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BACKGROUND

COVID-19 has impacted the ability of organisations to generate 
cash and fulfil their debt obligations, while continuing to meet 
performance targets and client and stakeholder expectations. 
The Reserve Bank of India has recently announced a three-month 
moratorium on repayments, and the government is considering 
amending the Insolvency and Bankruptcy Code to provide 
moratorium (at least six months) to avert COVID-19 induced 
insolvency. Additionally, certain banks have introduced emergency 
loans for their corporate clients, Micro, Small & Medium Enterprises 
(MSMEs), retail borrowers, and self-help groups.

These steps are necessary for the industry to recover, and it is 
equally important to ensure that banks don’t fail. Banks are already 
shouldering the burden of stressed assets and will need to closely 
monitor who they are lending to and the credit facilities provided to 
identify any concerns in a proactive manner.

1 https://www.bloombergquint.com/opinion/covid-19-making-a-
bankruptcy-law-work-in-a-pandemic



Helping banks safeguard their  
interests from unscrupulous borrowers

Possible benefits of monitoring  
stressed accounts and new borrowers 

Banks need to enhance their due diligence for new assets and take an 
effective approach in proactive real-time monitoring of stressed accounts 
during the immediate future (particularly during moratorium period) and 
post the moratorium period. Some considerations include the following:

• Undertaking enhanced due diligence on new borrowers and existing 
borrowers for enhancement in credit facilities

• Ongoing monitoring of funds disbursed to the borrower to keep a check 
on its usage for business activities  

• Identifying problematic areas before it becomes a systematic issue

• Taking immediate action for suspicious transactions

• Complying with sanction terms and timely internal reporting

Pre-disbursement due diligence may reveal red flags leading to the 
following:

1. Incorrect evaluation of collateral securities 

2. Inaccurate Drawing Power (DP) calculations

3. Issues related to connected and associated parties

In addition to the traditional methods of reviewing borrower accounts, 
banks may consider forensic monitoring by considering the following 
aspects:

• Vendors working with the borrower
Existence, conflict of interest, adverse and core business check

• Financial transactions
Legitimacy and appropriateness of documents and completeness

• Books of account
Accurate recording of transactions in the books of account

• Compliance
Whether the said payment and underlying transactions are in line with 
the sanctioned term

HOW WE CAN 
HELP YOU 

Vendor legitimacy
We can undertake public domain checks to identify and validate information, 
e.g., PAN, TIN, VAT, and GST numbers (as applicable) from information in 
the public domain. We can also search for directorship and/or shareholding 
patterns, do related party checks, adverse media review, and proceedings 
checks, etc., on the vendors of the borrower.

Transaction legitimacy
We can review contract/agreement to ascertain the arrangement and its 
appropriateness. We can ascertain appropriateness of the vendor and price 
determination (e.g., quotes) from the available documents. Also, review of 
the complete set of supporting documentation (such as PO, invoice, GRN, 
etc.) for the selected transaction is possible. Further, forensic review can be 
undertaken for the documents available to identify red flags, such as potential 
alterations and manipulations of content.

Accounting legitimacy
We can review the books of accounts to ascertain the appropriateness of the 
accounting of the transaction.

Compliance legitimacy
We can review sanctioned terms/business purpose of the facilities to reconcile 
if the said payment is in compliance with sanctioned terms.

Red flags reporting
Based on the review, we can highlight the red flags or exceptions related to the 
transaction or payment to the bankers on real-time basis for action. We can 
also review other periodic financial data/information provided by borrower, 
such as stock statements, outstanding debtor/creditor statements, etc.

Payment legitimacy
We can review bank account statements and other documents to verify the 
payments against the transaction, if processed, so that payment is done in line 
with contractual obligations.

A.
Stress accounts  
monitoring

Deloitte India has executed 
multiple forensic audit investiga-
tions and conducted fraud risk 
assessments for various banks/
financial institutions in India and 
abroad. Our approach for forensic 
monitoring includes the following 
procedures:



B.
Pre-disbursement  
due diligence

C.
Early warning  
signals

Review loan documents (Submitted by borrower)
We can analyse data provided by borrower, such as investment schedule/
debt structure/mortgage documents/import documents/stock statement/
letter of credit/working capital calculation/collateral documents, etc., to identify 
anomalies or potential misrepresentation of facts.

Background checks of promoters/borrowers
We can conduct public domain searches on public and subscribed databases 
to identify any adverse news, proceeding checks, and past payment records of 
the borrower and its promoters.

Analysis on financial statements
We can perform high-level analysis (e.g., trends, rations, vertical, etc.) of 
financial statements of the borrower to identify irregular patterns and spikes, 
and compare with industry peers wherever possible.

Database screening
We can review MCA and other databases records to identify pledges and 
encumbrances on the assets of the borrowers/promoters.

In the current environment, 
it becomes all the more 
important that the credit 
monitoring process be 
strengthened, aligned, and 
integrated to identify early 
warning signals in a timely 
manner. The EWS could 
be identified based on 
the following two types of 
triggers: 

• Automated triggers that can be system generated reports on the account 
activity/behaviour 

• Manual triggers that can be identified based on the review of documents 
and research

In our experience, the 
proper mix of automated 
and manual triggers needs 
to be considered during all 
the stages of life cycle of the 
loan account to fetch timely 
and effective results.

An effective way to prevent 
frauds in loan accounts is 
that banks have a robust 
appraisal and an effective 
credit monitoring mechanism during the entire life cycle of the loan account. 
Once EWS is implemented, bankers will be in a position to proactively monitor 
loan accounts and can be better prepared to answer the following questions: 

• What is the health of the loan portfolio?

• What is the total loan value at risk?

• Which industry/region/product is most vulnerable to non-performance  
and fraud?

Our Early Warning Signals (EWS) 
system can enable banks to adopt 
a proactive monitoring of loan 
accounts to identify vulnerabilities 
(e.g., fraud, revenue leakage, 
diversion of funds, etc.) on almost 
real-time basis. As a result, 
bankers can take timely act to 
minimise the impact and quantum 
of loss, which may occur in case of 
continuance of the fraud.
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