		PRESENTATION FOR THE SEMINAR ON BANK AUDIT ON 20TH MARCH 2017
Major issues faced in carrying out the Branch Audit of a Bank
	S.No.
	Brief Particulars of major observations

	1
	No deduction of TDS on provisions made at the end of the year

	2
	RC not taken care of specially in the case of law charges

	3
	TDS not deducted in many cases of Fixed deposits other than cases of 15G/15H

	4
	TDS demand in TRACES as per IT data base

	5
	Amount lying in inoperative accounts for more than 10 yrs stated to be under lien, compliance of DEAF guidelines as per RBI Circular dated March 21, 2014

	6
	SMA-2 Reporting , access to CRILC data base not provided to auditors, details of accelerated provisions in case of non reporting of SMA -II accounts not available for movable and immovable properties (Central Repository of Information on Large Credits)


	7
	Value of security field no counter checks exercised, data entry issues; value of security not correct

	8
	Value of security is less than 50% of the value assessed at the time of last sanction

	9
	Value of security is less than 10% of the outstanding of loan 

	10
	Additional provision of 10% if the account is unsecured ab-initio /as per the last sanction

	11
	De recognition of Interest in case of New NPA account is manual , not possible to ascertain whether interest derecognised in all cases of new NPAs

	12
	Date of NPA is 90 days from the date it become overdue  

	13
	Date of NPA in  failed restructured accounts not correct in many cases. RWA is also not correctly fed in the computer


	14
	Upgradation  of  restructured account even before the lapse of specified period

	15
	Classification benefits available on restructuring has however been withdrawn for all restructurings effective from April 1, 2015 with the exception of provisions related to changes in DCCO in respect of infrastructure as well as non-infrastructure project loans.  

	16
	Non reconciliation of Bills for collection, Payment for import remittances 

	17
	Monitoring of overall exposure in case of interchange ability between fund based and non fund based limits to be streamlined;

	18. 
	Terms of sanction are different in case of consortium advances

	19
	
Due Date default account, multiple accounts maintained, no report for consolidated position of an account.


	20
	Data relating to un-hedged forex exposure not being compiled as per RBI Circular dated June 03, 2014 for incremental capital & provisioning requirement.

	21
	Deficiencies in credit rating correction in System and in turn BASEL returns to be done;


	22
	Classification of Priority /Non priority sector advances not up-to date; Circular dated July 01, 2014


	23
	Review is done at Branch level beyond its discretionary powers;

	
	An account where the regular/ adhoc credit limits have not been reviewed / renewed within 180 days from the due date/date of adhoc sanction will be treated as NPA

	24
	Non Fund based limits have been sanctioned without Fund based limits.;

	25
	 RBI guidelines for accelerated provision in-case of wilful/non cooperative borrowers; there is no data available for compilation; Process needs to be streamlined;

	26
	Appropriation of Recoveries in th4 case of NPA aacounts

	27
	Income leakages on account of manual intervention such as commitment charges, locker rent, FFR/QIS, stock statement non receipt of financial statement within 180 days from the close of financial year etc.












It must be ensured that respective NPA account does not get upgraded by credit of CGTMSE claim amount and no debit operations are allowed in the account except for remittance of recoveries to CGFT
The guidelines also require that branches should not take to income any fees/ commission and any similar income on non-performing assets until it is actually realised. Similarly charges/expenses/insurance etc. on such a Borrowal account should not be debited to the Borrower’s account unless recovered, the same need to be recorded in the Memoranda Account after charging to Bank’s Revenue.


All the facilities granted to a borrower will have to be treated as NPA and not a particular facility or part thereof which has become NPA. If the amount in default of any borrower is outstanding in default account i.e. LC-default account/ LG-default account / DPG default account/ Co-accepted bills default account, the balance outstanding in that account also should be treated as a part of the borrower’s principal operating account for the purpose of application of prudential norms on income recognition, asset classification and provisioning.  

It is reiterated that the accounts are to be classified and clubbed Borrower wise only – i.e. all the facilities granted to a borrower have to be classified as NPA if one of them becomes NPA. 
Accounts covered under exemption are exempted from application of principle of percolation (i.e. all accounts of the Borrower are to be classified as NPA if one account becomes NPA) as mentioned above :

Advances against FDR/NSCs/KVP/IVP/LIP

Advances  against  Term  Deposits, NSCs eligible for surrender, Indira Vikas Patras, Kisan Vikas Patras  and Life  Insurance Policies, need not be treated  as  NPAs although interest thereon has  not  been paid  for 90 days provided adequate margin is available in the accounts. However, advances against gold ornaments, Govt. securities and all other securities are not covered by this exemption.

For the purpose of calculating the margin, value of security should be taken as under:

(i) In case of advances against Term Deposit in the nature of recurring and reinvestment deposits, the principal and interest accrued thereon shall be taken into account.

(ii) In case of advances against LIC policies, the latest surrender value of the policy may be  taken  into account.

(iii) In case of advances against NSCs eligible for surrender, IVPs and KVPs the interest accrued on the value of security should be taken into account.

. Further, it is also clarified that NSCs may become eligible for surrender only on maturity or on happening of any of the following mentioned events:

1. on death of the holder or any of the holders in case of joint accounts.
2.  (
6
)on  forfeiture  by a pledgee being  Gazetted  Government Officer when the pledge is in conformity with Rule 16 of Post  Office  Small Savings Scheme (Acts  &  Rules  with clarifications) pertaining to  Issue of NSCs.
3. when ordered by a Court of Law.

This exemption cannot be utilized in cases of advances collaterally secured by these securities. However prudence demands that such securities should get enforced and their proceeds shout get credited to the loan account of the party before the provisions of NPA norms are applied for deciding the asset classification.



Kisan Credit Cards

(i) RBI vide its Circular RPCD.FSD.BC.No.23/05.05.09/2012-13 dated 07.08.2012 has prescribed “that the repayment period may be fixed by banks as per the anticipated harvesting and marketing period for the crops for which a loan has been granted and the extant prudential norms for the income recognition, asset-classification and provisioning will continue to apply for loans granted under KCC schemes”.

(ii) The KCC facility being essentially in the nature of Cash Credit accommodation for agricultural purposes, the prudential norms as applicable to Cash Credit facilities would apply to the KCC accounts. In other words the Kisan Credit Card Account would be deemed to be a Non-Performing Asset (NPA) if it remains out of order for a period of two crop seasons/one crop season (as the case may be).

(iii) A KCC account will be treated as out of order in the following circumstances:

a. There are no credits in the account continuously for two crop seasons/one crop season (as the case may be) as on the date of balance sheet.
b. The outstanding remains continuously in excess of the limit for two crop seasons/one crop season (as the case may be) as on the date of balance sheet.
c. The credits in the account are not sufficient even to cover the interest debited in respect of the account for two crop seasons/one crop season (as the case may be)

 In respect of agricultural loans, other than those specified above and term  loans given to non-agriculturists, identification of NPAs would be done on the same basis as non-agricultural advances which, at present, is the 90 days delinquency norm.











Point No. 5

DEAF Guidelines : 
Pursuant to the amendment of the Banking Regulation Act, 1949, section 26A has been inserted in that Act, empowering Reserve Bank to establish The Depositor Education and Awareness Fund (the Fund). Under the provisions of this section the amount to the credit of any account in India with any bank which has not been operated upon for a period of ten years or any deposit or any amount remaining unclaimed for more than ten years shall be credited to the Fund, within a period of three months from the expiry of the said period of ten years. The Fund shall be utilized for promotion of depositors’ interest and for such other purposes which may be necessary for the promotion of depositors’ interests as specified by RBI from time to time. The depositor would, however, be entitled to claim from the bank her deposit or any other unclaimed amount or operate her account after the expiry of ten years, even after such amount has been transferred to the Fund. The bank would be liable to pay the amount to the depositor/claimant and claim refund of such amount from the Fund.

Point No. 6
Bank is required to classify the loan accounts into 3 category as special mention accounts i,e 
SMA -0 : principal or interest not overdue for more than 30 days but account is showing sign of incipient stress/weaknesses

SMA-01: Principal or interest overdue between 31-60 days

SMA-2 : Principal or interest overdue between 61-90 days

Banks are required to report credit information including classification of an account to
CRILC of all their account having exposure above 5 crores. 
 
Point No. 8 & 9
Classification of NPA straightaway as a Doubtful/Loss in case of serious credit  impairment:

The extant instructions provide that a NPA need not go through the various stages of classification in case of serious credit impairment on account of erosion in the value of security or non-availability of security and existence of other factors such as frauds committed by borrowers.  Such assets should be straightaway classified as a doubtful/loss as appropriate viz. 
(i) Erosion in the value of security can be reckoned as significant when the realisable value of the security is less than 50 per cent of the value assessed by the bank or accepted by RBI at the time of last inspection, as the case may be.  Such NPAs may be straightaway classified under doubtful category.
(ii) If the realizable value of the security, as assessed by the bank’s approved valuers/RBI is less than 10% of the outstanding in the borrowal accounts, the existence of security should be ignored and the asset should be straightaway classified as loss asset. 

	Exception

The “unsecured exposures”, as defined at Para D.4.6 are the only exceptions to the above guidelines and these shall continue to be classified as Sub-Standard irrespective of the value of security and shall be subjected to future down gradation due to ageing as prescribed.
Point No. 11
Ascertainment of interest not realised (DI)/Reversal of Interest: 
 
   When a credit facility is classified for the first time as NPA the interest accrued & credited to the income account in the past periods, which has not been realized should be ascertained and same should be reversed and should be credited back in the respective account itself at the close of the year/half-year/Quarter at the branch level by debiting Profit & Loss Account with following particulars:
 	
 “Unrecovered Interest reversed and recorded in Memoranda A/c”

This will apply to Govt. guaranteed accounts also.

Interest on advance guaranteed by Central Government irrespective of its assets classification status is not to be taken to income account unless the interest has been actually realized.
Fees and commission earned by Bank as a result of renegotiations or re-scheduling of outstanding debts should be recognized on an accrual basis over the period of time covered by the re-negotiated or rescheduled extensions of credit.

Point No.  14
Upgradation to Standard Category

If the arrears of Interest and principal are paid by the borrower and/or in working capital limits, the balance comes within DP/limit, the account no longer can be treated as NPA and be classified as Standard.  There shall be no need to wait till balance sheet date for reclassifying the account as performing.

In the context of rescheduling of instalments of principal alone or interest element, after commencement of commercial production and classifying the asset as sub-standard, the account will be eligible to be continued in sub-standard category for the “specified period”, provided the loan/credit facility is fully secured. Such restructured accounts (whether principal or interest), would be eligible to be upgraded to the standard category only after the “specified period”. 

(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.)
Point No. 19    (UFCE
It is, therefore, advised that information on UFCE may be obtained from entities on a quarterly basis on self-certification basis, and preferably should be internally audited by the entity concerned. However, at least on an annual basis, UFCE information should be audited and certified by the statutory auditors of the entity for its authenticity.  The guidelines assess the riskiness of the unhedged foreign currency exposure of the corporate from the perspective of the volatility of USD-INR exchange rates. 
UFCE guidelines require that the likely loss on account of exchange rate movements should be compared with the annual EBID as per the latest quarterly results certified by the statutory auditors. Banks have mentioned that in case of private/unlisted companies, the audited EBID may not be available on a quarterly basis. In this context, it is advised that in case of unavailability of the audited results of the last quarter, latest audited quarterly or yearly results available have to be used. The yearly EBID figure used should at least be of the last financial year. It is also clarified that the guidelines do not differentiate between limited audited results and full audited results.
The guidelines introduce incremental capital and provisioning requirements over and above present requirements. 
The guidelines are applicable to all entities irrespective of the size of the entity.
UFCE guidelines have become effective from April 1, 2014. 

Point No. 25
Appropriation of Recoveries

The appropriation of Recoveries in NPA accounts (irrespective of the mode / status / stage of recovery actions) shall be regulated in the following order of priority:

(i) Expenditure/Out of Pocket Expenses incurred for Recovery (earlier recorded in Memorandum Dues);
(ii) Principal irregularities i.e. NPA outstanding in the account gets updated / adjusted,  whichever is earlier;
(iii) Thereafter towards the interest irregularities/accrued interest.






















GUIDELINES ON PROVISIONING
The detailed instructions relating to provision requirements of different categories of assets are given hereunder:
 
D.1.	Loss Assets

If loss assets are permitted to remain in the books for any reason, 100% of the outstanding should be provided for.

D.2.	Doubtful Assets

100 percent of the extent to which the advance is not covered by the realisable value of the security to which the bank has a valid recourse and the realisable value is estimated on a realistic basis.  PLUS 

In regard to the secured portion, provision may be made on the following basis, at the rates ranging from 25 percent to 100 percent of the secured portion depending upon the period for which the asset has remained doubtful: 

	Period for which the advance has  remained in ‘doubtful’ category
	Provision requirement (%)

	Up to one year

	DB-1
	25%

	One to three years

	DB-2
	40%

	More than three years

	DB-3
	100%



(Accounts which are in Doubtful category (DB-3) and where 100% Provisions have been made merely due to ageing need not to be classified as Loss.)

D.3.	Sub-standard

A general provision of 15 percent on total outstanding should be made without making any allowance for ECGC guarantee cover and securities available. 


Point No. 7 
D.4	Additional Provision for Unsecured Exposures

D.4.1 The ‘unsecured exposures’ which are identified as ‘substandard’ would attract additional provision of 10 per cent, i.e., a total of 25 per cent on the outstanding balance.  However, in view of certain safeguards such as escrow accounts available in respect of Infrastructure lending, Infrastructure loan accounts which are classified as Sub Standard will attract a provisioning of 20% instead of aforesaid prescription of 25%. To avail of this benefit of lower provisioning, it should have in place an appropriate mechanism to escrow the cash flows and also have a clear and legal first claim on these cash flows.

D.4.2. The rights, licenses, authorizations, etc. charged to the Banks as collateral in respect of projects (including infrastructure projects) financed by them should not be reckoned as tangible security. Such advances shall be reckoned as unsecured.

D.4.3. However annuities under Build-Operate-Transfer (BOT) model in respect of road/highway projects and toll collection rights where there are  provisions to compensate the project sponsor if a certain level of traffic is not achieved may be treated as tangible securities subject to the condition that bank’s right to receive annuities and toll collection rights is legally enforceable and irrevocable. 

D.4.4 It is noticed that most of the infrastructure projects, especially road/highway projects are user-charge based, for which the Planning Commission has published Model Concession Agreements (MCAs). These have been adopted by various Ministries and State Governments for their respective public-private partnership (PPP) projects and they provide adequate comfort to the lenders regarding security of their debt. In view of the above features, in case of PPP projects, the debts due to the lenders may be considered as secured to the extent assured by the project authority in terms of the Concession Agreement, subject to the following conditions: 

(i) User charges / toll / tariff payments are kept in an escrow account where senior lenders have priority over withdrawals by the concessionaire; 

(ii) There is sufficient risk mitigation, such as pre-determined increase in user charges or increase in concession period, in case project revenues are lower than anticipated; 

(iii) The lenders have a right of substitution in case of concessionaire default; 

(iv) The lenders have a right to trigger termination in case of default in debt service; and 

(v) Upon termination, the Project Authority has an obligation of (i) compulsory buy-out and (ii) repayment of debt due in a pre-determined manner. 

In all such cases, banks must satisfy themselves about the legal enforceability of the provisions of the tripartite agreement and factor in their past experience with such contracts.

For treating an irregular account as NPA, the date is wrongly mentioned ie, the date as at the end of financial year i.e. 31st March. For example, in case an account becomes out of order or irregular from 26.01.2013, it shall be treated as NPA as on 26.04.2013, in case default persists. The date of NPA in this account will be 26.04.2013 (and not 30.06.2013). 

.1.7	All NPA accounts should be simultaneously transferred to a separate General Ledger (GL) head in CBS system called "NPA head" by passing necessary transfer vouchers (for Day Book purpose). This is applicable in respect of NPA identified during Annual/Half-yearly/Quarterly review of accounts. 

G.3.3	Standard accounts classified as NPA and NPA accounts retained in the same category on restructuring by the bank should be upgraded only when all the outstanding loan/facilities in the account perform satisfactorily during the ‘specified period’ i.e. principal and interest on all facilities in the account are serviced as per terms of payment during that period.
 
G.3.3.1	Specified Period

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

Elements of Special Regulatory Framework w.e.f. 1.4.15 

In line with the recommendation of the Working Group (Chairman: Shri B. Mahapatra) to review the existing prudential guidelines on restructuring of advances by banks/financial institutions, the extant incentive for quick implementation of restructuring package and asset classification benefits available on restructuring on fulfilling the conditions will however be withdrawn for all restructurings effective from April 1, 2015 with the exception of provisions related to changes in DCCO in respect of infrastructure as well as non-infrastructure project loans.  It implies that with effect from April 1, 2015, a standard account on restructuring (for reasons other than change in DCCO) would be immediately classified as sub-standard on restructuring as also the non-performing assets, upon restructuring, would continue to have the same asset classification as prior to restructuring and slip into further lower asset classification categories as per the extant asset classification norms with reference to the pre-restructuring repayment schedule. 

B.4.1	Appropriation of Recoveries

The appropriation of Recoveries in NPA accounts (irrespective of the mode / status / stage of recovery actions) shall be regulated in the following order of priority:

(i) Expenditure/Out of Pocket Expenses incurred for Recovery (earlier recorded in Memorandum Dues);
(ii) Principal irregularities i.e. NPA outstanding in the account gets updated / adjusted,  whichever is earlier;
(iii) Thereafter towards the interest irregularities/accrued interest.

D.6.	Standard Restructured Advances

From 01.06.2013, the new Standard accounts (Flow) upon Restructuring will attract a provision of 5% as follows:

	Restructured accounts classified as Standard Advances-

a) In the first two years from the date of Restructuring
b) In cases of moratorium on payment of interest and/or principal after restructuring for the period covering moratorium and two years thereafter
c) The Restructured accounts classified as NPA but later upgraded to Standard Category in the first year from the date of Up gradation

However stock of Restructured Standard Accounts as existing on 31.05.2013 will attract the above higher provisions of 5% in a phased manner as follows:

	· w.e.f.31.03.2014
· FY 2013-14
	· w.e.f.31.03.2015
· FY 2014-15
	· w.e.f.31.03.2016
· FY 2015-16

	· 3.50%
	· 4.25%
	· 5.00%



The impact of higher provisions as above will be spread over the four quarters of each financial year i.e.2013-14, 2014-15 and 2015-16 respectively.

D.7.	Calculation of Provisions under Special circumstances

While arriving at the provisions required to be made, realisable value of securities should be deducted from the outstanding balance in respect of advances guaranteed by ECGC/DICGC or covered by BCS of NIA.

D.7.3.1	Advances covered by ECGC/ DICGC guarantee

In the case of advances guaranteed by DICGC/ECGC, provision should be made only for the balance in excess of the amount guaranteed by these Corporations. Further, while arriving at the provision required to be made for doubtful assets, realisable value of the securities should first be deducted from the outstanding balance in respect of the amount guaranteed by these Corporations and then provision made as illustrated hereunder:

Example									  (Rs. In lacs)

	· Position of account as on 31.03.14
	· Provision calculation for 31.03.14

	· Outstanding Balance
	· 40.00
	· Outstanding Balance
	· 40.00

	· ECGC cover
	· 50%
	· Less Value of Security
	· 15.00

	· Date of NPA
	· 31.03.2011
	· Unsecured Balance
	· 25.00

	· Asset Classification 
	· DB-II
	· Less ECGC Cover
	· 12.50

	· Value of Security Held
	· 15.00
	· Net Unsecured Balance
	· 12.50

	
	
	· Provision Required 31.03.14

	
	
	· 100% Unsecured Portion
	· 12.50

	
	
	· 40% Secured Portion (DB-II)
	· 6.00

	
	
	· Total
	· 18.50




D.7.3.2	 Advance covered by Credit Guarantee Trust for Micro & Small Enterprises (CGTMSE) and Credit Risk Guarantee Fund Trust for Low Income Housing (CRGFTLIH) guarantee

In case the advance covered by CGTMSE guarantee becomes non-performing, no provision need be made towards the guaranteed portion. The amount outstanding in excess of the guaranteed portion should be provided for as per the extant guidelines on provisioning for non-performing advances.  Two illustrative examples are given below:

Example I	
        (Rs. In lacs)
	· Position of account as on 31.03.14
	· Provision calculation for 31.03.14      

	· Outstanding Balance
	· 25.00
	· Outstanding Balance                                 
	· 25.00

	· CGTMSE cover
	· 75% (Max Rs.37.50 lacs)
	· Less Value of Security
	· 3.75

	· Date of NPA
	· 31.03.2010
	· Unsecured Balance
	· 21.25

	· Asset Classification 
	· DB-III
	· Less CGTMSE Cover (75%)
	· 15.94

	· Value of Security Held
	· 3.75
	· Net Unsecured Balance
	· 5.31

	
	
	· Provision Required 31.03.14

	
	
	· 100% Unsecured Portion
	· 5.31

	
	
	· 100% Secured Portion (DB-III)
	· 3.75

	
	
	· Total
· 	
	· 9.06



Example 2
        (Rs. In lacs)
	· Position of account as on 31.03.14
	· Provision calculation for 31.03.14                               

	· Outstanding Balance
	· 50.00
	· Outstanding Balance
	· 50.00

	· CGTMSE cover
	· 75% (Max Rs.37.50 lacs)
	· Less Value of Security              
	· 7.50

	· Date of NPA
	· 31.03.2011
	· Unsecured Balance
	· 42.50

	· Asset Classification 
	· DB-II
	· Less CGTMSE Cover (75%)
	· 31.87

	· Value of Security Held
	· 7.50
	· Net Unsecured Balance
	· 10.63

	
	
	· Provision Required 31.03.14

	
	
	· 100% Unsecured Portion
	· 10.63

	
	
	· 40% Secured Portion (DB-II)
	· 3.00

	
	
	· Total
· 
	· 13.63




D.7.7	Provision for Country Risk

Banks shall make provisions, with effect from the year ending March 31, 2003, on the net funded country exposures on a graded scale ranging from 0.25 to 100 percent according to the risk categories mentioned below. To begin with, banks shall make provisions as per the following schedule: 

	 Risk category 
	ECGC Classification 
	Provisioning Requirement (per cent) 

	Insignificant 
	A1
	0.25

	Low 
	A2
	0.25

	Moderate 
	B1
	5

	High 
	B2
	20

	Very high 
	C1
	25

	Restricted 
	C2
	100

	Off-credit 
	D
	100



Banks are required to make provision for country risk in respect of a country where its net funded exposure is one per cent or more of its total assets. 

The provision for country risk shall be in addition to the provisions required to be held according to the asset classification status of the asset. However, in the case of ‘loss assets’ and ‘doubtful assets’, provision held, including provision held for country risk, may not exceed 100% of the outstanding. 

Banks may not make any provision for ‘home country’ exposures i.e. exposure to India. The exposures of foreign branches of Indian banks to the host country should be included. Foreign banks shall compute the country exposures of their Indian branches and shall hold appropriate provisions in their Indian books. However, their exposures to India will be excluded. 

Banks may make a lower level of provisioning (say 25% of the requirement) in respect of short-term exposures (i.e. exposures with contractual maturity of less than 180 days).


D.7.13	 Accounts with outstanding balance of Rs. 5 crore and above:		
With a view to bring down divergence arising out of difference in assessment of the value of security in cases of high value NPAs (A/Cs with outstanding balance of Rs. 5 crore & above and also to enhance the reliability on stock valuations, stock audit at annual intervals by external agencies appointed as per bank’s extant guideline, be got done mandatorily.  

D.7.14   Valuation of securities for provisioning purposes:

(i) Wherever the Incumbent feels that realisable value of IPs is significantly lower than the one on bank’s record in accounts with aggregate limits/ outstanding of Rs.10 lakhs & above but less than Rs.1 crore and value of immovable property mortgaged/charged to the bank is Rs.20 lakhs & above, he may get the property re-valued from the bank’s approved valuer provided the valuation is more than one year old.

(ii) As regards borrowal accounts having aggregate limit of Rs.1 crore & above, valuation of immovable properties charged/mortgaged to the Bank be got done from approved valuer once in three years.  However, valuation in such accounts shall be got done from Bank’s approved valuer and fees payable to the valuer be recovered from borrower.

(iii) However, where the value of immovable property to be mortgaged/charged is Rs. 5 crore & above, branches shall get valuation of such IPs done from minimum two valuers on the Bank’s approved panel. In case the difference in valuation is less than 15% the average value may be taken.	

(iv) The branches while getting the valuation of IPs charged / mortgaged to the bank, from approved valuer must take the Market and Realisable Value of the property separately. 

(v) In case of Plant & Machinery only Realisable Value should be mentioned in the report and considered for calculation of provision in the account. Valuation report should mention the brand names of the Plant & Machinery, Year of Installation, Original cost etc.

(vi) While getting the value of securities assessed by approved valuers, valuation report should clearly specify the assumptions/ circumstances for having arrived at the given realisable value.  

(vii) In case  there is substantial variation in the realizable value of charged security(ies) now being reported and as reported at the  last time/  last sanction or renewal, reasons for the same should be clearly spelt out, preferably the earlier valuations may also be co-related/commented in the latest valuation report. 


Description of the Categories under priority sector
 Direct Agriculture
1.1.1 Loans to individual farmers [including Self Help Groups (SHGs) or Joint Liability Groups (JLGs), i.e. groups of individual farmers, provided banks maintain disaggregated data of such loans], directly engaged in Agriculture and Allied Activities, viz., dairy, fishery, animal husbandry, poultry, bee-keeping and sericulture (up to cocoon stage).
(i) Short-term loans to farmers for raising crops, i.e. crop loans.
 (ii) Medium & long-term loans to farmers for agriculture and allied activities (e.g. purchase of agricultural implements and machinery, loans for irrigation and other developmental activities undertaken in the farm, and development loans for allied activities).
(iii) Loans to farmers for pre and post-harvest activities, viz., spraying, weeding, harvesting, sorting, grading and transporting of their own farm produce.
(iv) Loans to farmers up to ` 50 lakh against pledge / hypothecation of agricultural produce (including warehouse receipts) for a period not exceeding 12 months, irrespective of whether the farmers were given crop loans or not.
(v) Loans to small and marginal farmers for purchase of land for agricultural purposes.
(vi) Loans to distressed farmers indebted to non-institutional lenders.
(vii) Bank loans to Primary Agricultural Credit Societies (PACS), Farmers’ Service Societies (FSS) and Large-sized Adivasi Multi Purpose Societies (LAMPS) ceded to or managed/ controlled by such banks for on lending to farmers for agricultural and allied activities.
(viii) Loans to farmers under Kisan Credit Card Scheme.
(ix) Export credit to farmers for exporting their own farm produce.
1.1.2 Loans to corporates including farmers' producer companies of individual farmers, partnership firms and co-operatives of farmers directly engaged in Agriculture and Allied Activities, viz., dairy, fishery, animal husbandry, poultry, bee-keeping and sericulture (up to cocoon stage) up to an aggregate limit of ` 2 crore per borrower for the activities as above:
.1.2. Indirect agriculture
1.2.1. Loans to corporates including farmers' producer companies of individual farmers, partnership firms and co-operatives of farmers directly engaged in Agriculture and Allied Activities, viz., dairy, fishery, animal husbandry, poultry, bee-keeping and sericulture (up to cocoon stage)
(i) If the aggregate loan limit per borrower is more than ` 2 crore in respect of para. (III) (1.1.2) of this circular, the entire loan should be treated as indirect finance to agriculture.
(ii) Loans up to ` 50 lakh against pledge/hypothecation of agricultural produce (including warehouse receipts) for a period not exceeding 12 months, irrespective of whether the farmers were given crop loans or not.
1.2.2 Bank loans to Primary Agricultural Credit Societies (PACS), Farmers’ Service Societies (FSS) and Large-sized Adivasi Multi Purpose Societies (LAMPS) other than those covered under paragraph III (1.1.1) (vii) of this circular.
1.2.3. Other indirect agriculture loans
(i) Loans up to ` 5 crore per borrower to dealers /sellers of fertilizers, pesticides, seeds, cattle feed, poultry feed, agricultural implements and other inputs for agriculture and allied activities.
(ii) Loans for setting up of Agriclinics and Agribusiness Centres.
(iii) Loans up to ` 5 crore to cooperative societies of farmers for disposing of the produce of members.
(iv) Loans to Custom Service Units managed by individuals, institutions or organizations who maintain a fleet of tractors, bulldozers, well-boring equipment, threshers, combines, etc., and undertake farm work for farmers on contract basis.
(v) Loans for construction and running of storage facilities (warehouse, market yards, godowns and silos), including cold storage units designed to store agriculture produce/products, irrespective of their location.
If the storage unit is a micro or small enterprise, such loans will be classified under loans to Micro and Small Enterprises sector.
(vi) Loans to MFIs for on-lending to farmers for agricultural and allied activities as per the conditions specified in paragraph VIII of this circular.
(vii) Loans sanctioned to NGOs, which are SHG Promoting Institutions, for on-lending to members of SHGs under SHG-Bank Linkage Programme for agricultural and allied activities. The all inclusive interest charged by the NGO/SHG promoting entity should not exceed the Base Rate of the lending bank plus eight percent per annum.
(viii) Loans sanctioned to RRBs for on-lending to agriculture and allied activities.
(ix) Outstanding deposits, as on March 31st of the current year, under RIDF, Warehouse Infrastructure Fund, Short term Co-operative Rural Credit Refinance Fund and Short Term RRB Fund with NABARD.
2. Micro and Small Enterprises
The limits for investment in plant and machinery/equipment for manufacturing / service enterprise, as notified by Ministry of Micro Small and Medium Enterprises, vide, S.O.1642(E) dated September 9, 2006 are as under:-
	Manufacturing sector

	Enterprises
	Investment in plant and machinery

	Micro Enterprises
	Do not exceed twenty five lakh rupees

	Small Enterprises
	More than twenty five lakh rupees but does not exceed five crore rupees

	Service Sector

	Enterprises
	Investment in equipment

	Micro Enterprises
	Does not exceed ten lakh rupees

	Small Enterprises
	More than ten lakh rupees but does not exceed two crore rupees


Bank loans to micro and small enterprises both manufacturing and service are eligible to be classified under priority sector as per the following:
2.1. Direct Finance
2.1.1. Manufacturing Enterprises
The Micro and Small enterprises engaged in the manufacture or production of goods to any industry specified in the first schedule to the Industries (Development and regulation) Act, 1951 and as notified by the Government from time to time. The manufacturing enterprises are defined in terms of investment in plant and machinery.
2.1.1.1. Loans for food and agro processing
Loans for food and agro processing will be classified under Micro and Small Enterprises, provided the units satisfy investments criteria prescribed for Micro and Small Enterprises, as provided in MSMED Act, 2006.
2.1.2. Service Enterprises
Bank loans up to ` 5 crore per unit to Micro and Small Enterprises engaged in providing or rendering of services and defined in terms of investment in equipment under MSMED Act, 2006.
2.1.3. Export credit to MSE units (both manufacturing and services) for exporting of goods/services produced/rendered by them.
2.1.4. Non-farm entrepreneurial credit outstanding under General Credit Card.
2.1.5 Khadi and Village Industries Sector (KVI)
All loans sanctioned to units in the KVI sector, irrespective of their size of operations, location and amount of original investment in plant and machinery. Such loans will be eligible for classification under the sub-target of 60 percent prescribed for micro enterprises within the micro and small enterprises segment under priority sector.
2.2. Indirect Finance
(i) Loans to persons involved in assisting the decentralized sector in the supply of inputs to and marketing of outputs of artisans, village and cottage industries.
(ii) Loans to cooperatives of producers in the decentralized sector viz. artisans village and cottage industries.
(iii) Loans sanctioned by banks to MFIs for on-lending to MSE sector as per the conditions specified in paragraph VIII of this circular.
3. Education
Loans to individuals for educational purposes including vocational courses upto ` 10 lakh for studies in India and ` 20 lakh for studies abroad.
4. Housing
(i) Loans to individuals up to ` 25 lakh in metropolitan centres with population above ten lakh and ` 15 lakh in other centres for purchase/construction of a dwelling unit per family excluding loans sanctioned to bank’s own employees.
(ii) Loans for repairs to the damaged dwelling units of families up to ` 2 lakh in rural and semi- urban areas and up to ` 5 lakh in urban and metropolitan areas.
(iii) Bank loans to any governmental agency for construction of dwelling units or for slum clearance and rehabilitation of slum dwellers subject to a ceiling of ` 10 lakh per dwelling unit.
(iv) The loans sanctioned by banks for housing projects exclusively for the purpose of construction of houses only to economically weaker sections and low income groups, the total cost of which do not exceed ` 10 lakh per dwelling unit. For the purpose of identifying the economically weaker sections and low income groups, the family income limit of ` 1,20,000 per annum, irrespective of the location, is prescribed.
(v) Bank loans to Housing Finance Companies (HFCs), approved by NHB for their refinance, for on-lending for the purpose of purchase/construction/reconstruction of individual dwelling units or for slum clearance and rehabilitation of slum dwellers, subject to an aggregate loan limit of ` 10 lakh per borrower, provided the all inclusive interest rate charged to the ultimate borrower is not exceeding lowest lending rate of the lending bank for housing loans plus two percent per annum.
The eligibility under priority sector loans to HFCs is restricted to five percent of the individual bank’s total priority sector lending, on an ongoing basis. The maturity of bank loans should be co-terminus with average maturity of loans extended by HFCs. Banks should maintain necessary borrower-wise details of the underlying portfolio.
5. Export Credit
Export Credit extended by foreign banks with less than 20 branches will be reckoned for priority sector target achievement.
As regards the domestic banks and foreign banks with 20 and above branches, export credit is not a separate category under priority sector. Export credit mentioned under paragraphs (III) (1.1.1) (ix), (III) (1.1.2) (iv), (III) (1.2.1) (i) and (III) (2.1.3) of this circular will count towards the respective categories of priority sector, i.e. Agriculture and MSE sector.
6. Others
6.1. Loans, not exceeding ` 50,000 per borrower provided directly by banks to individuals and their SHG/JLG, provided the borrower’s household annual income in rural areas does not exceed ` 60,000/- and for non-rural areas it should not exceed `1,20,000/-.
6.2. Loans to distressed persons [other than farmers-already included under III (1.1) (vi)] not exceeding ` 50,000 per borrower to prepay their debt to non-institutional lenders.
6.3. Overdrafts, up to ` 50,000 (per account), granted against basic banking / savings accounts provided the borrowers household annual income in rural areas does not exceed ` 60,000/- and for non-rural areas it should not exceed ` 1,20,000/-.
6.4. Loans sanctioned to State Sponsored Organisations for Scheduled Castes/ Scheduled Tribes for the specific purpose of purchase and supply of inputs to and/or the marketing of the outputs of the beneficiaries of these organisations.
6.5. Loans sanctioned by banks directly to individuals for setting up off-grid solar and other off-grid renewable energy solutions for households.
IV Weaker Sections
Priority sector loans to the following borrowers will be considered under Weaker Sections category:-
(a) Small and marginal farmers;
(b) Artisans, village and cottage industries where individual credit limits do not exceed ` 50,000;
(c) Beneficiaries of Swarnjayanti Gram Swarozgar Yojana (SGSY), now National Rural Livelihood Mission (NRLM);
(d) Scheduled Castes and Scheduled Tribes;
(e) Beneficiaries of Differential Rate of Interest (DRI) scheme;
(f) Beneficiaries under Swarna Jayanti Shahari Rozgar Yojana (SJSRY);
(g) Beneficiaries under the Scheme for Rehabilitation of Manual Scavengers (SRMS);
(h) Loans to Self Help Groups;
(i) Loans to distressed farmers indebted to non-institutional lenders;
(j) Loans to distressed persons other than farmers not exceeding ` 50,000 per borrower to prepay their debt to non-institutional lenders;
(k) Loans to individual women beneficiaries upto ` 50,000 per borrower;
(l) Loans sanctioned under (a) to (k) above to persons from minority communities as may be notified by Government of India from time to time.
In States, where one of the minority communities notified is, in fact, in majority, item (l) will cover only the other notified minorities. These States/Union Territories are Jammu & Kashmir, Punjab, Meghalaya, Mizoram, Nagaland and Lakshadweep.
V. Investments by banks in securitised assets
(i) Investments by banks in securitised assets, representing loans to various categories of priority sector, except 'others' category, are eligible for classification under respective categories of priority sector (direct or indirect) depending on the underlying assets provided:
(a) the securitised assets are originated by banks and financial institutions and are eligible to be classified as priority sector advances prior to securitisation and fulfil the Reserve Bank of India guidelines on securitisation.
(b) the all inclusive interest charged to the ultimate borrower by the originating entity should not exceed the Base Rate of the investing bank plus 8 percent per annum.
The investments in securitised assets originated by MFIs, which comply with the guidelines in Paragraph VIII of this circular are exempted from this interest cap as there are separate caps on margin and interest rate.
(ii) Investments made by banks in securitised assets originated by NBFCs, where the underlying assets are loans against gold jewellery, are not eligible for priority sector status.
VI. Transfer of Assets through Direct Assignment /Outright purchases
(i) Assignments/Outright purchases of pool of assets by banks representing loans under various categories of priority sector, except the 'others' category, will be eligible for classification under respective categories of priority sector (direct or indirect) provided:
(a) The assets are originated by banks and financial institutions and are eligible to be classified as priority sector advances prior to the purchase and fulfil the Reserve Bank of India guidelines on outright purchase/assignment.
(b) the eligible loan assets so purchased should not be disposed of other than by way of repayment.
(c) the all inclusive interest charged to the ultimate borrower by the originating entity should not exceed the Base Rate of the purchasing bank plus 8 percent per annum.
The assignments/Outright purchases of eligible priority sector loans from MFIs, which comply with the guidelines in Paragraph VIII of this circular are exempted from this interest rate cap as there are separate caps on margin and interest rate.
(ii) When the banks undertake outright purchase of loan assets from banks/ financial institutions to be classified under priority sector, they must report the nominal amount actually disbursed to end priority sector borrowers and not the premium embedded amount paid to the sellers.
(iii) Purchase/ assignment/investment transactions undertaken by banks with NBFCs, where the underlying assets are loans against gold jewellery, are not eligible for priority sector status.
VII. Inter Bank Participation Certificates bought by Banks
Inter Bank Participation Certificates (IBPCs) bought by banks, on a risk sharing basis, shall be eligible for classification under respective categories of priority sector, provided the underlying assets are eligible to be categorized under the respective categories of priority sector and the banks fulfil the Reserve Bank guidelines on IBPCs.
VIII. Bank loans to MFIs for on-lending
(a) Bank credit to MFIs extended on, or after, April 1, 2011 for on-lending to individuals and also to members of SHGs / JLGs will be eligible for categorisation as priority sector advance under respective categoriesviz., agriculture, micro and small enterprise, and 'others', as indirect finance, provided not less than 85% of total assets of MFI (other than cash, balances with banks and financial institutions, government securities and money market instruments) are in the nature of “qualifying assets”. In addition, aggregate amount of loan, extended for income generating activity, is not less than 70% of the total loans given by MFIs.






