up with the conclusion that 

private banks and foreign banks have a upper hand in terms of 

their efficiencies in better credit management in containing the 

NPAs, which indicates that bank privatization can lead to better 

management of default risk. These findings infer that better credit 

risk management practices need to be taken up for bank lending. 

Adequate attention should be paid to those banks with low 

operating efficiency and low capitalisation as also to 

macroeconomic cycles that appear to be playing some role in NPA 

management. The state owned banks need to be toned up with 

adequate measures to sharpen their NPA management practices. 

These findings assume crucial importance in view of the 

significance. It is summarised that Private Banks (both Old and 

New) and Foreign Banks appear to manage their NPAs efficiently. 

 

 

3. Research Methodology: 

The basic objective of the study is to analyses the impact of NPA on Profitability of 

banks.  
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Regression Equation: 

 Y= α + β1X1 + e  

Where;   

Y= Net profit of the banks 

X1 = Non-Performing Assets 

e = Error term  

β1 = Regression Coefficients  

  

Research Design:  

The present study is casual in nature, in this study the researcher attempted to study the 

effect of Non-Performing assets on profitability of banks. Along with this the study also 

tries to find out the impact of volume of Non-Performing assets on the profitability of 

banks with special reference to private sector banks.  

 

Data Collection Method:  

Secondary Data:  

To address the research question, in the study, we explored Gross NPA and Net Profit 

(2010-18) of the Private sector banks. The data is collected from the website of Money 

Control. 

Sources of data:  

Period of the Study:  

In the present study literature review has been considered for the past 8 years for the 

period of 2010-11 to March 2017-18. 

Objectives: 

To analyse the impact of NPAs on banks’ profitability. 

To analyse the impact of NPAs on banks’ performance. 

To find out the quantum of NPAs in private sector banks in India. 

Research Methods: 

The basic objective of the study is to analyses the effect Non-Performing assets on 

profitability of private sector banks. 
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Hypothesis: 

Ho1: there is no statistical significance between the Gross NPA and Profitability of the 

Banks.  

HA1: There is statistical significance between the Gross NPA and Profitability of the 

Banks. 

4. Data Analysis: 

Table No. 1 Private Banks - GROSS NPA (Figures in Rs Crores) 

 

Year/ 

Bank 
HDFC KOTAK INDUSLND AXIS YES 

2010-11 1,694.34 603.49 265.86 159.94 80.52 

2011-12 1,999.39 614.19 347.08 1,806.30 83.86 

2012-13 2,334.64 758.11 457.78 2,393.42 94.32 

2013-14 2,989.28 1,059.44 620.79 3,146.41 174.93 

2014-15 3,438.38 1,237.23 562.92 4,110.19 313.4 

2015-16 4,392.83 2,838.11 776.82 6,087.51 748.96 

2016-17 5,885.66 3,578.61 1,054.87 21,280.48 2,018.56 

2017-18 8,606.97 3,825.38 1,704.91 34,248.64 2,626.80 

 

Table No. 2 Net Profit- Private Sector Banks (Rupees in corer) 

 

Year/ 

Bank 
HDFC KOTAK INDUSLND AXIS YES 

2010-11 3,926.40 3305 577.33 3388.49 727.13 

2011-12 5,167.09 3928 802.61 4,242.21 976.99 

2012-13 6,726.28 4813 1061.18 5,179.43 1300.68 

2013-14 8,478.38 7,624.22 1408.02 6,217.67 1617.78 

2014-15 10,215.92 8,493.59 1793.72 7,357.82 2005.36 

2015-16 12,296.21 13,524.90 2,286.45 8,223.66 2,539.45 

2016-17 14549.64 15557.6 2867.89 3679.28 3330.1 

2017-18 17,486.73 17374.98 3605.99 275.68 4224.56 
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 Figure: 1 Private Banks - GROSS NPA (Figures in Rs Crores) 

 

 

 

Figure: 2 Private Banks - Net Profit (Rupees in corer) 

 

Table: 3 Regression Results (Impact of Gross NPA on profitability of private 

sector banks) 
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Source; Researcher’s Output 

 Table Number 3 shows the result of Regression Analysis where the Dependent 

Variable is Profitability of HDFC, Kotak, Axis, Yes and Indusland respectively and 

Non-Performing assets of the same are the independent variable.  R values of various 

banks are showing positive correlation between NPA and Profiability of the banks 

means If NPA increases Profit also increases. In case of HDFC, R-square of the 

analysis is coming out to be 0.931579749which shows that 93% variation in the profit 

of HDFC is being explained by the NPA whereas in case of Kotak, R-square of the 

analysis is coming out to be 0.969646079 which shows that 96% variation in the profit 

of Kotak is being explained by the NPA. This clearly shows that NPA impact 

Profiability of the banks. 

P value of the all the banks are below 0.05 which shows that there is significant 

relationship between Non-Performing Assets and Profitability of banks.  

5. Conclusion:  

This study used the regression analyses to find out the impact of Non-Performing 

Assets on the Profitability of banks. Null hypothesis is rejected, alternate is accepted. 

The study finds significant relationship between Non-Performing Assets and 

Profitability of banks.  

Limitations of the study: 

 The following are the limitations of the study:  

Bank 

R Value 

R Square 

Adjusted 

R Square 

F 

Statistics t Stat P-value 

HDF

C 

0.9651837

9 
0.93157974

9 

0.9201763

74 

0.0001027

72 

 

-

1.41200318

6 

0.0376502

64 

KOT

AK 

0.9847060

8 
0.96964607

9 

0.9645870

93 

8.84557-

06 

 

-

2.53415914

8 

0.0444296

14 

AXIS 

0.6774022

3 
0.45887378

1 

0.3686860

78 

0.0649344

85 

 

3.20737103

4 

0.0184279

8 

YES 

0.9534687

3 

0.90910262 

0.8939530

57 

0.0002431

61 

 

-

3.63140269

7 

0.0109467

82 

INDU

SLN

D 

0.9595023

44 0.92064474

9 

0.9074188

74 

0.0001610

44 

-

0.39030719

1 

0.0497896

72 
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a. Existence of limited resources of information in India.  

b. This study is purely based on secondary data and therefore the quality of the study 

depends purely upon the accuracy, reliability and quality of secondary data provided by 

Money control and various Banks.  

c. The study shall be limited to Gross NPA and Profitability else the possibility of study 

shall have been extremely broad. 
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