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RBI notifies revised framework for resolution of Stressed Assets

Resolution of Stressed Assets — Revised Framework

1. The Reserve Bank of India has issued various instructions aimed at resolution of stressed assets in the economy, including introduction of certain
specific schemes at different points of time. In view of the enactment of the Insolvency and Bankruptcy Code, 2016 (IBC), it has been decided to
substitute the existing guidelines with a harmonised and simplified generic framework for resolution of stressed assets.

I. Revised Framework

A. Early identification and reporting of stress

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

Special mention accounts (SMA) Basis for classification — Principal or interest
payment or any other amount wholly or partly
Sub-categories overdue between
SMA-0 1-30 days
SMA-1 31-60 days
SMA-2 61-90 days

Source: Reserve Bank of India

3. As provided in terms of the circular DBS.OSMO0S.N0.14703/33.01.001/2013-14 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
borrower entities having aggregate exposure of Rs. 50 million and above with them. The CRILC-Main Report will now be required to be submitted on
a monthly basis effective April 1, 2018. In addition, the lenders shall report to CRILC, all borrower entities in default (with aggregate exposure of Rs.
50 million and above), on a weekly basis, at the close of business on every Friday, or the preceding working day if Friday happens to be a holiday. The
first such weekly report shall be submitted for the week ending February 23, 2018.

B. Implementation of Resolution Plan

4. All lenders must put in place Board-approved policies for resolution of stressed assets under this framework, including the timelines for resolution.
As soon as there is a default in the borrower entity’s account with any lender, all lenders - singly or jointly — shall initiate steps to cure the default.
The resolution plan (RP) may involve any actions / plans / 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, or restructuring®. The RP shall be clearly
documented by all the lenders (even if there is no change in any terms and conditions).

C. Implementation Conditions for RP

5. A RP in respect of borrower entities to whom the lenders continue to have credit exposure, shall be deemed to be ‘implemented’ only if the
following conditions are met:
a. the borrower entity is no longer in default with any of the lenders;
b. if the resolution involves restructuring; then
i all related documentation, including execution of necessary agreements between lenders and borrower / creation of security charge /
perfection of securities are completed by all lenders; and
ii. the new capital structure and/or changes in the terms of conditions of the existing loans get duly reflected in the books of all the lenders and
the borrower.

6. Additionally, RPs involving restructuring / change in ownership in respect of ‘large’ accounts (i.e., accounts where the aggregate exposure of
lenders is Rs. 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 Rs. 5 billion and above shall require two such ICEs,
others shall require one ICE. Only such RPs which receive a credit opinion of RP4 or better for the residual debt from one or two CRAs, as the case
may be, shall be considered for implementation. 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 for



implementation.
D. Timelines for Large Accounts to be Referred under IBC

8. In respect of accounts with aggregate exposure of the lenders at Rs. 20 billion and above, on or after March 1, 2018 (‘reference date’), including
accounts where resolution may have been initiated under any of the existing schemes as well as accounts classified as restructured standard assets
which are currently in respective specified periods (as per the previous guidelines), RP shall be implemented as per the following timelines:

If in default as on the reference date, then 180 days from the reference date.
If in default after the reference date, then 180 days from the date of first such default.

9. If a RP in respect of such large accounts is not implemented as per the timelines specified in paragraph 8, lenders shall file insolvency application,
singly or jointly, under the Insolvency and Bankruptcy Code 2016 (IBC) within 15 days from the expiry of the said timeline.

10. In respect of such large accounts, where a RP involving restructuring/change in ownership is implemented within the 180-day period, the
account should not be in default at any point of time during the ‘specified period’, failing which the lenders shall file an insolvency application, singly
or jointly, under the IBC within 15 days from the date of such default.

‘Specified period’ means the period from the date of implementation of RP up to the date by which at least 20 percent of the outstanding principal
debt as per the RP and interest capitalisation sanctioned as part of the restructuring, if any, is repaid.

Provided that the specified period cannot end before one year from the commencement of the first payment of interest or principal (whichever is
later) on the credit facility with longest period of moratorium under the terms of RP.

11. Any default in payment after the expiry of the specified period shall be reckoned as a fresh default for the purpose of this framework.

12. For other accounts with aggregate exposure of the lenders below Rs. 20 billion and, at or above Rs. 1 billion, the Reserve Bank intends to
announce, over a two-year period, reference dates for implementing the RP to ensure calibrated, time-bound resolution of all such accounts in
default.

13. It is, however, clarified that the said transition arrangement shall not be available for borrower entities in respect of which specific instructions
have already been issued by the Reserve Bank to the banks for reference under IBC. Lenders shall continue to pursue such cases as per the earlier

instructions.

Please find enclosed the full details on Resolution of Stressed Assets — Revised Framework released by RBI for your kind reference.
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