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Abstract

The decline of bad loan ratios in the Indian banking system has revived an historical inquiry regarding expedited
enforcement of secured creditor rights and its true legal consequences. This Article attempts to address this inquiry.
It conducts narrowly focused legal research of the relevant statutes, Supreme Court commentary, and recent
developments in the banking sector. This inquiry particularly focuses on Non-Performing Assets and argues that the
decline can be attributed to the Securitisation and Reconstruction of Financial Assets and Enforcement of Security
Interest Act, 2002, regulatory signals, or be justified by developments in the banking sector completely unrelated to
this legislation. This research concludes that SARFAESI has evolved as a sustainable recovery mechanism, allowing
secured creditors to sidestep the lengthy and time consuming adjudication process, and has been insulated from
normal judicial scrutiny. Existing data further indicate that downward trends in Non-Performing Assets signify a
broader restructuring framework, incorporating recoveries under the Insolvency and Bankruptcy Code, write-offs,
provisioning, increased scrutiny, and revised credit ceilings. SARFAESI, in this context, is neither a mere signpost
nor a total answer. Its greatest contribution is the formulation of a credible enforcement mechanism that has
controlled and influenced recovery related efforts, even though recoveries have not occurredd within the confines of

this legislation.
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1.1 INTRODUCTION

The existing state of India's banking system has interpreted the problem of impaired credit as more than just an
accounting problem. High levels of Non-Performing Assets compromise their profitability, tie up capital with
unproductive resources, create distortion with lending, and spread uncertainty from a borrower's balance sheet to the
entire credit market. With the introduction of the Securitisation and Reconstruction of Financial Assets and
Enforcement of Security Interest Act, 2002, a solution was provided to the previously discussed problem by allowing
secured creditors to have preference in enforcement of their security outside of the normal civil court process, with
some statutory protections and a limited scope of adjudication by the Debt Recovery Tribunal. *

After two decades, the situation has drastically changed. Public Sector Banks have witnessed a rapid decline in gross
Non-Performing Assets, with the gross Non-Performing Assets ratio declining from 9.11 percent as of 31 March
2021, to 2.58 percent as of 31 March 2025. At the system level, the gross bad-loan ratio of forty-six banks was 2.3
percent in March 2025, which was very near to multi-decade low figures. While these figures are informative, they
make the doctrinal question more complex. Falling ratios do not provide information as to which law, policy,
accounting treatment or institutional behaviour, caused these ratios to decline.®

This Article concludes that a composite explanation is best. Using doctrinal legal research, this paper examines the
statutory structure of SARFAESI, the Supreme Court's views on creditor remedies, and recent banking statistics on
recoveries and asset quality. This Article's main argument is that SARFAESI has significant explanatory power as a
recovery mechanism and as a regulatory signal, but the decline in Non-Performing Assets cannot be credited solely
to the Act. One must consider along with SARFAESI the effects of prudential supervision, the Insolvency and
Bankruptcy Code, 2016, write-offs, provisioning, and the more recent reforms in credit governance.*

1.2 THE STATUTORY ARCHITECTURE OF THE SARFAESI REGIME

A legitimate explanation of the decrease in stressed assets must consider the legal framework of SARFAESI. This
Act does not just create a new procedural remedy, but re-arranges the sequencing, the leverage, and the institutional
context of secured creditor enforcement. These design choices, along with the Act, prescribe outcomes of recovery
and influence the behaviour of borrowers.

1.2.1 Legislative Purpose and Institutional Design

Prior to SARFAESI, banks mainly depended on conventional civil processes and the 1990s debt recovery system,
but recovery was still slow, and processes remained fragmented and liable to value erosion from protracted litigation.
Enacted in this context, the statute sought to promote the securitization and restructuring of financial assets and
strengthen the ability of banks and financial institutions to manage defaulted assets, responding primarily to the
needs of creditors, while also addressing the problems of default.®

The Act is of structural significance because it allows enforcement once an account has been classified as a Non-
Performing Asset, sanctions measures against secured assets and interests of management, and provides for the

recognition of Asset Reconstruction Companies as specialized entities for the transfer and resolution of stressed

1 The Securitisation and Reconstruction of Financial Assets and Enforcement of Security Interest Act, 2002 (Act 54 of 2002),
ss. 13, 17.

2 Reserve Bank of India, "Financial Stability Report" (June, 2025).

3 Ministry of Finance, " Gross NPAs Reduce from 9.11% to 2.58% from March 2021 to March 2025" (Department of Financial
Services, July, 2025).

4 Reserve Bank of India, "Report on Trend and Progress of Banking in India 2023-24" (December, 2024).

5 Awtar Singh, Law of Banking and Negotiable Instruments 206 (Eastern Book Company, Lucknow, 9" edn., 2020).

& Mohan Lal Tannan and Rajesh Narain Gupta, M L Tannan Banking Law and Practice in India 143 (LexisNexis, Gurgaon,

27 edn., 2017).
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assets. It is, therefore, of institutional significance because it integrates private enforcement, provision of
administrative assistance, and review by a tribunal in one system, as opposed to the requirement that creditors must
act cumulatively in sequential order across a number of civil forums.’

1.2.2 Enforcement Without Prior Adjudication

SARFAESI practical strength comes from allowing enforcement without prior judicial adjudication. A secured
creditor may choose to enforce Section 13(4) after sending a demand notice under Section 13(2) and acting upon the
notice. This includes taking possession of the secured asset, intervening in the management, and initiating the sale.
Further, Section 14 allows an application to the Chief Metropolitan Magistrate or the District Magistrate to facilitate
possession when state assistance is needed. The Security Interest (Enforcement) Rules 2002 provide the framework
for enforcement through valuation, notice, and sale.®

This system does not eliminate legal control altogether, but shifts control to a subsequent stage. The primary
safeguard for the borrower is the ability to file a Section 17 application with the Debt Recovery Tribunal, where the
creditor's action may be deemed unlawful and possession may be ordered to be restored. The design purposefully
balances speed and enforceability at the front, while review of legality is shifted to a specialized post-enforcement
forum.®

1.2.3 Relationship with Prudential Regulation

That structure is important because the Act presumes that there has been an earlier regulatory assessment regarding
impairment. According to the Reserve Bank of India's prudential guidelines regarding income recognition,
classification, and provisioning, an account does not become a Non-Performing Asset (NPA) simply because of a
unilateral legal declaration under the SARFAESI Act. The law of enforcement and the law of prudence thus operate
in a hierarchy, with classification and concomitant enforcement of extraordinary recovery powers.*

The linkage of classification of Non-Performing Assets with the invocation of extraordinary recovery powers has a
basis in empirical work that has been done in the Indian banking context. Such work has shown that Non-Performing
Assets are correlated with not only efficiency loss in the banking system but also stress in the system as a whole. For
this reason, SARFAESI should not be interpreted as a stand-alone solution to the problem of Non-Performing Assets,
but rather as one element in a complex regulatory framework that consists of provisioning, stressed asset and
resolution, asset reconstruction and insolvency.'**?

This is also analytically important because sequencing of classification prudently constrains lender behaviour before
the enforcement statute is ever called upon. Banks that defer the recognition of stress, under-provision, or repeatedly
restructure weak exposures that are not supported by a credible assessment of restructuring viability, erode the later
usefulness of SARFAESI. Thus, the law's effectiveness in recovery is predicated on classification, timely
provisioning, and a supervisory insistence on early recognition of impairment. This ensures that security interests

retain real value. In this regard, SARFAESI is another case of law at work in recovery, and prudential supervision is

" Rajendra Kumar Srivastava, Srivastava’s Commentaries on Securitisation and Debt Recovery Laws 118 (Law Publishers
(India) Pwvt. Ltd., Allahabad, 8" edn., 2014).

8 The Security Interest (Enforcement) Rules, 2002, rr. 8, 9.

® Syamjith Parakkott, An Exploration of the SARFAESI Act: Practical Insights 89 (Routledge, London, 1% edn., 2024).

10 Reserve Bank of India, "Master Circular - Prudential Norms on Income Recognition, Asset Classification and Provisioning
Pertaining to Advances" (July, 2014).

11 V.G. Ramachandran, Law of Debt Recovery in India: Including SARFAESI, DRT and Insolvency Code 156 (EBC Publishing
Pwt. Ltd., Lucknow, 4" edn., 2021).

12 K Hafsal, Anandarao Suwvari, et.al., "Efficiency of Indian Banks with Non-Performing Assets: Evidence from Two-Stage

Network DEA", 6 Future Business Journal 26 (2020).
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not external to SARFAESI. Rather, it impacts the ability of SARFAESI to function as a recovery law in the strict
sense.®

1.3 JUDICIAL CONSTRUCTION OF CREDITOR REMEDIES

The statutory language does not offer a full explanation of SARFAESI present day strength. Its operational
significance is the result of a continuous and consistent line of Supreme Court rulings that have upheld the statute,
restricted collateral challenges, and increased finality in execution and sale. Thus, Judicial Doctrine's contribution is
of paramount significance in recovery, and real right enforcement, from the perspective of legislative intent.*

1.3.1 Constitutional Validation and Procedural Fairness

In Mardia Chemicals Ltd. v. Union of India®, the Supreme Court maintained the fundamental constitutional validity
of SARFAESI and acknowledged that the statute must retain some degree of procedural fairness. This decision is
important as it recognized the legislature's concerns regarding the delay and deterioration of recovery, but still
considered post-measure tribunal review as necessary for the legitimacy of accelerated enforcement. The Court
validated the creditor-centric design but stopped short of transforming it into an unreviewable legal power.

In Transcore v. Union of India and Another®, the Court held that the SARFAESI remedy and the debt-recovery
legislation are complementary and, therefore, not contradictory. This holding matters because it demonstrates the
Court's rejection of the secured creditor's preference for a single route. The Court then characterized SARFAESI as
a supplemental remedy improving the recovery framework. This interpretation appears to support the argument that
SARFAESI enhanced the creditor's recovery options even if creditors relied on other, concurrent, institutional
mechanisms.

1.3.2 Alternate Remedy and Restraint of Writ Jurisdiction

The second instance of judicial development centres around forum discipline. In United Bank of India v. Satyawati
Tondon and Others"’, the Supreme Court cautioned the High Courts on interfering regularly under Article 226 of the
Constitution when SARFAESI, itself, has an effective, specialized remedy. The greater significance of the case is of
the institutional variety. If the borrowers are able, with relative ease, to dislodge the statutory remedy by way of a
constitutional challenge, the statutory scheme's promise of speed is, in reality, a mirage.

That discipline was further advanced in Authorized Officer, State Bank of Travancore and Another v. Mathew K.
C.18, when the Court disapproved of interim interference at the Section 13(4) level and, yet again, statutory forums
should not be bypassed in ordinary recovery disputes. The same institutional rationale was present in Phoenix ARC
Private Limited v. Vishwa Bharati Vidya Mandir and Others'®, which viewed the statute as a self-contained remedial
framework and, again, resolutely discouraged collateral writ litigation. Collectively, these cases illustrate the ways
in which SARFAESI became more effective without extensive judicial/legislative intervention.

The compulsion to exhaust statutory remedies was reiterated in Varimadugu Obi Reddy v. B. Sreenivasulu and

Others®. The Court reiterated the importance of multiple levels of appeal under Sections 17 and 18 and the insistence

13 Reserve Bank of India, "Prudential Framework for Resolution of Stressed Assets" (June, 2019).

14 V.G. Ramachandran, Law of Debt Recovery in India: Including SARFAESI, DRT and Insolvency Code 184 (EBC Publishing
Pwvt. Ltd., Lucknow, 4" edn., 2021).

15 (2004) 4 SCC 311.

16 (2008) 1 SCC 125.

17" (2010) 8 SCC 110.

18 (2018) 3 SCC 85.

19 (2022) 5 SCC 345.

20 (2023) 2 SCC 168.
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on them. It is not just a matter of form. This ensures the statute's logic is preserved. When adjudication is through
the Debt Recovery Tribunal and the Debt Recovery Appellate Tribunal, it makes opportunistic delay more costly.
More recently in PHR Invent Educational Society v. UCO Bank and Others®, the Court reaffirmed the narrowness
of exceptions to the rule of alternate remedy. The Court recognized the need for extraordinary intervention in case
of jurisdictional error, gross violation of statutory provision, patent illegality, and violation of principles of natural
justice. This decision is of considerable value as it upholds that the contemporary SARFAESI doctrine is not anti-
review, but rather anti-fragmentation. The Court maintains the sanctity of judicial control while affirming that control
should be exercised in the statutory framework.

1.3.3 Auction Finality and Redemption After Amendment

Under the law of sale in SARFAESI, we note a transition from procedural caution to more enforcement-certainty. In
Mathew Varghese v. M. Amritha Kumar and Others?, the Supreme Court considered compliance with the sale
procedure to be necessary and treated the right of redemption under the unamended Section 13(8) as subsisting until
the sale was effected. This was a relatively borrower-friendly interpretation of the statutory balance.

Through the lens of the post-amendment position, the situation is quite different. In Celir LLP v. Bafna Motors
(Mumbai) Private Limited and Others®, the Court ruled that, following the 2016 amendment to Section 13(8), the
right of redemption of the borrower ceases after the point envisaged in the amended provision. By ensuring auction
finality and cutting the risk of late-stage redemption, the decision boosts confidence to bid, safeguards the integrity
of the sale, and increases the credibility of a threat to enforce in real market circumstances.

1.3.4 Institutional Disputes and Section 11

A significant aspect of Bank of India v. M/s Sri Nangli Rice Mills Pvt. Ltd. and Others® pertains to the broader
implications of SARFAESI. Rather than focusing exclusively on the borrower, SARFAESI provides a mechanism
to manage disputes among the secured creditors and the institutions. While it may be too soon to tell how recovery
systems that focus on the management of creditor priorities will impact the resolution process and behaviours, it is
unlikely that the same systems will be more effective if they only permit creditors to take unilateral actions on the
verge of insolvency.

14 BANKING DATA AND THE DECLINE OF NON-PERFORMING ASSETS

Doctrinal strength on its own does not establish a correlation, but the recent trends on banking are difficult to
overlook. Not only is there a significant and sustained diminishing of stressed assets, but it is occurring over multiple
reporting cycles. What is more difficult is how to analyse and understand the trends when SARFAESI, legislative
systems of insolvency, supplementary and prudential regulation, recovery systems, write-offs, and provisioning all
coexist.”

14.1 System-wide Improvement in Asset Quality

Recent reports show improvements in the asset quality of Scheduled Commercial Banks. The Reserve Bank of India's
Financial Stability Report indicated that the gross non-performing asset ratio of Scheduled Commercial Banks was
2.8 percent in March 2024, down from 3.2 percent in September 2023.% Subsequent reports indicated that by the

21 (2024) 6 SCC 579.

22 (2014) 5 SCC 610.

232023 SCC OnLine SC 1288.

242025 INSC 765.

% Reserve Bank of India, "Financial Stability Report" (June, 2025).

% Reserve Bank of India, "Financial Stability Report" (December, 2024).
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end of September 2024, the number fell to 2.5 percent and that net bad loans were 0.57 percent, down from 0.62
percent in March 2024. By March 2025 the bad loans of 46 banks were measured at 2.3 percent.”’

The importance of the recorded statistics is that they prove that the decline in Non-Performing Assets is not a one
quarter event. Unfortunately, ratios do not measure the causal channel of the decrease. A decrease in gross or net
Non-Performing Assets may be a result of actual recoveries or Write-Offs of Older Loans or may reflect a more
stable provisioning, or may just be a result of a change in lending practices or a combination of any of the previously
mentioned factors. Because of the uncertain nature of the causation, the decrease in ratios should be treated with the
same caution that is taken to the legal and accounting implications, and not with a sense of celebration.?

1.4.2 Public Sector Bank Clean-up

Public Sector Bank data provides a deeper understanding of the cleanup. Data provided by the Ministry of Finance
shows that the gross Non-Performing Assets ratio of Public Sector Banks fell from 9.11 on March 31 2021 to 7.28
on March 31 2022, then 4.97 on March 31 2023, 3.47 on March 31 2024, and 2.58 on March 31 2025. The ratio
decline is in Figure 1, while Figure 2 shows the concurrent decline of gross Non-Performing Assets.?

s Public Sector Banks: Gross Non-Performing Assets Ratio

9.11%

Per cent

2.58%

Mar 2021 Mar 2022 Mar 2023 Mar 2024 Mar 2025

Ratio declined from 9.11% in March 2021 to 2.58% in March 2025,

Figure 1. Gross Non-Performing Assets ratio of Public Sector Banks, 2021-2025.

27 Reserve Bank of India, "Financial Stability Report" (June, 2025).

2 Ayush Dimri, "Resolution of Non-Performing Assets: Regulatory, Supervisory and Policy Response in India in Pre- and
Post-COVID-19 Scenario®, 26 Journal of Banking Regulation 531 (2025).

2 Ministry of Finance, " Gross NPAs Reduce from 9.11% to 2.58% from March 2021 to March 2025" (Department of Financial

Services, July, 2025).
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Public Sector Banks: Gross Non-Performing Assets Amount
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Outstanding gross Non-Performing Assets fell by mare than half over the period,

Figure 2. Gross Non-Performing.Assets amount of Public Sector Banks, 2021-2025.
The same official release describes a decline in Public Sector Bank gross Non-Performing Assets, falling from
%6,16,616 crore in March 2021 to %2,83,650 crore in March 2025. The pace of decline makes it unreasonable to
claim it was solely a statistical coincidence. Nevertheless, the ministry accredited the improvement to a set of reforms
and measures, which includes the SARFAESI Act and debt recovery, prudential norms, and supervisory reforms.
However, the nature of the reforms themselves discourage a single-cause explanation of the trend.®
1.4.3 Recovery Channels and the Relative Position of SARFAESI
Recovery data, organised in accordance to the routes taken, help to place SARFAESI in the context of the overall
resolution system. An official release in the Ministry of Corporate Affairs, citing the Reserve Bank of India, states
that, in the year 2023-2024, the recoveries' share under the Insolvency and Bankruptcy Code, 2016 was 48 percent;
SARFAESI was 32 percent; Debt Recovery Tribunals accounted for 17 percent; and Lok Adalats represented 3
percent. This distribution can be observed in Figure 3. From the data, SARFAESI can be understood as an important
recovery route, but not the largest, or the only, route.™

30 Ministry of Finance, " Gross NPAs Reduce from 9.11% to 2.58% from March 2021 to March 2025" (Department of Financial
Services, July, 2025).
31 Ministry of Corporate Affairs, "Government Has Strengthened I1BC with Six Amendments and 122 Regulatory Reforms Since

Its Inception™ (April, 2025).
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Recovery Routes in 2023-24

Lok Adalats Debt Recovery
Tribunals

Insolvency and

Bankruptcy Code SARFAESI

SARFAESI remained a major route, but the Insolvency and Bankruptcy Code led the distribution.

Figure 3. Share of recovery routes in 2023-24.
A longer outlook reaches the same outcome. The Ministry of Finance, in their 2023 year-end review, stated that
Scheduled Commercial Banks, in the five preceding financial years, recovered X7.16 lakh crore in total, of which
%1,51,428 crore was recovered under SARFAESI and 72,708 crore was recovered through Debt Recovery
Tribunals; it also disclosed that the gross Non-Performing Assets ratio of Scheduled Commercial Banks shrunk from
9.07 percent as of 31 March 2019 to 3.87 percent as of 31 March 2023. SARFAESI, thus, holds empirical
significance, albeit that significance is readily contained in a wider recovery framework.*
1.4.4 The Problem of Inference
Studies on Indian banking warn against simplistic interpretations on the NPA explainability continuum. The impact
of NPA's on profitability and the impact of priority sector lending on economic growth and subsequent loan losses
are the result of a confluence of bank-specific factors, sectoral factors, and macroeconomic factors, and cannot be
attributed to the presence or absence of any one recovery legislation. Hence, Figure 3 has to be interpreted as the
plurality of recovery mechanisms, and not as substantiating that any one mechanism was responsible for system-
wide improvement in bad-loan ratios.®
Recent institutional reports align with one another. In June 2025, Reserve Bank of India reporting indicated that the

quality of assets held by Indian banks improved over recent years due to recoveries and write-offs of old bad loans,

32 Ministry of Finance, "Year End Review 2023" (Department of Financial Services, December, 2023).
3 Satyajit Dhar and Avijit Bakshi, "Determinants of Loan Losses of Indian Banks: A Panel Study", 9 Journal of Asia Business

Studies 17 (2015).
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and the slow growth of new bad loans.* Ayush Dimri analysed pre- and post-COVID-19 resolutions and claimed
the same thing for the improvement of bad loans. Dimri said the bad loans were reduced due to the combination of
regulation and supervision, policy, and formal recovery mechanisms. The doctrinal question is not whether
SARFAESI was working by itself, but whether it was working alongside other policies.®

There is another problem, and that is an improvement of ratios can happen due to changes in the numerator or the
denominator. The bad loan stock can decrease due to cash recovery, technical write-offs, sale to Asset Reconstruction
Companies, upgrades after restructuring, and the credit base can expand and result in a decrease in the bad loan ratio.
For the law, improvement of the assets quality cannot be a direct indicator for the improvement of the particular law.
A better question is if SARFAESI contributed materially to a greater design.®

15 SARFAESI AS RECOVERY TOOL, REGULATORY SIGNAL, AND PARTIAL EXPLANATION
The previous Sections indicate that the principal question is not if SARFAESI is important, but rather how it is
important. A layered understanding of the statute is required to identify direct recovery, behavioural signalling, and
the risk of oversimplifying a single legal variable in a multi-causal banking context.*”

151 SARFAESI as a Direct Recovery Mechanism

As a direct recovery statute, SARFAESI works because it rebalances the parties' respective bargaining powers long
before a sale is finalized. The ability to move from default notice to (i) possession, (ii) managerial intervention, and
(iii) auction without the need for a prior Civil Decree compresses delays, curtails the deterioration of the collateral,
and enhances the bargaining power of the secured creditor. In this way, the statute provides a mechanism to create
value for creditors not only through the process of enforcement, but also through settlements that occur in the process
of enforcement.®

The empirical record details that this contribution has considerable, if not limited, impact. SARFAESI was
responsible for 32 percent of route-wise recoveries in the 2023-2024 financial year. Over the past five financial years,
recoveries that invoked SARFAESI were officially noted to be worth 21,51,428 crore. While those numbers are
significant, SARFAESI works in conjunction with the existing framework of insolvency processes, asset
reconstruction, and recovery from the Tribunal.*®

152 SARFAESI as a Regulatory Signal

The second contribution that the statute makes is of a behavioural nature, as opposed to being purely transactional.
Borrowers' knowledge that secured creditors may not need to pursue a civil suit to recover the debt changes
repayment and settlement behaviour, and the lending institutions' internal monitoring culture. This explanation is
further supported by an expansive body of literature on the management of credit risk which argues that improved

monitoring and control is positively correlated with reduced volumes of impaired assets in the case of Indian banking.
40

3 Reserve Bank of India, "Financial Stability Report" (June, 2025).

35 Ayush Dimri, "Resolution of Non-Performing Assets: Regulatory, Supervisory and Policy Response in India in Pre- and
Post-COVID-19 Scenario", 26 Journal of Banking Regulation 531 (2025).

% K Hafsal, Anandarao Suvvari, et.al., "Efficiency of Indian Banks with Non-Performing Assets: Evidence from Two-Stage
Network DEA", 6 Future Business Journal 26 (2020).

%7 V.G. Ramachandran, Law of Debt Recovery in India: Including SARFAESI, DRT and Insolvency Code 202 (EBC Publishing
Pwvt. Ltd., Lucknow, 4" edn., 2021).

3 Syamjith Parakkott, An Exploration of the SARFAESI Act: Practical Insights 93 (Routledge, London, 1% edn., 2024).

39 Ministry of Corporate Affairs, "Government Has Strengthened I1BC with Six Amendments and 122 Regulatory Reforms Since
Its Inception™ (April, 2025).

40" Sirus Sharifi, Arunima Haldar, et.al., "The Relationship Between Credit Risk Management and Non-Performing Assets of
Commercial Banks in India", 45 Managerial Finance 399 (2019).
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The signalling function of SARFAESI is further enhanced by the context of prudential regulation which demands
identification and management of stress within stipulated timelines. Guidance from the Reserve Bank of India links
the management of stressed accounts with the Prudential Framework for Resolution of Stressed Assets and has the
effect of promoting corrective action sooner and reducing the scope for indefinite evergreen financing or passive
forbearance. In this context, SARFAESI acts not only as a route to enforcement, but as a credible threat that
disciplines borrowers and lenders even when the law is yet to be exhausted.*

The signalling function is also applicable within banks. When officials know that deterioration of accounts may lead
to legally mandated enforcement of possession and sale, early warning, collateral management and settlement
strategy have greater operational substance and meaning. When a legal framework is actually operational, it leads to
an institutional shift in the way credit is extended, documented and managed. Though the impact of this is indirect
and of a general nature, even in circumstances where there is no auction of secured assets, SARFAESI has a
beneficial effect of improving the monitoring and enforcement culture within banks.*

15.3 Why Statistical Coincidence Alone is Inadequate

The coincidence thesis is too weak analytically because it considers doctrinally backed enforcement capability
merely as background noise. A statute that materially lessens the time frame for the issuance of enforcement orders,
survives multiple constitutional challenges, directs review to specialized courts, and enhances the finality of auctions
is not epiphenomenal to the banking clean-up. Its impacts are real, certain, and institutionally robust. To this extent,
the drop in Non-Performing Assets is too strong an argument to sustain that it is an unrelated, random occurrence
with the recovery framework.*

A monocausal SARFAESI thesis is also too weak. The decrease in Non-Performing Assets has to deal with the
Insolvency and Bankruptcy Code, 2016, the activities of Asset Reconstruction Companies, write-offs, provisioning,
supervisory reform, changes in the structure of lending and borrowing, and SARFAESI, among others. The best
conclusion, therefore, is that SARFAESI is indeed a legitimate recovery mechanism and a significant regulatory
framework, and a robust regulatory framework, but is one of the factors that account for the improvement in bad-
loan ratios of the Indian banking sector.*

It is best to treat SARFAESI in a manner that is neither celebratory nor sceptical. SARFAESI is one of the legal
technologies that reduced the cost of delay and increased the credibility of the secured enforcement in the Indian
banking system. As such, it is insufficient to explain the post-2018 improvement in the quality of assets. Placing the
SARFAESI Act alongside the Insolvency Act, the provision discipline, the recapitalization, the regulatory pressure,
and the modifications in the credit policy, it is reasonable to assert that the reduction in Non-Performing Assets
resulted from a combination of reinforcing the legal and regulatory frameworks, and it is, therefore, not a

coincidence.®

41 Reserve Bank of India, "Prudential Framework for Resolution of Stressed Assets" (June, 2019).

42 Mohan Lal Tannan and Rajesh Narain Gupta, M L Tannan Banking Law and Practice in India 176 (LexisNexis, Gurgaon,
27" edn., 2017).

4 V.G. Ramachandran, Law of Debt Recovery in India: Including SARFAESI, DRT and Insolvency Code 193 (EBC Publishing
Pwt. Ltd., Lucknow, 4" edn., 2021).

4 Deepika Gaur and Dhananjay R Mohapatra, "The Nexus of Economic Growth, Priority Sector Lending and Non-Performing
Assets: Case of Indian Banking Sector", 10 South Asian Journal of Business Studies 70 (2021).

4 Reserve Bank of India, "Report on Trend and Progress of Banking in India 2023-24" (December, 2024).
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1.6 CONCLUSION

What has been discussed so far allows SARFAESI to make a real contribution to the discussion, and in this context,
it is not a coincidence that the modern-day enforcement climate has resulted from legal and regulatory changes. The
Act is important because it alters enforcement initiatives, but the reduction of stressed assets is the result of a
composite framework of modern-day enforcement climate, regulatory oversight, and Balance Sheet normalization.*
The importance of the statute concerning doctrinal theory arises from the relationship between the legislative design
and the judicial reinforcements. Rapid enforcement of Sections 13 and 14, along with specialized review beyond the
measure, provided secured creditors with a rapid remedy. Supreme Court rulings continuously validated the remedy
and reinforced the statutory design by limiting interference of writs in the statutory forum, preserving statutory
discipline, and increasing the finality of sales. As such, even during the time of its enactment, the statute provided
the great advantage of a recovery regime that was credible and likely to be effective.*

On the empirical level, the latest banking statistics provide compelling evidence of the real and sustained decline in
Non-Performing Assets, which is substantial enough to rule out the possibility of it being an artifact. While
SARFAESI accounts for a significant portion of the recoveries, and an even greater domain of behavioural
regulation, insolvency recoveries, write-offs, provisions, and regulations undeniably have a role to play. Therefore,
the reasonable view of SARFAESI is that it represents one of the principal legal mechanisms that have shifted Indian
banking from a system of chronic recovery delays to one in which the resolution of distressed assets is credible.*®
1.7 SUGGESTIONS

The challenges described above suggest that advancements in stressed-asset resolution will require improvements to
recovery tools, along with enhanced data, greater institutional capacity, and a more rigorous assessment of the legal
instruments that serve to mitigate the prevalence of Non-Performing Assets in the banking system.

1. Publish route-wise transition data: Regulators should annually report the number of accounts that
transitioned from default to each of the recovery stages of classification, notice, possession, sale, settlement, write-
off, and closure. This way, researchers and policymakers will be able to differentiate between real recoveries and
mere statistical recoveries, and assess the impact of SARFAESI with greater precision.

2. Separate recoveries from write-offs in public reporting: Recoveries, upgrades, technical write-offs, and
provisions should be disclosed as such in official disclosures. Non-Performing Assets (NPA) ratios should not be
interpreted as having legal effectiveness, as NPA ratios may not reflect underlying accounting movements.

3. Standardise SARFAESI sale disclosures: A standard disclosure policy should be adopted for sale valuations,
reserve prices, auction date and time, information regarding the bidders and outcome of the sale, and any post-sale
litigation. Greater transparency in published auction results should enhance confidence in the market and facilitate
assessments of whether improvements in auction finality are being more effectively realized.

4. Strengthen Debt Recovery Tribunal capacity: The specific forum model becomes ineffective when tribunals
are understaffed and congested. Targeted appointments, digital case management, and enforceable scheduling would
retain the SARFAESI time advantages while balancing the time for legality review.

5. Clarify Section 14 timelines: Greater legislative or administrative guidance on the expected timing and

standards for documentation when seeking magistrate assistance under Section 14 would establish more

4 Syamjith Parakkott, An Exploration of the SARFAESI Act: Practical Insights 111 (Routledge, London, 1% edn., 2024).

47 V.G. Ramachandran, Law of Debt Recovery in India: Including SARFAESI, DRT and Insolvency Code 218 (EBC Publishing
Pwt. Ltd., Lucknow, 4" edn., 2021).

48 Reserve Bank of India, "Financial Stability Report" (June, 2025).
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predictability and, as a result, less unnecessary delays. Regulatory changes would reduce the effects of local
administration and improve enforcement outcomes.

6. Create integrated recovery dashboards: The Reserve Bank of India and the Ministry of Finance need to have
a common public dashboard for recoveries under SARFAESI Act, Insolvency and Bankruptcy Code, 2016, Debt
Recovery Tribunals, Lok Adalats and Asset Reconstruction Companies. Fragmented institutional publications are
an invitation to interpretive confusion and consolidated reporting minimizes that.

7. Track settlement effects explicitly: Banks should have to disclose how often SARFAESI notices result in
pre-sale settlements or restructuring instead of finalized auctions. This would demonstrate the statute's signalling
function, which may be the most important but least apparent contribution of the statute.

8. Improve Asset Reconstruction Company transparency: There should be standardized transparency for Asset
Reconstruction Companies regarding acquisition prices, recovery realisations, timelines, and route-wise outcomes.
Transparency would show how far the reduction of bad-loans is the result of transfer and restructuring instead of
recovery by the originating banks.

9. Use borrower-segment analysis: In future official reports evaluating stress and recovery outcomes, large and
small retail borrowers, micro, small and medium enterprises, agricultural borrowers, and others should be identified
separately. The segments of borrowers act differently to enforcement pressure. Thus, averages can mask the real
legal and policy improvement drivers.

10. Embed doctrinal review in policy evaluation: Insistent policies should incorporate a doctrinal study of how
recovery law has been affected by recent case law. Since forum discipline and sale finality along with a procedural

reading have a bearing on actual recoveries, legal changes should be viewed as policy variables and not be relegated

to the background.
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