émeas @% RoBotE 00NN BBS00 A, Porieded).

em‘mcﬁ T®©500 NO?\);

mzsécs DT aﬁ&%sa BT
mécsoﬁeﬁ WOTORYMON

molaeas]ssfme)
B350 RS0

: @z:ﬁosm maozﬁ —

SCLT Oy B0BITE aiooins V2500 ﬁ@damd)}

J0HIRE BBZO HOG, 80.68, 183e eocsc% abadsaesm 3R, abeSeaiéo, 330(52;;360569055 :

dse : 080-23378375-80, &32° I : wwwiSouhardacoop




T 3T Tos

zsﬁeoso

IPORD

Karnataka State Souharda Federal
Vision , Mission and Values

Vision

Mission

Values

Feon, B Tore IPONRD

1 WYONT, Tl wdq)é, xncaze# 2303,

s HOTOTIE xooa’;ag NBT0O0ID

s

o»33 BODO BWLB, OO VOD0BFT Be3R

JT, TJOTWIeT TR wgdmoaa%d 59Tl s BIJBTO
B 03 T3,

P

TR
gl 16

azpq)a‘pasd DZFRTO IZTO z.’o%oﬁnn
TOONEF AT LI T.
m\_; S, zoz%a", PON=LDONE, YOBToN I,

Our vision is to emerge as world class model
Cooperative by our Statutory, educational, training,

research and development activities.

Our mission is to contribute to build a strong
cooperative system which works on Autonomous,
Professional, Transparent , Accountable &

Economic viability.
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Our values are : Service - Knowledge- commitment-

involvement & Accountability
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Cooperative is a golden mean between capitalist
and socialist.

I want to convulse india in to a cooperative
common wealth country

- jawaharlal nehru
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PRACTICAL ASPECTS OF DOCUMENTATION

The security documents play a crucial role in respect of bank’s advances.
Documentation assumes much importance for the bankers as it is directly related
with realization of securities charged to the bank. Documents establish the legal link
between the parties to a contract. The documents constitute the primary evidence
of contract disclosing respectively the rights and liabilities of the bank and its
borrowers/ guarantors. In view of this, due care has to be taken while obtaining
documents. The ultimate objective of documentation is to serve as the primary
evidence for the contract of lending money by the bank.

Documentation will succeed in fulfilling the objective only when the following
requirements are satisfied:

a) The contract of debt along with interest, costs etc. can be proved in accordance
with the law.

b) Charges created on the assets of the borrower / securities available to the bank
is proved and bank would be able to realize the securities by sale or otherwise
through court by execution of decree.

Execution of documents can be classified into three stages:
a) Pre- execution stage
b) Execution stage
c) Post -execution stage

PRE EXECUTION STAGE:

The signatories to the documents should be competent to enter into a contract.
As per the Indian Contract act, the following persons are incompetent; (1) minors (2)
lunatics (3) Undischarged insolvents. Selection of documents according to the type
of credit facility extended should be done as per the sanction terms & conditions.
In case of company borrowers, Board resolution, memorandum of association,
article of association, search report from the ROC should be obtained. Selection
of documents will also depend on the constitution of the borrower and the type
of security offered. Where immovable property is offered as security i.e. equitable
mortgage has to be created, the bank should obtain non encumbrances certificate
& legal opinion from the lawyer on the empanelled list & valuation report of the
property.

EXECUTION STAGE:

All the documents must be filled in properly before or at the time of execution.
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In bank’s most of the documents are printed, only blanks are to be filled in. No
column should be left blank. Utmost care and caution is to be exercised while filling
the documents. The information / conditions etc. mentioned in the documents are
binding on both the parties. At the time of filling blanks particularly name of the
firm, full name of the proprietor / partners / directors / guarantors and address,
extra care should be observed. Full description of the securities charged to the bank,
its location, margin, rate of interest etc. should be as per the terms & condition of
the sanction. Attestation and witnessing of documents should not be done as it may
attract ad- valorem stamp duty as per the state stamp act. Any cuttings, deletions,
additions, modifications etc. should be authenticated by the parties under their
signatures.

STAMPING OF DOCUMENTS:

Under section 17 of the Indian Stamp Act 1899, “all the documents should be
properly and adequately stamped before or at the time of execution”.

Instruments covered under (ENTRY 91 of listI of the seventh schedule to the
constitution ) namely the following documents attract uniform stamp duty in all
the states as per the central Indian Stamp Act:

1) Bills of Exchange / Promissory notes

2) Bill of lading

3) Letters of credit

4)
)

5) Transfer of shares / debentures in physical format

Policies of insurance

6) Common receipts

In respect of all other documents stamping has got to be done in accordance with
respective State Stamp Act.

In order to be enforceable in a court of law, any instrument, which is required to
be stamped, has to be “duly stamped”. The words “duly stamped” as per stamp act
means stamped with appropriate stamp of requisite value. Documents which are
unstamped or insufficiently stamped or bear a wrong stamp will be inadmissible
in the court of law.

The stamp duty for the purposes of stamp act is to be paid by means of either
adhesive stamps or non judicial stamp papers also known as impressed stamps.
Adhesive stamps are to be affixed and cancelled by stamp officer only. In some
states designated branches of banks are also authorized to affix special adhesive
stamps by security franking machines. Whenever special adhesive stamps are not




available, the instrument can be typed and executed on non judicial stamp paper
of requisite value. Where non-judicial stamp paper is used care should be taken to
ensure that each non-judicial stamp paper is typed with at least some portion of
the document matter. The printed document duly signed by the executants has to
be attached to the stamp paper bearing portion of the printed material duly typed
& signed by the executants in such a way that the printed document becomes
an integral part of the stamp paper. The executants should also authenticate the
cancelled portion in the printed document by signing along the cancelled portion.

The documents executed outside India have to be stamped with proper stamp
duty as may be applicable in the place in India where it is received. The instrument
has to be stamped within 3 months from the date of receipt of the said document
in India.

In case document is to be executed at two different places/ states, higher of the
stamp duty applicable in both the places /states is payable.

CANCELLATION OF STAMPS:

The duty of cancelling the adhesive stamps on the instruments is on the party
affixingit. In terms of section 12 of the stamp act, any instrument bearing an adhesive
stamp which has not been cancelled so that it can be used again, shall so far as such
stamp is concerned be deemed to be unstamped. As regards revenue stamps, it
has to be cancelled by the executant under his full signature. The person affixing
any adhesive stamp to an instrument chargeable with stamp duty shall cancel the
stamp on or before execution so that it can not be used again. A person may cancel
an adhesive stamp by writing on or across the stamp or any other effectual manner
so that the stamps cannot be used again. Documents stamped with non-judicial
stamp paper should be written in such a manner that the stamp appears on the face
of the instrument and it cannot be used for or applied to any other document.

CONSEQUENCES OF DOCUMENTS NOT DULY STAMPED:

The documents, if not properly stamped, are void ab-initio. They become
inadmissible as evidence in the court of law. In certain cases the deficiency in
stamping can be rectified by paying a penalty of 10 times the value of proper stamp
duty or deficiency as the case may be except demand promissory notes & bill of
exchange. The bank also faces the risk of the documents being impounded by the
court i.e. ordered to be kept in the custody of law.

MODALITIES OF EXECUTION OF DOCUMENTS:
1) All the documents should be filled in completely.
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2) The borrowers and guarantors should call on the bank and execute the
documents (complete in all respects) in the presence of the official, who should
be able to identify them.

3) The executants should sign in full signatures in the same style throughout the
documents and it should conform to the specimen available with the bank.

4) All alterations in the form of additions, cuttings, overwriting, erasing, deletions
etc. should be authenticated by all executants.

5) The documents should be executed / completed in one sitting in the same
handwriting using the same pen and ink.

6) The place of execution and date should be invariably mentioned, preferably in
the hand of the executant. Where documents are allowed to be executed at two
different place /states the laid down procedures should be followed.

7) In the case of execution of documents by illiterate person, pardanashin women
etc. the contents of the documents should be explained to them in vernacular
language understood by them and proper certificate of such explanation
obtained from a respectable person preferably a third party , be held on record .

8) Execution of documents by a power of attorney requires special attention.

9) Execution of documents by HUF, Trust, Cooperative Societies, Clubs. Etc
requires extra care.

10) In the case of Company borrowers, the documents should be executed by the
authorized officials of the company as per the board resolution. The common
seal of the company has to be affixed on all those documents which are required
to be affixed with common seal of the company as per the articles of association.

POST EXECUTION STAGE:

After obtaining all documents entry should be made in the documents register
or if the branch is fully computerized under Core Banking data has to be keyed
in the computer system. The branch should also ensure the physical safety of the
documents by keeping them in fire proof cabinets or safe under dual lock and key
system.

As provided in section 125 of the Companies Act, the charges on the movable
or immovable assets of the Co. has to be registered with the Registrar of Company
within 30 days of creation of such charge. In case where the borrowers / guarantors
have executed simple mortgage deed in favour of the bank it will also require
registration with appropriate stamp duty with the authorities concerned.

LAW OF LIMITATION:

42




Under Law of limitation act, 1963 section 3(1) “ Limitation period is a time limit
within which action can be initiated in a court of law to enforce any legal rights .”

The objectives of the Limitation Act are as follows:

1) To prescribe the period within which rights can bre enforced in court;

2) To prohibit suits etc. from being brought in court after certain period;

3) To extinguish the remedy and not the right.

The Limitation Act provides various periods of limitation within which a suit,

appeal etc. must be made as otherwise it will be dismissed, whether or not limitation
has been set up as a defence.

EXTENSION OF LIMITATION PERIOD:
Limitation period can be extended by any of the following ways:

1) By obtaining Acknowledgement of Debt (AOD) or Debit Balance Confirmation
(DBC) on the prescribed format duly signed by all the borrowers and guarantors
(Section 18). In case of deceased persons AOD / DBC should be signed by all the
legal heirs.

2) By making part payment of debt or interest by the borrower or his authorized
agent (Section 19). The limitation period shall start from the date of such payment.

3) By obtaining fresh documents for the outstanding amount in loan accounts
and for the limits in case of CC /OD accounts. The limitation period shall start from
the date of fresh documents.

4) Under Section 25 (3) of the Contract Act, payment of a time barred debt is a
valid consideration, thus liabilities can be enforced if there is a fresh promise to pay
the time barred debt. As per Contract act, such promise should be unconditional
and not in the form of an acknowledgement.

5) Validity period of the documents will be automatically extended in case
borrower stayed abroad or was imprisoned, for the period he remained out of India
or imprisoned during the validity period of the documents executed by him.

6) In case of company’s account, no fresh documents to be obtained, because it
will adversely affect the priority of charge registered with the Registrar of Company.
For increase in the limits, documents pertaining to the increased facility only to be
obtained & registered with ROC.

REGISTRATION OF CHARGE WITH ROC:

Registration of charge is a notice to the public about the charge on the assets
created by the company. Priority of charge is reckoned from the date of its
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registration. There are three types of charges :
a) Fixed Charge :

This covers a legal title on certain specific fixed assets of the company and the
company

loses the right of sale of the property without paying the dues to the lenders.
b) Floating Charge :

This charge on certain moveable assets of the company, which is continuously
changing i.e., stock in trade, raw materials etc.

c) Pari passu charge :

A charge created in favour of several creditors with equal priority where
recovery is shared in proportion of the loan amount outstanding is called a Pari-
Passu charge.

As per Section 77 of Companies Act, 2013, “A charge created on the company’s
assets has to be registered with the Registrar of Company within 30 days from
the date of its creation”. If for any reason, charge is not registered within 30 days,
Registrar of Company is empowered to condone the delay and grant a further
period of 270 days for filing the charge. Thereafter, condonation of delay can be
permitted only by Ministry of Corporate Affairs, Central Government.(Section 87 of
Companies Act, 2013). As per Companies Act 2013, all charges require registration.

PROCEDURE FOR REGISTRATION OF CREATION/ MODIFICATION/
SATISFACTION OF CHARGE:

If a company has passed special resolutions under Section 180(3)(c) of the
Companies Act, 2013, authorising its Board of directors to borrow funds for the
requirements of the company and under Section 180(1)(a) of the Companies Act,
2013, authorising its Board of directors to create charge on the assets and properties
of the company to provide security for repayment of the borrowings in favour of the
financial institutions/banks or lenders and in exercise of that authority has signed
the loan documents and now proposes to have the charge, created by it registration
with the ROC, should follow the procedure detailed below:

1. Where the special resolution is passed as required under section 180 of
the Companies Act, 2013, form MGT14 of the Companies (Management and
Administration) Rules, 2014 is to be filed with the Registrar.

2. According to Section 77 of the Companies Act, 2013 every company creating
any charge created within or outside India on property or assets or any of the
company’s undertakings whether tangible or otherwise, situated in or outside




India shall have to be registered. For the purpose of creating/ modifying a charge
tile particulars of the charge with the concerned Registrar of Companies within
thirty days of creating the Form No.CHG -1 (for other than Debentures) or Form
No.CHG - 9 (for debentures including m No.CHG - 9 rectification), as the case may
be.

3. Attach the following documents with e-form No. CHG- 9/ CHG -1:

A certified true copy of every instrument evidencing any creation or
modification of charge. In case of joint charge and consortium finance, particulars of
other charge holders. Instrument(s) evidencing creation or modification of charge
in case of acquisition of property which is already subject to charge together with
the instrument evidencing such acquisitions

4. Payment of fees can be made online in accordance with Annexure ‘B’ of
Companies (Registration offices and fees) Rules, 2014. Electronic payments through
internet can be made either by credit card or by internet banking facility.

5.1f the particulars of charge cannot be filed within thirty days due to unavoidable
reasons, then it may be filed within three hundred days of such creation after
payment of such additional fee as prescribed in with Annexure ‘B” of Companies
(Registration offices and fees) Rules, 2014.

6. Such application for delay to the registrar shall be made in Form No.CHG-10
and supported by a declaration from-10 the company signed by its secretary
or director that such belated filing shall not adversely affect rights of any other
intervening creditors of the company.

7. Verification of every instrument evidencing any creation or modification of
charge, where the instrument or deed relates solely to the property situated outside
India, the copy shall be verified by a certificate issued either under the seal of the
company, or under the hand of any director or s Company Secretary of the company
or an authorised officer of the charge holder or under the hand of some person
other than the company who is interested in the mortgage or charge.

8. Verification of every instrument evidencing any creation or modification of
charge, where the instrument or deed relates, whether wholly or partly, to the
property situated in India, the copy shall be verified by a certificate issued under
the hand of any director or company secretary of the company or an authorised
officer of the charge holder.

9. Whereachargeisregistered with the Registrar, obtain a certificate of registration
of such charge in Form No.CHG- 2. Where the particulars of modification of charge
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is registered the Registrar shall issue a certificate of modification of charge in Form
No. CHG-3.

10. A company shall within a period of thirty days from the date of the payment
or satisfaction in full of any charge registered, give intimation of the same to the
Registrar in Form No.CHG-4 along with the fee as prescribed, with Annexure ‘B’ of
Companies (Registration offices and fees) Rules, 2014.

11. Where the Registrar enters a memorandum of satisfaction of charge in full
obtain a certificate of registration of satisfaction of charge in Form No.CHG-5.

12. Incorporate changes in relation to creation, modification and satisfaction of
charge in the register of charges maintained by the company in Form No. CHG.7
and enter therein particulars of all the charges registered with the Registrar on any
of the property, assets or undertaking of the company and the particulars of any
property acquired subject to a charge as well as particulars of any modification of a
charge and satisfaction of charge. Such register is to be kept at its registered office
of the company.

13. All the entries in the register shall be authenticated by a director or the
secretary of the company or any other person authorised by the Board for the
purpose

14. The register of charges shall be preserved permanently and the instrument
creating a charge or modification thereon shall be preserved for a period of eight
years from the date of satisfaction of charge by the company.

15. Where the satisfaction of the charge is not filed with the Registrar within thirty
days from the date on such payment of satisfaction, an application for condonation
of delay shall be filed with the Central Government in Form No.CHG-8 along with
the fee as prescribed in with Annexure ‘B” of Companies (Registration offices and
fees) Rules, 2014.

16. Where the instrument creating or modifying a charge is not filed with the
Registrar within a period of three hundred days from the date of its creation
(including acquisition of a property subject to a charge) or modification an
application for condonation of delay shall be filed with the Central Government in
Form No.CHG-8 along with the fee as prescribed in with Annexure ‘B’ of Companies
(Registration offices and fees) Rules, 2014.

17. The order passed by the Central Government shall be required to be filed with
the Registrar in Form No.INC.28 along with the fee as per the conditions stipulated
in the said order.




18. For all other matters other than condonation of delay, application shall be
made to the Central government in Form No.CHG-8 along with the fee.

No modification is necessary for -

a) Apportionment of limits among various branches of the bank (original charge
for the total limits to be registered)

b) For change of rate of interest where rate of interest is variable as per terms and
conditions mentioned in the loan agreement.

Effect of Non-Registration :

If acharge whichis required to be registered is not registered within the stipulated
period, the

security created by such charge becomes void against the liquidator and creditors
of the

company.
E-FILING UNDER CHARGE MANAGEMENT - FORMS USED :
S.No E-Form Purpose
. CHG-1 Creating or modifying the charge (for other than Debentures)
. CHG-2 Certificate of registration
. CHG-3 Certificate of modification of charge
. CHG-4 Intimation of the satisfaction to the Registrar

1
2
3
4
5. CHG-5 Memorandum of satisfaction of charge
6. CHG-6 Notice of appointment or cessation of receiver or manager
7. CHG-7 Register of charges

8

. CHG-8 Application for condonation of delay shall be filed with the Central
Government

9. CHG-9 Creating or modifying the charge in (for debentures including
rectification)

10. CHG-10 Application for delay to the registrar
MORTGAGE OF IMMOVABLE PROPERTY:

A mortgage is a transfer of an interest in specific immovable property for the
purpose of securing payment of money advanced or to be advanced by way of
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loan, an existing or future debt or the performance of an engagement which may
give rise to pecuniary liability.

Accordingly, Equitable mortgage can be created for existing advances or for
future advances and also for non-fund based limits, (which give raise to a pecuniary
liability in future ).

There are 6 types of mortgages recognized under the Transfer of Property Act:

a) Simple Mortgage

b) Mortgage by deposit of title deed

c) Mortgage by conditional sale

d) Usufrutuary Mortgage

e) English Mortgage

f) Anomalous Mortgage

In banks we generally resort to the first two i.e. Simple Mortgage and Mortgage
by “Deposit of Title Deeds ” also popularly called as equitable mortgage.

SIMPLE MORTGAGE :

In a simple mortgage , without delivering possession of the mortgaged property,
the mortgagor binds himself by a mortgage deed to personally pay back to the
mortgagee and agrees that in the event of his failing to pay back the money
according to the contract, the mortgagee shall have a right to cause the mortgaged
property to be sold and the sale proceeds applied in repayment of the money.
Simple mortgage is created through a registered deed and it attracts stamp duty as
per the State Stamp Act.

The stamped mortgage deed duly executed by the mortgagor in favour of the
bank attested by 2 witnesses is to be registered with the Registrar of Assurances. (
Sub Registry Office ). The period within which documents have to be registered as
per Registration Act is 4 months from the date of execution of the document.

EQUITABLE MORTGAGE :

Equitable Mortgage is defined under section 58 (f) of the Transfer of Property
Act as follows :

“ Where a person in any of the following towns, namely the towns of Calcutta,
Madras, and Bombay and in any other town which the State Government concerned
may, by notification in the official gazette, specify in this behalf, delivers to a
creditor or his agent documents of title to immovable property, with intent to create
a security thereon, the transaction is called a mortgage by deposit of title deed. ”




For creating equitable mortgage, the following three conditions should be
tulfilled :

a) The owner of immovable property should deliver the documents of title to
immovable property to a creditor or his agent,

b) in a notified town /area
c) with an intent to create security thereon.
PROCEDURE FOR CREATING EQUITABLE MORTGAGE :

1) Obtain all original documents of title deed to the property from the borrower
/ guarantor.

2) Obtain legal advocates opinion on the property to establish clear and marketable
title free from all encumbrances.

3) Conduct a physical verification of the property to be mortgaged. Prepare a
report and keep it on records.

4) Get the property valuation done from an approved valuer .
5) Obtain tax clearance certificate wherever required under Sec. 281 of I.T. Act.

4) Draw a memorandum of deposit of title deed on requisite stamp paper and
enter the same in the Equitable Mortgage Register.

5) Acknowledge the deposit of title deed on the subsequent day by a letter.

After creation of Equitable Mortgage take care to keep the documents safe in dual
custody . When the mortgagor is a company , the same needs to be registered with
the Registrar of Company. Under no circumstances the property papers should be
handed over back to the mortgagor without the loan & credit facility being fully
adjusted.

NPA MANAGEMENT

Narasimhan Committee, inter-alia, recommended prudential norms for Income
Recognition and Asset Classification for implementation, popularly known as
IRAC norms. During 1992-93 RBI introduced these norms for implementation by
all Banks in India both under public and private sectors.

The objective was to bring about a true picture of Banks” loan portfolio and to
strengthen recycling capabilities by adopting uniform accounting practices and by
achieving uniformity in classification of loan assets and recognition of income.

When numerous Banks collapsed like pack of cards in the western countries




during the recent global financial crisis, Indian Banking stood strong and proved
to the rest of the world that they are insulated well even under the melt down
conditions.

NPA Management comprises of the following :
1. Prevention Management
2. Recovery Management
Prevention Management

The best strategy to improve quality of assets is the preventive control rather
than post NPA recovery efforts. We are well aware that the level of co-operation
of the borrower with the banker is much better before the account gets classified as
NPA and afterwards there is every possibility of estrangement. So it is sensible to
put in proactive strategies to avoid NPAs than allowing them to creep in.

Prevention Management involves effective supervision, regular monitoring
besides a systematic follow up.

Supervision:
1. Ensuring compliance of sanction terms and conditions.
2. Ensuring proper and enforceable documentation.

3. Ensuring end use verification and availability of securities created and also
periodical

inspection / valuation of collateral securities.
4. Obtention of financial statements periodically and reviewing the performance.

5. Ensuring that the assets taken as security are insured adequately to cover
unforeseen losses.

Monitoring

1. Scanning the accounts periodically to keep a watch over the transactions in the
account.

2. Obtention of vital feed back information such as stock position, Debtors position

periodically so that any deterioration in the working of unit can be identified at
any given point of time.

3. Monitoring bills portfolio critically to eliminate the instances of accommodation
etc.
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4. Monitoring instances of cheque returns - reasons there for etc.

5. Keeping a watch on the transactions to identify diversions, if any. Systematic
diversion will deplete the NWC and weaken the working of the unit.

6. Conducting periodical systematic physical inspection of stocks / machinery
and other assets at irregular intervals.

7. Constantly making enquiries in the markets / getting market information and
updates on the borrower and his activity.

Follow up for Recovery of arrears:

No loan asset slips to NPA instantly. It passes through various stages of
delinquency during the period 90 days from the overdue date. If potential NPAs are
recognized / tracked in time, with timely and adequate interventions, the accounts
may be retrieved back to normal status. The early alert signals are captured, when
the accounts are showing first signs of weakness. This system is known as Early
Alert System. Such accounts should be put under special category called “Potential
NPAs” for follow up and time bound action to be taken to prevent their slippage.
These accounts are to be grouped as “Special Mention Accounts”.

Lending always carries with it, the risk of default. Even after a tight follow up
there are borrowers who slip into default category for various reasons. It becomes
necessary for a prudent banker to apply strategies for recovery of dues within a
specific time schedule either to bring back the asset from the state of delinquency to
normalcy or to get the accounts closed.

Credit default can arise on account of any one of the following:

1. Inability to pay

2. Intentional / willful default.

Inability to pay :

This may arise due to loss in business, activity turning unviable, borrower having
no means to pay and sudden events beyond the control of the borrower resulting
in loan default - e.g. death of the promoter, unforeseen incidents such as fire and
other natural calamities, adverse market conditions, natural calamities, recession.
In all these cases, although the borrower has the intention to pay, impairment is
due to non generation of adequate funds to meet the loan due obligations.

Intentional / willful default : Borrowers having sufficient means (cash flows)

to pay, but deliberately trying to evade payment and gain time indefinitely. These
type of borrowers neither show their intention nor any co-operation in speedy
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resolution of the stuck up loans. The recovery strategies are required to be tuned
according to the type of the borrower, genuine or intentional defaulter, as the case
may be.

The strategies / mechanism available for tackling delinquent borrowers are
divided into two categories.

1. Non legal measures
2. Legal measures.

While non legal measures can bring good results in respect of borrowers of
category 1 above, initiating legal steps become necessary to deal with intentional /
willful / hardcore defaulters.

Non Legal measures

Baks try to recover the dues or restore the accounts to the performing category
from delinquency status by normal persuasive means and also by helping the
borrowers to come out of Non performing status by conciliatory mechanism.
Options available for banks to resolve the NPAs under this category are listed here
below.

1. Upgradation:

Upgradation of assets form Non Performing to Performing category is the best
solution to reduce NPAs. When an asset becomes NPA, the arrears or out of order
position is just above the border line of delinquency norms. It can therefore be
effectively dealt with by personal contacts and periodical reminders to recover the
critical arrears first to take the account out of NPA and then follow up for further
recoveries to bring the asset below danger mark level. If the NPAs are not tackled
at the initial states, then the chances of upgradation becomes difficult, as arrears /
out of order issues pile up as the days go by.

2. Restructuring

Normally the mechanism of restructuring is applied, when the performing assets
emit warning signals. Depending upon the viability, genuineness and capability of
the unit to come back to normalcy, restructuring is considered as a better option
(subject to the RBI guidelines on restructuring).

Basic objective of restructuring is to preserve economic value of the units and not
for greening the problem accounts. This can be achieved by banks and the borrowers
only by careful assessment of the viability, quick detection of weakness in accounts
and a time-bound implementation of restructuring packages. No account will be
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taken up for restructuring by the banks unless the financial viability is established
and there is a reasonable certainty of repayment from the borrower, as per the
terms of restructuring package. The accounts not considered viable should not
be restructured and banks should accelerate the recovery measures in respect of
such accounts. Any restructuring should be done by looking into cash flows of the
borrower and assessing the viability of the project / activity.

There are two platforms through which restructuring can be effected.

a) Through CDR mechanism: The CDR Mechanism has been designed to
facilitate restructuring of advances of borrowers enjoying credit facilities with total
outstanding (fund based and non-fund based) exposure of Rs.10 crore or above,
from more than one bank / Financial Institution (FI) in a coordinated manner.
The CDR Mechanism is an organizational framework institutionalized for speedy
disposal of restructuring proposals of large Corporate borrowers.

b) Through Bank’s normal lending policy: All other accounts can be brought
within the scope of restructuring under an approved and well laid out policy
for restructuring put in place by the Bank. Here also the guidelines of RBI with
regard to restructuring are to be borne in mind and taken care of while sanctioning
packages under restructuring. If the borrower responds well to the restructuring
package and keeps up a satisfactory performance during one year period from
the commencement of repayment as per restructuring terms, the account can be
upgraded to performing category.

3. Compromise settlements:

Among the non-legal remedies to reduce NPAs, settlement through compromise
is a very effective mechanism. Compromise Settlement is arrived at based on the
mutual agreement / consent by both borrower and the Bank. As compared to the
slow legal process, a compromise offers quick solution to reduce the level of NPAs.
Compromise can be reached at any / all of the three states; pre litigation, post-
litigation and post decree.

The following are some of the circumstances when the compromise option could
be considered.

a) Unit is closed for long and difficult to revive; debit balance keeps on increasing
due to

penal interest, inspection charges etc.

b) The borrower is absconding and the guarantor is willing to clear the debt if
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some relief is granted

c) The earning capacity of an otherwise regular borrower is impaired due to some
accident or things beyond the normal control.

d) Primary asset or collateral is not sufficient to cover the outstanding dues. Even
if
sufficient, bank has difficulties in taking possession and disposing of the securities.
e) Legal costs to recover the dues are likely to be disproportionately and high
legal action may consume much longer time than expected.
Advantages of Compromise:
Recovery through compromise is favoured mainly for the following reasons:

a) Less cumbersome as compared to the legal action.

b) asy and speedy recovery as it is based on understanding the genuine problems
of the

borrower.
c) The blocked funds are available for recycling

d) It saves lot of time and manpower of the bank and the banker is motivated as
he can get rid of the NPAs and concentrate on other aspects of lending.

From the above, it can be seen that various options are available to banks for
recovery of NPAs without resorting to legal measures. If this mechanism is utilized
effectively, the process of recovery can be relatively quickened resulting in better
recycling of funds and improvement in asset quality.

However, if a banker exhausts all avenues of recovery under non legal measures,
then final option available for recovery is legal resource. The pre-requisites for any
legal action are:

a) The loan documents should not have been barred by limitation.
b) The loan amount outstanding should have been recalled.
c) The documents to be defect free and enforceable/admissible in a court of law

Theloan documents are required to be kept alive by obtaining letter of extensions,
etc., from time to time. Recalling of the dues can be done by sending an ordinary
recall notice or a legal notice. Notice demanding entire balance outstanding is
only considered as recall notice and the recall notice should contain full particulars
of default, irregularities committed by the party and the details of amount due
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inclusive of up to date interest, future interest etc.,

The following are legal measures, which are normally followed by the bankers
for ensuring recoveries.

1. Lok adalat

2. Securitization and Reconstruction of Financial Assets and Enforcement of
Security Interest

Act (SARFAESI).
3. Debt Recovery Tribunals
4. Civil suits.
Lok adalat:

Lok adalats have been set up by the Government under the Legal Services
Authorities Act 1987 with a view to settle disputes by way of adjudication and
compromise without going to a Court of Law. The facility of adjudication is
available even for those matters wherein suits have already been filed and the
matter is pending before the Court. They are quasi Judicial in nature. Forum of
Lok adalats can be utilized to settle banking disputes involving amounts with an
outstanding balance upto Rs.20 Lakhs.

Salient Features of the Lok adalat :
a) Lok adalats are headed by serving or retired judicial officers.

b) Cases can be referred at both pre-litigation stages as well as after filling suit or
after

obtaining decree or during execution of decree. Thus NPA accounts as well as
suit filed accounts can be referred at any stage.

c) Case can be referred by both the parties if they agree or one of the parties can
make application to the court to refer the matter to the Lok adalats. Court can
refer the matter after giving opportunity to the other side to be heard.

d) Lok adalat will strive to arrive at a compromise or settlement and shall be
guided by principles of natural justice, equity and fair play. The award given

by Lok adalat is final and binding. There is no provision for appeal against the
Award.

e) If no settlement is possible the matter would be referred back to the court (in
case of suit filed accounts) to be decided in the normal course or the parties can
pursue their normal course for settlement of disputes in case of non suit filed
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matters.

f) No court fee is to be paid for matters which are not taken to the court yet. In
respect of already suit filed matter, refund of court fee of 50% will be made if
the matter is settled through Lok adalat.

Lok adalat is an ideal dispute resolution forum for recovery of small / unsecured
loans. The success of Lok adalat lies in bringing the borrowers to the negotiating
table. Cases where decrees have been awarded are to be followed up and executed
without delay to achieve the objectives.

Securitization and Reconstruction of Financial Assets and Enforcement of
Security Interest Act (SARFAESI).

During the pre-reform days the only legal recourse of recovery available to the
banks was filing suits before the Civil Court or by summary proceedings under
Revenue recovery acts (in some states). After introduction of asset classification
norms and stringent provisioning requirements for impaired assets, there was a
need for new and faster legal channels. The Government enacted during 2002, the
SARFAESI Act, much to the relief of banking and financial sector.

The SARFAESI act seeks to drastically alter the manner in which non performing
assets of banks / financial institution are recovered. By allowing banks / Fls to sell
off the assets charged to them without having to seek the permission of the court of
law, the act has empowered banks / FIs to realize their dues expeditiously without
being subjected to endless delay in legal system

However, the act shall not be applied in the categories mentioned below:
1. Security interest in agricultural land

2. Any case in which the amount due is less than 20% of the principal amount and
interest

thereon.
2. Security interest in loans below Rs.1.00 lakh
3. Debt time barred under limitation act.

Besides, the act is also not applicable in cases where security interest is in the
form of lien on goods money or security, Pledges of movables, security in any
aircraft, security interest in any vessel, conditional sale, hire purchase of lease,
right of unpaid seller, properties not liable to attachment or sale under code of civil
procedure.
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Enforcement of security involves serving of demand notice, taking possession
of secured assets, valuation of secured assets and issue of certificate of sale. NPAs
where the possibility of upgradation or recovery through normal means is difficult,
no time should be lost in enforcing the provisions of SARFAESI Act.

Debt Recovery Tribunals (DRT)

Immediately after I introduction of income recognition and asset classification
norms, Govt enacted the Recovery of Debts due to Banks and Financial Institutions
Act - 1993 (which was subsequently amended in 2000 and 2004.) The act provides
for setting up of Special Tribunals, which are considered as statutory bodies with
special powers of summary trial and speedy recovery.

Applications for recovery of dues of Rs.10.00 lakhs and above are to be filed at
DRTs. Applications for cases where SARFAESI proceedings have been completed
and still having unrealized dues after enforcing the securities, are also to be
tiled with DRT, DRTs also hear appeals relating to proceedings initiated under
SARFAESI act. Simultaneous proceedings can be initiated both under DRT as well
as SARFAESI.

DRT is a tribunal and not a court. Applications are filed before the tribunal
and not plaints as in Civil Courts. DRTs only issue certificate of recovery and not
decrees. DRTs follow a summary procedure, in accordance with the principles of
natural justice. DRTs are expected to decide cases normally in about six month’s
time.

Civil Suits:

After the implementation of DRT Act and SARFAESI Act, lending banks now
rarely need to approach civil courts for recovery of their dues. While the above two
Acts mostly take care of the recovery of high value loans, Lok Adalat mechanism
can be best utilized to resolve loans up to Rs.20 lakhs, especially unsecured loans.

Cases which are not falling under the purview of DRT and SARFAESI only are
being referred to civil courts. The three kinds of suits - viz 1. Money suit, 2. Mortgage
suit and 3. Summary suits are conducted in accordance with the provisions of Civil
Procedures Code 1908.

Although it takes fairly long time to get a decree, by frequent interaction with the
panel advocate handling the case and reviewing the progress of the case form time
to time, the time gap can be reduced. Delay in execution of the decrees is also to be
avoided, by proper planning and co ordination with advocates / court officials/.

Sale and Purchase of NPAs.
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With a view to increase the options available to Banks for resolving their Non
Performing assets and to create a secondary market for Non Performing assets
(where securitization companies and Asset reconstruction companies are not
involved). RBI, during July 2005 came out with guidelines on sale and Purchase of
Non Performing assets by Banks. As per the guidelines banks are permitted to buy
and sell Non Performing financial assets viz., loan assets and investments.

The following are the salient features of the guidelines.

A financial asset, including asset 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. A bank, which is purchasing / selling NPA, should ensure that the purchase
/ sale is conducted in accordance with a policy approved by the board. The board
shall lay down policies and guidelines.

A bank may purchase / sell NPA 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. Selling bank would have to ensure
that the effect of the sale of the financial assets should be such that the asset is taken
off the books of the bank and after the sale there should not be any known liability
devolving n the selling bank.

Banks should ensure that subsequent to sale of the NPA to other banks, they donot
have any involvement with reference to assets sold and do not assume operational,
legal or any other type of risk relating to the financial assets sold. Consequently,
the specific financial asst should not enjoy the support of credit enhancements /
liquidity facilities in any form or manner.

Under no circumstances can a sale to other banks be made at a contingent price
whereby in the event of shortfall in the realization by the purchasing banks, the
selling banks would have to bear a prét of the shortfall. A NPA in the books of
a bank shall be eligible for sale to other banks only if it has remained as a non
performing asset for at least two years in the books of the selling bank. Banks shall
sell NPA to other banks only on cash basis. The purchasing bank in its books
should hold a NPAS at least for a period of 15 months before it is sold again.

The NPA may be classified as ‘standard” in the books of the purchasing bank
for a period of 90 days form the date of purchase, and shall be determined by the
record of recovery thereafter. If the sale is 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.
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If the sale is for a value higher than the NBV, the excess provision shall not
be reversed but will be utilized to meet the shortfall / loss on account of sale of
other non performing financial assets. Any recovery in respect of a NPA purchased
form other banks should first be adjusted against its acquisition cost. Recoveries
in excess of the acquisition cost can be recognized as profit. The move of RBI has
been hailed as a move in right direction towards better enforcement of the quality
of assets in the banking sector.

Asset Reconstruction Companies.

Securitization and Reconstruction of financial Assets and Enforcement of
Security interest Act, 2002 (SARFAESI) besides empowering lending banks to sell
/ dispose of the securities of the defaulting borrowers without intervention of
Courts, also allows Banks and FIs to reduce NPAs in their books by selling it to
Asset reconstruction companies (ARCs). The Act provides for formation of ARCs
and their mode of operation.

Salient features:

A Securitization / Reconstruction Company (ARC) can acquire financial assets
of any Bank or financial institution on mutually agreed terms and conditions.

ARC may issue debenture, bond or any other security in the nature of debenture
as the amount of consideration for acquisition. The instruments are called Security
Receipts (SRs) Account for sale to ARCs are identified by individual / Bank / Fls
and after discussing / finalizing the price factor, the assets are transferred to ARCs.

After take over of the loan asset, ARC is considered as a deemed lender and all
the rights of the selling bank / financial institution (including primary and collateral
securities) vest in the ARC, in relation to the specific financial assets. ARCs acquire
this status by virtue of powers conferred by SARFAESI Act.

Rights enjoyed by Banks/ Fls prior to transfer of asset will vest with ARCs after
acquisition. SRs are redeemed by Banks / Fls after sale of assets by ARCs.

ARCs normally take over assets at a deep discounted rate, since the Banks might
have already exhausted all remedies and found that holding the asset is a non
profitable proposition. Normally discounted value is arrived on the book value of
a loan.

If ARC is in a position to recover more than the asset value, the additional
recovery is shared as per mutually agreed terms. ARCs also charge a commission
- say 2% - on the take over price irrespective of whether there is recovery or not.
SRs can be transferred by one bank to another based on NAV quoted for the same.
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Advantages of ARCs:

Relieving banks of the burden of NPAs would allow them to focus better on
managing the core business including new business opportunities. The transfer
should help restore depositor and investor confidence by ensuring the lender’s
financial health. ARCs are meant to maximize recovery value while minimizing
costs. ARCs can also help build industry expertise in loan resolution, besides
serving as a catalyst for important legal reforms in bankruptcy procedures and loan
collection. ARCs can play an important role in developing capital markets through
secondary asset instruments.

Principles of Sound/Quality lending

Bank lending is an art as well as a science. Techniques, tools and methods are
available for appraising credit proposal. These are mostly mechanical. One can
learn these with a little practice. But principles which are guide to action and aid
to perfection are not static and are drawn from experience. The basic principles
of bank lending are to be regarded essentially as statements of general tendencies
only and not as irrefutable laws. A set of principles get modified or expanded in
response to the changing state of the economy but the underlying truth remains.
According to L.C. Mather "The ideal advance is one which is granted to a reliable
customer for an approved purpose in which the customer has adequate experience,
safe in the knowledge that the money will be used to advantage and repayment
will be made within a reasonable period".

Some of the basic principles that should govern bank lending are given below:

Safety

The safety of funds lent by a bank is of paramount importance. The bank's
business rests upon the public trust it enjoys and anything likely to shake this
confidence such as doubts regarding the safety of funds lent must be carefully
avoided. The advance should be granted to a reliable borrower who can repay the
loan in the ordinary course of business.

Security

Security is taken as a form of insurance so that it is available to fall back upon in
the event of some unforeseen developments taking place. Naturally when security
is taken, it should be good enough to be realized even in adverse circumstances
if it is to serve as an insurance cover against contingencies. It should be easy to
ascertain its value which should remain steady over a period and provide enough
margins for depre—ciation. The borrower should possess a clear and marketable




title capable of being passed on to the banker easily and at little cost.
Suitability

An advance may be safe and secured but still it may not be suitable or desirable.
Banker should concentrate his lending on purposes which are desirable from the
stand point of economic health of the nation and economic imperatives of the
country. Itis not part of banking business to finance gambling or undue speculation.
Consideration has to be given to government controls and its directions in the
efforts to combat inflation and raising the standard of living of the people.

Profitability

An advance must be granted at a rate of interest considered satisfactory in
relation to the risk entailed and keeping in view the amount of work and expenses
the account will cause to the bank.

Liquidity

A Bank would remain liquid if its advances are also liquid in order to meet the
demands of depositors. It is essential for the banker to ensure that borrower would
be in a position to repay the loan either on demand or within a reasonable period
thereafter. Short term finance and self-liquidating advances such as bills should

be preferred over others. Banks should not find itself in a "locked-in" position by
granting too much of term loans.

Integrity

No advance should be made to a borrower of doubtful integrity. Consideration
of this integrity should not transgress upon moral ethics. A banker should be
concerned about the business integrity of the borrower.

Adequacy of finance

A prudent banker would not lend a sum which is inadequate to finance a given
project. If he does, not only he kills the project but sinks the advance as well because,
a partly completed project cannot generate money to pay for the investment.

Timeliness: Not only that adequate finance be made available to the borrower,
it is also important that it is given in time. It is better not to give the finance at all
rather than giving it after a considerable lapse of time. Many opportunities might
have been lost due to delay or many crises could have been averted but for the
delay.

In conclusion it can be said that the changing principles of criteria of lending
should act as a guide to deal with the following questions satisfactorily.
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(1) Who is to be financed?

(2) "What is to be financed?

(3) How much, to finance & to whom?

(4) How to finance?

(5) "What is likely to happen after financing?
Compliance with KYC norms

The KYC norms as per RBI guidelines are equally applicable while opening
and allowing transactions in various borrower accounts and hence shall be strictly
adhered to.

While taking lending decisions and making disbursements, banks shall ensure
compliance to KYC norms of not only the applicant or the borrower but also of all
the connected parties thereto, so that the money lent is properly used and does not
result in misuse/ diversion which may lead to all kinds of complications to the
banks at a later date.

RBI defaulter’s list/ ECGC specific approval list/ CIBIL

If the name/s of any director, partner, proprietor etc. of a borrower entity appears
in these lists, the bank shall examine the risk aspect pertaining to the same while
appraising the related credit proposal.

Banks should not provide any credit facility to wilful defaulters.
Credit Monitoring in Banks
Introduction

With liberalization and globalization and opening up of the economy, Indian
banking system has become vulnerable to the spillover and contagion effects. The
challenges of increased competition and profitable survival have necessitated
maintaining high credit quality and controlling growth of stressed assets. During
the last decade in the wake of global slowdown, Indian economy has shown
definite symptoms of slowdown and the growth rate has gone down significantly.
Therefore, challenge before the banks is dual, that, only good quality assets are
added and quality of added assets is maintained. In this context, proper monitoring
of credit in banks has assumed greater significance in the effective management
of lending. The success of credit monitoring largely depends on two aspects
namely the co-operation of the borrower clients in furnishing the required data
and statements to the banks on time and the capacity and knowledge of the credit
monitoring authorities to take timely decisions and corrective steps to keep the
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borrowal accounts in good health. This article discusses about the need for credit
monitoring and corrective steps to be taken at an early stage through the monitoring
tools and early warning signals

Need for Credit Monitoring:

Monitoring of the credit portfolio and individual accounts is essential in order
to maintain the quality of the credit portfolio of the bank in a sound condition. In
line with the international practices, it is imperative for the banks to implement
prudential norms of income recognition and asset classification of the individual
borrowing accounts in the credit portfolio. On the basis of the record of recovery of
interest and other payables in the borrowal account, the banks classify the accounts
as Standard, Sub-standard, Doubtful and Loss Assets. In the event of the borrower
not servicing the interest/installment and other payables for a period of maximum
90 days in a term loan account or an overdraft/cash credit and other borrowal
accounts remaining out of order for a period of more than 90 days, the account is
classified as Sub-standard. Thereafter, depending on the period of default by the
borrower and availability of realisable security the relative account is downgraded
to doubtful or loss assets. The borrowal accounts in this situation are termed as
Non-Performing Assets (NPA).

Objectives of Credit Monitoring

The objectives of credit monitoring are to:

(a) Ensure initial delivery or disbursement of credit after complying with the
laid down procedures and conditions with due precautions

(b) Ensure that the credit assets remain in standard category

(c) Endeavour up-gradation of identified weak accounts/watch list accounts
and

(d) Take necessary steps to prevent slippage of the accounts to sub-standard and
NPA category Goals of Credit Monitoring

With the financing of the borrowing units, the banks have a stake in the business
of the borrower and, in its own interest, the banker would like to ensure smooth
running of the business of the borrower with reasonable growth. This is achieved
by ascertaining various monitoring goals for individual assets and these goals are:

(i) Periodical monitoring of the actual performance of the business of the borrower
vis-a-vis projections accepted at the time of appraisal of credit facilities. Periodical
performance as against the projected level of sales, operating profits, inventory and
debt levels, cash flow, etc., have to be obtained and monitored.
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(ii) Identifying and evaluating the temporary/critical aberrations coming in the
way of smooth functioning of the borrowing unit for timely and suitable action.

(iii) Interacting regularly with the borrowers through timely inspection in order
to:

(a) Ascertain the level of sincerity and interest of the promoters in the day-to-
day business operations, and to obtain the information regarding production level,
inventory level, trend of manufacturing/sales, labour problems, maintenance of
production units and other related issues

(b) Ascertain whether the funds invested in the business are adequately protected
and whether the day-to-day problems facing the business are being addressed in
time

(c) Get a feel of the financial problems of the borrowing unit without delay and to
take remedial action on regular or ad hoc basis, after evaluating the same on merit

(d) Ascertain whether there are any impediments in timely service of interest
and repayment of installments due to the bank

(e) Ensuring the end use of funds and prevention of diversion of funds and

(f) Ascertain as to whether there is any threat to the recovery of bank’s funds
invested in the business and to initiate timely and appropriate recovery measures
to protect the interest of the bank

Credit Monitoring Tools:

Safety of the bank’s exposure in credit asset is of paramount importance. The
safety is dependent upon risk factors, which are identified and accepted while
taking credit exposure. Any event that could result in materialising of these risks
into default or even delay in repayment must be diagnosed and identified early.
The normal sanction covenants such as maintenance of margin, payment of interest
in time, submission of stock statement, submission of other statements by the
borrowers, review of accounts at appropriate times, etc., together with the loan-
specific stipulations such as raising of the promoter’s contribution, creation of
mortgage of a property after completion of the legal formalities, etc., will provide
the basic framework to obtain and use various monitoring tools. In this regard, a
practicing banker in general and a credit official in particular need to know the
objective of monitoring tools, understand their need & relevance and interpret it
properly for effective monitoring, for achieving optimum results. It aims to achieve
that even within the Standard Asset category, accounts to be persistently upgraded
from Special Mention Account (SMA) categories to pure standard category.




An exhaustive list of monitoring tools is difficult to be drawn up, as loan- specific
issues and factors vary. The following is an inclusive list of various monitoring
tools:

1) Certified statement of the actual cost of the project (upon completion) vis-a-vis
the original envisaged cost of the project

2) Stock and book-debts statements
3) Monthly Cash Budget, wherever applicable

4) Returns of Quarterly Information System

6) Inspection Reports
7) Stock Inspection Reports of outside agencies.

)
)
)
5) Statements of Monthly Select Operational Data
)
)
8) Concurrent/Internal/Revenue/Audit Reports
)

9) Factory Visit Reports
10) Technical Officer’s Reports
11) Audited/Provisional Financial Statements

12) Status enquiries from other banks regarding the account, promoters or
guarantors

13) Account operations scrutiny (Poor turnover, over-dues, frequent returns
of cheques/bills, issuing cheques favouring someone unconnected to main
business, withdrawals of large cash, etc.)

14
15
16
17
18
19

20) Minutes of Consortium Meetings

Statutory Audit Reports

Internal Inspection Reports/Special Audit Reports
Comments of the Regulatory Authorities

Annual review of the account

Visits by officials from Controlling Offices to the branches

N N N N N N

Monthly/quarterly Monitoring Reports and

The focus of the monitoring process is always to ensure the safety of funds
lent and see that the account is conducted as per the terms and conditions of the
sanction. It is necessary to understand that recovery of overdue amounts or critical
amounts in Standard Assets causing concern is essentially a short-term strategy.
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An in-depth analysis of the problems facing the borrowing unit has to be made and
necessary remedial measures need to be initiated for ensuring long-term viability
of the unit. Monitoring function in a bank should cover all the three stages, viz., pre-
disbursement, during disbursement and post-disbursement phases of an advance
account.

Monitoring -Pre Disbursement Stage

The pre-disbursement stage covers obtaining satisfactory credit reports from
existing lenders, post-sanction but pre-disbursement inspection report, execution
of the stipulated security documents, including creation of collateral security/
mortgage as per terms of the sanction, obtaining letters of guarantee from the
guarantors, if any. The other formalities such as vetting of documents by legal
experts and ensuring disbursement by the other participating banks and financial
institutions are also required as the responsibility of the monitoring department.

Monitoring - Disbursement Stage

During the disbursement, monitoring work should ensure the end-use of the
funds by disbursing the amountin the right manner. Credit delivery inloan accounts
is distinct from overdraft and cash credit accounts. All disbursements should be
related to actual/acceptable levels of performance of the business unit and in line
with the basic objective of safety of the banks” exposure in the credit assets. The
disbursement should be commensurate with the progress of the project/business
activity, as well as shall take into account the extent of margin brought in by the
promoters up to the given point of time.

Monitoring -Post Disbursement Stage

Post-disbursement monitoring forms a substantial part of the monitoring
function in a bank. Actual performance of the borrowers should be monitored by
inviting select operational data at a particular frequency. The particulars furnished
by the borrower need to be compared with the projected performance given to
the bank before granting the loans. Periodical inspections and stock audit by the
appropriate officials should be ensured. Timely obtention and analysis of the
audited financials and review of the account, at least once in a year, is the most
integral part of post disbursement monitoring. Timely identification of accounts
showing symptoms of strain, and putting them under Watch Category for constant
monitoring is absolutely imperative.
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