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Classification as Special Mention Account (SMA) and Non-Performing Asset (NPA)

RBI circular dated June 7, 2019 on ‘Prudential Framework for Resolution of Stressed Assets’
requires the lenders to recognize incipient stress in borrower accounts, immediately on
default, by classifying them as Special Mention Accounts (SMA), the basis for classification of
SMA categories and Non-Performing Asset (NPA) shall be as follows:

Basis for Classification - Example - Days past dues from
Categories Instalment or any other 1 April 2021

overdue amount

SMA 0 01 - 30 Days 01 April 2021 to 30 April 2021
SMA 1 31 - 60 Days 01 May 2021 to 30 May 2021
SMA 2 61 - 90 Days 31 May 2021 to 29 June 2021
NPA 91 days and beyond 30 June 2021 and beyond

The Classification of borrower accounts as SMA as well as NPA shall be done as part of the day-
end process for the relevant date. The SMA or NPA classification date shall be the calendar
date for which the day end process is run.

Example:

1. If due date of a loan account is April 1, 2021, and full dues are not received before the
lending institution runs the day-end process for this date, the date of overdue* shall be
April 1, 2021 then the loan account shall be tagged as SMA-0;

2. If it continues to remain overdue, then this account shall get tagged as SMA-1 upon
running day-end process on May 1, 2021 i.e. upon completion of 30 days of being
continuously overdue. Accordingly, the date of SMA-1 classification for that account shall
be May 1, 2021;

3. Similarly, if the account continues to remain overdue, it shall get tagged as SMA2 upon
running day-end process on May 31, 2021 and if continues to remain overdue further, it
shall get classified as NPA upon running day-end process on June 30, 2021.
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The instructions on SMA classification of borrower accounts are applicable to all loans
irrespective of size of exposure of the lending institution.

If full dues are not received before the lending institution runs the day-end process on EMI
due date irrespective of the time of running such processes, the date will be date of

overdue.

2. Upgradation of accounts classified as NPAs:

e Loan accounts classified as NPAs may be upgraded as ‘standard’ assets only if entire
arrears of interest and principal are paid by the borrower.

o If the interest or principal remains overdue for a period 90 days or three months and
above the loan account is classified as a Non-Performing Asset (NPA). Once an asset
is classified as NPA, it will move back to ‘Standard’ category if the DPD (days past
due) count comes to ‘0’ DPD.

e Once a loan account is classified as an NPA, it shall remain as such till the time the
entire outstanding amount is repaid.

3. Income recognition policy for loans with moratorium on payment of interest
e In cases of loans where moratorium has been granted for repayment of interest,
lending institutions may recognize interest income on accrual basis for accounts
which continue to be classified as ‘standard’.

Frequently Asked Questions (FAQs):

1. What are stressed assets?
Stressed assets = Non-performing Assets (NPAs) + restructured assets + written-off loans.

2. What are Non-performing Assets (NPAs)?
Non-Performing Asset shall mean:

O

An asset, in respect of which, interest has remained overdue for a period of
90 days or more;

A term loan inclusive of unpaid interest, when the instalment is overdue for
a period of 90 days or more or on which interest amount remained overdue
for a period of 90 days or more;

a demand or call loan, which remained overdue for a period of 90 days or
months or more from the date of demand or call or on which interest amount
remained overdue for a period of 90 days or more;

A bill which remains overdue for a period of 90 days or more;

The interest in respect of a debt or the income on receivables under the head
‘other current assets’ in short-term loans/advances, which facility remained
overdue for a period of 90 days or more;

Any dues on account of sale of assets or services rendered or reimbursement
of expenses incurred, which remained overdue for a period of 90 days.
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3. What are Restructured Assets?

Restructured loans/ assets are loans of which the terms and conditions have been modified
for a specific account. (like repayment period increased, interest rate reduced, EMI,
reduction, loan converted into equity etc.)

4. What are written-off loans?
Written-off loans are the loans (NPAs) that have been taken off from the balance sheet to
clean off the books of the entity.

5. How NPA tag can be removed from any account?

To lift NPA stamping, the borrower must make the payment of the principal and interest
with levied charges on the account so that the NPA stamping can be removed from the
account and the asset can be reclassified as standard asset.

6. How many instalments is mandatory to pay for removal of NPA stamping?
The loan account holder must pay the total overdue including principal and interest with
charges of all the non-paid instalments.

7. What is the effect of an NPA account on the credit rating?

Credit report will reflect the overdue amount, which may impact the credit score
negatively, eventually creating hindrance for the availing further credit facility from any
Banks and Financial institutions.
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