CUSTOMER EDUCATION LITERATURE
Understanding the Day-End Process, Date of Overdue, SMA, and NPA Classification and Upgradation

The day-end process is a crucial part of financial management for banks and Non-Banking Financial Companies (NBFCs). It ensures that all transactions are recorded and updated correctly. This process directly impacts the classification of overdue accounts, Special Mention Accounts (SMA), and Non-Performing Assets (NPA). Here, we explain these concepts and the day-end process with examples to help you understand their significance, using a due date of June 30th.

1. Day-End Process
The day-end process in banks and NBFCs involves the reconciliation and updating of all financial transactions that occurred during the day. This includes loan repayments, interest accruals, and other financial activities. The primary objectives are to ensure accuracy, detect discrepancies, and update customer account statuses.

Steps in the Day-End Process:

1. Transaction Reconciliation: All transactions are matched against the bank’s records to ensure consistency.

2. Interest Calculation: Interest for the day/month/quarter, as applicable, is calculated and posted to the relevant accounts.

3. Payment Processing: Payments received during the day are processed and credited to the appropriate loan accounts.

4. Account Status Update: Loan accounts are reviewed, and their statuses are updated based on payments received or missed.

2. Date of Overdue
Date of Overdue refers to the specific date when a scheduled loan payment is missed. The day-end process plays a crucial role in determining this date by updating account statuses based on whether payments were received.

Example:

· Your loan payment is due on June 30th.

· If the payment is not received by the end of June 30th (after the day-end process), the date of overdue is recorded as June 30th.

3. Special Mention Account (SMA)
Special Mention Accounts are classified based on the number of days a payment is overdue. This classification helps in early identification of potential NPAs.

· SMA-0: Principal or interest payment not overdue for more than 30 days but has potential stress.

· SMA-1: Payment overdue between 31-60 days.

· SMA-2: Payment overdue between 61-90 days.

Example:

· Payment due on June 30th is missed but payment is made.

· SMA-0: Between July 1stto July 30th.

· SMA-1: Between July 31stto August 29th.

· SMA-2: Between August 30th to September 28th.

4. Non-Performing Asset (NPA)
A loan becomes an NPA if the borrower fails to make the required payments for 90 days or more. The day-end process confirms the exact number of days overdue and determines the NPA classification.

· Substandard Asset: NPA for less than 12 months.

· Doubtful Asset: Substandard for more than 12 months.

· Loss Asset: Identified as non-recoverable.

Example:

· If the payment due on June 30th is still unpaid by the day-end of September 28th (90 days), the account is classified as an NPA.

5. Upgradation of NPA
To upgrade an NPA to a standard asset, the overdue amount must be fully repaid. The day-end process updates the account status once these conditions are met.

Example:

· Loan payment missed on June 30th and classified as NPA on September 28th.

· Full repayment and regular payments by December 28th.

· Day-end process after the end of December month will update the loan status to a Standard Asset.

Summary

1. Day-End Process: Ensures all daily transactions are recorded and account statuses updated.

2. Date of Overdue: The specific date when a payment is missed, determined during the day-end process.

3. SMA Classification:

· SMA-0: 1-30 days overdue.

· SMA-1: 31-60 days overdue.

· SMA-2: 61-90 days overdue.

4. NPA Classification:

· Substandard Asset: NPA for less than 12 months.

· Doubtful Asset: Substandard for more than 12 months.

· Loss Asset: Identified as non-recoverable.

5. Upgradation: NPAs can return to 'standard' status upon full repayment and regular payments, updated during the day-end process.

Understanding these terms and processes can help you manage your loans effectively and maintain a healthy credit profile. Always aim to make payments on time and stay informed about your account status.

