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De-mystifying Accounting and 
Reporting Treatments for NPAs

Un-hedged positions can expose a client to huge 
shocks in the profits or losses during extreme volatile 
market movements, e.g. the current rupee depreciation 
up to INR 60 vis-à-vis $ 1.

Some of the basic activities against which clients 
hedge themselves are:
• Hedging against volatile interest benchmark on 

a floating FX loans, e.g. LIBOR, EURIBOR,  
etc.

• Hedging against unfavourable exchange rates for 
initial conversion or repayment of fixed or floating 
rate loan principal.

• Hedging against export receivables either based on 
firm orders or on confirmed delivery.

• Hedging against import payables either based on 
firm export orders or local requirements.

Some of the common hedging products used by clients 
against a respective position are:
• Hedging against interest rate risk – Interest Rate 

Swap (IRS)
• Hedging against conversion of principal for an 

FX loan at both the trade and maturity dates and 
interest rate risk – Currency Interest Rate Swaps 
(CIRS). It is also possible to hedge the same by a 
combination of two products, i.e. FX Swap (for the 

Accounting treatment and reporting of non-
performing assets (NPAs) with regard to 
Forex & Derivative deals for banks in India 
has been an area which lacks a transparent 
& uniform industry practice. This article 
is a humble effort to provide guidance to 
fellow members both in the industry as well 
as practice and general public at large on a 
conservative manner  in which this can be done. 
We will restrict this article only to accounting 
treatment & reporting of FX/Derivatives 
related NPAs in the balance sheet and notes to 
accounts of the published financials for banks 
operating in India. These are personal views 
of the author and it is requested that one 
may take appropriate guidance/advice before 
adopting the same. 

CA. Ravinarayanan Iyer

(The author is a member 
of the Institute. He can be 
contacted at ravikvk@yahoo.
com)
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Basic Understanding
All commercial banks participate in the forex and 
derivative markets for either of the following purposes:
• To provide hedging solutions to their clients
• To undertake proprietary trading positions by 

assuming the role of market maker
• To hedge their own balance sheet exposures

Clients normally undertake hedging activities 
in order to protect themselves from unfavourable  
impacts due to volatilities in the forex and interest 
rates markets. It may be prudent to reiterate that the 
underlying motto of hedging is to minimise or freeze 
the downside risk, i.e. loss, for the client and not to 
maximise profit. 
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conversion of principal) and an IRS for the interest 
rate risk.

• Hedging against export receivables/import 
payables – Outright Forward (FWD).

• Hedging against probable underlying – FX Options

Market Availability
A client can undertake hedging either via an exchange 
offering the required products (though not all types 
of hedging products are available today), or, directly  
with a bank, which is also known as over the counter 
(OTC) market. In India, most of the FX/Derivative 
deals undertaken are via the OTC mode due to the 
following advantages:
• Exchange-traded products are standardised and 

do not offer the flexibility to customise as per the 
requirements of the client.

• There is a daily margin requirement which needs 
to be made good at all times. There is virtually 
no such requirement under the OTC mode except 
in case of an extremely stressed scenario, single 
borrower limit (SBL) breach of the client exposure 
vis-à-vis the bank’s capital or weak fundamentals 
of the client, etc.
Most of the hedging deals entered into by the 

bank with its clients can have single or multiple 
settlements over the life span of the deal. Till the time 
the settlements are not over, the respective positions 
are marked-to-market in order to determine their fair 
value in the bank’s books.

Road to Become NPA
It is possible that some of the hedges might go against 
the client and situations could arise wherein either 
due to external factors, e.g. tight liquidity conditions, 
recessionary trend in the economy, etc., or internal 
factors, e.g. business not operating at desired efficiency 
levels, too much stress on the cash flows either due 
to high debts or high fixed cost, etc., a client may not 
be in a position to honour its commitments under the 
hedging deals entered into by it. 

A receivable from the client becomes due on the 
date of settlement as per the term sheet of the deal. 
If the same remains unpaid for a period of 90 days, 
the same is classified as an NPA in the books of the  
bank.

NPAs on account of forex and derivative deals could 
happen mainly in the following manner:
I. Matured FX/Derivative deal(s) having an overdue 

cash settlement (for more than 90 days).

II. Live FX/Derivative deal(s) having an overdue 
cash settlement (for more than 90 days) and also 
carrying a current credit exposure (mark-to- 
market).

III. A combination of both I & II above.

General Understanding and Assumptions
As per RBI norms, overdue receivables representing 
positive mark-to-market value of a FX/Derivative 
contract would be treated as a non-performing asset 
(NPA), if these remain unpaid for 90 days or more. As 
a generic fall out of the previous statement, just like in 
other case over here also, all other funded/non-funded 
facilities granted to the client should also be classified 
as an NPA following the principle of borrower-wise 
classification as per the existing asset-classification 
norms. 

The author assumes all the trades to be in the 
trading portfolio of the bank and are fair valued on a 
daily/weekly/monthly basis.

Analysis at Case Level
Case I
Matured FX/Derivative deal/s having an overdue/ past 
due cash settlement (for more than 90 days)

Normally, when an FX/Derivative deal matures 
depending on whether the client enjoys an OD facility 
with the bank or not, the following entries would be 
passed (assuming it is purely INR) when the amount is 
receivable from the customer.

Table A
Account Currency Side Amount

Customer A/c or Wash/
Suspense A/c

INR Dr XXX

Realised Derivative 
P&L A/c

INR Cr XXX

Till the 90th day, the amount in the customer  
account (if the client has CC/OD facility with the 
bank) can be reckoned as advances and shown in the 
Schedule 9 of the Balance Sheet. In case the client 
does not have CC/OD facility, the amount is parked 
in Wash/Suspense account, which is then reckoned 
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A receivable from the client becomes due on the date 
of settlement as per the term sheet of the deal. If the 
same remains unpaid for period of 90 days, the same 

is classified as an NPA in the books of the bank.
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as other assets and shown in the Schedule 11 of the 
Balance Sheet.

If the amount remains unpaid for 90 days from the 
date of maturity or payout date, the following entries 
needs to be passed on the 91st day:

Table B
Account Currency Side Amount

Realised Derivative P&L 
A/c

INR Dr XXX

Suspense A/c-Crystallised 
Receivables A/c

INR Cr XXX

The above entry in effect reverses the entire P&L 
impact to the extent not yet received from the customer. 
The above negates the requirement to make provision 
in the books of accounts. As and when payments 
are received from the customer, the Suspense A/c-
Crystallised Receivables A/c would be written back to 
P&L account.

The contra amount if parked in the Customer 
A/c needs to be re-designated at Contra Suspense 
A/c - Crystallised Receivables A/c and should be 
discontinued to be shown under advances in Schedule 
9 of the Balance Sheet. If the contra amount is parked 
in Wash/Suspense A/c, then it will be classified as 
Other Assets in Schedule 11.

From the 91st day, both the Customer A/c (only 
pertaining to the matured deal) and Suspense A/c-
Crystallised Receivables A/c should be reckoned as Other 
Assets and shown in Schedule 11 of the Balance Sheet.

The above would ensure that, on a net basis, the 
NPA would be depicted at nil value in the balance 
sheet and at the same time also ensure that the gross 
figure is depicted in the financials.

From a disclosure perspective to the Notes to 
Accounts as part of the published financials, it would 
be prudent to adopt the following approach:
• Not to include the above amounts under the 

NPA movement table as they are related only to 
Advances and as such to be restricted to only the 
Schedule 9 of Balance Sheet.

• A separate disclosure on the FX/Derivative-related 
NPAs highlighting the additions, reductions, etc., 
would be more appropriate and informative.

Case II
Live FX/Derivative deal/s having an overdue cash 
settlement (for more than 90 days) and also carrying a 
current credit exposure (mark-to-market).

In this case, over and above the entries processed 

under Case I for the overdue crystallised receivables, 
the following needs to be done. In normal situations 
with regard to the future receivables on the same deal, 
the following entries would be processed:

Table C
Account Currency Side Amount

Marked-to-Market B/s 
A/c 

INR Dr XXX

Unrealised Derivative 
P&L A/c

INR Cr XXX

The opposite entry would be passed in case of a 
loss.

In case the crystallised receivables on a live deal 
become NPAs, as per the prudential norms for off 
-balance sheet exposures, the future receivables on 
the same deal are also required to be classified as an 
NPA. In such an instance, the following entry would 
be required to be passed:

Table D
Account Currency Side Amount

Unrealised Derivative 
P&L A/c

INR Dr XXX

Suspense Account – 
Positive MTM A/c

INR Cr XXX

The above negates the requirement to make 
provision in the books of accounts. It is important to 
note that in case of a negative MTM, no reversal of 
entries needs to be processed. Further, the notional 
off-balance entries and all other realised P&L entries 
(where money has been received from the client) 
would also not be reversed.

All subsequent changes to the Marked-to-Market 
will have to be routed through the Suspense Account 
– Positive MTM A/c. However, if there is a decline in 
the value of the MTM which cannot be covered by 
the balance in the account, the impact would be given 
directly in the P&L. 

As and when payments are received from 
the customer, the Suspense A/c-Crystallised 
Receivables A/c would be written back to P&L 

account. The contra amount if parked in the 
Customer A/c needs to be re-designated at Contra 
Suspense A/c - Crystallised Receivables A/c and 

should be discontinued to be shown under advances 
in Schedule 9 of the Balance Sheet.
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As such receivables and payables from/to the same 
counterparty including that relating to a single 

derivative contract should not be netted off. Meaning 
impact has to be given at a deal level, e.g. if on one 

derivative deal there is an overdue receivable from 
the client and on the other deal there is a loss, i.e. 

payable to the client, no netting effect can be given 
in the books of accounts.
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The Marked to Market B/s A/c and Suspense  
Account – Positive MTM A/c would be netted at 
the Balance Sheet level and would be shown under 
Schedule 11 “Other Assets” or Schedule 5 “Other 
Liabilities and Provisions” in the financials depending 
on the side. As and when the deal matures or the  
future receivables become crystallised, the Suspense 
Account – Positive MTM A/c would be re-classified 
as Suspense A/c-Crystallised Receivables A/c and 
treatment as per Case I would start.

From a disclosure perspective to the Notes to 
Accounts as part of the published financials, it would 
be prudent to adopt the following approach:
• Not to include the above amounts under the 

NPA movement table, as they are related only 
to advances and as such to be restricted to only  
Schedule 9 of the Balance Sheet.

• A separate disclosure on the FX/Derivative-related 
NPAs highlighting the additions, reductions, etc., 
would be more appropriate and informative. A 
breakup of the crystallised and un-crystallised 
portions can be provided for the benefit of all stake 
holders.
Once the client repays the overdue amount in full, 

the account will no longer be designated as an NPA 
and all entries processed as mentioned in Table D with 
regard to future receivables would be reversed.

Case III
A combination of both Case I & Case II above. The 
following combinations could exist:
• A live deal with overdue crystallised receivables 

and future receivables;
• A matured deal with overdue crystallised 

receivables and a live deal with future receivables 
only; and

• A matured deal with overdue crystallised 
receivables and a live deal with overdue crystallised 
receivables and future receivables.
Based on the applicability of the case, the respective 

treatment elaborated in Case I or Case II or Case I & II 
could be provided.

Key Points
• The legal position regarding bilateral netting is 

not unambiguously clear. As such receivables  
and payables from/to the same counterparty 
including that relating to a single derivative 
contract should not be netted off. This means 
impact has to be given at a deal level, e.g. if on 
one derivative deal there is an overdue receivable 
from the client and on the other deal there is a  

loss, i.e. payable to the client, no netting effect can 
be given in the books of accounts. The overdue 
will be reversed from the P&L but the loss would 
not be reversed even though it pertains to the same 
counterparty.

• Similarly, in case a fund-based credit facility 
extended to a borrower is classified as NPA, 
the outstanding FX/Derivative deals with the 
client should also be designated as NPA and the 
Marked -to-Market of all the FX/Derivative 
exposures should be treated in the manner 
elaborated above. It may be noted that provision 
for the fund-based credit may be done as per the 
RBI guidelines on sub-standard, doubtful and  
loss assets.

• The impacted FX/Derivative deals could be 
ignored for the following purposes as the entire 
unrealised exposures are reversed from the P&L:
• Calculation of provision for standard assets       

@ 0.40% of the c urrent exposure as per the 
RBI guidelines and

• Capital to risk weighted assets (CRAR) as per 
the RBI guidelines.

Conclusion
Banks in India have witnessed the good and bad 
effects of globalisation and liberalisation of the Indian 
economy. If on the one hand, cross-border activities 
have increased, bringing in much-required reserves 
for the country, it has brought along a volatile FX 
and interest rate regime on the other. Due to the 
inter-linked nature of the global economy, the Indian 
banking system is exposed to shocks like never before, 
more on account of factors external to the country 
than internal. These can throw the hedging strategy of 
the clients completely out of gear even resulting in a 
default or becoming an NPA. In this context, having a 
prudent accounting and reporting practice with regard 
to subject matter would go a long way in bringing 
uniformity and improved understanding of all the 
stakeholders of the banking systems. 


