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Recent news items:
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Recent important circulars issued by RBI:

❑ Banks/Banking Companies (BC):

➢ Master Direction on Financial Statements - Presentation and

Disclosures- 31st August 2021 (amended -15th November 2021)- SCA’s

➢ Master Circular - Prudential norms on Income Recognition, Asset

Classification and Provisioning pertaining to Advances- 1st October

2021- SCA’s + SBA’s

➢ Prudential norms on Income Recognition, Asset Classification and

Provisioning pertaining to Advances – Clarifications- 12th November

21- SCA’s + SBA’s

❑ NBFC Companies:

➢ Prudential norms on Income Recognition, Asset Classification and

Provisioning pertaining to Advances – Clarifications- 12th November

21

➢ Prompt Corrective Action (PCA) Framework for Non-Banking Financial

Companies (NBFCs)- 15th December 2021
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Recent RBI Divergence/observations:

➢ Non-implementation of RP-7th June 2019:

▪ Defaults not rectified within the review period of 30 days or viable

RP not implemented within 180 days

▪ Additional provision made only on FB exposure portion and not on

total o/s amount (FB+NFB)

➢ DP computed based on the expired stock statements- to be

classified as NPA

➢ Wrongful upgradation of NPA accounts before implementation of

restructuring plan

➢ Wrongful reversal of provision on change in ownership before

expiry of monitoring period

➢ Realisable value of security less than 10% of o/s- not classified

as Loss assets
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Changes in presentation of FS of Banks/BC:
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Item Earlier Now Impact 

MTM provision for 

depreciation on 

Investments 

(including reversal of 

excess provision)

Under 

Provisions & 

Contingencies 

Under Other 

Income 

+/- in 

Operating 

profit 

Recoveries from 

W/off accounts **

Under Other 

Income 

Under Provision 

& Contingencies 

+/- in 

operating 

profit 

Term reverse repo (> 

14 days)

Under Bank 

Balance 

Under Advances NPA Ratio

Short Term loans 

(original maturity of 1 

YR)

Under Term 

loans $ 

Under CC & 

Loan repayable 

on demand 

NA

** this change has been removed w.e.f. 15th November 2021

$ different banks were following different practice



Changes in presentation of FS of Banks/BC:
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Changes in IRAC norms for Banks/BC:
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Earlier requirements:

New requirements:



IRAC Norms – Clarifications/changes for Banks:

Major points of clarifications in 12th November 2021 circular:

➢ Specification of due date/repayment date in loan agreement

➢ Classification of SMA & NPA –part of day-end process

➢ Clarification regarding definition of ‘out of order’

➢ NPA classification in case of interest payments

➢ Upgradation to standard status- not relevant for banks

➢ Income recognition policy in case of loans with moratorium on

interest

➢ Consumer education
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IRAC Norms – Clarifications/changes for Banks:

Usual day-end process in case independent system used for NPA:
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Source 

System(Finacle 

etc.)

NPA System 

▪ Customer 

Database

▪ Type of Facility 

▪ Position of 

Demand & 

Recovery 

▪ Flag of 

Restructuring 

etc.

1

2

▪ Asset 

Classification-

SSA/DB/Loss

▪ Provision on 

NPA

▪ Interest 

reversal on 

downgrading

▪ Upgradation 

of NPA A/c

1- Data Transfer on

from Source system to

NPA System

2- Asset classification

tagging from NPA

system to source

system with correct

NPA date



IRAC Norms – Clarifications/changes for Banks:

Classification of SMA & NPA –part of day-end process:

❑ Different banks were following different practice of identification of

account as NPA- monthly/quarterly/daily

❑ September 2020 circular and November 2021 circulars now requires

SCB to identify the NPA on daily basis through system- June 2021

❑ No exceptions are given for Saturday/Sunday/Holidays- NPA process

need to run to identify any account as NPA- LFAR point

❑ Major impact- total overdue recovery for NPA vs. Partial recovery in

Standard accounts
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Due date 

31/03/21
Overdue date 

31/03/21

SMA

31/03/21

NPA

29/06/21

Due date 

31/03/21
Overdue date 

01/04/21
SMA

01/04/21

NPA

30/06/21



IRAC Norms – Clarifications/changes for Banks:

Clarification regarding definition of ‘out of order’:

Changes in the wording of definition:
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1

2
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IRAC Norms – Clarifications/changes for Banks:

Clarification regarding definition of ‘out of order’:

Existing practice for classification of account as NPA- under 3rd

condition- quarterly basis:

Testing 3rd condition for quarter ended 31st December 2021:
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Months Interest Debits Credits Closing Balance 

July 15 15 -

August 20 0 20

September 21 0 41

October 10 31

November 10 21

December 10-A

25-B

11/-4

Situation- A

Total Debits-56 

Total Credits-45

Conclusion- NPA

Situation- B

Total Debits-56 

Total Credits-60

Conclusion- STD



IRAC Norms – Clarifications/changes for Banks:

Clarification regarding definition of ‘out of order’:

Clarification –view-1- Daily NPA classification-Previous 90 days period’ :

Testing 3rd condition for quarter ended 31st December 2021:
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Dates Interest Debits Credits Previous 90 days 

31-07-2021 13 02-05-2021

02-08-2021 13 04-05-2021

31-08-2021 11 02-06-2021

02-09-2021 11 04-06-2021

30-09-2021 12 02-07-2021

02-10-2021 12 04-07-2021

31-10-2021 13 02-08-2021

01-11-2021 0 03-08-2021

On 31-10-2021

PR 90 days Debits-36 

PR 90 days Credits-36

Conclusion- STD

On 01-11-2021

PR 90 days Debits-36 

PR 90 days Credits-23

Conclusion- NPA



IRAC Norms – Clarifications/changes for Banks:

Clarification regarding definition of ‘out of order’:- View-1

➢ Circular requires that credits in the account should be able to cover

the interest debited during the previous 90 days period;

➢ Post September 2020 circulars all the banks are required to run the

NPA on “Daily basis”- therefore each day 3rd condition of the circular

will be tested by the bank to classify an account as NPA.

➢ In view-1-

➢ 31st October 2021- as part of day end process for 31st October- the

system will consider all the credits & debits since 2nd August 2021

i.e. previous 90 days- in example sufficient recovery & hence it will

STD account.

➢ 1st November 2021- here the previous 90 days will start from 3rd

August and hence recovery made on 2nd August 2021 will not be

covered & therefore it may be NPA account.

➢ NPA because of one-month dues is not logical & unintentional.
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IRAC Norms – Clarifications/changes for Banks:

Clarification regarding definition of ‘out of order’:

Clarification –view-2- Daily NPA classification-Previous 90 days period’ :

Testing 3rd condition for quarter ended 31st December 2021:
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Dates Interest Debits Credits DPD 

31-07-2021 15 1

01-08-2021 - 2

02-08-2021 15 0

31-08-2021 11 1

01-09-2021 - 2

02-09-2021 11 0

30-09-2021 12 1

01-10-2021 - 2

02-10-2021 12 0

31-10-2021 13 1

01-11-2021 0 2



IRAC Norms – Clarifications/changes for Banks:

Clarification regarding definition of ‘out of order’:- View-2

➢ Circular requires that credits in the account should be able to cover

the interest debited during the previous 90 days period- which can be

interpreted as interest should not remain overdue for 90 days;

➢ In this view- interest charged in the CC account will be treated as

demand created in the account and if there are no credits within 90

days the account will be treated as out of order.

➢ The view removes the difference between term loans and CC facility

w.r.t. interest recovery- however it still differentiate between the two by

way of credit in the account vs. one way recovery in term loans.

➢ On transition to this rule, the banks need to identify the interest

overdues in the account based on 90 days subsequent credits and if

not covered the same will be treated as NPA on transition.

➢ Different views/approach adopted by different bank in following 3rd

condition of out of order.
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IRAC Norms – Clarifications/changes for Banks:
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IRAC Norms – Clarifications/changes for Banks:
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Case Study-5
❑ ABC Pvt. Ltd. has availed CC facility from the bank. The bank has

closed current account with borrower as per new RBI guidelines. The
company has also taken Rupee Term Loan and Capex LC was
sanctioned as sub-limit to this facility. The company had taken LC
against the capex expenditure and on due date of LC the bank had
disbursed RTL to close these LC’s.

❑ The disbursement against the capex LC were routed through the
CC/OD account and the payment were made from this account itself.
The account is classified as Standard based on out of order criteria
[credits are sufficient].

❑ On careful verification of the account statement, the auditor has
observed that the business credits in the account were not sufficient to
cover the interest debited during the period of previous 90 days.
However, the system had classified the account as STD considering the
disbursement credits in the CC/OD account.

❑ As an auditor what is your view on such practice and compliance with IRAC norms.



IRAC Norms – Clarifications/changes for Banks:

Clarification regarding interest during moratorium period:
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➢ Mainly applicable for Educational loans- where accrued interest

during the repayment holiday period is added to the principal and

repayment in Equated Monthly Instalments (EMI) fixed.

➢ Different views among the auditors/banks on treatment of the above

interest once the account is classified as “NPA”.



IRAC Norms – Clarifications/changes for Banks:

Major points of clarifications – 15th February 2022 circular:

➢ Out of order- applicable to all loan products being offered as an

overdraft facility

➢ Previous 90 days period- inclusive of the day for which the day-end

process is being run- IMP clarification

➢ Upgradation of the facility-only upon repayment of entire arrears of

interest and principal pertaining to all the credit facilities- IMP

clarification
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IRAC Norms – Clarifications/changes for Banks:

Major points of clarifications – 15th February 2022 circular:

➢ Upgradation of loan account:

1st October 2021 IRAC norms:

15th February 2022- Clarification:
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IRAC Norms – Clarifications/changes for NBFC:

Major points of clarifications in 12th November 2021 circular:

➢ Specification of due date/repayment date in loan agreement

➢ Classification of SMA & NPA –part of day-end process

➢ Upgradation of accounts classified as NPA

➢ Consumer education
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Existing 

Guidelines 

ECL Model 
Prudential 

norms 



IRAC Norms – Clarifications/changes for NBFC:

Classification of SMA & NPA –part of day-end process:
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➢ Normal practice at most of NBFC’s including HFC’s:

Billing 

Date/ECS/NACH 

date

Month-end 

Date 

NPA Date-

90/180 days

NPA Norms



IRAC Norms – Clarifications/changes for NBFC:

Classification of SMA & NPA –part of day-end process:
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➢ September 2020 circular requiring system driven NPA classification

on daily basis only for Banks

➢ Noe the circular requires daily stamping of accounts instead of

monthly or quarterly stamping done by NBFC;

➢ Earlier NBFC customer were making payment with some delay- as

identification was done on month end or quarter end

➢ Major issue- once classified as NPA- require total recovery before

upgradation

➢ Billing/demand is created in the system of NBFC’s or HFC’s for the

recovery purposes

➢ NACH/ECS mandate is taken for practical purposes- Salary cycle

etc.

➢ No specific due dates are prescribed in the loan agreement except

payment date

➢ Whether the overdue for DPD purposes should be counted from NACH

date or from the month end date?



IRAC Norms – Clarifications/changes for NBFC:

Upgradation of accounts classified as NPA

26

➢ NBFC/HFC master direction was silent on the policy of the

upgradation till now;

➢ Accounts with DPD more than 90 days were considered as NPA on

cut-off date;

➢ Accounts below DPD of 90 days were considered as Standard

irrespective of previous months classification

➢ One of many areas for the benefit of NBFC’s & HFC’s as compared to

Banks

➢ May warrant change in appropriation rule – interest & principal first

as compared to other dues



IRAC Norms – Clarifications/changes for NBFC:

Upgradation of accounts classified as NPA- Impact
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Impact on Ind-AS NBFC & HFC Non-Ind AS NBFC & 

HFC

Provisioning & 

Contingencies 

May not affect since 

provision is done as  ECL 

model

Will affect the 

provision on NPA 

Quantum of NPA May affect movement 

from Stage-3 to Standard 

category on partial dues 

Will increase the NPA 

figure

GNPA/NNPA ratio Will affect these ratio Will affect these ratio

Credit Rating Will affect considering the 

increase in asset in 

Stage-3 & NPA ratio

Will affect considering 

the increase in NPA & 

NPA ratio

Borrowing Capacity Will affect for initial 

period 

Will get impacted for 

long term 

Regulatory 

restriction 

PCA framework basis 

NPA ratio

PCA framework basis 

NPA ratio



Points for Auditors –Banks & NBFC:

➢ Timely compliance of November 12 circular to avoid any

observations from RBI- impact in LFAR reporting

➢ Reporting on different practice followed by the banks- CC/OD

classification- LFAR reporting – compliance of IRAC norms

➢ Daily classification of accounts as NPA- mainly in Direct

assignment cases where the details are shared in one month lag-

appropriate reporting in LFAR

➢ Daily asset classification – NBFC’s & HFC’s- no relaxation provided-

to applied immediately- impact on Annual certificate by Auditor

➢ Impact on ECL model for cases under NPA as per clarified norms

but having less than 90 days DPD- can be treated as separate

class?
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RBI Clarification- NBFC:
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Thank You
pankajtiwari@cnkindia.com
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