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Disclaimers

• These are personal views of speakers
and can not be construed to be the views
of the ICAI.

• These views do not and shall not be
considered as professional advice.
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P.Y.C.Y.Particulars

Advances outside IndiaC.II

Due from banksi

Due from othersii

(a) Bills purchased and discountediii

(b) Syndicate Loans

(c) Others

Total

Total (C.I + C.II)
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Commonly used terminologies
• Demand Loan

• Bills Purchased

• Bills Discounted

• Funded Credit Facilities

• Non-funded Credit Facilities

• Primary Security

• Collateral Security

• Personal Guarantee of borrower / guarantor

• Fixed Charged vis-à-vis floating charge

• Margin
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Commonly used terminologies
Sole Banking

Consortium Arrangement

Multiple Banking

– Each lender has its own set of documentation

Loan Syndication

Inter bank Participation Certificates

Sharing of credit assets on …

– Risk-sharing basis

– Non-risk sharing basis

12CA Dhananjay J. Gokhale

11

12



CA Dhananjay J. Gokhale

7

Advances
Balance Sheet Disclosure

Types of Advances

Commonly used terminologies

Appraisal

Documentation

Monitoring of Advances

13CA Dhananjay J. Gokhale

Advances - Appraisal
• Application Form

• Documents to be received with application
– Financial Statements of borrower and guarantors

– Financial Projections

– Techno Economic Viability Study

– Details of associate concerns

– Primary and Collateral Security

– Board / Other Resolutions

– Valuation of Securities

– Title Clearances

– Requisite licenses & statutory returns / registrations
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Advances - Appraisal
• Appraisal Process

– KYC Compliance

– MSME Registration Certificates

– Compliance with RBI / Internal Exposure Norms

• Pre-disbursement Inspection
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Advances - Appraisal
• Disbursement

– Documentation

– RoC Charge Creation

– End-use (Invoices / Receipts)

– Promoter’s contribution

– Insurance

– Post-disbursement Inspection

• Monitoring
– Exception Reports

– Stock Audit

– Branch Inspection

– Renewal
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Advances - Appraisal
• Check points for the auditor

– Master Data in CBS (PSL Targets)

– Accounts wherein renewal is pending

– Short / Technical Review

– Adhoc / TODs

– Possibility of Ever-greening of Accounts

– Whether appraised properly?

– Waivers for conditions whether obtained from appropriate
authorities?

– Discretionary powers used for sanction – Whether within the
delegated powers?
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Advances - Appraisal
• Check points for the auditor

– Whether adverse remarks of field officer are over-ruled by
sanctioning authority?

– Sanction letter and sanction note – Whether in sync with
each other?

– Any subsequent dilution of conditions – Whether sanctioned
by competent authority?

– Any possibility of account being restructured?

– Adverse comments by auditors (Internal / Concurrent / Stock
/ Statutory): Whether cognition taken in appraisal?

– Credit Rating – Internal / External vis-à-vis RoI
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Advances - Appraisal
• Check points for the auditor

– Financial Projections : Whether realistic and backed by
adequate documentation?

– Classification of Advance (Priority / Non-Priority, Sector, etc.)

– Sanction Letter: Whether accepted by borrowers /
guarantors?

– Loan documentation: Legal Vetting

– Valuation: More than two Valuators requirement

– Original documents like share certificate, sale agreement,
NoCs, Board Resolution, etc.

– Applicability of State Stamp Duty
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Advances - Appraisal
• Check points for the auditor

– CIBIL report

– Confidential Report (CR) from existing Bankers

– Nayak Committee Recommendations
• Assessment based on projected turnover

• Working Capital Requirement to be @ 25% of Projections

• 20-80 formula for own contribution – bank finance

• Thus, 20% of Projected turnover = Working Capital Limits

– Ensure no documents are executed blank / partially filled up

– Charge Creation at RoC
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Advances – Prudential Exposure Norms

Single Borrower / Group Borrower

Capital Fund = Tier I + Tier II Capital

Special provisions for infrastructure

Additional 5% / 10% for single / group borrower limits
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Advances – Prudential Exposure Norms

Group Borrower

 No specific definition for “Group Borrower”

 Guiding principle being commonality of management and
effective control

 For PSUs, only single borrower exposure limit would be
applicable
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Advances – Prudential Exposure Norms

LCBD

• If LC issued by third bank, exposure would be
on the said (LC issuing) bank

• If LC issued by same bank, exposure would
be on the borrower

23CA Dhananjay J. Gokhale

Advances – Prudential Exposure Norms

Exemptions

• Existing accounts under rehabilitation

• Food Credit

• Central Government Guaranteed Accounts

• Advance against own FDR

• Exposure to NABARD (excluding unrated
non-SLR securities)
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Advances – Prudential Exposure Norms

General Points

• Internal exposure Norms (Sectorial)

• Exposure to Capital Markets (40% / 20%)
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Advances – Prudential Exposure Norms

Definition of Net Worth
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Advances – Prudential Exposure Norms

How to calculate (Capital) Exposure?
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Advances – Prudential Exposure Norms

Financing of Equities
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Advances – Prudential Exposure Norms

Financing of Equities
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RemarksParticulars

Prohibited for NBFCAdvance against
shares to Other
borrowers (other than
individuals)

Cannot be accepted as primary
security

Can be accepted as collateral

Should be accepted only in
demat form

Permitted upto one year in
anticipation of expected equity
flow / issue

Bridge Loans

Advances – Prudential Exposure Norms

Financing of Equities
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Advances – Prudential Exposure Norms

Financing against MFs
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Advances – Prudential Exposure Norms

Advances - Restrictions
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Advances – Prudential Exposure Norms

Exposure to Unsecured Advances / Guarantees
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Advances – Prudential Exposure Norms

Gold Loans – Non-agricultural loan against Gold
Ornaments / Jewelry

• LTV (Loan to Value) Ratio must be at least 75%

• Security Margin to be predefined

• Account can be NPA even before maturity if security
margin not maintained
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Fair Practices Code for Lenders

Application and processing of loan

• Application form should be comprehensive

• Transparent disclosure of …
– Processing Fees / Charges & Refundable processing fees

– Prepayment options and charges

– Penalty for delayed payments

– Penalty for non-compliances of terms and conditions

– Conversion charges for switching between fixed and floating
rates

• Must be displayed on website of bank

• Loan application to be disposed off within reasonable
time

• Reasons for loan application rejection must be conveyed
in writing
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Fair Practices Code for Lenders
Loan appraisal and terms / conditions

• Proper assessment is mandatory

• Use of margin / security stipulation cannot be substituted
to due diligence process

• All terms and conditions to be conveyed in writing to the
borrower and his acknowledgement to be taken

• Copy of Loan agreement to all borrowers at the time of
sanction / disbursement of loan to be given

• Change in Interest / Charges should be conveyed to
borrower and should be applied prospectively

• Sufficient notice be given to borrowers

• In case of take-over of advance by other bank / Financial
Institution, the consent / Objection to be conveyed within
21 days
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Advances - Documentation

• Loan Agreement / Hypothecation Agreement

• Deed of Guarantee

• Demand Promissory Note

• Continuing Security Bond (CC / OD)

• Acknowledgement of Debts

• Supplementary Deed (enhancement)

• Equitable Mortgage Deed

• General Lien and set-off

• Counter Guarantee (non-fund)
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Advances - Documentation

• Mortgage

• Pledge

• Hypothecation

• Assignment

• Set off

• Lien
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Advances – Documentation (Mortgage)
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Advances – Documentation
(Pledge / Hypothecation / Assignment / Set off)
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Advances – Documentation
(Pledge / Hypothecation / Assignment / Set off)
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Advances – Documentation
(Lien)
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Advances – Documentation 
Terminologies
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Advances - Monitoring

• Centralised Monitoring Department

• Usage of CAAT Tools

• Generation of Exceptional Reports

• Usage of Exceptional Reports

• Stock Audit / Unit Inspections

• EWS

46CA Dhananjay J. Gokhale

45

46



CA Dhananjay J. Gokhale

24

CA Dhananjay J. Gokhale 47

Thank you!

Dhananjay J. Gokhale

9820047669 / 9322229740

dhan_gokhale@hotmai l .com
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