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Introduction

According to RBI Master Circular, dated 1st July 2015, “An asset including a leased asset becomes non-
performing when it ceases to generate income for the bank”. Banks haveseveral options to handle NPA and
recover the dues that include one-time settlement, lok adalats, debt recovery tribunals, corporate debt
restructuring, SARFAESI act, assetreconstruction companies but NPA continues to increaseafter 2011, post
financial crisis of 2008, and the level of NPA reached an alarming stage in 2015-16 after implementation of
Asset Quality Review Mechanism in 2015 by RBI. Insolvency and Bankruptcy Code is introduced in 2016
by the government for easy resolution of NPA as earlier their was no proper bankruptcy code in India.

Insolvency and Bankruptcy Code 2016

When the debt owed to the creditors cannot be repaid then the legal status of such a person or an entity is
termed as bankruptcy. Mainly, the debtors initiate it. It is crucial to consider that bankruptcy is not akin to
insolvency. Bankruptcy is entirely for individual in countries like UK, However, insolvency proceeding like
liquidation are suitable for entities and companies. The insolvency and bankruptcy code, 2016 looks for
combining the existingstructure by making a single law for insolvency and bankruptcy.

Objectives of IBC
1.  To unify and revise all existing insolvency laws ofIndia.
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To clarify and quicken India’s insolvency and bankruptcy proceedings.

To resuscitate the company in the time frame.

Defending the creditors’ interest including company’s stakeholders.

To encourage entrepreneurship.

To get the required ease to creditors leading to theimproved credit supply in the economy.

To plan a fresh and timely recovery procedure that can be acquired by individuals, banks and other
financial institutions.

Nogakwh

Procedurelnitiation

The resolution process may be started off by the debtor or creditor once the default occurs. The decision
concerningthe future of the outstanding debt owed to creditors will be taken by a committee comprising of
the financial creditors. They might have a choice to either resuscitate the debt owedto them or they might sell
the debtors’ assets in order to repay the debt owed to them. The assets of the debtor can beliquidated in case
the decision is not taken in 180 days.

Liquidation
The liquidation process is handled by an insolvencyprofessional in case the debtor goes into liquidation. The
proceeds generated from selling of the assets of the debtors are given out in the already established order.

Table 1: List of amount recovered as percentage of amount involved through IBC
Year IBC

Percentage of total Percentage of total amount famount recovered as percent of
amount involved recovered amount involved

2017-18 3.7 12.2 49.6

2018-19 204 56.2 45.7

2019-20 [31.3 61.3 45.5

Source: RBI Reports

For NPA resolution, IBC has been proved to be most momentous reform. Since its inception it has recovered
largest percentage of amount involved. In 2019-20, the percentage was as high as 45.5 percent, which is way
larger than other recovery channels.

Recent steps taken by the government to handle NPA

Apart from the insolvency and bankruptcy code 2016,enacted for immediate insolvency
esolution of corporations, a lot of recent efforts were taken by banks toreduce NPA and re-
capitalize the banks. Indradhanushascheme which has seven components symbolic of arainbow, is planned
by the government following the measures suggested by PJ Nayak Committee to overcome the
challenges faced by public sector banks in 2015(Ministry of Finance, 14th Aug, 2015). The components
are: Appointments: For the smooth functioning of public sectorbanks and to keep a check on excessive
powerconcentration, the post of the managing director and chiefexecutive officer were separated.

= Bank Boards Bureau: Bank Boards Bureau (BBB) had replaced the public sector banks appointment
board. BBB gives banks advice on acquisitions, mergers, and on raising funds. BBB act as middlemen
and separate the functioning of public sector banks from the government.

= Capitalisation: Government planned to induce a capital of 70,000 by 2018-19 due to high NPA.

= De-stressing: Asset reconstruction companies were strengthened to check the stressed assets due to
issuesin the infrastructure sector.

=  Empowerment: Greater autonomy was provided in hiring manpower in public sector banks.

= Accountability: Banks assessment will be based on few qualitative and quantitative performance
indicators that include NPA management, initiatives for human resources, asset quality improvements,
financial inclusion growth, and diversification, etc.

= Governance reform: For resolving issues among government officials and bankers related to the
bankingsector, banker’s retreat or the Gyan Sangam conferences were organized.

RBI also launched scheme for Sustainable Structuring of Stressed Assets (S4A) in 2016, to handle the
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enormous amount of stressed assets in the corporate sector. The main aims of the scheme are:

1. Reinstate the credit flow to the important sectors of the economy along with reinstating the
infrastructure.

2. An opportunity for the reworking of financial structure was provided to restore the real state issues.

3. The focus of the scheme is to offer financial restructuring for large debt projects through allowing the
acquiring the stressed project equity to banks lender.

National Asset Reconstruction Co Ltd (NARCL) is established by the government as a bad bank to resolve
the non-performing assets and to reduce stress from the bank’s balance sheets (PIB, Ministry of Finance,
16th September 2021). NARCL is established for banks to remain focused on their key activities and to
prevent bank resources to be invested in failed loans. AMCs can dispose of assets efficiently when it is aptly
funded and have highly trained and professional people in the management (Klingebiel, 2000). The
operations of NARCL should be transparentand independent. Proper accountability should also be ensured
by the Government. Although the institution is owned by the government, but for managerial efficiency,the
staff should be outsourced.

Types of Non- Performing Assets
1. Gross NPAs
2. Net NPAs

Gross NPAs: Gross nonperforming assets (NPAs) are the total loan assets categorised as nonperforming
assets (NPAs) as of the Balance Sheet date, according to RBI criteria. The amount of gross nonperforming
assets (NPA) represents the quality of bank loans. All nonstandard assets, such as substandard, dubious, and
loss assets, are included in this category. The following ratio can be used to compute it: (RBI, Reserve Bank
of India, n.d.)

Gross NPAs Ratio = Gross NPA
Gross Advances

Net NPAs: Net nonperforming assets (NPASs) are those for which the bank has made the deduction of the
provision for NPAs. The net nonperforming assets (NPA) figure depicts the banks' true financial burden
because bank balance sheets in India contain a large number of nonperforming assets (NPAs). Moreover, the
process of decreasing and wiping off loans takes time. The provisions that banks must make providing for
NPAs under RBI standards are enormous. As a result, the gap between gross NPAs and net NPAs is fairly
large.

The RBI states the following procedure for computation of net NPAs:

Net NPA = Gross NPA - (Balance in Interest Suspense account

+ ECGC/DICGC claims received and held pending adjustment

+ Payment received in part and kept in suspense account + Total provisions held)

The Net NPAs Ratio can be calculated as follows: (RBI, Reserve Bank of India, n.d.)

Insolvency and Bankruptcy Code, 2016 (IBC)

In 2016, the Insolvency and Bankruptcy Code (IBC) was enacted which aims to resolve nonperforming
assets (NPASs) caused by corporate debtors.

When a corporate debtor fails on payments, the procedure of corporate insolvency resolution can be started
by a financial or operational creditor or the corporate debtor itself, according to Section 6 of the code. To
initiate a corporate Insolvency Resolution Process (IRP), an application is filed gainst a corporate debtor is
filed with the National Company Law Tribunal (NCLT). The NCLT determines if there is a default within 14
days of receiving the application, and if there is, the NCLT admits the application. The NCLT must present a
resolution plan within one hundred eighty days from the date on which application is submitted. This time
limit can be extended to a maximum of 90 days to guarantee a timely settlement, but not beyond that. The
NCLT, through its resolution professionals, works to defend and maintain the value of the corporate debtor's
property. In addition, in 2019, the code was revised, and a proviso was added to Section 12 requiring the
settlement procedure to be completed within 330 days. To avoid undue delays in the insolvency resolution
process, this change ensures that all stakeholders are on the same page. The delinquent firm's liquidation will
occur if no settlement plan is established within 330 days after the application's admission.
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RBI's guidelines for implementing the IBC on nonperforming assets (NPAs):

There was a lot of contention in the past, and the RBI released one circular in 2018. If the bank fails to
implement a resolution plan within a period of 180 days of the default, the RBI has mandated that all banks
and financial institutions with a loan exposure of more than Rs. 2000 Cr. launch a corporate insolvency
resolution plan against the defaulting entity. The circular required banks to recognize and classify
nonperforming assets as special mention accounts immediately, and institutions were required to inform RBI
and undertake the resolution plan even if they missed a single payment. The current mechanisms, such as
corporate debt restructuring and strategic debt reduction, have been withdrawn as a result of this circular.

Petition filed in response to the RBI’s 2018 circular

A serious problem was recognized with the single day default norm as stated in the circular. As a result,
complaints have been registered by the textile industry, the power industry, and others, alleging that it is
unreasonable and inequitable since it failed to meet a few conditions, such as framing a schedule of one
hundred eighteen days without considering the challenges encountered in other industrial zones.
Furthermore, no prior approval was obtained from the Central Government, as required by Section 35AA of
the Banking Regulation Act. In the event of a failure, the RBI can order any financial company to start an
IRP under Section 35AA of the Banking Regulation Act. Before releasing a circular under section 35AA,
however, it had to obtain permission from the central government. Consequently, this circular was found to
be in violation of section 35AA of the Banking Regulation Act by Supreme Court.

RBI’s New Circular

Two months after the Supreme Court rescinded the RBI 2018 Circular, which mandatorily required the Bank
to start the IRP even if there was a single day default. A revised circular was issued by the RBI in 2019 for
resolving nonperforming assets, giving financial institutions a thirty day period to categorise an account as a
nonperforming asset. Lenders will have complete authority to create and implement resolution solutions
under the new circular. It might begin the IBC procedure with a default of 30 days. The lenders must sign
the inter-creditor agreement, which establishes a majority decision-making criterion. The RBI also upped
the creditor approval percentage to 100%. Any decision reached by a lender representing 75% of the entire
outstanding credit facility's value and 60% of the total number of lenders must be binding on all other
lenders.

VIII. Summary of Findings

From the above regression results, it can be concluded that providing advances to borrowers has had a
significant impact on the NPAs. Two models were considered in this study. The results of Model 1 showed
that the Advances being given to borrowers has a significant impact on increase in NPAs in private.
However, PSBs have not shown a significant impact due to government policies. Model 2 showed that NPA
have significantly affected the profitability ratios.

There is a negative correlation between NPA and the profitability ratios which indicates that reduction in
NPAs will cause an increase in the profitability ratios. PSBs however did not show as much impact as the
private sector banks. From the above data and graphs, it can be clearly seen that NPAs were growing at a fast
rate due to the improper laws and the longer time period required to recover the assets before the
introduction of IBC and prompt corrective action taken by the government. Before the introduction of IBC,
NPA increased from Rs 6900 Cr in 2012 to 25000 Cr in 2016. This implied a need for the insolvency and
bankruptcy code passed in May 2016. Profitability of the banks measured using ratios such as ROA, ROE,
and NIM showed the same negative trend as the NPAs

The years following the introduction of IBC, Banks PSB took a hard hit in the last quarter of 2017-2018.
PSBs reported a loss of Rs 62000 Cr and increase in the NPA of around Rs 1.2 Lk Cr. This was due to the
higher requirement of provisions for the stressed asset. In the Fy 2018-19, the initiatives taken by the
government led to the change in trend in the NPAs. Public sector banks were the first to show a change in
trend. In the last quarters, GNPAs decreased from Rs 42500 Cr to Rs 41000 Cr which was a ray of light and
the start to a better economy. IBC resulted in bad loans of PSBs declining by over Rs 23000 Cr from Rs 9.62
Ik Cr in March 2018. The profitability ratios also showed a slight increase of about 0.1% between 2016-
2018.
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This study mainly focused on the impact of the insolvency and bankruptcy code of 2016 on the banking
industry of India especially the public and the private sector banks. Its objectives included the effects on the
banks pre and post era of IBC. It can be concluded that the introduction of IBC initially led to a shock in the
industry and caused a opposite impact than what it was aimed for. But the last financial year has seen a
change in trend due to the introduction of IBC. Also due to this the long-term effects are expected to show
the much-awaited results of the reduction of NPA levels in both public and private sector banks and increase
in the profitability of the banks. Hence IBC has had a positive impact and will continue to have it on the
banking sector of Indian and in turn the Indian Economy. Also, during the study, a few points of problem
were identified. These are that the rivals can purchase companies for a very small amount and in the absence
of a healthy competition, it can be a point of depression for the economy. Haircuts are still big, and banks
need money to cover these. Also, there is no guarantee that banks will have no build up for bad loans as there
is no mechanism in place to prevent it. A change in the policies to address these issues can make a huge
difference and can improve the quality of the code
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