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First Technical Session

APPROACH TO BANK AUDIT

CA. AKSHAY KUMAR GUPTA,
Kanpur
Central Council Member, ICAI
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REVIEW OF

= Accounting Systems & Internal Controls
= Analytical Comparisons
= Annual Returns & NPA Statements

Allocation of Work

CASH & BANK BALANCES

= Cash Balance Verification
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OTHER LIABILITIES & PROVISIONS

n Bills Payable

= Inker-Office Adjustment
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w Others (including provisions)
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CONTINGENT LIABILITIES

Claim against the Bank not Acknowledged as
Dbt

Bank Guaranbees
Lestter of Credits

Bills for Collection

PROFIT & LOS5 ACCOUNT

Income -
= Imterest-Test Checking Rates & Value Dating

= Processing Fees

w Exchange Income =Adjustment for Income i
respect of Ur-expired Period

EXPENDITURE

Interest

Test Checking & Rates etc.
Interest acorued but not due
CHher Administrative Expenses
Salary, Rent, Electricity & AMC etc.
Provision for Expanseas

LFAR

w Codlect information required bo e provided in
LF&R from Branch Mansger duby oertified

w Amnmoure of Large Advances

= L¥otain a management representation etter for
various relevant aspects reported in LFAR e.4.
otourrence of frawd st Branches

w Discuss the Ohservation of LFAR with Branch
Manager & Obtaln a Certificate o that effect

MISCELLANEOUS
Maturity Profile of Loans, Advances & Deposits
Movement in NP& Accounts
Working Fapersy Pear Raview

Ghosh & Jilani Committes Reports
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Reckoner for I dentification & Classification of Advancesinto
Sandard/Sub-Sandard/Doubtful/Loss Assets as at 31% March, 2008

Standard Asset Sub-Standard Asset Doubtful Asset L oss Asset
It isnot an NPA All  exising ac's|All existing ac's|A loss asset is one
under this category | under this category | where the outstand-

excluding those which
have completed 12
months as NPA and
new additions to be
made as under

& new additions i.e.
al substandard a/c’s

up to 31.03.2007

ing is considered
uncollectible/  un-
realizable or where
the redlizable value
of security is less
then 10% of the
outstanding

1-Teem Loans:
Interest/ installments
due up to and inclu-
ding 31.12.2007 is
recovered

1-Term Loans:
Interest/ installments
prior to and including
31.12.2007 remaining
un-recovered in the
account

1-Term Loans:

If the account has
remained in substan-
dard category for a

period exceeding
months

12

2-Cash-Credit/ Over-
Draft:

The outstanding ba
lance does not remain
continuously in ex-
cess of the sanction
limit/DP for a period
of more than 90 days
(i.e. after 31.12.2007,
the account should be
regular and not over-

2-Cash-Credit/ Over-
Draft:

a) In case where the
o/s exceeds limit/DP
such excess remans
continuously for more

than 90 days.
b) In case where the
os is less than

[imit/DP, but no cre-
dits continuously for

2-Cash-Credit/
Over -Dr aft:

If the asset has re-
mained in sub-stan-
dard category for a

period exceeding
months.

12

drawvn upto 31.03.08 | 90 days as at the end
of year i.e31% Mar,
2008.
c) If the credit turn-
over from 01.01.2008
to 31.03.2008 is not
adequate to cover intt.
debited from 01.01.08
to 31.03.08.
3-Loans Repayable| 3-Loans Repayable | 3-Loans Repayable
on Demand: on Demand: on Demand:
If the amount is due | If the amount to be|If the asset has
after 31.12.2007 received remains over | remained in sub-
due for a period of | standard  category
more than 90 days i.e. | for a period
over due prior to and | exceeding 12
BANK AUDIT
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4-Bills  Purchased/ | 4-Bills ~ Purchased/ | 4-Bills Purchased/
Discounted: Discounted: Discounted:
If the bill is not| If thebill hasremained | If the asset has re-
overdue or If the bill is | overdue for a period of | mained in substan-
overdue after 31.12.07 | more than 90 days i.e. | dard category for a
overdue prior to and | period exceeding 12
including 31.12.07 months
PROVISIONSIN NPA A/IC’'S
SI.No. | Category of NPA Period during which cla- Provisioning Required
ssified as Non-performing
1- Sub-standard Classified as NPA between | 10% on balance outstanding
01.04.2007 to 31.03.2008 | (10% additional on balance
(both daysinclusive) outstanding for unsecured
exposure)
2- Doubtful Classified as NPA between | 20% on secured portion
01.04.2006 to 31.03.2007 | (lessINC, if any).
(both days inclusive) 100% on unsecured portion.
Classified as NPA between | 30% on secured portion
01.04.2004 to 31.03.2006 | (lessINC, if any).
(both days inclusive). 100% on unsecured portion.
Classified as NPA on or|100% on secured portion
before 31.03.2004. (lessINC, if any)
100% on unsecured portion.
3- Loss Asset - 100% of balance
outstanding.

A general provision of 40% of balance outstanding in respect of standard assets has to be made except
certain specific advances e.qg. i) direct agricultural advances, ii) residential housing loans (each beyond
Rs. 20 lacs) and iii) personal loans (including credit card receivables), capital market exposure, commercial
real estate loans, loans to systemically important NBFCs where provision @ 0.25%, 1.00% and 2.00%
respectively on aggregate outstanding has to be made.

Other Important Matters :

1>

2>

3>
4>

5>

6>

Advances where the review/renewal has been pending for more than 180 days will be treated as
NPA, i.e. accounts, whose review date has expired on or before 03.10.2007.

If stock statements are not received for more than 180 days, the account will become NPAI.e. if
the DP is based on a stock statement older than three months the same is deemed to be “out of
order/irregular”

Value of security has to be determined after providing depreciation at the normal rate.

Verify whether accounts identified as NPA during the previous year continue to be NPA as on the
year ending date unless regularized and ensure that the status is downgraded as per norms.

Identify all new NPA accounts and ensure that in addition to current year unrealized interest,
immediate preceding years’ unrealized interest is also reversed in case of all new NPA accounts
including Govt. Guaranteed Account also. Deduct interest Suspense A/c, cash margin and DICGC/
ECGC (available claim only) cover available from balance outstanding and suggest provision
only for the net amount.

Ensure that all fraud accounts are classified as NPA and necessary provision made.

BANK AUDIT
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7> Expired guarantee not renewed may be included under Contingent Liabilities if it is within the
claim period after the expiry date, and original guarantee is not returned.

8> As per IBA guidelines, guarantee issued to Govt. & Govt. organization not returned after the
claim period need not be included under contingent liability considering the 30 years period
available to govt, provided, registered acknowledged due letter is sent to the govt. in the prescribed
format.

9> When an account becomes NPA and the realizable value of security is less than 50% of the
value assessed by the branch or accepted by RBI at the time of last RBI inspection, as the case
may be, the account should be classified straight away as doubtful debts. RBI has clarified that
such a situation is called erosion in the value of security.

10>If the realizable value of security, as assessed by the bank/approved valuer/RBI is less that 10%
of the outstanding balance in the account, such account should straight way be treated as loss
assets.

11> As per the guidelines, the status of the account has to be analysed on the Balance Sheet date to
determine the NPA status. Hence, regularization/closure of the account after the year need not
be considered and provision already made need not be reversed. (Subject to the auditor forming
an opinion in this respect).

12>Valuation of Security :

With a view to avoid divergence arising out of difference in the assessment of the value of security it
has been decided that in the case of NPA with balance of Rs.5 Crores and above:-

= Stock audit at annual intervals by external agencies appointed as per the guidelines approved by
the board has been made mandatory.

= Collateral such as immovable properties charged in favour of the bank should be got valued
once in three years by valuers appointed as per the guidelines approved by the Board of Directors

13>Downgrading of NPA :

= Inrespect of accounts where there are potential threats to recovery on account of erosion in the
value of security or non-availability of security and existence of other factors, for e.g. fraud
committed by borrowers, etc such accounts should straight away be classified as doubtful assets
or loss asset as appropriate, irrespective of the period for which it has remained as NPA.

= The factors to be considered in such situations are whether there is a threat of loss whether the
recoverability of the advance is in doubt. Just because a fraud is committed, the status need not
be down-graded, if the recoverability is not in doubt. However, it is advisable to treat all fraud
cases as NPA.

14>Borrower Having Several Facilities :

= Incases where a borrower is enjoying several facilities, all the facilities granted to a borrower will
have to be treated as NPAs and not the particular facility or part thereof which has become
irregular. This is because classification of the accounts as performing asset or non-performing
assets should be borrower-wise and not facility or account-wise.

= Insuch cases, NPA at the lowest category of any one account may be applied to other accounts
of the same borrower also.

15> Central Government Guaranteed Accounts :

The credit facilities backed by the guarantees of the central government only though overdue
are not treated as NPA except when the government repudiates its guarantee as and when
invoked. This exemption from classification of government guaranteed advances as NPA is not
for the purpose of recognition of income.

BANK AUDIT {-9- =
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16>Accounts Restructured under CDR:

= In case of rescheduling of installments of principal alone under CDR in case of sub-standard/
doubtful accounts, these accounts would continue to be in same category for the specified period
provided loan/credit facility is fully secured.

= Incase of rescheduling of interest element under CDR in case of sub-standard/doubtful accounts,
these accounts would continue to be a same category for the specified period provided that the
amount of sacrifice of interest measured in present value terms is either written off or such
sacrifice is provided for.

= Such restructured accounts would be up-graded to standard category only after the specified
period i.e. a period of one year after the date when first payment of interest or of principal, which
ever is earlier falls due under the rescheduled term, subject to satisfactory performance during
the period.

= In case of non-satisfactory performance during the one year period the asset classification of
restructured accounts would be governed as per the applicable prudential norms with reference
to the pre-restructuring payment schedule.

= The asset classification account under CDR would continue to be bank specific based on its
record of recovery.

17>Advance under Rehabilitation approved by BIFR/TLI:

Such accounts not to be up-graded unless the terms of re-negotiated package are fulfilled
satisfactorily for a period of one year. On additional facilities under the package the prudential
norms for classification and income recognition will be applicable after a period of one year from
the date of disbursement.

18>Advance under Consortium Arrangements :

Classification of accounts under consortium should be based on the record of recovery of the
individual banks. Non-receipt of remittances from the lead bank will render the account not
serviced in the books of other member bank.

19>Appropriation of Recovery in NPAs:

= Interestrealized on NPAs may be taken to income provided credits are not out of fresh/additional
credit facilities sanctioned to the borrower.

= Inabsence of on agreement between the bank and the borrower, bank should adopt an accounting
principle in a uniform and consistent manner for apportionment of recoveries in NPAs.

20>Up-Gradation of NPAs:

The NPAs will be up-graded and be treated as Standard Account, if arrears of interest and
principal are paid by the borrower.

21>Accounts Regularized near about the Balance Sheet Date:

Accounts regularized by a solitary or a few credits just before the balance sheet date should be
handled with care and without scope for subjectivity. In case of inherent weaknesses the account
should be deemed as NPA.

22>Advance against Term Deposits, NSCs, KVP/ IVP etc:

Advances comprising Term Deposits, NSC eligible for surrender, IVPs, KVPs, Life Policies etc.,
would also require classification for provisioning.

23>Banks are not expected to repeatedly restructure/ reschedule the amounts due to them unless
there are very strong and valid reasons which warrant such repeated restructuring/rescheduling.
Restructuring in all cases should be based on viability parameters. Any restructuring done without

BANK AUDIT {-10- >
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looking into cash flows of the borrower would invite supervisory concerns. It will not be appropriate
to extend the special asset classification status, where there are repeated restructuring/
rescheduling.

The regulatory concession in respect of CDR restructured accounts would not be available if the
account is restructured for the second or more times. In case a restructured asset, which is a
standard asset on restructuring, is subjected to restructuring on a subsequent occasion, it should
be classified as substandard. If the restructured asset is a substandard or a doubtful asset and
is subjected to restructuring, on a subsequent occasion its asset classification would be reckoned
from the date when it became NPA on the previous occasion. However, such assets restructuring
for the second or more time may be allowed to be upgraded to standard category after one year
from the date of first payment of interest or repayment of principal whichever falls due earlier in
terms of the current restructuring package subject to satisfactory performance.

BANK AUDIT L - 11-
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Second Technical Session

THE THRUST & RECENT CHANGES IN

BANK AUDIT

CA. V. C. JAMES
Central Council Member, ICAI

RELEVANCE OF RBI CIRCULARS IN CARRYING OUT BANK AUDIT:

Auditors should examine compliance with those directives of RBI that have a direct and material effect of
the Balance Sheet or the Profit and Loss account of a Bank as part of their annual statutory audit.

The concern of the auditor is with the overall adequacy of provisions in respect of each of the heads
under which advances are required to be shown in the Balance sheet of a bank. Thus, for example, the
auditor will have to examine the adequacy of the overall provisions made by the bank separately in
respect of (a) bills purchased and discounted, (b) cash credit, overdrafts and loans repayable on demand,
and (c) terms loans. Similarly, the auditor should examine the overall adequacy of the provisions under
each of the other heads of advances in the balance sheet. If, in his opinion, the overall provision made by
the bank in respect of any of the heads is inadequate, he should make a suitable qualification in his
report.

The Reserve Bank reiterates that banks and financial institutions should adhere to the prudential norms
on assets classification and provisions correctly and avoid the practice of “ever greening”. The banks are
advised to take effective steps for reduction of NPAs and also put in place risk management system and
practices to prevent re-emergence of fresh NPA.

The important guidelines/recent circulars mentioned above are briefly explained as follows:

1. Additional Provisioning requirement for [Sshndar Caiegery of kthnddrd easdtcided to incrRate

the provisioning requirement in respect of|th®.standard assets in the following categoripgowisioning

of

loans and advances with immediate effect asifollow®irect advance to agricultural and | 0.25 %

receivables), Loans and advances
qualifying as capitd  market
exposures, commercia real estate
loans, and Ldans and advances to
Systemically Important NBFC — ND

SME sectors

b Residential holising loans beyond Rs | 1.00 %
20 lakhs

c Personal loans|(including credit card | 2.00 %

included in a, b and ¢ above

d All other loans and advances not | 0.40 %

As hitherto, these provisions would be eligible for inclusion in Tier Il capital for capital adequacy
purposes to the permitted extent.

The provision for standard assets need not be netted from gross advances but shown
separately as contingent provisions against standard assets under other liabilities and provision
in schedule V of the Balance Sheet.

2. Provisions and Contingencies — Banks are advised to disclose in the Notes to the accounts
the following information in addition to the existing disclosure requirements in the Master
Circular:
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(9]

Break up of ‘Provisions and Contingencies | Current Previous
shown under the head Expenditure in Profit | Year Year
and Loss account

Provisions for depreciation on Investment
Provision towards NPA

Provision towards Standard Asset
Provision made towards Income Tax
Other Provision and Contingencies

Prudential Norms on creation and utilization of floating provisions —The floating provision
means provisions, which are not made in respect of specific non-performing assets or are made
in excess of the regulatory requirements. The floating provision should not be used for making
specific provisions as per the extend prudential guidelines in respect of non-performing assets.
Floating provision can be used only for contingencies under extra-ordinary circumstances for
making specific provision in impaired accounts after obtaining Board’s approval and with prior
permission of RBI. These provisions can be netted off from Gross NPAs to arrive at Net NPAs.
Alternatively, they can be treated as part of Tier Il Capital within the overall ceiling of 1.25 % of
total risk weighted assets. Disclosure has to be made on floating provision in the Balance Sheet.

To facilitate bank’s board to evolve suitable policies in this regard, it is clarified that the extra —
ordinary circumstances refer to losses which do not arise in the normal course of business and
are exceptional and non-recurring in nature. These extra-ordinary circumstances could broadly
fall under three categories viz. general, Market and Credit. Under general category, there can be
situations where bank is put unexpected to loss due to events such as civil unrest or collapse of
currency in a country. Natural calamities and pandemics may also be included in the general
category. Market category would include events such as a general melt down in the markets,
which affects the entire financial systems. Among the credit category, only exceptional credit
losses would be considered as an extra —ordinary circumstance.

Banks may voluntarily make specific provisions for advances at rates which are higher than the
rate prescribed under existing regulation provided such higher rates approved by the board of
directors and consistently adopted from year to year. Such additional provisions are not to be
considered are floating provisions.

Advances covered by ECGC Guarantee

In the case of advances classified as doubtful and guaranteed by ECGC, provision should be
made only for the balance in excess of the amount guaranteed by the corporation.

Debt Restructuring Mechanism for Small and Medium Enterprises (SME) — For identification
of willful defaulters, an opportunity is provided to the borrower to make representation before the
final classification is made in the case of SME. Banks may review the reasons for classification
of borrower as willful defaulter especially in old cases where the manner of classification of the
borrower as willful defaulter was not transparent. Such exceptional cases may be admitted for
restructuring with the approval of the Board of the Banks.

. Revised Guidelines on Corporate Debt Restructuring (CDR) Mechanism: A special group,
constituted to undertake a review of the existing Scheme of CDR has suggested the following
major modification to the existing CDR mechanism relating to:

Extension of the Scheme to entities with outstanding exposure to Rs 10 crores or more;

Requirement of support of 60% of creditors by number in addition to the support of 75% of
creditors by value with a view to make the decision making more equitable;

Discretion to the core group in dealing with willful defaulters in certain cases other than cases
involving frauds or diversion of funds with malafide intentions;
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d. Linking the restoration of asset classification prevailing on the date of reference to the CDR cell
to implementation of the CDR package within four months from the date of approval of the
package;

e. Restricting the regulatory concessions in asset classification and provisioning to the first
restructuring where the package also has to meet norms relating to turn around period and
minimum sacrifice and funds infusion by promoters;

f.  Convergence in the methodology for computation of economic sacrifice among banks and Fis.
g. Limiting RBI's role in providing broad guidelines for CDR mechanism;
Enhancing disclosure in the balance sheet for providing greater transparency;

i. Pro-rata sharing of additional finance requirement by both term lenders and working capital
lender;

j- Allowing OTS as a part of the CDR mechanism to make the exit option more flexible and;

k. Regulatory treatment of non-SLR instruments acquired while funding interest or in lieu of
outstanding principal and valuation of such instruments.

Banks are advised to follow the above guidelines.
7. Guidelines on purchase/sale of Non Performing Assets:
The guidelines are given below:

1. The Guidelines would be applicable to banks, Financial Institutions and NBFCs purchasing/
selling non-performing financial assets, from/to other banks/Fis/INBFCs/ (excluding securitisation
companies/reconstruction companies).

2. Afinancial asset, including assets under multiple/consortium banking arrangements, would be
eligible for purchase/sale in terms of these guidelines if it is a non-performing asset/non performing
investment in the books of the selling bank.

3. A bank, which is purchasing/selling non-performing financial assets, should ensure that the
purchase/sale is conducted in accordance with a policy approved by the Board of Directors.

4. The estimated cash flows are normally expected to be realized within a period of three years and
at least 10 % of the estimated cash flows should be realized in the first year and at least 5 % in
each half year thereafter subject to full recovery within three years.

5. Abank may purchase/sell non-performing financial assets from/to other banks only on ‘without
recourse’ basis, i.e., the entire credit risk associated with the non-performing financial assets
should be transferred to the purchasing bank.

6. A non-performing asset in the books of a bank shall be eligible for sale to other banks only if it
has remained a non-performing asset for at least two years in the books of the selling bank.

7. Banks shall sell non-performing financial asset to other banks only on cash basis. The entire
sales consideration should be received upfront and the asset can be taken out of the books of
the selling bank only on receipt of the entire sale consideration.

8. The purchasing bank should hold a non-performing financial asset at least for a period of 15
months in its books, before it is sold to other banks. Banks should not sell such assets back to
the bank, which had sold the non-performing financial asset (NPFA).

9. The non-performing financial asset purchased, may be classified as ‘standard’ in the books of
the purchasing bank for a period of 90 days from the date of purchase. Thereafter, the asset
classification status of the financial asset purchased shall be determined by the record of recovery
in the books of the purchasing bank with reference to cash flows estimated while purchasing the
asset.
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10. Where the purchase/sale does not satisfy any of the prudential requirements prescribed in these
guidelines, the asset classification status of the financial asset in the books of the purchasing
bank at the time of purchase shall be the same as in the books of the selling bank. Thereatfter,
the asset classification status will continue to be determined with reference to the date of NPAIn
the selling bank.

11. Any restructure/reschedule/rephrase of the repayment schedule or the estimated cash flow of
the non-performing financial asset by the purchasing bank shall render the account as a non-
performing asset.

12. The provisioning norms would be as under:
In the Books of the Selling Bank:

i. When a bank sells its non-performing financial assets to other banks, the same will be removed
from its books on transfer;

ii. Ifthe saleis at a price below the net book value (NBV) (i.e., book value less provisions held), the
shortfall should be debited to the profit and loss account of that year.

iii. If the sale is for a value higher than the NBV, the excess provision shall not be reversed but will
utilized to meet the shortfall/loss on account of sale of other non-performing financial assets.

In the Books of the Purchasing Bank:

i. The asset shall attract provisioning requirement appropriate to its asset classification status in
the books of the purchasing bank.

13. Accounting of Recoveries — any recovery in respect of non-performing asset purchased from
other banks should first be adjusted against its acquisition cost. Recoveries in excess of the
acquisition cost can be recognized as profit.

14. Capital adequacy — for the purpose of capital adequacy, banks should assign 100 % risk weights
to the non-performing financial assets purchased from other banks.

15. Disclosure requirements — bank which purchase non-performing financial assets from other
banks shall be required to make the following disclosures in the Notes to the Accounts to their
Balance Sheet.

A. Details of non-performing financial asset purchased:

SINo | Particulars Amount Rs
in crores
la No. of accounts purchased during the year
1b Aggregate outstanding
2a. Of these, number of accounts restructured
during the year
2b. Aggregate outstanding

B. Details of non-performing financial asset sold:

SI No | Particulars Amount Rs
in crores

1 No. of accounts sold

2 Aggregate outstanding

3 Aggregate consideration received.
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8. Housing Loan — Order of the Hon’ble Delhi High Court:
RBI has issued the following guidelines:

1. Housing loan for building construction — in case where the applicant owns a plot/land and
approaches the banks/Fis for a credit facility to construct a house, a copy of the sanctioned plan
by competent authority in the name of a person applying for such credit facility must be obtained
by the banks/FI before sanctioning the home loan.

2. An affidavit-cum-undertaking must be obtained from the person applying for such credit facility
that he shall not violate the sanctioned plan, construction shall be strictly as per the sanctioned
plan and it shall be the sole responsibility of the executant’s to obtain completion certificate
within 3 months of completion of construction.

3. An architect appointed by the bank must also certify the various stages of construction of the
building.

4. Housing Loan for purchase of constructed property/built up property — the applicant to declare
by way of an affidavit-cum-undertaking that the built up property has been constructed as per
the sanctioned plan and/or building byelaw and as far as possible has a completion certificate
also. An architect appointed by the bank must certify before the disbursement that the built up
property is strictly as per the sanctioned plan and/or building byelaws.

5. No loan should be given in respect of those properties that fall in the category of unauthorized
colonies, unless regularized and development and other charges paid.

6. Noloan should be given in respect of properties meant for residential use but which the applicant
intends to use for commercial purposes and declares so while applying for the loan.

9. Liberalization of Export and Import procedures —

The following relaxation has been made in the area of exports and imports and foreign currency
accounts:

i. Extension of time for realization of export proceeds — Authorized dealers and category | banks
may now extend the period of realization of export proceeds, beyond six months from the date
of export, up to a further period of six months, at a time, irrespective of the invoice value of the
export subject to the fulfillment of the following conditions:

« The export transactions covered by the invoices are not under the investigation of the
Enforcement Directorate/CBI or other investigating agencies.

« The bank/AD is satisfied that the exporter has not been able to realize the export proceeds
for reasons beyond his control.

« The exporter submits a declaration that the exports proceeds will be realized during the
extended period;

« The total outstanding of the exporter does not exceed USD one million or 10 % of the
average exports realizations during the preceding 3 financial years, whichever is higher.

In cases, where the exporter has filed suits abroad against the buyer, extension may be granted
irrespective of the amount involved/outstanding.

ii.  Write off of unrealized export bills — it has been decided that Status Holder exporters may write
off outstanding export dues to the extent of (a) 5 % of their average annual realization during
the preceding 3 financial years or (b) 10 % of the export proceeds due during the financial
year, which ever is higher.

iii. Imports - Henceforth, the credit report on the overseas supplier (where the import documents
are received directly) need not be obtained in cases where the invoice value does not exceed
USD 100,000 provided the AD category | bank is satisfied about the bonafides of the transactions
and track record of the importer constituent.
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10. Loans to Non Residents/third parties against security of NRE/FCNR (B) accounts — it is
decided that banks should not grant fresh loans or renew existing loans in excess of Rs 20 lakhs
against NRE and FCNR (B) deposits, either to depositors or to third parties with immediate
effect.

11. Issue of Credit Cards to Directors of banks —itis clarified that the term ‘loan or advance’ shall
not include a credit limit granted under credit card facility provided by the bank to its Directors to
the extent the credit limit so granted is determined by the bank by applying the same criteria as
applied by it in the normal conduct of the credit card business.

12. Valuation of Properties — Empanelment of valuers — following guidelines are prescribed:

i. Banks should have a Board approved policy in place for valuation of proper collaterals accepted
for their exposures.

ii. Valuation to be done by professionally qualified independent valuers;

iii. Banks should obtain minimum two independent Valuation Reports for limit of Rs 50 crore or
above.

iv. Banks should have a procedure for empanelment of professional valuers and maintain ‘approved
list of valuers'.

v. Banks should prescribe a minimum qualification for empanelment of valuers. Qualification may
be prescribed for different classes of assets.

13. Issue of Letters of Comfort (LOC’s) by banks (4th March 2008 Circular)
The RBI issued the following prudential norms

I.  Everyissue of LOC should be with prior approval of the Bank. The bank has to obtain a legal
opinion in regard to the legally binding nature of the LOC issued.

m. The bank should make an yearly assessment of the likely financial impact that might arise from
the LOC issued and the first assessment of outstanding LOC’s as on 31st March 2008 to be
placed before the board

n. Any LOC ie assessed to be a contingent liability of the bank by the rating agency / internal
external auditors / internal inspectors / RBI inspectors / shall be treated for all prudential regulatory
purpose as financial guarantee issued by bank.

0. Bank should disclose full particulars of all LOC as part of Notes to accounts.

14. Prudential Norms for capital adequacy — risk weight for educational loans (17th January 2008
circular)

The risk weight application for educational loans under Basel 1 frame work would be 100% as
against 120 % earlier.

15. Guidelines on settlement of NPA obtaining consent decree from court. (30th November
2007 Circular)

Based on a Cochin DRT order, RBI's has advised the banks to ensure that the ones a case is
filed before a Court / DRT /BIFR, any settlement arrived at which will be subject to the borrower
obtaining a consent decree from the court / DRT BIFR concerned.

16. Project under implementation — Asset classification

In the case of project under implementation sanctioned before 1997 with over run for a period
exceeding 2 years beyond the date of completion of the projects as originally envisaged, the
asset should be classified as Substandard regardless of the record of recovery and provided for
accordingly.

As regards the projects financed by banks after 28 May 2002 the date of completion of project
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should be clearly spelt out at the time of the financial closure of the projects. In such case if the
date of commencement of commercial production extends beyond a period of 6 months after
the date of the completion of the project, as originally envisaged at the time of initial financial
closure of the project, the accounts should be treated as substandard assets.

However for infrastructure projects alone with effect from March 31st 2007 if the date of
commencement of commercial production extends beyond a period of 1 year after the date of
completion of projects as originally envisaged the accounts should be treated as substandard

17. The new provisioning guidelines are given below:

CLASSIFICATION AND PROVISIONING OF NPA AS ON 31.03.2008 AS PER THE NEW

GUIDELINES:
NPA date Classification Provisioning

Standard Asexplained in para 1
above.

01.04.2007to Sub-standard 10% of balance

31.03.2008 outstanding (without
ECGC cover and security
available)

Sub-standard 20% if the realizable
value of security is not
more than 10 % of
outstanding balance.

01.04.2006to Doubtful up to 20% of secured portion
31.03.2007 lyear (D1)

01.04.2004 Doubtful 1to 3 30% of secured portion
to years (D2)

31.03.2006

01.10.2001 Doubtful more 100 % of secured portion.
to than 3 years

31.03.2004 (D3)
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