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Abstract — Credit risk remains one of the most significant risks faced by commercial banks and plays a critical role in
determining their financial stability and performance. This study evaluates the effectiveness of credit risk management
practices in commercial banks through a comparative analysis of selected institutions. The research examines key components
of credit risk management, including credit appraisal procedures, risk identification and measurement techniques, credit
monitoring systems, and loan recovery mechanisms. Both quantitative and qualitative data are utilized, drawing from financial
statements, regulatory reports, and structured interviews with bank officials. Financial indicators such as non-performing loan
ratios, capital adequacy, and profitability measures are analyzed to assess the relationship between credit risk management
practices and bank performance. The findings reveal notable differences in the effectiveness of credit risk management across
banks, largely influenced by the strength of internal controls, adherence to regulatory guidelines, and the adoption of advanced
risk assessment tools. The study concludes that robust and proactive credit risk management practices significantly enhance
asset quality and financial performance. The results provide valuable insights for bank management, regulators, and
policymakers in strengthening credit risk frameworks to ensure sustainable banking operations.
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. INTRODUCTION
Credit Appraisal System

Banks evaluate the creditworthiness of borrowers before

Credit risk is one of the most critical risks faced by
sanctioning loans by analyzing:

commercial banks, as lending is their primary business
activity. Credit risk arises when borrowers fail to meet
their repayment obligations, leading to non-performing
assets (NPAs) and financial losses. Effective credit risk
management (CRM) helps banks maintain asset quality,
ensure financial stability, and enhance profitability.

e Financial statements

e Credit history and credit scores

e Repayment capacity

e Business risk and market conditions

Credit Rating and Scoring Models

This study evaluates the effectiveness of credit risk | ] )
Banks use internal and external rating models to classify

management practices adopted by commercial banks and

compares these practices across different banks to identify
strengths, weaknesses, and best practices.

Concept of Credit Risk

Credit risk refers to the possibility of loss resulting from a
borrower’s inability or unwillingness to repay loans or
meet contractual obligations. In commercial banks, credit
risk mainly arises from:

Loans and advances

Credit cards and overdrafts
Corporate and retail lending
Interbank lending

If not properly managed, credit risk can threaten a bank’s
solvency and public confidence.

Credit Risk Management Practices in Commercial
Banks

Commercial banks use several structured practices to
manage credit risk effectively:

borrowers based on risk levels. These models help in:
e Risk-based pricing

e | oan approval decisions

e Portfolio risk assessment

Credit Monitoring and Review

Continuous monitoring of loan accounts ensures early
identification of potential defaults. This includes:

e Regular account reviews

e Monitoring repayment behavior

e Periodic reassessment of borrower risk

Risk Diversification

Banks reduce risk by diversifying their loan portfolio
across:

e Different industries

e Geographic regions

e Customer segments
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Provisioning and Capital Adequacy

Banks maintain provisions and capital buffers as per
regulatory norms (RBI/Basel norms) to absorb unexpected
credit losses.

Regulatory Framework for Credit Risk Management
In India, credit risk management is guided by

e Reserve Bank of India (RBI) guidelines
e Basel Il norms

e Prudential norms on income
classification, and provisioning

recognition, asset

These regulations ensure that banks maintain transparency,
adequate capital, and disciplined lending practices.

Effectiveness of Credit Risk Management Practices
The effectiveness of credit risk management can be
measured using indicators such as:

Gross and Net NPA ratios
Capital Adequacy Ratio (CAR)
Provision Coverage Ratio (PCR)
Return on Assets (ROA)

Lower NPAs and stable profitability indicate effective
credit risk management practices.

Comparative Analysis of Commercial Banks
A comparative study between public sector and private
sector banks often reveals differences in:

e Adoption of advanced risk assessment tools
e Speed of credit decision-making

e Monitoring mechanisms

e Recovery and resolution strategies

Private sector banks generally rely more on technology-
driven credit models, while public sector banks focus on
regulatory compliance and social lending obligations.

Challenges in Credit Risk Management
Despite structured systems, banks face several challenges:

Economic uncertainty and business cycles
Inadequate borrower information

Rising NPAs in stressed sectors

Delays in recovery and legal processes

These challenges affect the overall effectiveness of credit
risk management.

Suggestions for Improving Credit Risk Management
Strengthening credit appraisal and due diligence

Using advanced data analytics and Al-based models
Enhancing early warning systems

Improving recovery mechanisms and legal enforcement
Regular training of credit officers
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Il. CONCLUSION

Effective credit risk management is essential for the
financial stability and sustainability of commercial banks.
A comparative analysis highlights that banks with strong
appraisal systems, continuous monitoring, and regulatory
compliance perform better in managing credit risk.
Improving risk management practices will help banks
reduce NPAs, enhance profitability, and maintain public
confidence.
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