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RESERVE BANK OF INDIA

Prudential Framework for Resolution of Stressed Assets

Reserve Bank of India issued (Prudential Framework for Resolution
of Stressed Assets) Directions on 7th June 2019.

The norms are applicable to the following entities:

o Scheduled Commercial Banks (excluding Regional Rural Banks);

° All India Term Financial Institutions (NABARD, NHB, EXIM Bank,
andSIDBI);

o Small Finance Banks; and,

e  Systemically Important Non-Deposit taking Non-Banking
Financial Companies (NBFC-ND-SI) and Deposit taking Non-
Banking Financial Companies (NBFC-D).

Purpose

These directions are issued with a view to providing a framework for early recognition, reporting and
time bound resolution of stressed assets.

Framework for Resolution of Stressed Assets

Early identification and reporting of stress

Lenders shall recognize incipient stress in loan accounts, immediately on default, by classifying such
assets as special mention accounts (SMA) as per the following categories:

SMA Sub-categories Basis for classification — Principal or interest payment or any other amount
wholly or partly overdue between

SMA-0 : 1-30days
SMA-1 : 31-60days
SMA-2 : 61-90days

Inthe case of revolving credit facilities like cash credit, the SMA sub-categories will be as follows:
SMA Sub-categories Basis for classification — Outstanding balance remains continuously in excess of
the sanctioned limit or drawing power, whichever is lower, for a period of:

SMA-1 : 31-60days
SMA-2 : 61-90days

As provided in terms of the circular DBS.OSMOS. No0.14703/33.01.001/2013-14 dated May 22, 2014
and subsequent amendments thereto, lenders shall report credit information, including classification
of an account as SMA to Central Repository of Information on Large Credits (CRILC), on all borrowers
having aggregate exposure of Rs 50 million and above with them. The CRILC-Main Report shall be
submitted on a monthly basis. In addition, the lenders shall submit a weekly report of instances of
default by all borrowers (with aggregate exposure of % 50 million and above) by close of business on
every Friday, or the preceding working day if Friday happens to be a holiday.



Implementation of Resolution Plan

All lenders must put in place Board-approved policies for resolution of stressed assets, including the
timelines for resolution. Since default with any lender is a lagging indicator of financial stress faced by
the borrower, it is expected that the lenders initiate the process of implementing a resolution plan (RP)
even before a default. In any case, once a borrower is reported to be in default by any of the lenders
mentioned above, lenders shall undertake a prima facie review of the borrower account within thirty
days from such default (“Review Period”). During this Review Period of thirty days, lenders may decide
on the resolution strategy, including the nature of the RP, the approach for implementation of the RP,
etc. The lenders may also choose toinitiate legal proceedings for insolvency or recovery.

In cases where RP is to be implemented, all lenders shall enter into an inter-creditor agreement (ICA),
during the above-said Review Period, to provide for ground rules for finalisation and implementation of
the RP in respect of borrowers with credit facilities from more than one lender. The ICA shall provide
that any decision agreed by lenders representing 75 per cent by value of total outstanding credit
facilities (fund based as well non-fund based) and 60 per cent of lenders by number shall be binding
upon all the lenders. Additionally, the ICA may, inter alia, provide for rights and duties of majority
lenders, duties and protection of rights of dissenting lenders, treatment of lenders with priority in cash
flows/differential security interest, etc. In particular, the RPs shall provide for payment not less than the
liguidation value6 due to the dissenting lenders.

In respect of accounts with aggregate exposure above a threshold with the lenders, as indicated below,
on or after the ‘reference date’, RP shall be implemented within 180 days from the end of Review
Period. The Review Period shall commence not later than:

The reference date, if in default as on the reference date; or The date of first default after the reference
date. The reference dates for the above purpose shall be as under:

Aggregate exposure of the borrower to lenders mentioned above

2 20billionand above : Date of these Directions

2 15 billionand above, but less than 2 20 billion : January 1, 2020

Lessthan ? 15 billion: To be announced in due course

The RP may involve any action / plan / reorganization including, but not limited to, regularisation of the
account by payment of all over dues by the borrower entity, sale of the exposures to other entities /
investors, change in ownership and restructuring. The RP shall be clearly documented by the lenders
concerned (even ifthereis no changein any terms and conditions).

Implementation Conditions for RP

RPs involving restructuring / change in ownership in respect of accounts where the aggregate exposure
oflendersis ? 1 billion and above, shall require independent credit evaluation (ICE) of the residual debt
by credit rating agencies (CRAs) specifically authorised by the Reserve Bank for this purpose. While

accounts with aggregate exposure of ¥ 5 billion and above shall require two such ICEs, others shall
require one ICE.
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Further, ICEs shall be subject to the following:

The CRAs shall be directly engaged by the lenders and the payment of fee for such assignments shall be
made by the lenders.

If lenders obtain ICE from more than the required number of CRAs, all such ICE opinions shall be RP4 or
better for the RP to be considered forimplementation.

ARPinrespect of borrowers to whom the lenders continue to have credit exposure, shall be deemed to
be ‘implemented’ onlyif the following conditions are met:

(a) ARP which does not involve restructuring/change in ownership shall be deemed to be implemented
only if the borrower is not in default with any of the lenders as on 180th day from the end of the
Review Period. Any subsequent default after the 180 day period shall be treated as a fresh default,

triggering a fresh review.

(b) A RP which involves restructuring/change in ownership shall be deemed to be implemented only if
all of the following conditions are met:

I. all related documentation, including execution of necessary agreements between lenders and
borrower / creation of security charge / perfection of securities, are completed by the lenders

concerned in consonance with the RP beingimplemented;

Il. the new capital structure and/or changes in the terms of conditions of the existing loans get
dulyreflected inthe books of allthe lenders and the borrower;

lll. borrower is not in default with any of the lenders.
A RP which involves lenders exiting the exposure by assigning the exposures to third party or a RP
involving recovery action shall be deemed to be implemented only if the exposure to the borrower is
fully extinguished.

Delayed Implementation of Resolution Plan

Where a viable RP in respect of a borrower is not implemented within the timelines given below, all
lenders shall make additional provisions as under

Timeline for implementation of viable RP Additional provisions to be made as a % of total outstanding,
if RP notimplemented withinthe timeline

180 days from the end of Review Period 20%
365 days from the commencement of Review Period 15% (i.e. total additional provisioning of 35%)

The additional provisions shall be made over and above the higher of the following, subject to the total
provisions held being capped at 100% of total outstanding:



The provisions already held; or the provisions required to be made as per the asset classification status
of the borrower account.

The additional provisions shall be made by all the lenders with exposure to such borrower.

The additional provisions shall also be required to be made in cases where the lenders have initiated
recovery proceedings, unlessthe recovery proceedings are fully completed.

The above additional provisions may be reversed as under:

(a) Where the RP involves only payment of overdues by the borrower — the additional provisions
may be reversed only if the borrower is not in default for a period of 6 months from the date of
clearing of the overdues with all the lenders;

(b) Where RP involves restructuring/change in ownership outside IBC — the additional provisions
may be reversed uponimplementation of the RP;

(c) Where resolution is pursued under IBC — half of the additional provisions made may be reversed
on filing of insolvency application and the remaining additional provisions may be reversed
upon admission of the borrower into the insolvency resolution process under IBC; or,

(d) Where assignment of debt/recovery proceedings are initiated — the additional provisions may
be reversed upon completion of the assignment of debt/recovery.

Supervisory Review

Any action by lenders with an intent to conceal the actual status of accounts or evergreen the stressed
accounts, will be subjected to stringent supervisory / enforcement actions as deemed appropriate by
the Reserve Bank, including, but not limited to, higher provisioning on such accounts and monetary
penalties1l.

Disclosures

Lenders shall make appropriate disclosures in their financial statements, under ‘Notes on Accounts’,
relating to RPsimplemented.

Exceptions

Restructuring in respect of projects under implementation involving deferment of date of
commencement of commercial operations (DCCO), shall continue to be covered under the guidelines
contained at paragraph 4.2.15 of the Master Circular No. DBR.No.BP.BC.2/21.04.048/2015-16 dated
July 1, 2015 on ‘Prudential norms on Income Recognition, Asset Classification and Provisioning
pertaining to Advances’.

Restructuring of loans in the event of a natural calamity, including asset classification and provisioning,
shall continue to be guided as per the extant instructions.



The framework shall not be available for borrower entities in respect of which specificinstructions have
already been issued or are issued by the Reserve Bank to the banks for initiation of insolvency
proceedings under the IBC. Lenders shall pursue such cases as per the specific instructions issued to
them.

The lenders shall not reverse the provisions maintained as on April 2, 2019 in respect of any borrower
unless the reversal is a consequence of an asset classification upgrade or recovery or resolution
following the instructions of this circular. Any RP under consideration as on the date of this circular may
be pursued by lenders under this revised framework subject to meeting the requirements/conditions
specifiedin this framework.
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SECURITIES AND EXCHANGE BOARD OF INDIA

Circular Number Date of Subject / Applicability Gist
Issue
SEBI/ HO/ MIRSD/ | 13.06.2019 Guidelines for Enhanced | SEBlI came out with a strict disclosure

DOS3/CIR/P/2019/
70

Disclosures by Credit
Rating Agencies (CRAs)

https://www.sebi.gov.in/|

egal/circulars/jun-

2019/guidelines-for-

enhanced-disclosures-by-

credit-rating-agencies-

cras- 43268.html

framework for credit rating agencies
wherein they will be required to provide the
probability of default for various rated
instruments.

The regulator's move comes against the
backdrop of rising instances of debt defaults
and concerns over the role of credit rating
agencies in assessing the possible risks.

e CRAs (credit rating agencies), in
consultation with SEBI, shall prepare
and disclose standardized and
uniform probability of default (PD)
benchmarks for each rating category
on their website, for one-year, two-
year and three-year cumulative
default rates, both for short-run and
long-run.

e A uniform Standard Operating
Procedure (SOP) in respect of
tracking and timely recognition of
default. The same has to be disclosed
on the website of each CRA.

e SEBI has also mandated a specific
section on 'rating sensitivity' to
indicate possible trigger for an
upward or downward rating change
in a simple language rather than like
a general risk factor.

e rating agencies to make meaningful
disclosures about liquidity conditions
by using simple terms like superior or
strong, adequate, stretched or poor,
with proper explanations to help the
end users understand them better.

e CRAs will have to devise a model to
track deviations in bond spreads.

e CRAs shall now assign the suffix 'CE'
(Credit Enhancement) to rating of
instruments having explicit credit
enhancement, it added.

e While modifying the computation of
cumulative default rate (CDR), the
rating agencies to follow marginal
default rate approach using monthly
static pool.
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Circular Number

Date of Issue

Subject / Applicability

Gist

The CRA to disclose the average one-
year, two-year and three-year CDR
on annual basis for long run and
short run average default rates.

The standardised and uniform PD
benchmarks should be disclosed on
the website of each CRA for ratings
of long-term and  short-term
instruments on a consolidated basis
for all financial instruments rated by
a CRA by December 31, 2019.
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MINISTRY OF CORPORATE AFFAIRS

Notification Date of Issue Subject Gist
Number
G.S.R. 411(E) 07 Companies The Ministry of Corporate Affairs (MCA) on

(Incorporation)

Sixth

Amendment Rules, 2019

http://ebook.mca.gov.in/

Default.aspx?page=notific

ation

June 07, 2019, has published the Companies
(Incorporation) Sixth Amendment Rules,
2019 to further amend the Companies
(Incorporation) Rules, 2014. It will come into
force with effect from August 15, 2019.

The amendments are made in Rule 19(1) of
the Companies (Incorporation) Rules, 2014
which specifies “license for new companies
with charitable objects etc.”, the Form INC-
32 (SPICe) has been substituted.

In the Annexure, Form No.INC-12 which
specifies about the application for grant of
license to an existing company under Section
8 of the Companies Act (Formation of
companies with charitable objects), has
been substituted.
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GST UPDATE

35th GST Council Meeting Highlights - held on 21st June 2019

No u bk wbh e

10.

GST Annual Return due date extended till from 30th June to 31st August 2019 for FY 2017-18.
Aadhar-enabled GST Registration introduced.

NAA (National Anti—Profiteering Authority, tenure extended by 2 years.

10% penalty to apply for any delay in depositing profiteered amount.

E-invoicing to start from January 2020.

E-ticketing made mandatory for multiplexes.

Rate cut decision on Electric vehicles, chargers & leasing thereof deferred; Committee to submit
itsreport.

Rate cut for lottery put on hold; Matter to be referred before an Attorney General
GSTAT to be GST Appellate Tribunal. States to decide the number of GSTAT required by them.
Other Due date extensions

Form New due date

ITC-04 for July 2017- June 2019 31 August 2019

CMP-02 for opting into the composition | CMP-02 for opting into the composition
scheme for service providers under | scheme for service providers under
Notification 2/2019-CT rate Notification 2/2019-CT rate
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LAUNCH OF COMPLAINT MANAGEMENT SYSTEM BY RBI

Launch of Complaint Management System by RBI

Home The “Complaint Management System
\ (CMS)” of RBI was launched by the
S — Governor, RBI on 24th June 2019. It is a
software application to facilitate RBI’s
grievance redressal processes. Members
— of public can access the CMS portal at
RBI’'s website to lodge their complaints
X against any of the entities regulated by
RBI.

gnd

Keeping the convenience of the customers in mind, CMS has been designed to enable on-line filing of
complaints. It provides features such as acknowledgement through SMS/Email notification(s), status
tracking through unique registration number, receipt of closure advises and filing of Appeals, where
applicable. It also solicits voluntary feedback on the customer’s experience.

CMS has self-help material (in video format) to guide the users of the portal; videos on safe banking
practices; and onthe regulatory initiatives of RBI.

This system facilitates the regulated entities to resolve customer complaints received through CMS by
providing seamless access to their Principal Nodal Officers/Nodal Officers. The system provides
facilities for generation of a diverse set of reports to monitor and manage grievances by the Regulated
Entities. They can use the information from CMS for undertaking root cause analyses and initiating
appropriate corrective action, if required.

The CMS also has facilities for RBI officials handling the complaints to track the progress of redressal.
The information available in CMS could also be used for regulatory and supervisory interventions, if
required. With the launch of CMS, the processing of complaints received in the offices of Banking
Ombudsman (BO) and Consumer Education and Protection Cells (CEPCs) of RBI has been digitalized.
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REPORT OF THE EXPERT COMMITTEE ON MICRO,
SMALL AND MEDIUM ENTERPRISES

The ‘Expert Committee on Micro, Small and Medium Enterprises’ set up by Reserve Bank of India (RBI)
has made wide ranging recommendations on policy, banking and finance.

The top recommendationsinclude:

A National Council for MSMEs to be set-up under the Chairmanship of the Prime Minister with
the Ministers for MSME, Commerce & Industry, Textiles, Food Processing, Agriculture, Rural
Development, Railways and Surface Transport being members. Similar State Councils for
MSMEs in States for better co-ordination of developmental initiatives.

A comprehensive new MSME Code (set of legislation) to put an end to ‘territorial jurisdiction
based and arbitrary inspection system’ to address the major challenges, relating to physical
infrastructural bottlenecks, absence of formalisation, technology adoption, capacity building,
backward and forward linkages, lack of access to credit, risk capital, perennial problem of
delayed payments, etc.

Turnover based MSME definition, proposed by the Government in place of existing investment
based definition, endorsed. Also recommends delegation of powers to amend definition to be
given to Ministry of MSME.

Instead of multiple registrations, PAN to be a Unique Enterprise Identifier (UEI)

Larger states asked to establish more than one FCs (Facilitation Councils). Medium enterprises
to be covered under gambit of Fcs.

All MSMEs to mandatorily upload all their invoices above an amount to be specified by
Government on Information Utilities (IU) set up under IBC.

District Industries Centres (DICs) in new role, proposed to establish Enterprise Development
Centres (EDCs) to assist rural enterprises in respect of GST, IT, UAM registration, PAN
application, loan document preparation, etc.

Recommends Rules under Insolvency and Bankruptcy Code for a differentiated regime for
insolvency / bankruptcy of firms. Considering their vulnerability and size, Insolvency Code /
delegated legislation to provide for out-of-court assistance to MSMEs, who are
predominantly proprietorships, such as mediation, debt counselling, financial education, etc.

GeM and TReDS platforms to be integrated for enabling discounting of bills for orders accepted
through GeM. PSEs required to settle invoices for goods supplied within 10 days of issue of
certificate of acceptance.

A Government sponsored Fund of Funds (FoF) of Rs 10,000 crore to support VC/PE (Venture

Capital / Private Equity) firms investing in the MSME sector that will support crowd funding
from venture capital and private equity firms.
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Distressed Asset Fund, with a corpus of Rs 5000 crore, to assist units hit by change in the
external environment to be run on lines of Textile Upgradation Fund Scheme (TUFS)

e Limit of collateral security free loans raised from Rs 10 lakh to Rs 20 lakh (including loans
sanctioned under PMMY and to SHG based enterprises.)

e A scheme to be announced within an year to facilitate portability of MSME loans. The PSB
Loans In 59 Minutes portal to also cater to new entrepreneurs with enhanced limit up to Rs. 5
crore.

e New concept of adjusted Priority Sector Lending to enable banks to specialize in lending to a
specific sector.

e CGTMSE suggested introducing ex-ante Credit Guarantees for loans above Rs 2 crore. After
having secured guarantee, borrowers can approach different banks for better deal.

e Proposed a second TReDS window for reverse factoring so that supplier financing can be
provided easily.

e A working group SIDBI and IBA to bring in uniformity and simplification of various loan
application formats and assessment process and also suggest ways to reduce Turnaround
Time (TAT) especially inthe pre LOS (Loan Origination System) or centralised sanction stage.

e Baselllrating requirement (SEM exposure) raised toRs 7.5 Crore.
Thereport can be viewed following the link as given below:

https://www.rbi.org.in/Scripts/PublicationReportDetails.aspx?UrlPage=&ID=924
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