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COVID-19-Regulatory Package

RBI issued a Circular DOR.No.BP.BC.47/21.04.048
/2019-20 dated March 27, 2020.

This circular deals with the following:

1. Rescheduling of Payments — Term Loans and
Working Capital Facilities.

2. Easing of Working Capital Financing.

Rescheduling of Payments - Term Loan

Banks, FIs & NBFCs are permitted to grant a
moratorium of 3 months for all term loans (including
agricultural term loans, retail and crop loans) on
payment of all instalments falling due between
March 01, 2020 & May 31,2020.

Instalments will include the following (i) principal and/ or interest
components; (ii) bullet repayments; (iii) Equated Monthly instalments;
(iv) credit card dues.

Interest shall continue to accrue on the outstanding
portion of the term loans during the moratorium
period.




Rescheduling of Payments — Working
capital facility

In respect of working capital facilities sanctioned in
the form of cash credit/overdraft (“CC/OD”),
lending institutions are permitted to defer the
recovery of interest applied in respect of all such
facilities during the period from March 1, 2020 upto
May 31, 2020 (“deferment”).

The accumulated accrued interest shall be recovered
immediately after the completion of this period.

Easing of Working capital facilities

In the case of borrowers enjoying CC/OD facilities,
the banks are permitted to recalculate the ‘drawing
power’ by reducing the margins and/or by reassess-
sing the working capital cycle. This relief is
available for all changes effected upto May 30,
2020.

The banks should satisfy themselves that the
account is stressed due to the economic fall out
caused by the pandemic.

Accounts provided the above relief will be subject to
supervisory review for justification.



Asset downgrade & credit rating

As the moratorium/deferment/recalculation of the
‘drawing power’ is being provided specifically to
tide over economic fallout from COVID-19, the
same will not be treated as concession or change in
terms and conditions of loan agreements and by
itself shall not result in asset classification
downgrade. (In other words this relief will Not
amount to Restructuring).

Credit Information Companies shall ensure that the
actions taken by lending institutions pursuant to the
above announcements do not adversely impact the
credit history of the beneficiaries.

Recent Developments

Concessions to MSME sector



MSME Sector

1) Circular DBR.N0.BP.BC.100/21.04.048/2017-18
dated February 07, 2018

2) Circular DBR.N0.BP.BC.108/21.04.048/2017-18
dated June 6, 2018

3) Circular DBR.N0.BP.BC.18/21.04.048/2018-19
dated Jan 1, 2019

4) Circular DOR.No0.BP.BC.34/21.04.048/2019-20
dated February 11, 2020

5) Circular FIDD.CO.MSME.BC.No.14/ 06.02.031/
2018-19 dated February 21, 2019

One-time restructuring of existing loans to MSMEs
(Circular dt Jan 01, 2019 & Feb 11,2020)

There must be a Board approved policy.

A ‘Standard’ loan to MSME may be restructured
without downgrade in AC.

One time exercise.

Specified Conditions must be complied with to
enjoy the special dispensation.

A NPA loan to MSME can also be restructured,
but it will have to be downgraded as per extant AC
norms.



One-time restructuring of existing loans to MSMEs

Specified conditions
The aggregate exposure (FB+NFB) of banks &

NBFCs should not exceed 250 million as on Jan
01, 2019/ Jan 01, 2020

The entity should be registered with GST or be
exempt from GST.

The borrower account is in default but is a
standard asset as on Jan 01, 2019 /Jan 01,2020
and continues to be classified as such till the date

of implementation of the restructuring.

The restructuring is implemented before Mar 31,
2020/Dec 2020

When is implementation complete?

All related documentation, including execution of
necessary agreements between lenders and
borrower / creation of security charge / perfection
of securities are completed by all lenders; and

the new capital structure and / or changes in the
terms and conditions of the existing loans get duly
reflected in the books of all the lenders and the
borrower.



One-time restructuring of existing loans to MSMEs

Provisioning Requirements
An additional provision of 5% shall be made in
respect of the restructured accounts.

Bank may reverse the provision at the end of the
specified period subject to the account
demonstrating satisfactory performance during the
specified period.

Income recognition shall be as if no benefit is
provided i.e. interest shall not be recognized on
accrual basis if overdue for more than 90 days.

CHECK LIST for MSME concessions

Udyog Aadhar certificate or registration certificate from
state/ central govt evidencing that that the borrower is an
MSME unit.

Evidence for Aggregate exposure — CA certificate
GST Regn. certificate/check if it is alive on relevant date

Check whether the account was standard on the relevant
date.

Check whether there were overdues as on relevant date.

Evidence for confirmation of implementation - Eg. —
Certificate from CA for capital structure as per the books of
the borrower, confirmation from other lenders that
implementation is complete in their books and all
documents have been executed.



Prudential Framework for Resolution of Stressed Assets

RBI has announced a revised framework for resolution of stressed assets on
June 07, 2019. ( RBI/2018-19/203 DBR.No.BP.BC 45/21.04.048/2018-19

Framework aims at strengthening the structure by:
1) Early identification and reporting of stress

2) Implementation of resolution plan for defaulting accounts, supported by
independent credit evaluation by credit rating agencies.

3) Implementation conditions have been prescribed.

4) Enable banks to take timely action for resolution of stressed accounts &
provides for adequate disclosures by banks

5) Additional provision if RP not implemented within prescribed timelines.

6) Envisages higher provisioning, penal action & direction to file under IBC on
banks in case of concealing of information.

The revised framework has discontinued with immediate effect Framework for
Revitalising Distressed Assets, CDR, Flexible Structuring of Existing Long Term
Project Loans, SDR, Change in Ownership outside SDR, and Scheme for Sustainable
Structuring of Stressed Assets. Joint Lenders’ Forum (JLF) as mandatory institutional
mechanism for resolution of stressed accounts also stands discontinued

Prudential Framework for Resolution of Stressed Assets

Lenders shall identify incipient stress in loan accounts, immediately
on default, by classifying stressed assets as special mention accounts

(SMA) as following.

SMA-0 1-30 days

SMA-1 31-60 days 31-60 days
SMA-2 61-90 days 61-90 days
Default

Non-payment of debt when whole or any part or instalment of debt amount has
become due and payable and is not repaid by debtor.

For revolving facilities like cash credit, default would also mean, without prejudice
to the above, the outstanding balance remaining continuously in excess of the
sanctioned limit or drawing power, whichever is lower, for more than 30 days.



Prudential Norms

Quick Refresher

NPA NORMS

Uniform norm of 90 days for all advances
including Government guaranteed Accounts

Agricultural loans — Continues to be based
on Crop seasons



NPA NORMS

Uniform norm of 90 days for all advances
including Government guaranteed Accounts

Agricultural loans — Continues to be based
0N Crop seasons

NPA NORMS-Term Loans

Interest and/ or instalment of principal
remain overdue for a period of more than 90
days in respect of a term loan

10



Term Loan — Illustration 1

Term Loan — 48,00,000

Monthly instalment — 1,00,000 + interest
Repayment commence — January 2017
Balance Outstanding — 31.3.2020-12.68 lacs
Jan-mar interest — Rs.46,157/-

NPA — Since Ideal balance is Rs.9 lacs and
exceeds by 3.68 lacs — Outstanding from
December 2019

NPA NORMS- Term Loans

If arrears of interest and principal are paid by
the borrower in the case of loan accounts
classified as NPAs, the account should no
longer be treated as non-performing and may
be classified as ‘standard’ accounts. (Para
4.2.5 — RBI Master circular).

Upgradation is allowed only if the account
reaches “no overdues” status. This should not
be misunderstood with “overdues brought
within 90 days”. (ICAlI GN - Para 11.337
Page 413 & 414)
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Term Loan — lllustration 2

Term Loan — 48,00,000

Monthly instalment — 1,00,000 + interest
Repayment commence — January 2017
Balance Outstanding — 31.3.2020-11.84 lacs
Jan-mar interest — Rs.54,579/-

Balance Outstanding — 30.4.2019 — 24.35 lacs

NORMALLY STANDARD since 2.84 lacs is overdue
which is less than 3 instalments

BUT NPA — Since Ideal balance is Rs.20 lacs in April
2019 and exceeds by 4.35 lacs — Slipped to NPA. To
become Standard ENTIRE ARREARS TO BE
CLEARED

NPA NORMS- OD/CC

The account remains ‘out of order’ in respect of
an Overdraft/Cash Credit (OD/CC).

An account should be treated as 'out of order’
where

The balance o/s in the account remains
continuously in excess of the limit/DP during a
period of 90 days.

The balance o/s is within the limit/DP, but there
are no credits continuously for 90 days or the
credits are inadequate to cover the interest debited
during the same period.



NPA CC — lllustration 1

OCC Limit — Rs.1 crores

Balance exceeding Rs.1 crores all the period
Total Debit summation — 1.39 crores

Total Credit Summation — 1.40 crores
Balance on 31.3.2020 — Rs.1.06 crores
Interest Jan to Mar 2020 — 3.17 lacs

Addl Info : Cheque returned on 2.4.20
Rs.2.50 lacs

NPA

NPA CC — lllustration 2

As in Hlustration 1

Balance exceeding Rs.1 crores all the period
From January within balance Rs.95 lacs

Balance on 31.3.2020 — Rs.0.98 crores
Interest Jan to Mar 2020 — 3.17 lacs

Addl Info : A BG defaulted on 25.12.2019 for
Rs.15 lacs and debited to Defaulted Guarantee
account

NPA — since if Def Gtee is debited to CC
account, would have been excess

13



NPA CC — lllustration 3

Cash Credit Limit — Rs.1 crore

Property given as Security — Rs.2 crores
Balance as on 1.4.2019 — Rs.97 lacs
Balance on 31.3.2020 — Rs.99 lacs

Total Debit summation by interest — 12 lacs
Total Credit Summation — 10 lacs

NPA — Credits are not sufficient to cover the
debit of interest, even though the balance is less
than limit

NPA CC — lllustration 4

Cash Credit Limit — Rs.1 crore

Property given as Security — Rs.2 crores
Balance as on 1.4.2019 — Rs.100 lacs
Balance on 31.3.2020 — Rs.99.50 lacs

Total Debit summation by interest — 12 lacs
Credit by clearing on 25.3.2020 — 12.50 lacs

NPA — Solitary Credit in the account, even
though the balance is less than limit at the end
of the year.

Further genuiness of the credit to be examined

14



NPA NORMS - Bills

A bill remains overdue for a period of more than
90 days in the case of bills purchased and
discounted

Agricultural Advances- NPA

A loan granted for short duration crops will be treated as NPA, if the
instalment of principal or interest thereon remains overdue for two crop
seasons.

A loan granted for long duration crops will be treated as NPA, if the
instalment of principal or interest thereon remains overdue for one crop
season.

“Long duration” crops would be crops with crop season longer than one
year

Crops, which are not “long duration” crops, would be treated as “short
duration” crops.

The crop season for each crop, which means the period up to harvesting
of the crops raised, would be as determined by the State Level Bankers’
Committee in each State.

15



Agricultural Advances- Interest

Crop Season Kharif Rabi

Disbursement Period April 01 to Sept 30 Oct 01 to March 31

Interest Application Annual Annual

Interest Application date 31st March 30th June

Compounding Annual Annual

Due Date 31st March 30th June

Compounding from date After 31st March After 30th June

Penal Interest If overdue, after 31st If overdue, after 30th
March June

Crop Season- RBI clarification recd
by Maharasthra SLBC

Loan may be treated as NPA immediately on
completion of two crop seasons / one crop season
(as the case may be, depending on the duration of
the crops) after the repayment due date.

Two crop seasons after the due date should refer to
only those two consecutive crop seasons in which
the farmer usually undertakes crop production.

16



RBI clarification — Crop season

The crop season for each crop, means the period up
to harvesting of the crops raised. The asset
classification norms assume that there is normal crop
yield during the season for which credit is extended.

Hence, immediately after consecutive two harvest
seasons (as per the cultivation pattern followed by
the farmer borrower) from repayment due date, the

account is to be identified as NPA.

In case of natural calamities as declared by the SG,
the loan should be restructured/ rescheduled

Agri loan NPA - Examples

Loan Disbursed
Due Date

Overdue Date
NPA turning date

Remarks

(July —October)
April 15 - Sept 15

31-Mar-2016
01-Apr-2016
31-Mar-2018

After two crop season.
First crop season will
end at March 2017and
other will end at March
2018

(October — March)
Oct 15 - Mar 16

30-Jun-2016

01-Jul-2016
30-Jun-2018

After two crop season.
First crop season will
end at June 2017 and
other will end at June
2018

17



Agri loan NPA - Examples

Loan Disbursed
Due Date

Overdue Date
NPA turning date

Remarks

June 15 - July15
31-Mar-2017
01-Apr-2017
31-Mar-2018

After one crop season.
First crop season will
end at March 2017and
other will end at March
2018

(October — March)

Oct 15 - Mar 16

30-Jun-2016

01-Jul-2016
30-Jun-2018

After two crop season.

First crop season will
end at June 2017 and
other will end at June
2018

Agricultural Advances

Where natural calamities impair the repaying
capacity of agricultural borrowers, banks may
decide on their own as a relief measure conversion
of the short-term production loan into a term loan
or re-schedulement of the repayment period; and
the sanctioning of fresh short-term loan, subject to
guidelines contained in RBI circular FIDD No
FSD BC.01/05.10.001/2015-16 dated July 1,

2015.

18



Other Advances — spl situations

Where natural calamities impair the
repaying capacity of other borrowers, banks
may decide on their own as a relief measure

Should have the approval of SLBC

Master Circular RPCD.No.PLFS.BC
6/05.04.02/2013-14, dated July 1, 2013

Significant factors for
classifying an account as NPA
in Working capital advances

Stock statements should not be more than 3
months old.

Regular and ad hoc limits should not be left
lapsed without renewal for a period of more
than 180 days

Solitary or very few credits in the account
before the balance sheet date.



Income Recognition

Income is to be recognised based on recovery

Not applicable to advances against Life Insurance Policies,
NSCs, IVPs, KVPs etc, provided requisite margin is
maintained.

Critical area in respect of OD against deposits wherein
Deposits with multiple Interest are taken as security

Critical area in respect of loan against FD wherein interest
is drawn periodically by the depositor but interest on loan is
accumulated without payment

Reversal of Interest

In respect of accounts classified as NPA for the first
time, interest debited in the current year (2019-20)
and previous years which has not been realised
should be reversed or provided.

This will apply to Government guaranteed accounts
also.

20



Non Performing
Assets

Sub Standard Assets &
Doubtful assets

An NPA which is less than 12 months old —
SSA

An NPA which is more than 12 months old
- DA

In case erosion in value of securities is more
than 50%, classify as doubtful

Critical point — Valuation has to be done
once in three years for NPAs.

21



Loss Assets
An asset considered uncollectible

An asset where loss has been identified by the
bank or internal or external auditors or the RBI
inspection but the amount has not been written
off wholly

An asset whose security value has been eroded by
more than 90 % of the advance value

Asset Classification

Asset Classification to be borrower-wise and not
facility-wise

Exceptions
Bills discounted under LC until default
Mark to market value of derivatives contract
Additional facility granted to a restructured NPA

22



Asset Classification

Asset classification of accounts under consortium should
be based on the record of recovery of the individual member
banks

In case of multi branch financing — The classification by the
branch where main limit is availed has to be considered by
all branches.

CRITICAL - Certificate from Main branch is compulsory
since the operations may be good in the branch where
sublimit is availed.

A NPA need not go through the various stages of
classification in cases of serious credit impairment

Asset Classification

Advances against term deposits, NSCs eligible
for surrender, 1\VPs, KVPs and life policies need
not be treated as NPAs.

Advances against gold ornaments, government
securities and all other securities are not covered by
the above exemption

A sub-standard accounts which has been subjected
to restructuring etc., would be eligible to be
upgraded to the standard category only after the
specified period of one year

23



Asset Classification
Govt. Guaranteed Accounts

Accounts to be classified as NPA if guaranteed by
Central Govt. when the guarantee is repudiated.

State Govts. When the guarantee is invoked and
remains in default for more than 90 days.

Meaning of Restructured Account

Reserve Bank of India has defined a restructured
account

as one where the bank, for economic or legal
reasons relating to the borrower's financial
difficulty, grants to the borrower concessions that
the bank would not otherwise consider

24



Meaning of Restructured Account

Restructuring means modification of terms of the
advances including alteration

- in repayment period,(including extension
of moratorium period)
- repayment amount
- amount of installments,
rate of interest

Project Loans

Project loans is the long-term finance of
Infrastructure and industrial projects based upon
the projected cash flows of the project rather than
just the balance sheets of its sponsors.

the Date of Completion and the Date of
Commencement of Commercial Operations
(DCCO), of the project should be clearly spelt out
at the time of financial closure of the project and
the same should be formally documented.

25



Project Loans

In several instances, the completion of the projects
is delayed due to extraneous reasons beyond the
control of the promoters.

The reasons for delay include legal disputes, delay
in obtaining government approvals, etc.
In such a situation Banks may restructure /
reschedule

- Project loans for infrastructure sector

- Project loans for non infrastructure sector

Deferment of DCCO not treated as restructuring
and hence asset classified as Standard

Infrastructure Projects  Non Infrastructure Conditions

Projects
The revised DCCO falls  The revised DCCO falls  The revised repayment
within a period of two within a period of one year period should be equal to

years from the original from the original DCCO  or shorter than the original
DCCO stipulated at the stipulated at the time of repayment term.
time of financial closure  financial closure In other words if the

repayment term is extended
it will amount to
restructuring

Standard Asset - Provision required 0.40%
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Restructu ring of PrOJect Ioans by Way of reV|3|on of
DCCO for reasons beyond the control of the promoters

Up to another one year (total
extension of two years).

Please note that this benefit
is not available to
Commercial Real Estate
Exposures

fEEa esigg tesia g ey E e

| Restrdcturlng of Infrastruc:tu IE PrOJects mvolvmg 00urt
Wcases‘ & St o 1 1 1
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Restructured Accounts- Key points

Specified Period means a period of one year from
the commencement of the first payment of interest
or principal, whichever is later, on the credit
facility with longest period of moratorium under
the terms of restructuring package.

Satisfactory performance during the specified
period means adherence to the specified
conditions during that period.

Restructured Accounts- Key points

Satisfactory performance
Non-Agricultural Cash Credit Accounts

In the case of non-agricultural cash credit accounts, the account
should not be out of order any time during the specified period, for
duration of more than 90 days and there should not be any overdues
at the end of the specified period.

Non-Agricultural Term Loan Accounts

In the case of non-agricultural term loan accounts, no payment
should remain overdue for a period of more than 90 days and there
should not be any overdues at the end of the specified period.

All Agricultural Accounts

In the case of agricultural accounts, at the end of the specified
period the account should be regular.

28



Restructured accounts- Sacrifice

The term 'bank's sacrifice' means the amount of
"erosion in the fair value of the advance*‘.

Restructured accounts- Sacrifice

Reduction in the rate of interest and / or
reschedulement of the repayment of principal
amount, as part of the restructuring, will result in
diminution in the fair value of the advance

It is necessary for banks to measure such
diminution in the fair value of the advance and
make provisions for it by debit to Profit & Loss
Account.

29



Provisioning Whose responsibility

The primary responsibility for making adequate
provisions for any diminution in the value of
loan assets, investment or other assets is that of
the bank managements and the statutory
auditors.

The assessment made by the inspecting officer
of the RBI is furnished to the bank to assist the
bank management and the statutory auditors in
taking a decision in regard to making adequate
and necessary provisions in terms of prudential
guidelines.

Provisioning Norms

Standard assets(other than Restructured
accounts) — on global loan portfolio

a) Direct advances to agricultural and SME sectors 0.25%

b) Commercial Real Estate (CRE) Exposures 1%

c) Commercial Real Estate — Residential Housing
Sector (CRE-RH) 0.75%
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Provisioning Norms

Standard assets (other than Restructured accounts) — on
global loan portfolio
d) Housing loans extended at teaser rates — 2%

(The provisioning on these assets would revert to 0.40per
cent after 1 year from the date on which the rates are reset
at higher rates if the accounts remain ‘standard’.)

e) All other Standard advances — 0.40%

Note : Provision for restructured standard advances is set
out in the subsequent slide

Provisioning Norms

Accounts Restructured during the current year
classified as standard — 5 %

Accounts Restructured during earlier years
classified as standard — To be increased to 5 %
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Provisioning Norms

Sub standard assets - 15 percent on total outstanding should
be made without making any allowance for DICGC/ECGC
guarantee cover and securities available

Substandard Assets

In case of Substandard accounts, where security
available abinitio at the time of sanction is less
than 10% of both funded and non funded limits
put together, then the provision to be made is 25 %
(20% in case there is an escrow account in case
of infrastructure lending, infrastructure loan
accounts) of the Outstanding Value

It is different from erosion of security to be
classified as loss asset.
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Provisioning Norms

Doubtful assets — 100 % of the unsecured portion
+

25/40/100% (depending on age) of the secured
portion

Loss Asset — 100%

PROVISIONING — 2019-2020

SI. NPA Date  Status of Unsecured Secured
’;' Asset  Portions Portion
| Before D3 - 100% of Outstanding
1.4.2016 Current irrespective of the
year availability of security as
reduced by ECGC cover
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vV

1.4.2016-
31.3.2018

1.4.2018-
31.3.2019

1.4.2019-
31.3.2020

D2 -
Current
year
D1 -
Current
year

Substandar
d current
year

100% as reduced by 40%
ECGC Cover

100% as reduced by 25%
ECGC Cover

15% of the outstanding
irrespective of security or
ECGC Cover **

Master Circular Ref

RBI/2014-15/74 DBOD.No.BP.BC. 9
/21.04.048/2014-15 dated July 1, 2015-
Master circular for Prudential norms on
IRAC and Provisioning relating to

Advances
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LFAR - Reporting on Advances

o000
0000
0000
[ XX
( X J
R Sundararajan, FCA., DISA (ICA) °
Chartered Accountant
o000
o000
o000
) -4
Introduction .

e Advances — the chief revenue source for any
bank

e In branch statutory audit, auditor is expected
to verify all large advances and test check
few other advances

e Large advances are those in respect of which
the outstanding amount is in excess of 5% of
the aggregate advances of the branch (or)
Rs. 2 crores, whichever is less.

11th March 2020 2



Key areas in verification of advances oo
e Pre disbursement appraisal (CIBIL & RBI list)
e Sanctioning / disbursement
e Documentation
e Review, monitoring and supervision
e Disclosure of advances under appropriate
categories and classes
e Lodging claims
e Monitoring the non fund based facilities

e Asset classification, provisioning and income
recognition

11th March 2020 3

Pre disbursement appraisal :

e Application from borrower

e Timely preparation of proposal for grant, renewal,
enhancement or rephasement of loans

e Appraisal carried out in the prescribed manner e.g.
CMA data. Turnover, MPBF

Past dealings with / of the borrower
Financial statements, tax assessments etc.
Credibility of the reference

Credit reports especially in take over cases

11th March 2020 4



Sanctioning / disbursement

e Within delegated powers

e Disbursement shall be in line with the
terms of sanction

e All charges are collected
e Documentation

11th March 2020 5

Documentation

e Execute all documents as envisaged in the
Sanction letter / legal report

e ICAIl guidance note gives a detailed check list

e List out the deficiencies in documentation
account wise in LFAR

e Additional Documentation in respect of
Consortium Advances as per agreement

e Ensure lien is marked on deposits

11th March 2020 6



Review, monitoring and supervision 0se

11th March Zd

Periodic review of operations

Justify the end use

Periodic balance confirmations

Prompt reporting of adhoc, excess, TOD etc.

Exchange of information on Multibank / consortium
advances

Monitoring and reporting overdue accounts (LFAR)
e Between 6 months and 1 year

e Over 1 year

Ensure documents are not time barred

Renewal of working capital limits every year

Obtaining latest financial statements, stock statements,
debtors and creditors statements, valuation report of
collateral security and other operational data like the QIS
scrutinising the same

Review, monitoring and supervision °se

Inspection / physical verification of securities
Maintenance of sufficient margin
Ensure that turnover is routed through the account

Ensure that the securities are not obsolete / un-
realisable

e Whether securities are duly insured
e Stock audit (applicable to large borrowers)

Compulsory audit for bank borrowers where the
exposure is more than Rs. 10 lakhs (few banks -20)

Whether interest, charges etc. are collected on time
Any frequent / un-authorised overdrawing
Any other irregularity

11th March 2020 8
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Review, monitoring and supervision oo

e Recovery / NPA management
e Timely recovery of all dues including credit card dues

e Whether legal action taken for recovery, wherever
authorised/necessary. E.g. Sarfaesi, DRT, NCLT, IBC

e Whether NPAs are promptly reported to the controlling
office

e Whether any re-habilitation done with respect to NPAs

e Whether OTS schemes are executed as per control
office guidelines. Auditor to report cases above Rs. 50
lakhs in LFAR

11th March 2020 9

000
0000
0000

Disclosure of advances under appropriate b
categories and classes — Auditor to test check

1. Facility wise
e Bills purchased and Discounted
e Cash credits, overdrafts and loans repayable on demand
e Term Loans

2. Security Wise
e Secured by tangible assets
e Secured by bank / government guarantees
e Un-secured

3. Classification wise

Standard

Sub-standard

Doubtful

Loss

11th March 2020 10



Disclosure of advances under appropriate 3

categories and classes — Auditor to test check | 222

4, Sector wise

e Advances in India
Priority sector
Public Sector
Bank
Others

e Advances outside India
Due from banks
Due form others
Bills purchased and discounted
Syndicated loans
Others

e Totals of 1, 2, 3 and 4 shall tally. Also the totals shall
tally with the general advances balancing report

11th March 2020 11

Advances checklist e
o

e Data sheet for advances

[ J
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Portfolio.pdf
Large Advances.pdf
Other Advances checklist.pdf
Housing Loan.pdf

Lodging claims

e Claims due to the bank in relation to
advances shall be lodged on time. Examples
are: (only illustrative)

PMRY and other government schemes’ subsidy
DICGC / ECGC / CGTSI claims
Interest subvention on agricultural loans

¢ In certain cases the auditor may have to give

specific certificates on the above matters

11th March 2020 13

Monitoring the non fund based os
facilities

e Guarantees and Letters of credits

e Check the following:
Sanctioning
Margin requirement
Collecting charges / commission
Allocation of un-expired commission
Disclosure in the financial statements

e Is there any NFB slipped as funded LC/Gtee
e LFAR calls for specific reporting

11th March 2020 14



Special Points for o
consideration

e Proper classification of asset has a bearing
on verification

e Verification need not be restricted to current
year accounts only

e Head Office Inspection & RBI inspection
reports are to be gone through compulsorily

e Verification of operations is of paramount
importance — regularisation during the year
end to be examined

11th March 2020 15

Special Points for o
consideration - contd

e Moratorium on advances has to be examined
in tune with the sanction terms — education &
housing term loans are examples

e Reschedulement and/or waivers are to be in
accordance with the schemes/Norms of RBI

e Stock Audit every year for NPA > 5 crores

e Collateral securities of immovable properties
— valuation once in three years for NPA
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Conclusion

e Documentation of audit observations

e Summing up and discussion with Branch
officials

e Review after discussion & follow up

e Final Report to be drafted with detailed
statistics

11th March 2020 17

Thank You

R.Sundararajan, FCA, DISA
sundar@srbr.in
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Annexure Il

SAMPLE AUDIT PROGRAMME FOR VERIFICATION OF
INCOME RECOGNITION AND ASSET CLASSIFICATION

1. Obtain the list of NPAs of the branch as at the end of the previous year.
2. Verify those cases which has been identified by the branch as NPA

3. Confirm that the NPAs as at the end of last year continues as NPA (unless fully regularized or closed)
and also confirm that the balance outstanding is not increased during the year.

4. For identifying a Term Loan account as NPA : Check if Interest debited upto and including interest
debited on 31st December 2019 and principal due upto 31st December 2019 is recovered in full

before 31st March 2020.

If so, it is not NPA

5. In respect of BP/BD facility verify if any bill due on 31st December 2019 is outstanding as on
31st March 2020 and if so, it will be NPA

6. In respect of other advances verify if the amount is due on or before 31.12.2019 and has not been
received as on 31.03.2020. If so, it becomes a NPA

7. For identifying an CC/OD account as NPA verify as per flow chart given below :

FOR CC/OD

The balance outstanding
exceeds the DP/Sanctioned
limit continuously for any
90 days during the year.

NO

No credit or the credit are not
sufficient to cover the interest
debited during that period of
any 90 days during the year.

)

YES

NPA

NPA
YES
Not An
NO NPA

Bank Branch Audit
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Note :

(1) If the account is a State Government guaranteed accounts also, NPA norms of 90 days will be

applicable.

(2) Central Government Guaranteed accounts will be continued to be exempt (unless repudiated) from
provisioning norms. But interest will be recognized on recovery only. If the guarantee is repudiated,
the general NPA norms will be applicable.

Accounts is NPA as
on 31.03.2019

NO

YES

Accounts is NPA as
on 31.03.2018

NO

YES

IS IT MTL

NO

A

STD. ASSET

YES

y/

Doubtful Asset

YES

IS IT MTL

NO

SUB.STD.

ASSET

(a) Arrive at the DP as on 31st March
(b) Interest Debited from January to March
(c) Balance as on 31st March

c-a-b
= X
Monthly Installment
IS X >3 T Std.Asset
YES
IS X >15 NO Sub.Std.Asset
YES

Doubtful Asset
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Bank Name. ...

Annexure VIl

Branch

CHECK LIST FOR VERIFICATION OF HOUSING LOAN

Name of Borrower

Account No

10

Has an application in the prescribed
form been received .

Has legal opinion been obtained

Has it been ensured that seller has
clear and marketable title to the

property
Has EC been obtaind

Has building permission from the
concerned authority been obtained

Has the branch obtained a copy of
the construction agreement

Is the builder an approved and
reputed contractor

Has the margin money been routed
through the banker

Has the branch inspected the proposed
site.

Has the necessary documents been
executed by the borrower.

Bank Branch Audit
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Bank Name. ... Branch

CHECK LIST FOR VERIFICATION OF HOUSING LOAN

Name of Borrower

Account No

1" Has the branch obtained the original
document for purchase of land and a
copy/original of the parent document
12 | Hastheloan been released in stages

13 | Has inspection been carried out at
various stages by the branch

14 Has certificates been obtained from
registered valuers/engineers as regards
completion of the various stages

15 | Has the completion certificate been
obtained

16 | Has Equitable Mortgage been created

17 Has a fresh E.C. been obtained at
periodical interval

18 | Hasthe property been insured

19 | Have you verified the operation of
the account

20 Have you noticed any irregularity in
the operation
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Annexure V

Data Sheet For Major Advances

Bank Name Branch
Name of the Borrower Verified
Constitution 1

Account Classification by Bank

Have the accounts been restructured | Yes/No | If Yes , give details on the reverse| | 2

Date of Application for Restructuring

Date of Sanction of Restructuring Reviewed by

Sector Classification by bank '@@Give reasons / calculations

Sector Classification by auditor seperately with SOA, for treatment

of loan as NPA
As at
Acc No Account | LMT Expy Limit DP/ A/C Irregular | AC by Auditor
Type / Sanc Dt. Theoretical| balance Q@
Bal

Sanctioned by Interest Rate
1) Acc No Sanction Itr Applied
)
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Security

Primary
Colleteral
Insurance Endorsed Advance Review Process | Check Yes
Decs. of assets| Value |Expirydt.| (Vor») Crappraisal
Sanction
Documentation
Disbursement
Monitoring
Comments Previous Audits/AFI comments
Write your descriptive comments on reverse Fill up Advances Check List ( horizontal format)
Check |DP Regr (Stock & BD) [Legal | Valuation | RoC/CHG1 ROA Unit Inspn | Latest AFS
W or %)
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Annexure VI CHECKLIST FOR VERIFICATION OF ADVANCES

Name of the Borrower 112131456 7] 8 9| 10| 11 12 | 13| 14| 15

1. Have you checked whether the branch has
complied with the requuirements such
as obtaining loan applications, preperation
of proposals,grant/renewal of advances,
enhancement of limits,etc

2. Have you checked whether the facility has
been granted beyond such delegated powers
of the branch

3. If so,whether the same has been reported to
the higher authorities

4. Have you checked whether the terms of
sanction has been complied with

5. Have you checcked whether all the
documentation formalities have been
complied with before release of facilities by
the branch

6. Have you checked whether in the cases of
corporate borrowers due charges have been
registered with the Registrar of Companies

7. Whether corporate borrowers have complied
with the provisions of section 184 & 185 of
the Companies Act 2013 wherever applicable

8. Have you verified recceipt of stock
statements.Have you verified that the follow
up acction of the branch is adequate
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Name of the Borrower

10

12

131 141 15

Have you checked whether periodic stock
audits has been conducted.Have you
persued the atest stock audit report

10.

Have you checked the procedure adopted
by the branch for periodically verifying the
assets charged to the bank

11.

Have you persued the account to ensure
that there are no frequent overdrawals,
shortfall in the value of security

12.

Have you checked whether the assets
charged to the branch have been
adequately insured

13.

Has the account been classified as per IRAC
norms

14.

If not,have you made out a detailed working
for proposing MOC

15.

Has the branch furnished the relevant
information required for the purpose of
reporting in LFAR

16.

Have you checked whether the branch has
obtained valuation reports

17.

Have you verified whether there is any
compromise proposals/write offs in this
acccount
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Annexure IV

............................................................................................ BANK
Branch Figures
Analysis of advance portfolio as at March 31, 2020
Facil As per weekly Abstract Accounts Verified
acility No of % of Balance | % of | No of % of Balance | % of Remarks
Alcs total total | Alcs total total
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As per weekly Abstract Accounts Verified
No of % of Balance | % of | No of % of Balance | % of Remarks
Alcs total total | Alcs total total

Facility
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