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GS III Indian Economy and issues relating to Planning, Mobilization of Resources, Growth, 

Development and Employment. 

1. Loan loss provision
 

The Reserve Bank of India (RBI) on Monday (January 16) published a discussion paper 

on “loan loss provision”, proposing a framework for adopting an expected loss (EL)-based 

approach for provisioning by banks in case of loan defaults. 

Loan-loss provision 

· The RBI defines a loan loss provision as an expense that banks set aside for defaulted loans. 

Banks set aside a portion of the expected loan repayments from all loans in their portfolio to 

cover the losses either completely or partially.  

· In the event of a loss, instead of taking a loss in its cash flows, the bank can use its loan loss 

reserves to cover the loss. 

· Since the bank does not expect all loans to become impaired, there is usually enough in the 

loan loss reserves to cover the full loss for any one or a small number of loans when needed. 

· An increase in the balance of reserves is called loan loss provision. The level of loan loss 

provision is determined based on the level expected to protect the safety and soundness of the 

bank. 

Expected loss-based approach 

· Under this practice, a bank is required to estimate expected credit losses based on forward-

looking estimations, rather than wait for credit losses to be actually incurred before making 

corresponding loss provisions. 

· As per the proposed framework, banks will need to classify financial assets (primarily loans, 

including irrevocable loan commitments, and investments classified as held-to-maturity or 

available-for-sale) into one of three categories — Stage 1, Stage 2, or Stage 3 — depending 

upon the assessed credit losses on them, at the time of initial recognition as well as on each 

subsequent reporting date, and make necessary provisions. 

· Stage 1 assets are financial assets that have not had a significant increase in credit risk since 

initial recognition or that have low credit risk at the reporting date. For these assets, 12-

month expected credit losses are recognised and interest revenue is calculated on the gross 

carrying amount of the asset. 



 

 

· Stage 2 assets are financial instruments that have had a significant increase in credit risk 

since initial recognition, but there is no objective evidence of impairment. For these assets, 

lifetime expected credit losses are recognised, but interest revenue is still calculated on the 

gross carrying amount of the asset. 

· Stage 3 assets include financial assets that have objective evidence of impairment at the 

reporting date. For these assets, lifetime expected credit loss is recognised, and interest 

revenue is calculated on the net carrying amount. 

Benefits of this approach 

· The forward-looking expected credit losses approach will further enhance the resilience of 

the banking system in line with globally accepted norms.  

· It is likely to result in excess provisions as compared to shortfall in provisions as seen in the 

incurred loss approach, RBI said in the discussion paper. 

Problem with the incurred loss-based approach 

· The incurred loss approach requires banks to provide for losses that have already occurred or 

been incurred. 

· The delay in recognising expected losses under an “incurred loss” approach was found to 

exacerbate the downswing during the financial crisis of 2007-09.  

· Faced with a systemic increase in defaults, the delay in recognising loan losses resulted in 

banks having to make higher levels of provisions which ate into the capital maintained 

precisely at a time when banks needed to shore up their capital. This affected banks’ 

resilience and posed systemic risks. 

· Further, the delays in recognising loan losses overstated the income generated by the banks 

which, coupled with dividend payouts, impacted their capital base because of reduced 

internal accruals — which too, affected the resilience of banks. 

Source: The Indian Express 

Practice question: What is Loan-Loss provision? What are the benefits of this approach? 

GS III Conservation, Environmental Pollution and Degradation, Environmental Impact 

Assessment. 

2.  Liquified Natural Gas (LNG) 



 

 

The EU is weaning itself off piped Russian gas by rapidly expanding imports of liquified 

natural gas, much of it fracked in the US. 

Liquified Natural Gas or LNG 

· LNG is natural gas reduced to a liquid state (liquefaction) through intense cooling to around -

161 degrees Celsius (-259 Fahrenheit). This liquid gas is 600 times smaller than the original 

volume and is half the weight of 

water.  

· The compressed fossil fuel, which 

is constituted almost wholly of 

methane — a potent greenhouse 

gas —, can be transported around 

the world by ship. After arriving at 

its destination, the cargo is 

regasified in a floating terminal 

and redistributed through 

pipelines. 

· But despite LNG’s export 

potential, the high cost of liquefaction and producing LNG has limited its market. In 

Germany, the estimated cost of building floating LNG terminals for imports to substitute 

Russian gas has doubled, due in part to higher operating and infrastructure costs. 

· The cooling, liquefying and transport processes, as well as the post-transport regasification 

procedures, also require a lot of energy. Between 10-25% of the energy of the gas is being 

lost during the liquefaction process. 

Climate impact of LNG 

· A lot of energy is required to extract natural gas from a reservoir, to transport from the gas 

field to the LNG facility for processing, to chill gas to such low temperatures, and to hold it 

at that temperature before it is warmed and regasified following a long sea or train journey. 

· Methane loss across the supply chain risks also contributes to LNG’s high emissions. 

Because of LNG’s much more complex production and transport process, the risks of 

methane leakages along the production, transport and regasification chain are simply much 

higher and therefore much more emissions-intensive. 



 

 

· In the end, LNG emits “about twice as much greenhouse gas as ordinary natural gas,” notes 

the US-based nonprofit Natural Resources Defence Council (NDRC). 

· Meanwhile, Norwegian-based energy analysts Rystad Energy told DW that processing LNG 

is so energy- and carbon-intensive that it can create almost 10 times more carbon emissions 

than piped gas. The numerous stages required to take LNG from the wellhead to the market 

lead to a “very high imported emissions intensity” in comparison to piped gas, whose 

emissions are limited to upstream and transport and processing, according to Kaushal 

Ramesh, an LNG energy expert at Rystad. 

· The emissions intensity of piped gas from Norway in particular is almost 10 times less than 

average LNG emissions, he explained. Meanwhile, LNG emits 14 times as much carbon as 

solar power when producing the equivalent amount of energy, and 50 times as much carbon 

as wind power. 

Source: The Indian Express 

Practice question: What is Liquified Natural Gas (LNG), and how it impacts the climate?  
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