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Priority Sector Lending 
1. What are the different categories under priority sector? 

 Priority Sector includes the following categories: 

 (i) Agriculture 

 (ii) Micro, Small and Medium Enterprises 

 (iii) Export Credit 

 (iv) Education 

 (v) Housing 

 (vi) Social Infrastructure 

 (vii) Renewable Energy 

 (viii) Others 
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NPAs and Stressed Assets 
• They are the bad loans of the banks.  

• Criteria has changed from time to time 

• Since 2004 RBI has standardized the process of declaring NPAs 

based upon international standards.  

• As per the definition a loan is considered NPA if it has not been 

serviced for one term (i.e., 90 days).  

• This is known as ‘90 day’ overdue norm.  

• Agricultural advances whose interest or principal installment 

payments remain overdue for two crop/harvest seasons for short 

duration crops or overdue one crop season for long duration crops 
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Classification 

NPAs were classified into three types: 

• Sub-standard NPA: remaining NPAs for less than or equal to 

12 months; 

• Doubtful NPA: remaining NPAs for more than 12 months; and 

• Loss Assets: where the loss has been identified by the bank 

or internal/external auditors or the RBI inspection, but the 

amount has not been written off. 
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Recent Upsurge in NPAs 

• Reserve Bank of India's Financial Stability Report, released in January 

this year, showed that gross non-performing assets (NPAs) of banks 

may rise to 13.5 per cent by September 2021 

• Economic Survey 2019-20 says that the Gross NPA ratio of SCBs 

remained static @ 9.1 per cent between March and September 2019.  

• The PSBs are worst affected by NPA crisis 

• These NPAs have hit the general credit expansion  

• Insolvency proceedings have helped the banks to recover around 

₹1.58 lakh crore by December 2019,  

• Hair cuts in the valuation of the assets have been also very high. 
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• Global and Domestic  Changes 

• Macro-economic Instabilities  

• Slowdown in economies 

• Red tapism and delay in project approvals resulting into high cost 

over-runs.  (impacts loan servicing capability of the borrowers ) 

• Aggressive lending to high corporate leverage. 

• High incidences of ‘wilful defaults’. 
• Loan frauds. 

• Corruption and collusion in the banking institutions. 
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Reasons of NPAs 



• RBI has implemented various schemes for addressing the 

problems of NPA 
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Resolution of the NPAs 



5/25 Refinancing: 

• Revival of stressed assets in the infrastructure sectors and 8 

core industries.  

• Lenders were allowed to extend the tenure of loans to 25 years 

with interest rates adjusted every 5 years,  

• Helped to improve the credit profile and liquidity position of 

borrowers,  

• Banks can also maintain clean loan books  

• It aimed to reduce the provisioning costs against NPAs.  

• Longer amortization might result into ever-greening of loans  

• Ultimately the burden got shifted to future 
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• ARCs were introduced under the SARFAESI Act (2002),  

• Specialized agencies to resolve the burden of NPAs.  

• Majority of them are Private organisation 

• Hence want loans at cheap prices   

• Banks were not interested in such sales 

• Since 2014 ARCs were directed to pay higher fee for their 

purchases, hence only 5% of NPAs cases were resolved 

ARCs (Asset Reconstruction Companies): 



SDR (Strategic Debt Restructuring): 

• Since 2015 RBI, this scheme provide an opportunity to banks to 

convert debt of companies  

• This applies to those companies whose stressed assets were 

restructured but which could not finally fulfil the conditions 

attached to such restructuring  

• The equity will be converted to 51 per cent equity  

• Further they will be sold to the highest bidders—ownership 

change takes place in it.  

• By end-December 2016, only 2 such sales had materialized, 

because of financial viability 
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AQR (Asset Quality Review): 



S4A (Scheme for Sustainable Structuring 

of Stressed Assets) 
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• Since June 2016, a restructuring agency is hired by Bank 

to decide sustainable and unsustainable component of 

stressed debt  

• The unsustainable component is converted into equity and 

preference shares.  

• Different from the SDR arrangement 

• This process involves no change in the ownership of the 

company. 
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PUBLIC SECTOR ASSET 

REHABILITATION AGENCY (PARA) 

• The Economic Survey 2016-17 called for a need to set up a 

government-owned asset reconstruction company, PARA. 

• PARA will resolve the twin balance sheet problems  

• PARA will deal with TBS cases 

• Idea taken from South East Currency Crises of mid-1990s.  
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What is TBS 

• The Economic Survey of 2015-16 recognized a key issue 

called ‘the twin balance sheet’ problem. 

• Both Banks and Corporates balance are in bad condition i.e 

overleveraged and distressed private companies and the 

rising NPAs in Public Sector Bank balance sheets. 

• India has been fighting with its twin balance sheet (TBS) 

problem since global financial crisis. 

• Correcting it is important because it is discouraging private 

investment in the country and hence growth in all sectors. 
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Why PARA 
• It’s not just about banks, it’s a lot about companies 

• It is an economic problem, not a morality play. 

• The stressed debt is heavily concentrated in large 

companies 

• Many of these companies are unviable at current levels of 

debt requiring debt write downs in many case 

• Banks are finding it difficult to resolve these cases, despite 

a proliferation of schemes to help them 

• Delay is costly 

• Hence we may require a PARA 
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Benefits of PARA  

• Centralized Agency 

• Effective Coordination 

• Speedy Resolution 

• Recoveries within a defined time period 
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Benefits of PARA  

• Recoveries within a defined time period 

• It would purchase specified loans from banks and then work 

them out, depending on professional assessments of the 

value-maximising strategy. 

• Once the loans are off the books of the public sector banks, 

the government would recapitalise them, thereby restoring 

them to financial health. 

• Similarly, once the financial viability of the over-indebted 

enterprises is restored, they will be able to focus on their 

operations, rather than their finances. 
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Is PARA the Bad Bank 



Insolvency 
• High NPAs 

• Twin Balance Sheet problem 

• Lenders and borrowers have been going through expensive 

procedure on insolvency (financially and time) 
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Insolvency and Bankruptcy Code, 2016 

• Code has been effective till date 

• It has a backing of judicial insolvency 

• prescribes strict time limits for various procedures under it.  

• The benches have large inflow of cases  

• They have been doing Corporate Insolvency Resolution 
Process efficiently  

• Appellate courts, NCLAT, High Courts and the Supreme 

Court have also disposed appeals quickly and decisively. 
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Corporate Insolvency Resolution 

Process 
• Corporate Insolvency Resolution Process (CIRP) is a 

recovery mechanism for creditors.  

 

• If a corporate becomes insolvent, a financial creditor, an 

operational creditor, or the corporate itself may initiate CIRP. 

 

• In the CIRP, the Committee of Creditors (CoC) invites 

resolution plans from resolution applicants and can select 

any feasible plan for resolution 
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• an undischarged insolvent; 

• a wilful defaulter; 

• a borrower whose account has been identified as a non-

performing asset for over a year and who has not repaid the 

amount before submitting a plan; 

• a person convicted of an offence punishable with two or more 

years of imprisonment; 

• a person disqualified as a director under the Companies Act, 

2013; 
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Who cannot give resolution plan 



• a person prohibited from trading in securities; 

• a person who is the promoter or in the management of a 

company which has indulged in undervalued, preferential, or 

fraudulent transactions; 

• a person who has given guarantee on a liability of the 

defaulting company undergoing resolution or liquidation, and 

has not honoured the guarantee; 

• a person who is subject to any of the above disabilities in any 

jurisdiction outside India 
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• Section 10A: It has now been stipulated that no application for a CIRP 

can be filed for any default arising on or after March 25 (when 

lockdown began) for six months or such further period as may be 

notified for this purpose.  

• However, this facility cannot exceed one year, according to the 

ordinance.  

• the corporate insolvency process initiation suspension facility will not 

be available for debt defaults committed prior to March 25. 

 



3 important Amendments in the Code 

• Section 29A was amended which deals with the provision 

introduced to bar promoters from bidding for their own 

companies.  

• So that defaulters can be prevented from regaining control 

of their companies at a cheaper value. 

• Section 12A was amended to provide creditors option to 
withdraw insolvency application within 30 days of filing the 

petition.  

• Also, home buyers shall be treated as financial creditors. 
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• 3rd amendment primarily focuses upon the Corporate Debtor 

• It ensures timely admission and completion of the resolution 

process.  

• The amendment ensures that 14 days period deadline given to 

the NCLT for admitting or rejecting a resolution application shall be 

strictly adhered to.  

• The amendment further specifying the mandatory time frame of 

330 days to complete the Corporate Insolvency Resolution 

Process (CIRP) without exception. 

• The Government will facilitate by making a resolution plan binding 

on the Central Government, State Governments or a local 

authority to whom debt in respect of payment of dues is owed. 
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• In 3 years performance has been satisfactory  

• The resolution under IBC has been much higher as 

compared to other processes.  

• The amount recovered as a percentage of amount involved 

in 2017-18 and 2018-19 has been much higher as compared 

to Lok Adalat, DRTs, etc.  

• Average time earlier was about 4.3 years. 

Performance of the Code 



SARFAESI Act, 2002 

• For wilful defaulters the Securitisation and Reconstruction of 

Financial Assets and Enforcement of Security Interest (SARFAESI) 

Act, 2002. 

• Banks got power with regard to NPAs Banks/FIs having 75 per cent 

of the dues owed by the borrower can collectively proceed 

• The Act prescribes a procedure for faster recovery of dues.  

• It allows secured creditors to take possession of the assets of a 

borrower who fails to pay dues within 60 days of demanding 

repayment.  

• It enables banks to reduce their non-performing assets by adopting 

measures for recovery or reconstruction. 
38 
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Who is a Wilful Defaulter 
• The RBI defines a borrower as a ‘wilful defaulter’ if the 

company has not met repayment obligations despite having 

the capacity to do so. 

• While a ‘wilful default’ tag does not necessarily imply wrong-

doing on the part of the promoters, the classification is also 

used while referring to loan fraud cases,  

• where the borrower has diverted the loan for purposes other 

than those initially stated. 

• the default amount needs to be at least ₹25 lakh to be included 

in the category of wilful defaults. 

• Wilful defaulters faces the following restrictions 
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Who is a Wilful Defaulter 

• They are Barred from participating in the capital market. 

• They Barred from availing any further banking facilities and 

to access financial institutions for five years for the purpose 

of starting a new venture. 

• The lenders can initiate the process of recovery with full 

vigour and can even initiate criminal proceedings  

• The lending institutions may not allow any person related to 

the defaulting company to become a board member of any 

other company as well. 
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Capital Adequacy Ratio 



Why Capital Adequacy Ratio Norm 

44 

• Banks are at high exposure 

• Banks Lifeline of Economy 

• Complete payment system is dependent upon them 

• Hence Shock absorbers for banks  
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Shock absorbers  

• Cash Reserve Ratio 

• Statutory Liquidity Ratio 

• Capital Adequacy Ratio 
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CAR 

• last provision to emerge in the area of Bank regulation 

 

• Developed in 1988 by central banking bodies of the 

developed economies  

 

• It is also known as the Basel Accord 
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What is CAR 

• The capital adequacy ratio (CAR) is a measurement of a 

bank's available capital expressed as a percentage of a 

bank's risk-weighted credit exposures.  

• The capital adequacy ratio, also known as capital-to-risk 

weighted assets ratio (CRAR), is used to protect 

depositors and promote the stability and efficiency of 

financial systems around the world.  
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Tier-I capital or core capital, 

• It consists of equity capital, ordinary share capital, intangible 

assets and audited revenue reserves.  

• Tier-1 capital is used to absorb losses and does not require a bank 

to cease operations.  

• Tier-1 capital is the capital that is permanently and easily available 

to cushion losses suffered by a bank without it being required to 

stop operating.  

• A good example of a bank’s tier one capital is its ordinary share 

capital. 
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Tier – 2 Capital 

• It comprises unaudited retained earnings, unaudited 

reserves and general loss reserves.  

• This capital absorbs losses in the event of a 

company winding up or liquidating.  

• Tier-2 capital is the one that cushions losses in case the 

bank is winding up, so it provides a lesser degree of 

protection to depositors and creditors.  

• It is used to absorb losses if a bank loses all its Tier-1 

capital. 

https://www.investopedia.com/terms/w/windingup.asp
https://www.investopedia.com/terms/w/windingup.asp
https://www.investopedia.com/terms/w/windingup.asp
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Tier – 2 Capital 

• The Tier 1 capital for a bank is its core capital and includes 

items that will you traditionally see on a Bank’s balance 

sheet.  

• The Tier 2 capital, is a supplementary type and mostly 

includes all the other forms of a bank’s capital which include 

undisclosed reserves, revaluation reserves, hybrid 

instruments, and subordinated term debt.  

• A bank’s total capital is the sum of Tier 1 and Tier 2 capital. 

 

https://www.wallstreetmojo.com/tier-2-capital/
https://www.wallstreetmojo.com/tier-2-capital/
https://www.wallstreetmojo.com/tier-2-capital/
https://www.wallstreetmojo.com/tier-2-capital/
https://www.wallstreetmojo.com/tier-2-capital/
https://www.wallstreetmojo.com/tier-2-capital/
https://www.wallstreetmojo.com/tier-2-capital/
https://www.wallstreetmojo.com/bank-capital/
https://www.wallstreetmojo.com/bank-capital/
https://www.wallstreetmojo.com/bank-capital/
https://www.wallstreetmojo.com/subordinated-debt/
https://www.wallstreetmojo.com/subordinated-debt/
https://www.wallstreetmojo.com/subordinated-debt/
https://www.wallstreetmojo.com/subordinated-debt/
https://www.wallstreetmojo.com/subordinated-debt/
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Tier  - 3 Capital 

• Tier 3 capital is tertiary capital, which many banks hold to 

support their market risk, commodities risk, and foreign 

currency risk, derived from trading activities.  

• Tier 3 capital includes a greater variety of debt than tier 

1 and tier 2 capital but is of a much lower quality than either 

of the two.  

• Under the Basel III accords, tier 3 capital is being 

completely abolished. 

https://www.investopedia.com/terms/t/tier1capital.asp
https://www.investopedia.com/terms/t/tier1capital.asp
https://www.investopedia.com/terms/t/tier1capital.asp
https://www.investopedia.com/terms/t/tier2capital.asp
https://www.investopedia.com/terms/t/tier2capital.asp
https://www.investopedia.com/terms/t/tier2capital.asp
https://www.investopedia.com/terms/t/tier2capital.asp
https://www.investopedia.com/terms/t/tier2capital.asp
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Basel III Provisions 

 • improve the banking sector’s ability to absorb shocks 

arising from financial and economic stress, whatever the 

source be; 

 

• improve risk management and governance; and 

 

• strengthen banks’ transparency and disclosures. 
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Basel III Compliance of The PSBs & RRBs 

• The Basel III norms stipulated a capital to risk weighted assets of 

8%. 

• However, as per RBI norms, Indian scheduled commercial 

banks are required to maintain a CAR of 9% while Indian 

public sector banks are emphasized to maintain a CAR of 

12%. 

• As per the latest Economic Survey 2019–20, by September, the 

capital to risk-weighted asset ratio (CRAR) of the scheduled 

commercial banks (SCBs) was 12.8 per cent (it was 13.9 per cent 

by March 2018)—largely due to an improvement among the 

PVBs (private sector banks). 
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What is Prompt Corrective Action (PCA)? 

• PCA is a framework under which banks with weak financial 

metrics are put under watch by the RBI. 

• The RBI introduced the PCA framework in 2002 as a structured 

early-intervention mechanism for banks that become 

undercapitalised due to poor asset quality, or vulnerable due to 

loss of profitability. 

• It aims to check the problem of Non-Performing Assets (NPAs) in 

the Indian banking sector. 

• PCA is intended to help alert the regulator as well as investors 

and depositors if a bank is heading for trouble. 
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What is Prompt Corrective Action (PCA)? 

• Essentially PCA helps RBI monitor key performance indicators of 

banks, and taking corrective measures, to restore the financial 

health of a bank. 

• The PCA framework deems banks as risky if they slip some 

trigger points - capital to risk weighted assets ratio (CRAR), 

net NPA, Return on Assets (RoA) and Tier 1 Leverage ratio. 

• The PCA framework is applicable only to commercial banks and 

not to co-operative banks and non-banking financial companies 

(NBFCs). 
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Q1. Consider the following statements with regard to the Statutory 
Liquidity Ratio (SLR)  

 1. It is the reserve requirement that commercial banks are 

required to keep in RBI in cash 

 2. It has to be maintained at the close of business on every day 

 3. Like CRR, banks earn some amount of interest on SLR 

investment also 

 Select the INCORRECT statements using the codes given below 

 (a) 1 and 2 

 (b) 1 and 3 

 (c) 2 and 3 

 (d) None of the above 
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B 

Statements 1 and 3 are incorrect.  

• SLR: It is the share of Net Demand and Time Liabilities that a bank is 
required to maintain safe and liquid assets, such as government 

securities, cash, and gold. 

• SLR is the amount of money that is invested in certain specified 

securities predominantly central government and state government 
securities. 

• Statement 1: This is not kept with RBI but with banks themselves. 

• Statement 3: The banks earn some amount of interest on SLR 

investment as against CRR where it earns zero. 

• In March 2020, the SLR was at 18.25 per cent of the NDTL of the 

banks.  
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Q2. With regard to the Government Security (G-Sec), consider the 

following statements 

 1. It is a tradable instrument and can be issued by both the Central 

Government and the State Governments 

 2. These can be short term as well as long term 

 3. To increase money supply in the economy, RBI purchases 

government securities  

 Select the CORRECT statements using the codes given below 

 (a) 1 and 2 

 (b) 1 and 3 

 (c) 2 and 3 

 (d) 1, 2 and 3 
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D 

 

All the statements are correct.  

• A Government Security (G-Sec) is a tradable instrument issued by the Central 
Government or the State Governments. 

• Such securities are short term (usually called treasury bills, with original 
maturities of less than one year- presently issued in three tenors, namely, 91 
day, 182 day and 364 day) or long term (usually called Government bonds or 
dated securities with original maturity of one year or more). 

• In India, the Central Government issues both, treasury bills and bonds or dated 
securities while the State Governments issue only bonds or dated securities, 
which are called the State Development Loans (SDLs). 

• G-Secs carry practically no risk of default and, hence, are called risk-free gilt-
edged instruments. 
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Q4 Which of the following is/are the similarities between the Payment 
Banks and Small Finance Banks? 

 1. Minimum capital required for both is Rs. 100 crore  

 2. Both require to establish 25% of branches in unbanked areas 

 3. Foreign shareholding is allowed in both banks 

 Select the CORRECT answer using the codes given below 

 (a) 1 Only  

 (b) 1 and 2 

 (c) 2 and 3 

 (d) 1, 2 and 3 
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D 
•  All the statements are 

correct. 
• Differentiated banks are 

banking  institutions licensed 
by the RBI to  provide specific 

banking services  and 
products.  

 
• Differentiated banks licensing 

was  launched in 2015. The 
differentiated  banks are of 

two types- payment banks 
and small finance  banks. 
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Q4. Which of the following statements is incorrect about Chit 

Funds in India? 

 (a) It is regulated under the Central Chit Funds Act, 

1982  

 (b) These are included in the definition of NBFCs by the 

RBI  

 (c) RBI has laid out a separate regulatory framework for 

them 

 (d) None of the above 
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C 

• Chit fund business is regulated under the Central Chit 
Funds Act, 1982 and the rules framed under this Act by the 

various state governments for this purpose.  

• Functionally, chit funds are included in the definition of 

NBFCs by the RBI under the sub-head miscellaneous non-

banking company(MNBC).  

• Statement c: Both RBI and Central Government have not 

laid out any separate regulatory framework for them.  
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Q5. Consider the following statements with regard to the Sovereign 
gold bond 

 1. These are issued by the RBI on behalf of the government of 

India 

 2. Bonds have a tenure of eight years without an exit option 

 3. Investors can buy these bonds through designated 

scheduled commercial banks, Small Finance Banks and 
Payment Banks 

 Select the CORRECT statement(s) using the codes given below 

 (a) 1 Only 

 (b) 1 and 2 

 (c) 2 and 3 

 (d) 1, 2 and 3 
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A 
Only statement 1 is correct.  

• Sovereign gold bonds are issued by the RBI on behalf of the 
government. They are government securities denominated in grams 

of gold. They are substitutes for holding physical gold. 
• Investors have to pay the issue price in cash and the bonds will be 

redeemed (bought back by the issuer) in cash on maturity. 
• Statement 2: Sovereign gold bonds have a tenure of eight years, 

with exit options are available from the fifth year. 
• Statement 3: Investors can buy these bonds through designated 

scheduled commercial banks (except Small Finance Banks and 
Payment Banks), Stock Holding Corporation of India Limited, and 

designated post offices. 
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