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The Chairman and Managing Director/

Chief Executive Officer of

All Scheduled Commercial Banks

(Excluding RRBS)

Dear Sir,

NPA Management — Requirement of an Effective Mechanism and Granular Data

Please refer to the paragraph 100 (extract enclosed) of the Monetary Policy

Statement 2012-13 announced on April 17, 2012.

2. As mentioned therein, asset quality of banks is one of the most important
indicators of their financial health. However, it has been observed that existing MIS
on the early warning systems of asset quality, needed improvement. Banks are,
therefore, advised that they should review their existing IT and MIS framework and
put in place a robust MIS mechanism for early detection of signs of distress at
individual account level as well as at segment level (asset class, industry,
geographic, size, etc.). Such early warning signals should be used for putting in
place an effective preventive asset quality management framework, including a
transparent restructuring mechanism for viable accounts under distress within the
prevailing regulatory framework, for preserving the economic value of those entities

in all segments.

3. The banks’ IT and MIS system should be robust and able to generate reliable and

quality information with regard to their asset quality for effective decision making.
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There should be no inconsistencies between information furnished under
regulatory/statutory reporting and the banks’ own MIS reporting. Banks are also
advised to have system generated segment wise information on non-performing
assets and restructured assets which may include data on the opening balances,
additions, reductions (upgradations, actual recoveries, write-offs etc.), closing

balances, provisions held, technical write-offs, etc.

Yours faithfully,

(Deepak Singhal)
Chief General Manager-in-Charge



Extract from Monetary Policy statement of April 17, 2012
NPA Management — Requirement of a Strong Mechanism and Granular Data

100. The asset quality of banks is one of the most important indicators of their financial
health. It also reflects the efficacy of banks’ credit risk management and the recovery
environment. It is important that the signs of distress in all stressed accounts are detected
early and those which are viable are also extended restructuring facilities expeditiously to
preserve their economic value. During annual financial inspection (AFIs), it has been
observed that the restructuring facilities are not readily extended to small accounts. To
improve the banks’ ability to manage their non-performing assets (NPAs) and restructured
accounts in an effective manner and considering that almost all branches of banks have been
fully computerised, it is proposed:

o to mandate banks to put in place a robust mechanism for early detection of signs of
distress, and measures, including prompt restructuring in the case of all viable
accounts wherever required, with a view to preserving the economic value of such
accounts; and

o to mandate banks to have proper system generated segment-wise data on their NPA
accounts, write-offs, compromise settlements, recovery and restructured accounts.



