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PromptCorrectiveAction Norms

670. SHRIA.ARUNMOZHITHEVAN:

Willthe Ministerof FINANCEDbe pleased to state:

(@ whetherthe ReserveBank of India (RBI) has enforced lendingrestrictionson many
publicsector banks;

(b) if so, the detailsthereof;

() whetherthe RBI had released revised Prompt Corrective Action (PCA) norm:s
classifyingthe degree of riskintothree categories;and

(d) 1if so, the details thereof and the steps taken by the PSBs on the said directivesof
the RBI?

ANSWER

Minister of State in the Ministryof Finance
(SHRI SHIVPRATAPSHUKILA)

(2) and (b): Reserve Bank of India (RBI) has informed that under Prompt Correctiv
Plan, it has enforced lending restrictions on certain banks such as restriction on
expansion of high risk weighted assets, reduction in loan concentrationsto stressed
sectors, industriesor corporate,restrictionson fresh creditto unratedborrowersetc.

(c) and (d): The PromptCorrectiveAction (PCA) frameworkfor commercialbanks was
first prescribed,vide circulardated December21, 2002. This frameworkwas reviewedand
the revised PCA frameworkfor CommercialBanks was put in place on April13, 2017
makingit effective from Aprill, 2017.

The key areas for monitoringbanks under the revised PCA frameworkcontinueto be
capital,asset qualityand profitabilitywhile leverage is monitoredadditionallyas part of
PCA framework.The indicators tracked for capital, asset qualityand profitabilityare
CRAR/Commorequity Tier 1 ratio,Net NPA ratio and Returnon Assets respectively
Risk thresholds 1, 2 and 3 have been defined, breach of which, result in invocationof
PCA andcertainmandatoryand discretionaryactions.

The objectiveof the PCA frameworkis to facilitatethe banksto take correctivemeasures
includingthose prescribed by the Reserve Bank, in a timelymanner,in order to restore
their financial health. The frameworkalso provides an opportunityto the RBI to pay
focussed attentionon such banks by engaging with the management more closely in
those areas. The PCA framework with prescription of certain mandatory and
discretionaryactions, is thus, intended to encourage banks to eschew certain riskie:



activities and focus on conserving capital so that their balance sheets can become
stronger.

The banksunder PCA are subjected to close monitoringthroughmonthlymonitoringof
various financial metrics and quarterlymeetings of the top managementof the banks
withthe senior managementof RBI. The contmuousmomtormg,focussed attentionand
close engagement with the top managementof these banks is aimed at restoring the
financialhealth ofthe banks.

PSBs have reportedlytaken several initiativesso as to improvetheirrespective degree of
risk under Capitalratios,Net NPA and ROA.Some of the steps taken by PSBs include
inter alia, rationalisationof risk weights, establishmentof Stressed Asset Managemen
Verticals, review of NPA accounts and prompt action initiation for recovery for
restricting slippage, activation of Asset Recovery Management(ARM) branches
improvementin provision coverage ratio thereby improvingnet NPA ratio, increasing
CASA ratio, improving coverage of digital banking, initiating expenditure contro
measures, sale of non-core assets, explore the possibilityto sell its unused immovabl
propertiesto unblockits resources,focus on recovery etc..
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