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Agriculture in India

Agricultural productivity depends on several 
factors. These include the availability and quality 
of agricultural inputs such as land, water, seeds and 
fertilisers, access to agricultural credit and crop 
insurance, assurance of remunerative prices for 
agricultural produce, and storage and marketing 
infrastructure, among others. As per 2018, 
Agriculture employed 50% of the Indian work 

Audit of Agricultural Advances

The history of Agriculture in India dates back to Indus Valley Civilisation era and even before 
that in some parts of Southern India. India ranks second worldwide in farm outputs. In  2016  
Agriculture and allied sectors like forestry and fisheries accounted for 15.4% of the GDP (gross 
domestic product) with about 31% of the workforce in 2014. India ranks first globally with highest 
net cropped area followed by US and China. The economic contribution of agriculture to India’s 
GDP is steadily declining with the country’s broad-based economic growth. Still, agriculture is 
demographically the broadest economic sector and plays a significant role in the overall socio-
economic fabric of India. As such audit of agricultural advances is important. Just like any audit 
procedure of advances, there are certain steps involved for audit of Agricultural Advances too. 
Agricultural advance being a sensitive sector of advancing and also a priority sector lending, 
the auditor needs to be more vigilant while carrying out the audit of agricultural advance and 
should adhere to the guidelines issued by ICAI and RBI to achieve the ultimate purpose of attest 
function. This article discusses the peculiarities related to this segment of audit of agricultural 
advances. Read on…
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force and contributed 17-18% to country’s GDP. 
The share of population depending on agriculture 
for its livelihood consists of landowners, tenant 
farmers who cultivate a piece of land, and 
agricultural labourers who are employed on these 
farms. Agricultural output has been volatile over 
the past 10 years.
One has to look into various factors related to 
the production and post-harvest activities in 
agriculture in order to understand the reasons for 
the said volatility, to name a few would be,

i. 86% of land holdings are less than 2 
hectares

ii. Lack of knowledge about availability of 
good quality seeds and fertilisers

iii. Uncertainty of weather conditions
iv. Lack of adequate water supply etc.

Corrective Measures

In order to boost the agriculture sector and 
safeguard the interest of the farmers and banks as 
well, the Government has time and again devised 
many policies. Currently the Government and local 
bodies (as may be applicable) are making efforts 
to work on the flaws that affect the remunerative 
aspect of farming.  Some of these are:
Pradhan Mantri Fasal Bima Yojana:
The Pradhan Mantri Fasal Bima Yojana was 
launched by the central government in January 
2016. The scheme aims to provide insurance 
coverage to farmers for crop failure, stabilise 
farmers’ income, and encourage farmers to adopt 
modern agricultural practices, among others. 
The scheme has been allocated ` 9,000 crore in 
the Union Budget 2017-18, compared to ` 5,501 
crore in 2016-17. The scheme covers all farmers, 
including tenant farmers and sharecroppers, 
who are growing notified crops in notified areas. 
It covers crops such as cereals, pulses, oilseeds, 
vegetables, and spices. As of December 2016, the 
scheme has covered 367 lakh farmers for a sum 
of ` 1,41,625 crore in the Kharif season of 2016, 
as compared to 309 lakh farmers and a sum of  
` 69,307 crore in the Kharif season of 2015.
Effectiveness of MSPs:
Although MSPs are declared for various crops, 
procurement at these prices mainly happens for 
wheat, rice, sugarcane and cotton, in a few states. 
As a result, in procuring states, farmers focus 

on  cultivating these crops over other crops such 
as pulses, oilseeds, and coarse grains. MSPs are 
declared prior to each sowing season (in June and 
October) so that farmers are aware of the minimum 
price the government will offer for their produce. 
This is meant to encourage them to increase their 
investment in the production of crops. In a report 
to measure the efficacy of MSPs, the NITI Aayog 
found that a low proportion of farmers (10%) was 
aware of MSPs before the sowing season. 62% of 
the farmers were informed of MSPs after sowing 
their crops. The pricing policy of MSPs would 
be effective only if farmers are aware of it at the 
time of deciding what crops to grow. The NITI 
Aayog recommended that the awareness level of 
farmers regarding MSPs must be increased and 
the mediums of dissemination of this information 
must be strengthened.
Other issues with the implementation of the MSP 
regime include long distances to the procurement 
centres, increasing cost of transportation for 
farmers, irregular hours of the procurement 
centres, lack of coverage storage godowns and 
inadequate storage capacity, and delays in the 
payment of MSPs to farmers. The NITI Aayog 
notes that the agricultural pricing policy needs to 
be reviewed to ensure that farmers are receiving 
remunerative prices for their produce.
One of the measures it recommends is a price 
deficiency system. Under such a system, farmers 
would be compensated for certain commodities 
if their prices fall under a specified threshold. 
This would reduce stock-holding by farmers who 
store commodities until prices increase, and also 
incentivise farmers to produce different crops. 
Farmers would be paid by using the direct benefit 
transfer system, through bank accounts linked to 
their Aadhaar numbers.
Other directly linked benefits either from 
Government or banking institutions like NABARD 
etc. also needs to be scrutinised for correctness 
and fairness.
Agri Advances

In India still informal sources of credit constitute 
40% of loans. Rest of the lending can be classified as

i. Short Term Lending:
 It is generally taken for pre-harvest and 

post-harvest activities such as weeding, 
harvesting, sorting and transporting.
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ii. Long Term Lending:
 It is generally taken in order to invest in 

agricultural machinery and equipment, irrigation 
and other developmental activities, etc.

 However, over the past few decades, the trend 
of short term and long term agricultural 
credit in the country has reversed. In  
1990-91, a majority of crop loans taken was 
long term credit, whereas short term credit 
accounted for only about a quarter of all 
agricultural loans. As of 2011-12, 61% of 
crop credit was short term, whereas long 
term credit had a share of 39%. In addition, 
small and marginal farmers, who account for 
about 86% of total land holdings, take more 
short term loans than farmers with medium 
or large land holdings. This group of farmers 
also has the highest share of borrowings 
from informal sources of credit such as 
moneylenders, family and friends.

Changing Scenarios

Since more and more activities are included in the 
gamut of agricultural activities and advances are 
offered one should pay close eye to the changing 
scenarios and ascertain correctness of the figures laid 
down. For this, ICAI has come up with a new IND 
AS-41. Following is a brief discussion about the same.

Since more and more activities are included in the 
gamut of agricultural activities and advances are 
offered one should pay close eye to the changing 

scenarios and ascertain correctness of the figures laid 
down. For this, ICAI has come up with a new IND AS-41.

Biological assets, as a concept, has been introduced 
by Ind AS. Since there was no specific accounting 
literature in India (previous GAAP) that required 
recognition of biological assets in the past, no 
accounting for such items was made in the financial 
statements.

Indian Accounting Standard 41 – Agriculture [Ind 
AS 41] that deals with agriculture has introduced the 
concept of biological asset, wherein biological asset 
is defined to be a living animal or plant and includes 
produce growing on bearer plants. It also defines 
agricultural activity as management of biological 
transformation and harvest of biological assets; 
and biological transformation comprises various 
processes that cause qualitative and quantitative 
changes in the biological asset.

Examples of Biological Assets
Living plant – annual crops such as rice, maize, 
wheat
Living animal – pigs, poultry, horses, cattle
Produce growing on a plant that is yet to be harvested 
is known as a biological asset.

Bearer biological assets are covered under Indian 
Accounting Standard 16 – Property, Plant and 
Equipment [Ind AS 16] (covered in our earlier 
publication) and consumable biological assets are 
covered under Ind AS 41. In the case of a plant, 
judgement would be required to ascertain whether it 
is a bearer biological asset or a consumable biological 
asset. Accounting is determined by the nature of 
such classification. However, biological asset which 
is a living animal will only be scoped into Ind AS 41. 
Livestock held for breeding purposes only, with a 
remote likelihood that it will ever be sold, also requires 
accounting under Ind AS 41 only and these are not to 
be considered as bearer plant under Ind AS 16.

This is because the International Accounting 
Standards Board (IASB) decided that unlike 
plants, livestock is not attached to land and there 
is usually an active market for livestock, meaning 
that fair value information is more likely to be 
readily available and easier to apply than cost  
measurement.

Similarly, plants with more than one potential use 
(example, trees cultivated both for their lumber and 
their fruit) are required to be accounted under Ind 
AS 41, since bearer plants, within the scope of Ind 
AS 16 are those that are solely used in the production 
or supply of agricultural produce (based on IASB 
clarification for IAS 16 and IAS 414). Also, produce 
growing on a bearer plant is a biological asset, such as 
tea leaves, and coffee seeds.
Measurement of Biological Assets

Biological asset is required to be measured at 
the end of every reporting period at its fair value less 
costs to sell. Gain or loss arising from a change in the 
fair value less costs to sell is to be recognised in the 
profit or loss for the period in which it arises.

Biological asset is required to be measured at the 
end of every reporting period at its fair value less 

costs to sell. Gain or loss arising from a change in the 
fair value less costs to sell is to be recognised in the 

profit or loss for the period in which it arises.
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Fair Value

Ind AS 113 defines fair value as the price that would be 
received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants 
at the measurement date. This is also referred to as 
the “exit price”. Ind AS 113 addresses three widely 
used valuation techniques:

i. Market approach,
ii. Cost approach and the
iii. Income approach.

Valuation can be of the standalone asset or liability or 
a group of assets or a group of liabilities. Biological 
asset is a non-financial asset and hence the fair 
value measurement takes into account a market 
participant’s ability to generate economic benefits 
by using the asset in its highest and best use or by 
selling it to another market participant that would 
use the asset in its highest and best use. Selection of 
a valuation technique to best represent the value of 
the item under consideration is a matter of significant 
judgement and there is no preferred approach per 
se. A valuation technique must be selected and 
consistently applied, to maximise the use of relevant 
observable inputs (and minimise unobservable 
inputs).
Guidelines for Auditing

In order to assess the health of any advance, RBI has 
laid down the guidelines, which are as follows:
i. A loan granted for short duration crops will be 

treated as NPA, if the instalment of principal 
or interest thereon remains overdue for two 
crop seasons. A loan granted for long duration 
crops will be treated as NPA, if the instalment 
of principal or interest thereon remains overdue 
for one crop season. For the purpose of these 
guidelines, “long duration” crops would be crops 
with crop season longer than one year and crops, 
which are not “long duration” crops, would be 
treated as “short duration” crops.

A loan granted for short duration crops will be treated 
as NPA, if the instalment of principal or interest 

thereon remains overdue for two crop seasons. A loan 
granted for long duration crops will be treated as 

NPA, if the instalment of principal or interest thereon 
remains overdue for one crop season.

 The crop season for each crop, which means the 
period up to harvesting of the crops raised, would 

be as determined by the State Level Bankers’ 
Committee in each State. Depending upon the 
duration of crops raised by an agriculturist, 
the above NPA norms would also be made 
applicable to agricultural term loans availed  
of by him.

 The above norms should be made applicable 
to all direct agricultural advances as listed at 
paragraph III (1.1) of the Circular on Priority 
Sector Lending – Targets and Classification 
RPCD.CO.Plan.BC.9/04.09.01/2013-14 dated 
July 1, 2013. In respect of agricultural loans, 
other than those specified explicitly and term 
loans given to non-agriculturists, identification 
of NPAs would be done on the same basis as non-
agricultural advances, which, at present, is the 90 
days delinquency norm.

ii. Where natural calamities impair the repaying 
capacity of agricultural borrowers, banks may 
decide on their own as a relief measure conversion 
of the short-term production loan into a term 
loan or re-schedulement of the repayment 
period; and the sanctioning of fresh short-term 
loan, subject to guidelines contained in RBI 
circular RPCD. No.PLFS.BC.6/05.04.02/2013-14 
dated July 1, 2013.

 In such cases of conversion or re-schedulement, 
the term loan as well as fresh short-term loan 
may be treated as current dues and need not 
be classified as NPA. The asset classification of 
these loans would thereafter be governed by the 
revised terms & conditions and would be treated 
as NPA if interest and/or instalment of principal 
remain overdue for two crop seasons for short 
duration crops and for one crop season for long 
duration crops.

In cases of conversion of the short-term production 
loan into a term loan or re- schedulement of the 
repayment period, the term loan as well as fresh 

short-term loan may be treated as current dues and 
need not be classified as NPA. 

 While fixing the repayment schedule in case of 
rural housing advances granted to agriculturists 
under Indira Awas Yojana and Golden Jubilee 
Rural Housing Finance Scheme, banks should 
ensure that the interest/instalment payable on 
such advances are linked to crop cycles. 
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Be happy with what you have. Be excited about what you want. - Alan Cohen


