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Abstract-The research is based upon the capabilities of borrowers to repay their loans to financial institutions or banks. 

It involves estimating and calculating the risk that is being involved in the probability of paying back the loans or debts. 

Improper credit risk leads to disruption of cash flows, may reduce the bank’s profitability index, increases loan losses, 

increase the number of non-performing loans which may lead to financial distress and also affects the quality of assets. 
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I. INTRODUCTION 

Banks are financial institutions established for lending, 

issuing, exchanging, depositing, protecting, or managing 

money under the laws and regulations of a particular country. 

The dispute of credit risk management, as well as conducting 

quantitative assessments and credit risk assessments and 

credit ratings, is admissible to all banks associated with 

lending to legal entities and individuals. Credit risk may be 

that the borrower or partner fails to meet his / her obligations 

in terms of the acknowledged terms. Therefore, credit risk 

mounts from the operation of the bank or the lending of 

companies, individuals, and other banks or financial 

institutions. 

The banking system plays an important role in promoting 

national economic development. The bank provides the 

necessary funding for management systems while 

developing the economy. They rally to save the masses of 

people scattered across the country, i.e. the absence of a 

banking state remains ineffective and unproductive. The 

bank borrows money from customers. India's banking 

system is undergoing major changes under the influence of 

regulation, technological advancement, and innovation. This 

rapidly changing environment puts banks at a variety of 

risks. Debt risk is the oldest and most important of all 

banking activities in private and public banks. 

Credit risk is a popular risk that both monetary and non-

monetary firms have to cope up with. Debt risk arises when 

borrowers or debtors break down to meet his or her 

repayment obligations. Debt is described as a bond among 

two parties in which one party is going to provides cash or 

equity goods services, etc., to repay a promise to pay in the 

future by another. 

The deformation of an economic venture is often correlated 

with disputes in the credit fund and is rarely the inference of 

depreciation of other assets. Therefore, the credit portfolio is 

not limited to the Bank's assets, it is critical to the success of 

the bank as well. 

The goal of a credit risk assessment is to reduce the risk of a 

risk-adjusted bank balance by maintaining credit risk within 

the overall risk of a portfolio and the risk to individual credits 

or transactions. 

II. TRADITIONAL CREDIT RISK 

ASSESSMENT MODEL 

The Traditional credit risks consist of three categories:  

Expert Method 

The expert method is the bank credit expert's judgment based 

on subjective experience. 

Rating Method  

The generic concept of how to measure is to classify a bank 

loan into several hierarchies and to give various rates at the 

rate of deposit loss; then calculate the amount lost and the 

amount; finally, the necessary funds for the bank to prevent 

the risk are available. Regulators and banks use this method 

to evaluate whether creditors' losses are sufficient. 

Credit Scoring Method  

The method of credit is to take the cost of the test item as a 

descriptive variable, to establish a statistical retrospective 

model, to compare credit points or default opportunities for 

the issuance of the model with the recommendation value, 

and to calculate the risk of the test item. 

III. LITERATURE REVIEW 

Credit risk is a well-known type of risk that both monetary 

or non-monetary firms have to cope up with. Debt risk arises 

when borrowers are not able to meet his or her commitment 

to repay a loan. In the business of banking, it is generally 

seen that cash-flow problems arise and that affects the 

banking system. (Greening & Bratanovic 2009) 

Risk can be defined primarily as the degree of uncertainty 

about future returns. Those who participate in financial 

markets often face a wide range of risks because uncertainty 

comes in many forms. This is the reason why uncertainty is 

used as a source of risk classification. 
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Commercial banks impart a crucial role in the development 

of the economy, and they promote the economic conditions 

of the country through their mediation role and the monetary 

services they offer to communities and nations. The facilities 

of credit they provide make it easy to evaluate and expand 

productive investment strategies for individuals and 

institutional investors. (Kaaya & Pastory, 2013) 

Many banks have established Credit Management 

Departments to deal with credit risk related to the activities 

of banking. However, the convenient data indicates the 

emergence of a number of loans that are non-performing in 

nature in the current year. (Kessey, 2015) 

There are many types of credit risk assessments based on 

customer/borrower analysis to ensure the control of the risk 

level presented by potential customers at commercial lending 

banks. (Konovalova et al., 2016) . 

Many banks are focusing on providing the finest financial 

services, known as credit, to their customers to give a good 

increase of the country's gross domestic product 

(G.D.P.).(Kabir et al., 2010).  

It found that credit risk management strategies and credit risk 

reduction measures were closely linked to loan payback, 

while the bumps faced by debtors did not have a relevant 

relationship with loan payback. Financial institutions face 

credit risk in a variety of financial matters other than 

borrowing money, including acceptance, currency trading, 

foreign exchange trading, financial futures, options, bonds, 

funds, exchange, and increased commitment and guarantees. 

(Boye & Kwabena, 2014) 

Good organizational skills help employees make better 

decisions about work and especially for the organization as a 

whole. Management with a good team and each team having 

good determination encourages employees to do this work 

on time and to work efficiently. The same should be with the 

bank employees. (Tiwari & Singh, 2019) 

Marketers perform various researches like analysis of market 

and customer buying behavior, their willingness to buy and 

pay for their product and services similarly bankers finds out 

every single detail of their customer to analyze the paying 

back risk. (Pushkar et al., 2020) 

Any firm that has a systematic development plan of actions, 

definitely going to increase the morale of the personnel 

working for their organization and feel the sense of being 

valued. (Singh & Singh, 2019) 

IV. OBJECTIVE 

The main objective of the paper is to provide a very good 

understanding of credit risk and analysis of credit risk 

assessment in the commercial bank of India. The objective is 

also to provide a very good method framework so that we 

can evaluate the credit risk assessment and reduce the risk. 

V. METHODOLOGY 

The research is extensive and descriptive, as it clarifies the 

link between the risks facing banks' risk management, risk 

analysis methods, risk extenuation measures, and debt 

payback. Key data were used to analyze the correlation 

between dependent and independent variables. 

Data analysis includes detailed statistics (percentages, score 

points, standard deviations), as well as baseless 

mathematical analytical tools to build relationships between 

learned variables. The framework has regarded the 

repayment of loans as a variance that you rely on, as well as 

credit risk management measures, credit risk reduction 

measures, and constraints as an independent variable. 

Formal and informal question papers are designed to obtain 

information on credit risk. This is because we needed to 

collect information from the source. In addition to obtaining 

information from respondents, secondary information (such 

as reports, statements, newsletters, and other relevant 

publications of the banking industry) was also collected from 

banks to supplement research data. 

So in this what we need to do is first we will find that bank 

is facing the issue related to the credit risk and then we will 

provide a very good way to reduce the risk. This is very 

important for the banks because the bank can go through 

major losses due to default loans. Different aspects can be 

used to reduce the loss like by knowing all the information 

from the borrower. His complete information will help the 

bank to know him well. 

VI. CONCEPTUAL FRAMEWORK 

 

Figure 1-   This is a Conceptual Framework of the study. 
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VII. DATA ANALYSIS 

The section of the data represented below shows the 

collection of the sample data. Based on this the improvement 

will be made in the credit risk assessment field.  

Table 1-Descriptive Analysis by Working Experience of 

the People In Bank 

Variables 

Experience 

Frequency Percent 

1-4 years 37 29.2 

5-8years 24 18.8 

Above 8 year  66 52.0 

Total 127 100.0 

Primary Data 

Work experience is very important because it helps the 

officer to decide whether to give him or her a loan. 

Table 2-Descriptive Analysis by Credit risk faced by the 

Banks 

Variables Frequency Percent 

Yes 98 77.16 

No 29 22.84 

Total 127 100.00 

Primary Data 

Credit risk is the most significant risk to a bank in terms of 

the data collected. Therefore, we need a good credit policy 

and risk assessment plan to reduce the risk. 

Table 3-Descriptive Analysis by Nature of the banks’ 

Credit policy and procedures  

Variables Frequency Percent 

Rigid 21 16.54 

Flexible 66 51.96 

Average 40 31.50 

Total 127 100.00 

Primary Data 

The bank must have good credit policies and procedures so 

that the credit risk is significantly lower and it will help the 

bank to operate more efficiently. 

Table 4-Descriptive Analysis by Tools used to measure 

Credit risk  

Variables Frequency Percent 

Internal rating 75 59.05 

Through the five c's 

of credit 

32 25.19 

Through Financial 

Statement Ratios 

20 15.76 

Total 127 100.00 

Primary Data 

All sectors should be taken to reduce the risk of overdosing 

only one way will not help the bank to reduce the risk of debt. 

All possible steps should be evaluated before granting a loan. 

 
Figure 2-This graph shows the Loan data from 2008-2009. 

Secondary Data (Source- RBI)  

Data Loans that do not work as a percentage of all bank loans 

from 2008 to 2019. India’s average figure during that period 

was 6.06 percent with a low of 2.45 percent in 2008 and 9.98 

percent in 2017. 

The percentage of unemployed loans in India reflects the life 

of the banking system. The high percentage of such loans 

indicates that banks have a problem with interest and interest 

on their loans. That could lead to a few benefits for Indian 

banks and, perhaps, the closure of banks. 

VIII. CREDIT RISK ASSESSMENT 

(Method to reduce the risk) 

Credit risk is the most important risk facing a bank. 

Therefore, reducing that risk is produced by a better 

approach below to reduce the risk of a major expansion. 

i. Credit Investigation 

Debt research refers to a loan application from a variety of 

perspectives to determine whether a bank should go for a 

loan or not. 

ii. Sources of Credit Information 

Details of credit are collected from Credit Agency. They 

collect the credit/debit details, borrowers details, credit 

rating, third party confirmation, Application of loans: 

Customer KYC form and loan application Market Report: 

banks can collect client information from entrepreneurs 

doing the same business, Account Study: Client Account 

Profit for One Last Year, Privacy Report, Automatic Credit 

List, Financial Statements, Other Sources: Media report, 

suppliers, tax returns, etc., RJSC investigation, etc. 

iii. Modern Concepts of Credit Investigation 

The modern aspect of credit investigation covers up all loan 

proposals and their investigation from given six points of 

view. These are:  

Managerial aspect: faithfulness, education of the borrower, 

integrity, borrower experience, and management ability. 

Organizational aspect: the activities will be performed 

under the type of organization. Or is it the only ownership or 

partnership or a limited private company? 
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Technical aspect: business premises, land and construction, 

types of machinery, necessities such as energy, petrol, water, 

the material used for building, etc. 

Marketing aspect: the sales of the product to be build-up by 

the visible sales volume, the size of the expansion market, 

the potential competitive threat, etc. 

Financial aspect: the full requirements of the business 

operations fund and how much will be required such as bank 

loans, business loan contributions, cash flow statement, sales 

forecast, balance, profit and loss account, etc. 

Economic aspect: contribution to gross product (GCP), 

generation of employment, indirect public benefit. 

iv. Preparation of Credit Report 

The report of credit consists of the name & address of the 

client, the type of company and date of establishment of their 

business, the type of business they are going to start, the 

investment in the business, the service, the total sales, annual 

income, market reputation, and bank account details. 

v. Selection of Borrower 

Borrowers are chosen based on the following factors: 

Five Cs: Character, Capacity, Capital/ Creditworthiness, 

Condition (Economic), Collateral. 

Five Ms: Man, Money, Materials, Market, Management  

Five Ps: Person, Purpose, Product, Place, Profit. 

vi. Credit Risk Grading System 

Credit Risk Planning is a basic way to create a credit risk 

assessment structure. Well-organized disaster risk 

management systems to improve bank safety and ethics by 

assisting good decision-making. The rating systems compute 

credit risk and classify individual credits with credit groups 

for the risks they pose. This allows bank managers and 

auditors to monitor changes and risk levels. The process also 

allows bank managers to control risk to maximize profits. 

IX. SUMMARY OF FINDINGS 

Based on the findings of a single objective it was presented 

that determining the outcome of the audit process on the 

financial performance of a designated trading bank in India 

is that week. 

By reading, it is found that approximately 78% of Indian 

banks are facing credit risk problems. This is due to the lack 

of a sound banking system. Not only the borrower but in few 

cases it was found that some bank officials were also 

involved in this fraud because fraud cannot take place if the 

officials working in the bank are honest. It can be anyone 

from guard to the bank manager should be honest. 

Banks in India do not use all means to check the credibility 

of the borrower. That is the reason why many people run 

away from the loan amount. 

Many borrowers use fake documents to fool the bank and the 

loan and when the time comes for the recovery bank finds 

that the documents were fake. Sometimes the bank officials 

use their relationship interest with the borrower to give the 

loan which interns be a defaulted loan. Neither should be 

given under political pressure. 

So before giving the loan the bank officials should not give 

loans to the knowns ones on their credibility this will be 

wrong and a loss for the bank. Without going through good 

research of the borrower the loan amount should not be 

sanctioned  

X. RECOMMENDATIONS 

1-The Banks should establish a very good credit risk 

assessment team which should be run by best practices in risk 

assessment with strict action to clear loan policy.  

2-Staff of credit risk assessment team such as managers, 

credit/loan officers should work on a scale of functions from 

project estimation through credit disbursement, loan 

monitoring to loan collection so that risk can be reduced.  

3-The banks should be involved in the proper credit risk 

assessment before giving the loans to the borrowers and 

should have a good loan recovery process with hard 

punishment for the people who do not pay the loan on time.  

4-Commercial banks in India should also have very good 

control of their credit policy and practices. With the help of 

this, they will be able to reduce losses on non-performing 

loans in the banks. 

5-The bank should have a very good grading system because 

after giving the loan we need to keep the borrower in 

different sections like excellent, good, and bad. So that this 

will save the time of bank because now he will need to keep 

good control only on the bad ones. 

6-The bank officials should be very honest. In few cases, it 

was found that the bank officials were involved in the fraud. 

7-Very good experience is required by the officials who 

work to approve the loan because they are the only ones who 

decide that whether to accept or reject the loan. 

XI. CONCLUSIONS 

Credit risk management is a challenge in today’s market that 

is outlawed. Banks should develop an Early Warning System 

(EWS) competitive system, which includes strategic 

planning, competitive strategy, and management action. The 

reputation of the bank is very important to corporate clients. 

Credit risk identification is the only important determinant of 

the effectiveness of credit risk in Indian banks. 

Based on the relevant research on commercial banks 'credit 

risk assessments' this paper conducts an in-depth analysis of 

the factors that may bring change in credit risk assessments 

and develops a complete credit risk assessment structure. We 

have found that the banks are facing the risk today. There are 

few banks that have merged with another bank so that they 

can run. The main problem with the bank is only the loss 

which they face which causes them to go bankrupt. So if the 

bank goes bankrupt the hard-earned money of the common 
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man will be at loss and they will suffer a lot. In few cases, 

the banks use different policies to recover the amount from 

their customer's likes by increasing the service charges. So 

and the end it the common people who suffer the loss. So we 

need to improve this in all aspect either it be a bank of the 

customers.  

Establish a risk assessment format to minimize risk and also 

we have given the grading system to keep eye on the 

borrower. This will help to reduce the more risk. 

The performance of credit risk in private banks is much 

higher than in state-owned banks. This comes as no surprise 

when you are offered the freedom to work enjoyed by the 

private banks, and their goal of achieving high performance. 

State-owned banks suffer from interference from various 

government agencies. 

Overall if we follow the above methods the banks will reduce 

the loss rate to a larger extent. We also know that loan 

amount will be taken by the people if they need it because 

money is the most important thing required to start anything 

either business or agriculture. So it is a going process bank 

will give loans and people will take it and repay it in future. 
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