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Introduction 
The Reserve Bank of India has been using CAMELS 

rating to evaluate the financial soundness of the 

Banks. The CAMELS Model consists of six 

components namely Capital Adequacy, Asset 

Quality, Management, Earnings Quality, Liquidity 

and Sensitivity to Market risk 

 

In 1988, The Basel Committee on Banking 

Supervision of the Bank for International 

Settlements (BIS) has recommended using capital 

adequacy, assets quality, management quality, 

earnings and liquidity (CAMEL) as criteria for 

assessing a Financial Institution. The sixth 

component, sensitivity to market risk (S) was added 

to CAMEL in 1997. However, most of the 

developing countries are using CAMEL instead of 

CAMELS in the performance evaluation of the FIs. 

The Central Banks in some of the countries like 

Nepal, Kenya use CAEL instead of CAMELS. 

CAMEL’s framework is a common method for 

evaluating the soundness of Financial Institutions.  

 

In India, the focus of the statutory regulation of 

commercial banks by RBI until the early 1990s was 

mainly on licensing, administration of minimum 

capital requirements, pricing of services including 

administration of interest rates on deposits as well as 

credit, reserves and liquid asset requirements. In 

these circumstances, the supervision had to focus 

essentially on solvency issues. After the evolution of 

the BIS prudential norms in 1988, the RBI took a 

series of measures to realign its supervisory and 

regulatory standards and bring it at par with 

international best practices. At the same time, it also 

took care to keep in view the socio-economic 

conditions of the country, the business practices, 

payment systems prevalent in the country and the 

predominantly agrarian nature of the economy, and 

ensured that the prudential norms were applied over 

the period and across different segments of the 

financial sector in a phased manner. 

 

Finally, it was in the year 1999 that RBI recognized 

the need  of  an  appropriate  risk  management  and  

issued guidelines to banks regarding assets liability 

management, management of credit, market and 

operational risks. The entire supervisory mechanism 

has been realigned since 1994 under the directions 

of a newly constituted Board for Financial 

Supervision (BFS), which functions under the aegis 

of the RBI, to suit the demanding needs of a strong 

and stable financial system. The supervisory 

jurisdiction of the BFS now extends to the entire 

financial system barring the capital market 

institutions and the insurance sector. The periodical 

on-site inspections, and also the targeted appraisals 

by the Reserve Bank, are now supplemented by off-

site surveillance which particularly focuses on the 

risk profile of the supervised institution. A process 

of rating of banks on the basis of CAMELS in 

respect of Indian banks and CACS (Capital, Asset 

Quality, Compliance and Systems & Control) in 

respect of foreign banks has been put in place from 

1999. 

 

Since then, the RBI has moved towards more 

stringent capital adequacy norms and adopted the 

CAMEL (Capital adequacy, Asset quality, 

Management, Earnings, Liquidity) based rating 

system for evaluating the soundness of Indian banks. 

The Reserve Bank’s regulatory and supervisory 

responsibility has been widened to include financial 

institutions and non-banking financial companies. 

As a result, considering the changes in the Banking 

industry, the thrust lies upon Risk - Based 

Supervision (RBS). The main supervisory issues 

addressed by Board for Financial Supervision (BFS) 

relate to on-site and off-site supervision of banks. 

  

Review of Literature 
Rituparna Das, (2002) performed a research on 

Managing the Risk of Non Performing Assets in the 

Small Scale Industries in India. In this article the 

researcher tries to seek a solution to the problem of 

NPA in the small scale industries under the present 

circumstances of banking and insurance working 

together under the same roof. What is stressed in this 

article is the pressing need of the small-scale 

entrepreneur for  becoming aware and  educated  in 
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modern business management holding a 

professional attitude toward rational decision 

making and banks have to facilitate that process as a 

part of the credit policy sold by them.  

 

Prashanth K. Reddy, (2002) in his research paper on 

the topic, “A comparative study of non performing 

assets in India in the Global context” examined the 

similarities and dissimilarities, remedial measures. 

Financial sector reform in India has progressed 

rapidly on aspects like interest rate deregulation, 

reduction in reserve requirements, barriers to entry, 

prudential norms and risk-based supervision. The 

study reveals that the sheltering of weak institutions 

while liberalizing operational rules of the game is 

making implementation of operational changes 

difficult and ineffective. Changes required to tackle 

the NPA problem would have to span the entire 

gamut of judiciary, polity and the bureaucracy to be 

truly effective. This paper deals with the experiences 

of other Asian countries in handling of NPAs. It 

further looks into the effect of the reforms on the 

level of NPAs and suggests mechanisms to handle 

the problem by drawing on experiences from other 

countries.  

 

U.N. Lakshman, (2003) in his study pointed out the 

reasons for NPA’s in Indian bank. He started the 

reasons could be, diversion of the bank fund, 

time/cost overrun while implementing the project, 

business failures like product failing to capture 

market, inefficient management, strained labor 

relations, old technology and product obsolescence, 

recession in some foreign countries and adverse 

exchange rate government policies toward excise, 

imports and exports , willful default frauds, 

misappropriations, deficiencies in the system of 

credit appraisal monitoring and follow up, delay in 

settlement/ subsidies. He further mentioned some of 

the methods to recover NPAs they are 

Recapitalization and asset reconstruction fund. He 

highlighted the steps taken 15 contain NPAs they are 

as following RBI stressed the need for credit 

appraisal and credit supervision since the basic 

problem is at lone decision stage, stressed the need 

to monitor stock and operation and end use 

statements, detailed guidelines have been issued to 

take steps to avoid sickness and also to nurse bake 

the align units, stressed the need to constitute 

recovery cells, NPA management departments and 

fixed recovery target for banking units, the debt 

recovery tribunal should depose off the issues within 

six months. 

 

Risk Management Practices in India 
Risk Management, according to the knowledge 

theorists, is actually a combination of management 

of uncertainty, risk, equivocality and error. 

Uncertainty - where outcome cannot be estimated 

even randomly, arises due to lack of information and 

this uncertainty gets transformed into risk (where 

estimation of outcome is possible) as information 

gathering progresses. As information about markets 

and knowledge about possible outcomes increases, 

risk management provides solution for controlling 

risk. Equivocality arises due to conflicting 

interpretations and the resultant lack of judgment. 

This happens despite adequate knowledge of the 

situation. That is why; banking as well as other 

institutions develops control systems to reduce 

errors, information systems to reduce uncertainty, 

incentive system to manage agency problems in 

risk-reward framework and cultural systems to deal 

with equivocality. 

 

Initially, the Indian banks have used risk control 

systems that kept pace with legal environment and 

Indian accounting standards. But with the growing 

pace of deregulation and associated changes in the 

customer’s behaviour, banks are exposed to mark-

to-market accounting. Therefore, the challenge of 

Indian banks is to establish a coherent framework 

for measuring and managing risk consistent with 

corporate goals and responsive to the developments 

in the market. As the market is dynamic, banks 

should maintain vigil on the convergence of 

regulatory frameworks in the country, changes in the 

international accounting standards and finally and 

most importantly changes in the clients’ business 

practices. Therefore, the need of the hour is to follow 

certain risk management norms suggested by the 

RBI and BIS. 

 

Conclusion 
The Basel Committee does not possess any formal 

supra-national supervisory authority, and its 

conclusions do not, and were never intended to, have 

legal force. Rather, it formulates broad supervisory 

standards and guidelines and recommends the 

statements of best practice in the expectation that 

individual authorities will take steps to implement 

them through detailed arrangements - statutory or 

otherwise - which are best suited to their own 

national systems (NEDfi Databank Quarterly, 

2004). In this way, the Committee encourages 

convergence towards common approaches and 

common standards without attempting detailed 

harmonization of member countries’ supervisory 

techniques. 

 

The Committee reports to the central bank 

Governors of the Group of Ten countries and seeks 

the Governors’ endorsement for its major initiatives. 

In addition, however, since the Committee contains 

representatives from institutions, which are not 

central banks, the decision involves the commitment 

of many national authorities outside the central 

banking fraternity. These decisions cover a very 

wide range of financial issues. 
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One important objective of the Committee’s work 

has been to close gaps in international supervisory 

coverage in pursuit of two basic principles - that no 

foreign banking establishment should escape 

supervision and the supervision should be adequate. 

To achieve this, the Committee has issued a long 

series of documents since 1975. 
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