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Recent news as reported by the media 

• What were auditors doing? If both internal 

and external auditors have looked the other 

way and failed to detect then I think the fate 

of chartered account profession is at stake,"  

 

         Arun Jaitley 

   Finance Minister of India 

Sundararajan Associates LLP 17th March 2018 2 



Tweet from PM on Jul 1, 2014 

• Narendra Modi @narendramodi  

• I congratulate my CA friends on Chartered 

Accountants Day & convey my best wishes. 

They have a crucial role to play in India's 

progress. 

   12:41 PM - Jul 1, 2014  
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PM  speech on July 1, 2017 

• I have heard that since 8th November you all have 

been immersed in more work like never before in 

your careers. I have even heard that the Chartered 

Accountant fraternity were on Diwali vacations, 

hotels had been booked, but some cancelled their 

trips and were promptly back to their workstations 

which were functional 24×7. Now I am not aware 

if you all worked righteously or participated in 

malpractices! Well, was it in the interest of the 

nation or your clients? But you did burn the 

midnight oil in those days! Sundararajan Associates LLP 17th March 2018 4 



Possible Triggers 

• Growing NPAs – unreported 

• United Bank of India – NPA 2015/2016 

• Backfiring of Sathyam/GTB/First Leasing 

• PNB Episode of LOU 

• Rotomac  

• Simbhaioli Sugars Limited  

• Guptha Brothers – even though Offshore 

Effect 
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Possible Triggers-our reactions 

Our apprehensions : 

  

• Are we provided the width to play a positive role ? 

• What was others role in this ?  

• What was RBI doing ? 

• Are we becoming scapegoats ? 

 

CONCLUSION – LET US APPROACH THE JOB ON 

HAND WITH CARE !!! 
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Recent news as reported by the media 
PNB Scam / Nirav Modi scandal 

 Amount involved 

  As per media            – Rs 11,400 crores 

  As per CBI website  -  Rs  4,886.72 crores (approx) 

 Banks involved: PNB/Allahabad Bank/ Axis bank 

Rotomac fraud 

  As per media            – Rs 3,695 crores 

  As per CBI website  -  Rs  3,695 crores (approx) 

including unapplied int  

Banks involved: BoB/ BoI/IOB/UBI/Allahabad 
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Recent news as reported by the media 
Simbhaoli Sugars Ltd scandal 

 Amount involved 

    As per CBI website  -  Rs  206.93crores (2 A/cs) 

    Banks involved: OBC  

    First a/c declared NPA  on 31.03.2015 (reported as fraud 

to RBI in may 2015. 

    Second A/c sanctioned on 28.01.2015 

Gupta Brothers/Capture the State scandal 

 Bank of Baroda disclosure in 2nd qtr  results disclosure 

During the quarter, Bank has paid / provided an amount of  Rs 5.45 

Crs and  Rs 42.26 Lacs towards penalty imposed in South Africa and 

Seychelles branches respectively by their local Regulators.  
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Documents to verify for Buyers credit 

• Following documents are required to be verified 

by the statutory auditors during review of Buyers‟ 

Credit Transaction and its accounting treatment in 

the Bank‟s books. 

   1) (Loan) Agreement, if any, entered between the 

Indian importer (borrower), overseas bank (lender), 

the Indian bank (facilitator); 

  2) Underlying documents for import of capital 

goods or raw materials; 

  3) Maximum tenure of buyer‟s credit as per 

guidelines of RBI; Sundararajan Associates LLP 17th March 2018 9 
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4) SWIFT messages originated by overseas bank 

specifying the terms of Buyer‟s Credit; 

5) The calculation of contingent liability towards LoC/ 

LoU is inclusive of interest accrued on the Buyer‟s Credit 

as on financial statement date; 

6) Documentation / Agreement between overseas bank and 

Indian bank, and, any further confirmatory documents 

exchanged between overseas bank and Indian bank; 

7) Review of documents specifying right of recovery 

against borrower, in case if the borrower defaults in 

repayment of Buyer‟s Credit; 
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8) Balance confirmations obtained from the overseas bank; 

9) Charge created in records of RoC related to the security 

offered for Buyer‟s Credit vis-à-vis disclosure of Buyer‟s 

Credit in the financials of borrowers as secured / unsecured 

loan; 

10) Acknowledgement of debt, if any, obtained from the 

borrower; 

11) The calculation of drawing power for working capital 

finance availed by the borrower is net of the Buyer‟s 

Credit; 

12) Form 15CA / Form 15CB compliance made by the 

borrower. 
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Scope of branch audit 

Certifying  

Balance sheet 

Certifying  

Profit & loss  

account 

Certifying  

various 

Returns &  

statements  

Certifying  

NPA  

returns  
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ADVANCES 

Performing 

Assets 

Non Performing  

Assets 
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NPA NORMS 

• Uniform norm of 90 days for all advances 

including Government guaranteed Accounts 

 

 

• Agricultural loans – Continues to be based 

on crop seasons 
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NPA NORMS 

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

 

• The account remains „out of order‟  in respect of 
an Overdraft/Cash Credit (OD/CC). 

 

• A bill remains overdue for a period of more than 
90 days in the case of bills purchased and 
discounted. 
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‘Out  of  Order’ 

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 
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NPA NORMS 

• The amount of liquidity facility remains 
outstanding for more than 90 days, in respect of a 
securitisation transaction undertaken in terms of 
guidelines on securitisation dated February 1, 
2006. 

• In respect of derivative transactions, the overdue 
receivables representing positive mark-to-market 
value of a derivative contract, if these remain 
unpaid for a period of 90 days from the specified 
due date for payment. 
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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. 
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Agricultural Advances- Interest 

application 
 

Sundararajan Associates LLP 17th March 2018 19 



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. 
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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 the yield is affected by natural calamities as 

declared by the SG, the loan accounts should be 

restructured / rescheduled 
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Agri loan NPA - Examples 

Type Short Duration 

Crop Loan – Kharif  
(July –October)  

Short Dration 

Crop Loan - Rabi 
(October – March)  

Loan Disbursed April 15 - Sept 15 Oct 15 - Mar 16 

Due Date 31-Mar-2016 30-Jun-2016 

Overdue Date 01-Apr-2016 01-Jul-2016 

NPA turning date 31-Mar-2018 30-Jun-2018 

Remarks After two crop season. 

First crop season will 

end at March 2017and 

other will end at March 

2018 

After two crop season. 

First crop season will 

end at June 2017 and 

other will end at June 

2018 
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Agri loan NPA - Examples 

Type Long Duration 

Crop Loan  

(eg Sugarcane with  18 

months harvesting period) 

Short Dration 

Crop Loan - Rabi 
(October – March)  

Loan Disbursed June 15 - July15 Oct 15 - Mar 16 

Due Date 31-Mar-2017 30-Jun-2016 

Overdue Date 01-Apr-2017 01-Jul-2016 

NPA turning date 31-Mar-2018 30-Jun-2018 

Remarks After one crop season. 

First crop season will 

end at March 2017and 

other will end at March 

2018 

After two crop season. 

First crop season will 

end at June 2017 and 

other will end at June 

2018 

 

Sundararajan Associates LLP 17th March 2018 23 



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. 
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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 
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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. 
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Latest updates in NPA norms 

ON REPRESENTATIONS FROM SMALL AND MEDIUM 
INDUSTRIES : 

 

• RBI relaxed the NPA norms to MSME registered under  
GST vide Circular RBI/2017-18/129.DBR. No. 
BP.BC.100/21.04.048/2017-18 dt 07.02.2018 

• To adjust the adverse impact of Cash flows due to GST  

• Loans to MSMED shall continue to be classified as a 
standard asset SUBJECT TO CERTAIN CONDITIONS                                                                                   
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Latest updates in NPA norms 

• CONDITIONS FOR MSME ACCOUNTS TO BE STANDARD :   

(i) The borrower is registered under the GST regime as on January 
31, 2018.  

(ii) The aggregate exposure, including non-fund based facilities, of 
banks and NBFCs, to the borrower does not exceed Rs.25 Cr  as on 
January 31, 2018  

(iii) borrower’s account was standard as on August 31, 2017.  

(iv) The amount  from the borrower overdue  as on September 1, 
2017 and payments from the borrower due between September 
1, 2017 and January 31, 2018 are paid not later than 180 days 
from their respective original due dates.   
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Latest updates in NPA norms 

• ADDITIONAL CONDITIONS FOR MSME ADVANCES :   

 

(i) A provision of 5% shall be made by the banks against the 
exposures not classified as NPA in terms of this circular.  

(ii) The provision may be reversed ONCE THE ACCOUNT BECOME 
REGULAR 

(iii) The additional time is being provided for the purpose of asset 
classification only and not for income recognition 

(iv)if the interest from the borrower is overdue for more than 90 
days, the same shall not be recognised on accrual basis.  

Issue : What is an MSME Unit ? Does it 
require registration ? ? ? 

Sundararajan Associates LLP 17th March 2018 29 



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  
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Reversal of Interest  

• In respect of accounts classified as NPA for the first 

time, interest debited in the current year (2017-18) 

and previous years which has not been realised 

should be reversed or provided. 

 

• This will apply to Government guaranteed accounts 

also. 
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Non Performing  

Assets 

Sub  

Standard Doubtful Loss 
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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. 
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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 
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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  
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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  
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Asset Classification  

•  Advances against term deposits, NSCs eligible 
for surrender, IVPs, 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  
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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.  
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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   
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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.  
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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.  

 

Sundararajan Associates LLP 17th March 2018 41 



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 
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Project Loans 

Deferment of DCCO not treated as restructuring 

and hence asset classified as Standard  

Infrastructure Projects Non Infrastructure 

Projects 

Conditions 

The revised DCCO falls 

within a period of two 

years from the original 

DCCO stipulated at the 

time of financial closure 

The revised DCCO falls 

within a period of one year 

from the original DCCO 

stipulated at the time of 

financial closure 

The revised repayment 

period  should be equal to 

or shorter than the original 

repayment term.                   

In other words if the 

repayment term is extended 

it will amount to 

restructuring 

Standard Asset - Provision required 0.40% 
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Project Loans 
 Restructuring of Project loans by way of revision of DCCO for 

reasons beyond the control of the promoters 

Infrastructure Projects Non Infrastructure Projects Conditions 

Up to another one year (total 

extension of three years from 

the date of original DCCO ).  

 

Up to another one year (total 

extension of two years).  

 

Please note that this benefit 

is not available to 

Commercial Real Estate 

Exposures 

1. The application for 

restructuring should be received 

before the expiry of the deferred 

DCCO & the account must be 

standard as on the date of  

application for restructuring                           

2. In case of moratorium for 

payment of interest, banks 

should not book income on 

accrual basis beyond two years 

(for infrastructure loans) & one 

year (for non infrastructure 

loans) from the date of original 

DCCO 

Standard Asset - Provision required 5.00% 
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Project Loans 
 Restructuring of Infrastructure Projects involving court 

cases 

Infrastructure Projects Conditions 

Up to another two years (total extension 

of four years from the date of original 

DCCO ), in case the reason for extension 

of DCCO is arbitration proceedings or a 

court case. 

1. The application for restructuring should be 

received before the expiry of the deferred 

DCCO & the account must be standard as on 

the date of  application for restructuring                           

2. In case of moratorium for payment of 

interest, banks should not book income on 

accrual basis beyond two years (for 

infrastructure loans) & one year (for non 

infrastructure loans) from the date of original 

DCCO 

Standard Asset - Provision required 5.00% 
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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 

conditions during that period. 
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Restructured Accounts Special 

regulatory treatment withdrawn  

• As an incentive for quick implementation, RBI 

had allowed banks to classify restructured 

accounts (both CDR & Non CDR cases) as 

Standard  subject to fulfilling certain 

conditions and implementing the restructured 

package within a specified time. 

• This special dispensation has been withdrawn 

with effect from March 31, 2015 
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Special Mention Account (SMA) 

• Before a loan account turns into a NPA, banks are 

required to identify incipient stress in the account 

by creating three subcategories under the Special 

Mention Account (SMA) category as given in the 

table below 

 
SMA 

Subcategories 

Basis for classification 

 

SMA-0 Principal or interest payment not overdue for more than 30 days but 

account showing signs of incipient stress  

 

SMA-1 Principal or interest payment overdue between 31-60 days 

SMA-2 Principal or interest payment overdue between 61-90 days 
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Accelerated Provisioning 

• In cases where banks fail to report SMA status of 

the accounts to Central Repository for Information 

on Large Credit (CRILC) or resort to methods with 

the intent to conceal the actual status of the accounts 

or evergreen the account, banks will be subjected to 

accelerated provisioning for these accounts and/or 

other supervisory actions as deemed appropriate by 

RBI 
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Accelerated Provisioning 
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Strategic Debt Restructuring (SDR)  

• The RBI has introduced the Strategic Debt 

Restructuring (SDR) mechanism vide its Circular 

DBR/BP.BC No.101/21.04.132/2014-15 dated 8th 

June 2015. The RBI has observed that: 

•  In spite of substantial sacrifices made by the banks, 

borrowers are not able to come out of stress due to 

operational/ managerial inefficiencies  

• Change of ownership will be a preferred option. 

• Joint Lenders‟ Forum (JLF) should actively consider 

such change in ownership under the SDR 

mechanism 
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SDR – Salient features  
•  JLF & CDR cell must specify milestones to be achieved within 

a specified timeframe. 

•  If  the milestones are not achieved, the banks may at their 

discretion undertake a Strategic Debt Restructuring. 

• An option to convert the entire loan (including unpaid interest) 

into shares of the company should be incorporated by the JLF 

into the terms and conditions of the restructured loans. 

• The necessary approvals/authorizations for the above under all 

applicable laws must be obtained from the borrower company. 

• Restructuring of loans without the said approvals/ authorisations 

for SDR is not permitted.  
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SDR – Salient features  
• The bankers must review the account and examine the viability of 

converting the debt into equity with a view to acquiring majority 

shareholding in the company. 

•  SDR must be invoked within a period of 30 days from date of review. 

The decision must be documented and approved by majority of lenders. 

• The SDR package must be approved within 90 days from date of 

invocation. 

• Debt must be converted to equity within 90 days of approval date. 

• The invocation of SDR will not be treated as restructuring for the 

purpose of asset classification and provisioning norms. 

• On conversion of debt into equity as approved by the SDR package, the 

existing asset classification would continue for a period of 18 months 

from the date of JLF‟s decision to undertake SDR. Thereafter the asset 

classification will be as per the extant IRAC norms 
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 Restructured accounts- Sacrifice 

 

• The term 'bank's sacrifice' means the amount of 

"erosion in the fair value of the advance“.  
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 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.  
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REVISED FRAMEWORK 
• RBI has announced a revised framework for resolution of stressed assets on 

February 12, 2018. ( RBI/2017-18/131 DBR.No.BP.BC.101/21.04.048/2017-

18 February 12, 2018  

Revised framework aims at strengthening the structure by: 

1)  Provision for early warning signals & prompt reporting of defaults 

2) Providing resolution plan for defaulting accounts, supported by independent 

credit evaluation by credit rating agencies 

3) Time bound referral to NCLT for initiating bankruptcy proceedings under 

the Insolvency and Bankruptcy Code, 2016 (IBC) (if resolution plan does not 

yield results within the specified timeline) 

4) Enable banks to take timely action for resolution of stressed accounts & 

provides for adequate disclosures by banks 

5) Provision for penal action 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 (S4A).   17th March 2018 Sundararajan Associates LLP 56 



REVISED FRAMEWORK  
Lenders shall identify incipient stress in loan accounts, immediately 

on default, by classifying stressed assets as special mention accounts 

(SMA) as following: 

   

 

 

 

SMA sub-

categories  

Basis for classification – principal or 

interest payment or any other amount 

wholly or partly overdue between  

SMA-0  1–30 days  

SMA-1 31–60 days  

SMA-2 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. 
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KEY POINTS OF THE REVISED FRAMEWORK 

 Lenders to have Policy for Time bound Resolution Plan for Stressed Assets 

All lenders should have a board-approved policy to have timely resolution plan for defaulting 

companies.  

 

The banks (singly or jointly) are required to initiate steps to cure default, as soon as there is a 

default in any of the borrower‟s account with any of the banks.  

 

The Resolution Plan (RP) which may involve regularization of payments, sale of exposure, 

restructuring, change of ownership, etc., shall be clearly documented by all lenders. 

 

Further, the RP shall be deemed to be implemented, only if: 

 

(a) The borrower is not in default with any of the lenders 

 

(b) If the resolution involves restructuring, then all related documentation related to restructuring 

and new capital structure and/or changes in terms of conditions of existing loans get duly reflected 

in books of all lenders and the borrower. 

This provides for a bank-level policy for a defined timeline and recognition for resolution plan for 

stressed assets. 
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Key points of the revised framework 
Timelines for Large Accounts under IBC 

Accounts with exposure of Rs.2,000 crore and above after March 1, 2018 (reference date), RP 

should be implemented within 180 days of reference date (for existing schemes and standard 

restructured assets)  

 

If the account is in default as on date, or if the default is after the reference date, then within 

180 days from such default.  

 

For accounts with exposure of 100 crore INR to 2,000 crore INR, a timeline for resolution will 

be announced over a two-year period. 

 

Revised Framework is silent on the timeline for resolution for those accounts with exposure less 

than 100 Cr INR. 

 

If a RP in respect of such large accounts is not implemented as per these timelines, lenders shall 

file insolvency application, singly or jointly, under IBC, within 15 days from the expiry of the 

said timeline. 

This provides a set time line for resolution of accounts which are under respective schemes 

currently. However, in cases where the resolution is not completed in these schemes, the same 

has to be converged with resolution under the IBC. 
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Provisioning Norms 

Standard assets(other than Restructured 

accounts) – on global loan portfolio 

a) Direct advances to agricultural and SME sectors 

b) Commercial Real Estate (CRE) Exposures 

c) Commercial Real Estate – Residential Housing 

0.25% 

1 % 

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 
Sundararajan Associates LLP 17th March 2018 61 



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 %  

 

• Accounts classified as Standard under MSME 

relaxation circular – To be at 5 % 

 
Sundararajan Associates LLP 17th March 2018 62 



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 
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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 % 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% 
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PROVISIONING – 2017-2018 
SI.

No. 

 

 

NPA Date Status of 

Asset 

Unsecured 

Portions 

Secured 

Portion 

 

I Before 

1.4.2014 

D3 – 

Current 

year 

100% of Outstanding 

irrespective of the 

availability of security as 

reduced by ECGC cover 
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PROVISIONING – 2016-2017 

II 1.4.2014-

31.3.2016 

D2 – 

Current 

year 

100% as reduced by  

ECGC Cover 

40% 

III 1.4.2016-

31.3.2017 

D1 – 

Current 

year 

100% as reduced by 

ECGC Cover 

25% 

IV 1.4.2017-

31.3.2018 

Substandard 

current year 

15% of the outstanding 

irrespective of security or 

ECGC Cover ** 
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--Provisioning 

 contd. 

• NOTE 1: 

• ** In respect of substandard assets if the 

security is less than 10 % of the outstanding 

plus unsecured Non-funded exposures at the 

time of original sanction – Additional 

provision of 10 % has to be made.  
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Special relaxation from NPA norms due to 
Demonetisation 

 
 Additional 90 days available to settle the dues 

payable between November 1, 2016 and 

December 31, 2016 in the following category of 

advances where the sanctioned limit is ₹1 crore or 

less; 

•  (a) Running working capital accounts (OD/CC)/ 

crop loans,  

• (b) Term loans for business purposes, secured or 

otherwise. This shall include agriculture loans.   
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Special relaxation from NPA norms due to 
Demonetisation 

 
 Permission accorded by RBI to defer the down 

grade of an account that was standard as on 

November 1, 2016, but would have become NPA 

for any reason during the period November 1, 

2016 to December 31, 2016, by 90 days from the 

date of such downgrade in the specified categories 

of accounts   

 

SO CARE TO BE TAKEN FOR CLASSIFICATION 
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Wilful Defaulters and Non-

Cooperative Borrowers 
• A non-cooperative borrower is broadly one who does not provide 

necessary information required by a lender to assess its financial health 

even after 2 reminders; 

• or denies access to securities etc. as per terms of sanction 

• or does not comply with other terms of loan agreements within stipulated 

period;  

• or is hostile / indifferent / in denial mode to negotiate with the bank on 

repayment issues; 

• or plays for time by giving false impression that some solution is on 

horizon;  

• or resorts to vexatious tactics such as litigation to thwart timely resolution 

of the interest of the lender/s.  

• The borrowers will be given 30 days’ notice to clarify their stand before 

their names are reported as non-cooperative borrowers 
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Wilful Defaulters and Non-

Cooperative Borrowers 

• The provisioning in respect of existing loans/ 

exposures of banks to companies having director/s 

(other than nominee directors of government 

/financial institutions brought on board at the time 

of distress), whose name/s appear more than once 

in the list of wilful defaulters, will be 5% in cases 

of standard accounts. 

• If such account is classified as NPA, it will attract 

accelerated provisioning. 

• The same rule applies to non co perative borrowers 
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Illustration 1. 

Substandard Assets Provisioning    

 

 
Amount 

outstanding  

Rs.1,00,000 

 

Security (abinitio) 

 

Rs.   80,000 

 

Non-funded Limits 

 

Rs.9,00,000 

 

 Provision has to be made for Rs. 25,000/-  
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Illustration 2. 

Amount 

outstanding  

Rs.1,00,000 

 

Security Rs.  50,000 

 

Case I - 100% - Rs 100000/- 

Case II -50,000/- +20,000/- (40% of secured)   

                          =Rs.70,000/- 

Case III  50,000/- +12,500/- (25% of secured) =  

                 Rs.62,500/- 

Case  IV – 15% -    Rs. 15,000/- 

 Sundararajan Associates LLP 17th March 2018 74 



Illustration 3 

Amount outstanding  Rs.1,00,000 

Security (Latest Value) Rs.  9,000 

 Irrespective of Substandard or doubtful, the asset 

has to be classified as Loss Asset and 100% of the 

outstanding to be provided. 
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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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