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Message

The Ministry of Micro, Small & Medium Enterprises
has notified a Framework for Revival and
Rehabilitation of MSMEs, in exercise of the powers
conferred under section 9 of the Micro, Small and
Medium Enterprises Development Act, 2006. In
India, the existing mechanism for addressing revival,
rehabilitation and exit of small enterprises is very
weak.The most recent Doing Business (DB) Report,a
joint project of the World Bank and the International
Finance Corporation, ranks India 137 out of the 189
economies for resolving insolvencies. It notes that
resolving insolvency takes 4.3 years on average and costs 9.0% of the debtor’s
estate, with the most likely outcome being that the company will be sold as
piecemeal sale.

Pending a detailed revision of the legal framework for resolving
insolvency/bankruptcy, there is a felt need for special dispensation for revival
and exit of MSMEs. The MSMEs facing insolvency/bankruptcy need to be
provided legal opportunities to revive their units. This could be through a
scheme for re-organization and rehabilitation, which balances the interests of
the creditorsand debtors.

Itis expected that above Framework will help the lenders and debtors in revival
and rehabilitation of enterprises and shall unlock the potential of MSMEs,
besidesimproving ourinternational ranking in Doing Business Index.

(Kalraj Mishra)

2ndJune 2015
New Delhi






2ndJune 2015
New Delhi

Message

| am happy to know that Ministry of Micro, Small &
Medium Enterprises has notified a Framework for
Revival and Rehabilitation of MSMEs, under section 9
of the Micro, Small and Medium Enterprises
Development Act,2006.

It is expected that this Framework will help the huge
army of entrepreneurs in reviving their units and get
a lease of life.| hope and trust that state government
and banking industry will do all that is necessary to
make ithappen
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Message

In India, the existing mechanism for addressing revival,
rehabilitation and exit of small enterprisesis very weak.
Until a detailed revision of the legal framework for
resolving insolvency/bankruptcy, there is a felt need
for special dispensation for revival and exit of MSMEs.
This framework for re-organization and rehabilitation
balances the interests of the banking community and
large number of MSMEs.The framework complements
to the features of the existing RBI notification of 2012
and 2014. Beforealoan account ofaMSME turnsintoa
Non Performing Asset (NPA), banks/creditors are
required to identify incipient stress in the account. Any
Micro, Small or Medium enterprise may also voluntarily initiate proceedings
under this Order if enterprise reasonably apprehends failure of its business or its
inability or likely inability to pay debts and before the accumulated losses of the
enterprise equals to half or more of its entire net worth.

All banks shall constitute one or more Committees at such locations as may be
considered necessary by the board of directors of such bank to provide
reasonable access to all eligible Micro, Small and Medium enterprises which
have availed credit facilities from such bank.The Committee shall comprise of
representatives of the Bank, independent expert and representative of the
State Government.The Committee may explore various options to resolve the
stress in the account.The intention is to arrive at an early and feasible solution
to preserve the economic value of the underlying assets as well as the lenders'’
loans and also to allow the enterprise to continue with its business.During the
period of operation of Corrective Action Plan (CAP), the enterprise shall be
allowed to avail both secured and unsecured credit for its business operations.

The options under Corrective Action Plan (CAP) by the Committee may include:
(i) Rectification - regularize the account so that the account does not slip into
the non-performing asset (NPA) category, (ii) restructuring the account if it is
prima facie viable and the borrower is not a willful defaulter,and (jii) recovery -
Once the first two options at (i) and (ii) above are seen as not feasible, due
recovery process may be resorted to.

| am sure this and many more initiatives of government will create an eco-
system of growth and revival of MSMEs 5
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2ndJune 2015 (Madhav Lal)
New Delhi






Message

In the pursuit to create a vibrant MSME sector
Ministry of MSME, Government of India has taken
multi-pronged strategy. The focus is not only on the
issues related to starting and growth of MSMEs but
ensuring that they sustain their business. However,
due to various reason MSMEs are prone to sickness.
There has been an increase in MSME sickness. There
have been internal causes relating to Planning,
Implementation & Production and external causes
like Infrastructural bottlenecks, Finance Constraints,
Marketing Constraints and other extraneous factors.

Industrial sickness affects not only the owners, employees and creditors but
also causes wastage of national resources and social unrest.There have been a
few attempts to address this issue. However, the need to devise more robust
mechanism for dealing with sick MSME units was felt so as to make suitable
arrangements for detecting symptoms of industrial sickness at an early stage
and take corrective actions to prevent sickness.

This piece of publication presents a framework for timely action in
identification and addressing the issue of revival and rehabilitation of MSMEs.
Itis an important step towards evolving a proper regulatory and institutional
mechanism to deal with the situation.| wish that this helps the MSME sector in

specificand benefits the country atlarge.

Surendra Nath Tripathi
2nd June 2015
New Delhi
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Framework for Revival and Rehabilitation
of
Micro, Small and Medium Enterprises

Frequently Asked Questions

Q.1) Howwe define Sick MSMEs?

A. Accordingto RBI guidelines credit facilities sanctioned by banks may turn
out to be out of order irregular due to various reasons which may be
minor or major, temporary or of a more lasting nature. Depending upon
the type of irregularity, necessary remedial measures are to be taken.

In broad terms the irregularity may be due to:

. Unsatisfactory conduct of the account like non-submission of stock
statements,non-payment of installments and interest on due dates etc.

J Sticky tendencies like suspended operations in the account, lack of
periodic intimations/ submissions to the Bank, lack of financial discipline,
etc.

As per the revised definition,a Micro or Small Enterprise (as defined in the
MSMED Act 2006) may be said to have become,Sick’if -

1. Any of the borrowal account of the enterprise remains NPA for three
months or more

OR

2. Thereiserosion in the networth due to accumulated losses to the extent
of 50% of its networth during the previous accounting year.

In recognition of the problems being faced by the MSEs particularly with
respect to rehabilitation of potentially viable sick units and also to hasten the
process of identification of a unit as sick, early detection of incipient sickness
and to lay down a procedure to be adopted by banks before declaring a unit as
unviable, revised guidelines are issued by RBI vide its circulars No.
RPCD.CO.MSME & NFS.BC.40/06.02.31/2012-13 dated November 1,2012 and
No.RPCD.MSME & NFS.BC.N0.74/06.02.31/2012-13 dated May 9,2013.
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Q.2 Whatexactly are the causes of sickness?

A. The causes of sickness in an Industrial Unit can be broadly classified into
two categories:

a. Internal causes are those causes which can be attributed to the
management of the unit.

b. External causes are those which are attributed to factors outside the
purview/ control of the promoters/ management/banks etc.

Any unit on account of willful miss default unauthorized diversion of funds,
disputes among partners/promoters etc; would normally not considered for
rehabilitation.

Q.3 WhatisaNon-Performing Asset?

A. An asset, including a leased asset, becomes non— performing when it
ceasesto generateincome for the bank.

Anon performing asset (NPA) is aloan oran advance where;

i. interest and/ orinstalment of principal remain overdue for a period
of more than 90 daysin respect of atermloan,

ii. the account remains‘out of order; in respect of an Overdraft/Cash
Credit (OD/CQ), if the outstanding balance remains continuously in
excess of the sanctioned limit/drawing power. In cases where the
outstanding balance in the principal operating account is less than
the sanctioned limit/drawing power, but there are no credits
continuously for 90 days as on the date of Balance Sheet or credits
are not enough to cover the interest debited during the same period,
these accounts should be treated as 'out of order".

iii. thebillremains overdue fora period of more than 90 days in the case
of bills purchased and discounted,

iv. the instalment of principal or interest there on remains overdue for
two crop seasons for short duration crops,

v. theinstalment of principal or interest there on remains overdue for
one crop season for long duration crops,

vi. theamount ofliquidity facility remains outstanding for more than 90
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days,in respect of a securitisation transaction undertaken in terms of
guidelines on securitisation dated February 1,2006.

vii. in respect of derivative transactions, the overdue receivables
representing positive mark-to-market value of a derivative contract,
if these remain unpaid for a period of 90 days from the specified due
date for payment.

Banks should, classify an account as NPA only if the interest due and charged
during any quarter is not serviced fully within 90 days from the end of the
quarter.

Q.4 Whatisincipientstress?

A. According to the RBI the identification of detecting early symptoms of
sickness have been given as:

a. Thereisdelayin commencement of commercial production by more
than six months for reasons beyond the control of the promoters.
The company incurs losses for two years or cash loss for one year,
beyond the accepted time frame.The capacity utilization is less than
50% of the projected level in terms of quantity or the sales are less
than 50% of the projected level in terms of value during a year.

b. Identification by Banks or creditors - Before aloan account of a Micro,
Small and Medium Enterprise turns into a Non-Performing Asset
(NPA), banks or creditors are required to identify incipient stress in
the account by creating three sub-categories under the Special
Mention Account (SMA) category as given in theTable below:

SMA Sub-category Basis for classification

SMA-NF Non-financial (NF) signals of incipient stress

SMA-1 Principal or interest payment overdue between
31-60 days

SMA-2 Principal or interest payment overdue between
61-90 days

Identification by the Enterprise - Any Micro, Small or Medium
Enterprise may voluntarily initiate proceedings under this
Framework if enterprise reasonably apprehends failure of its

— Framework for Revival and Rehabilitation @



business or its inability or likely inability to pay debts and before the
accumulated losses of the enterprise 'equals to half or more of its
entire net worth. The application for initiation of the proceedings
under this Framework shall be verified by an affidavit of authorized
person. When such a request is received by lender, the account
should be processed as SMA-O and the Committee under this
Framework should be formed immediately.

Non-financial Signals of Stress by RBI:

lllustrative list of any one of the following signals that may lead to
categorise an accountas SMA-NF:

1.

Framework for Revival and Rehabilitation

Delay of 90 days or more in (a) submission of stock statement / other
stipulated operating control statements or (b) credit monitoring or
financial statements or (c) non-renewal of facilities based on audited
financials.

Actual sales / operating profits falling short of projections accepted for
loan sanction by 40% or more; or a single event of non-cooperation /
prevention from conduct of stock audits by banks; or reduction of
Drawing Power (DP) by 20% or more after a stock audit; or evidence of
diversion of funds for unapproved purpose; or drop in internal risk rating
by 2 ormore notchesinasingle review.

Return of 3 or more cheques (or electronic debit instructions) issued by
borrowers in 30 days,on grounds of non-availability of balance /DP in the
account or return of 3 or more bills / cheques discounted or sent under
collection by the borrower.

Devolvement of Deferred Payment Guarantee (DPG) instalments or LCs
orinvocation of BGs and its non-payment within 15 days.

Third request for extension of time either for creation or perfection of
securities as against time specified in original sanction terms or
compliance with any other terms and conditions of sanction.

Increase in frequency of overdraftsin currentaccounts.

The borrower reporting stressin the business and financials.




Q.5
A.

Whatis Special Mention Account?

Before a loan account turns into an NPA, banks should identify incipient
stress in the account by creating a new sub-asset category known as
Special Mention Account.The details can be looked at

https://www.rbi.org.in/scripts/PublicationReportDetails.aspx?UrlPage=
&ID=715#ANN

What are the categories of the SMA?

SMA s categorized into three sub categories as mentioned below.

SMA Sub-category Basis for classification
SMA-NF Non-financial (NF) signals of incipient stress
SMA-1 Principal or interest payment overdue between
31-60 days
SMA-2 Principal or interest payment overdue between
61-90 days
Q.7 Whoisanindependentexternal expert?
A. Independent external expert is a third party with expertise in MSME
related matters to be nominated by Bank.
Q.8 Who are the representatives of the State Government in the
committee?
A. Preferably a expert with expertise in MSME related matters from the State
Government nominated on request of the bank.
Q.9 Whatisthe composition of the committee?
A. Followingisthe composition:
i)  Chairperson - Regional orzonal head of the Bank
ii)  Convenerand Member - Officerin charge of MSME department of Bank
iii)  Member - One independent external expert in MSME
matters
iv)  Member - One representative from concerned State
Government
———— Framework for Revival and Rehabilitation ()



Q.10 WhatisaCorrective Action Plan? What areits terms?

A. The Committee may explore various options to resolve the stress in the
account. The intention is to arrive at an early and feasible solution to
preserve the economic value of the underlying assets as well as the
lenders’ loans and also to allow the enterprise to continue with its
business. During the period of operation of Corrective Action Plan
(CAP), the enterprise shall be allowed to avail both secured and
unsecured credit forits business operations.

The options under Corrective Action Plan (CAP) by the Committee may

include: (i) Rectification - regularize the account so that the account
does not slip into the non-performing asset (NPA) category, (ii)
restructuring the account if it is prima facie viable and the borrower is
not a willful defaulter,and (iii) recovery - Once the first two options at (i)
and (ii) above are seen as not feasible, due recovery process may be
resorted to.

Q.11 Micro, Small and Medium Enterprises has availed of credit facilities
from more than one bank.Whom do they apply forrevival?

A. The bankwhich has given maximum loan to the MSME.

Q.12 How do you resolve the disagreement between the participating
banks or affected creditors?

A. In case of a disagreement between the participating banks/affected
creditors on any issue before the Committee or any matter
contemplated in this Order, such disagreement shall be resolved in
accordance with regulations prescribed by the Reserve Bank.

Q.13 Iscommittee boundtoadmitalltheapplications?

A. The eligibility criteria and the grounds for filling an application and the
time limits within such application shall be made to be in accordance
with the regulations prescribed by the Reserve Bank of India and only
the applications meeting the said eligibility criteria and grounds shall
be admitted by the committee.

Q.14 WhatisEnterprisedebtrestructuring?

A. If the Committee decides restructuring of the account as CAP,it will have
the option of either referring the account to Enterprise Debt
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Q.15

Q.16

Q.17

Q.18

Q.19

Restructuring (EDR) Cell after a decision to restructure is taken or
restructure the same independent of the EDR mechanism. If the
Committee decides to restructure an account independent of the EDR
mechanism, the Committee should carry out the detailed Techno-
Economic Viability (TEV) study, and if found viable, finalise the
restructuring package within 30 days from the date of signing off the
final CAP.

What is the time frame for a final decision on Enterprise Debt
Restructuring Plan by Empowered Group?

The cases referred to EDR Cell by Committee will have to be finally
decided by the EDREmpowered Group within the next 30 days.

Who areinvolved in Enterprise Debt Restructuring?

MSME,Committee, Empowered Group and Independent external
evaluators areinvolved in the Enterprise Debt Restructuring.

What is Enterprise Debt Restructuring Empowered Group?

The EG comprises Executive Director (ED) level representatives of
Industrial Development Bank of India Ltd., ICICI Bank Ltd., State Bank of
India as standing members, in addition to ED level representatives of
financial institutions (FIs) and banks which have an exposure to the
concerned company.

What is the decision time frame of Enterprise Debt Restructuring
Empowered Group?

Enterprise Debt Restructuring Empowered Group takes the decision
within a period of 90 days, which can be extended up to maximum of
180 days from the date of reference to EDR Cell.

Who evaluates the Techno- Economic viability of the restructuring
package? What if the exposure is Rs.10 crore and above? What if the
exposureislessthanRs.10 crore?

Independent external evaluators evaluate the Techno- Economic
viability in case of exposure is above Rs. 10 Cr. In case of exposure less
than 10 Cr. It is evaluated by the Enterprise Debt Restructuring
Empowered Group.
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Q.20 WhatisTechno-EconomicViability?

A. Techno-Economic viability is a risk mitigation task undertaken in
respect of any industrial activity prior to the restructuring decision
taken by bank.This is also done before a new project is approved for
funding by a bank.

Q.21 Whatistherole of thelndian banksassociation?

A. Indian banks association communicates the composition of
Independent evaluation committee to the banks.

Q.22 Whatis the time frame for restructuring the debt after receiving the
views of an Independant Evaluation Committee?

A. 30 Days.
Q.23 Who canfile DebtRestructuring application?

A. MSMEs and Bank both can file for Debt Restructuring application upon
sensing theincipentstress.

Q.24 What are the eligibility criteria and grounds for filing Debt
Restructuring application?

A. The MSME should be sensing the incipient stress in the account. Such
cases comes under special mention account. SMA is categorized into
three sub categories as mentioned below.

SMA Sub-category | Basis for classification

SMA-NF Non-financial (NF) signals of incipient stress

SMA-1 Principal or interest payment overdue between
31-60 days

SMA-2 Principal or interest payment overdue between
61-90 days

Q.25 Whataboutex-parteduring therestructuring?

A. This refers to the one sided decision by the committee. If the enterprise
does not respond within the stuipulated time framei.e. 15 working days
of receipt of the notice, the committee may proceed ex-parte and no
appeal.
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Q.26 Whatisthetimeframe forthe MSME to make arepresentation to the
Committee?

A. Fifteen days.
Q.27 Whathappens afterthe Corrective Action Plan?

A. If the Corrective action plan does not work out, then the committee
recommends for the recovery.

Q.28 What s the time frame permitted to the committee to consider the
application of the MSME?

A. 30Days.
Q.29 Whatare suitable provisions fortaxand statutory dues?

A. The suitable provisions for payment of taxation or any other statutory
dues are to be made in the corrective action plan and the enterprise shall
take necessary steps to submit such plan to the concerned taxation or
statutory authority and obtain approval of such payment plan.

Q.30 Whataretheoptionsforresolving the stressintheaccount?

A. The Committee may explore various options to resolve the stress in the
account.The intention is to arrive at an early and feasible solution to
preserve the economic value of the underlying assets as well as the
lenders' loans and also to allow the enterprise to continue with its
business. During the period of operation of Corrective Action Plan
(CAP), the enterprise shall be allowed to avail both secured and
unsecured credit forits business operations.

The options under Corrective Action Plan (CAP) by the Committee may
include: (i) Rectification - regularize the account so that the account
does not slip into the non-performing asset (NPA) category, (ii)
restructuring the account if it is prima facie viable and the borrower is
not a willful defaulter,and (iii) recovery - Once the first two options at (i)
and (ii) above are seen as not feasible, due recovery process may be
resorted to.

Q.31 Isit permitted to continue business during the restructuring by the

MSMEs?
A. Yes.
— Framework for Revival and Rehabilitation



Q.32
A.

Q.33

Q.34

Who are wilful defaulters?

According to RBI the persons involed in willfull default are termed as
wilfull defaulters.

A "wilful default” would be deemed to have occurred if any of the
following eventsis noted:

(@) The unit has defaulted in meeting its payment / repayment
obligations to the lender even when it has the capacity to honour
the said obligations.

(b) The unit has defaulted in meeting its payment / repayment
obligations to the lender and has not utilised the finance from the
lender for the specific purposes for which finance was availed of
but has diverted the funds for other purposes.

(c) The unit has defaulted in meeting its payment / repayment
obligations to thelender and has siphoned off the funds so that the
funds have not been utilised for the specific purpose for which
finance was availed of, nor are the funds available with the unit in
the form of other assets.

(d) The unit has defaulted in meeting its payment / repayment
obligations to the lender and has also disposed off or removed the
movable fixed assets or immovable property given by him or it for
the purpose of securing a term loan without the knowledge of the
bank/lender.

Are the wilfull defaulters eligible for restructuring?

Under ordinary circumstances wilfull defaulters are not eligible for
restructuring.

What are viability parameters?

The viability of the account should be determined by the Committee
based on acceptable viability benchmarks determined by them.
Illustratively, the parameters may include the Debt Equity Ratio, Debt
Service Coverage Ratio, Liquidity/Current Ratio and the amount of
provision required in lieu of the diminution in the fair value of the
restructured advance, etc.
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Q.35

A.

Q.36

Q.37

Q.38

Q.39

Q.40

What is the procedure of restructuring? When committee refers the
account to Enterprise Debt Restructuring Cell?

If the Committee decides restructuring of the account as CAP,it will have the
option of either referring the account to Enterprise Debt Restructuring
(EDR) Cell after a decision to restructure is taken or restructure the same
independent of the EDR mechanism. If the Committee decides to
restructure an account independent of the EDR mechanism, the
Committee should carry out the detailed Techno-Economic Viability (TEV)
study,and if found viable, finalise the restructuring package within 30 days
fromthe date of signing off thefinal CAP.

When does the Committee decide to proceed for therecovery?

Once the Rectification and restructuring are seen as not feasible, due
recovery process may be resorted to.

Can aborrowerrequest toform a committee forrestructuring?

Yes, a MSME may approach a bank for formation of a committee for
restructuring upon sensing the incipient stress in the account.

Whatis the time frame for the detailed Corrective Action Plan?
30days.

Can a committee drop a plan for required financial resources during
restructuring? What happens when existing promoters are notin a
position to bring in additional funds?

Yes, it can.When the existing promoters are not in a position to bring in
additional funds they are permitted to raise secured or unsecured loans
and create a charge onits assets for such loans.

What are the options available to the committee when it decides to
restructure theaccount?

If the Committee decides restructuring of the account as CAP,it will have the
option of either referring the account to Enterprise Debt Restructuring
(EDR) Cell after a decision to restructure is taken or restructure the same
independent of the EDR mechanism. If the Committee decides to
restructure an account independent of the EDR mechanism, the
Committee should carry out the detailed Techno-Economic Viability (TEV)
study,and if found viable, finalise the restructuring package within 30 days
from the date of signing off the final CAP.
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Q.41 What is the time frame for the Independent Evaluation Committee
recommendation?

A. 30days.

Q.42 Does the committee has discretion to change the timeline during
different processes of restructuring?

A. Yes, they can.Timeline to be adhered.

Q.43 What are the options for Enterprise Debt Restructuring Cell when
restructuringaloan?

A. The Committee may consider the following options when a loan is
restructured:

(@) Possibility of transferring equity of the company by promoters to
the lenders to compensate for their sacrifices;

(b) Promotersinfusing more equity into their companies;

(c) Transfer of the promoters' holdings to a security trustee or an
escrow arrangement till turnaround of enterprise.This will enable a
changein management control,should lenders favorit.

Q.44 Can Enterprise Debt Restructuring Cell recommend the sale of the
assets duringrestructuring?

A. Enterprise Debt Restructuring Cell recommends sale of non core assets
orotherassets as stipulated based on the Techno-Viability study.

Q.45 Canthere-classification of assets be done duringrestructuring?
A. Yes, it can be done during restructuring.
Q.46 Canrestructuring be doneforlisted companies?When?

A. Yes, it can be done. When there is a possibility of compensating the
lenders for their loss and sacrifice.

Q.47 What is the time frame for the review of the application by the
committee?

A. Afifteen working day period is given to the committee for the review of
the decision from the date of receipt of the decision of the Committee,
in case of recovery.
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NOTIFICATION

S O No 1432(E) dated 29th May 2015 In exercise of the powers conferred in
section 9 of the Micro, Small and Medium Enterprises Development Act, 2006,
the Central Government, for the purpose of facilitating the promotion and
development of Micro, Small and Medium Enterprises, hereby notifies the
instructions for the Framework for Revival and Rehabilitation of Micro, Small
and Medium Enterprises (hereinafter referred to as the "Framework"), which
shall come into force on the date of its publication in the official Gazette,
namely the Framework for Revival and Rehabilitation of Micro, Small and
Medium Enterprises.

1. Identificationofincipientstress

(1) Identification by Banks or creditors - Before a loan account of a Micro,
Small and Medium Enterprise turns into a Non-Performing Asset (NPA),
banks or creditors are required to identify incipient stress in the account
by creating three sub-categories under the Special Mention Account
(SMA) category as givenin theTable below:

Special Mention

Account Basis for classification
Sub-categories

(1) (2)

Principal or interest payment not overdue for more than

SR 30 days but account showing signs of incipient stress
SMA-1 Principal or interest payment overdue between 31 -60 days
SMA-2 Principal or interest payment overdue between 61-90 days

(2) Identification by the Enterprise - Any Micro, Small or Medium Enterprise
may voluntarily initiate proceedings under this Framework if enterprise
reasonably apprehends failure of its business or its inability or likely
inability to pay debts and before the accumulated losses of the enterprise
equals to half or more of its entire net worth.
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The application for initiation of the proceedings under this Framework
shall be verified by an affidavit of authorised person.

When such a request is received by lender, the account should be
processed as SMA-0 and the Committee under this Framework should be
formed immediately.

Committees for Stressed Micro, Small and Medium
Enterprises.

Subject to any regulations prescribed by the Reserve Bank of India for this
Framework, all banks shall constitute one or more Committees at such
locations as may be considered necessary by the board of directors of
such bank to provide reasonable access to all eligible Micro, Small and
Medium enterprises which have availed of credit facilities from such
bank.

Subject to inclusion in categories referred to in paragraph 1, stressed
Micro, Small and Medium Enterprises shall have access to the Committee
for stressed Micro, Small and Medium Enterprises for deciding on a
corrective action plan and determining the terms thereof in accordance
with regulations prescribed in this Framework:

Provided that where the Committee decides that recovery is to be made
as part of the corrective action plan, the manner and method of recovery
shall be in accordance with the existing policies approved by the board of
directors of the bank which has extended credit facilities to the
enterprise, subject to any regulations prescribed by the Reserve Bank of
India.

3. Composition of Committee for Stressed Micro, Small and
Medium Enterprises.
(1) The constitution of the Committee shall be asunder:
(@) Theregional orzonal head of the bank,who shall be the Chairperson
ofthe Committee;
(b) Officer in charge of the Micro, Small and Medium Enterprises Credit
Department of the bank at the regional or zonal office level, who
shall be the memberand convener of the Committee;
— Framework for Revival and Rehabilitation



(c) Oneindependent external expert with expertise in Micro, Small and
Medium Enterprises related matters to be nominated by bank.

(d) Onerepresentative fromthe concerned State Government

The composition of the Committee, the terms of appointment of its
members, the manner of filling vacancies, and the procedure to be
followed in the discharge of the Committee's functions shall be as may be
prescribed by the board of directors of the bank.

Application to the Committee fora Corrective Action Plan

Any eligible stressed Micro, Small or Medium Enterprise or a bank or
creditor which has provided credit facilities to such enterprise may file an
application to the Committee in the manner specified by the Bank for a
decision ona corrective action plan and the terms thereof.

Provided that if a Micro, Small or Medium Enterprise has availed of credit
facilities fromm more than one bank,—

(@) the application shall be made to the Committee of that bank to
which the enterprise owes the maximum amount of debt;

(b) the Committee shall Include representatives from other concerned
banks in such proportion as maybe specified in the regulations
prescribed by the Reserve Bank of India;

The participating banks or affected creditors shall cooperate with each
otherinall proceedings of the Committee.

In case of disagreement between the participating banks or affected
creditors on any issue before the Committee or any matter contemplated
in this Framework, such disagreement shall be resolved in accordance
with regulations prescribed by the Reserve Bank of India.

The eligibility criteria and the grounds for filing an application and the
time limits within which such application shall be made will be in
accordance with the regulations prescribed by the Reserve Bank of India
and only applications meeting the said eligibility criteria and grounds
shall be admitted by the Committee.

Where an application is filed by a Micro, Small or Medium Enterprise, such
application shall be -
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(@) filed in a form prescribed by the bank in consultation with the
Reserve Bank of India;and

(b) accompanied by details of all liabilities of the enterprise, including
the liabilities owed to the State or Central Government and
unsecured creditors, if any.

Where an application is filed by a bank and admitted by the Committee,
the Committee shall notify the concerned enterprise about such
application within the time limit prescribed by the Reserve Bank and
requirethe enterpriseto-

(@) respond to the application or make a representation before the
Committee;and

(b) disclosethe details of allits liabilities,including the liabilities owed to
the State or Central Government and unsecured creditors, if any,
within fifteen working days of receipt of such notice:

Provided thatif the enterprise does not respond within the above
period, the Committee may proceed ex-parte.

On receipt of information relating to the liabilities of the enterprise, the
Committee may send notice to such creditors of the enterprise as it may
deem fit,informing them about the application and permit them to make
a representation before the Committee within fifteen working days of
receipt of such notice.

On admitting an application received, the Committee shall take a
decision on the option to be adopted under the corrective action planin
accordance with the regulations prescribed by the Reserve Bank of India
and notify the enterprise about such a decision, within the time limit
prescribed by the Reserve Bank of India.

If the corrective action plan decided by the Committee envisages revival
of the enterprise, the Committee shall finalise the terms of such a planin
accordance with the regulations prescribed by the Reserve Bank of India
and notify the enterprise about such terms, within the time limit
prescribed by the Reserve Bank of India.

Upon finalisation of the terms of the corrective action plan for revival, the
implementation of that plan shall be completed by the concerned bank
within the time limit prescribed by the Reserve Bank of India.
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On and from the date of the coming into operation of the corrective
action plan the plan shall be binding on all the parties to the corrective
action plan.

Where an application has been admitted by the Committee in respect of
a Micro, Small or Medium Enterprise, the enterprise shall continue to
perform contracts essential to its survival but the Committee may
impose such restrictions as it may deem fit for future revival of the
enterprise.

On admitting the application, the Committee shall notify the enterprise
within a period of seven working days from the date of admittance of
such application, stating that such an application is under consideration
by the Committee.

The Committee shall make suitable provisions for payment of tax or any
other statutory duesin the corrective action plan and the enterprise shall
take necessary steps to submit such plan to the concerned taxation or
statutory authority and obtain approval of such payment plan.

Corrective Action Plan by the Committee

The Committee may explore various options to resolve the stress in the
account.

The Committee shall not endeavour to encourage a particular resolution
option for restructuring or recovery of the enterprise but shall endeavour
to arrive at an early and feasible solution to preserve the economic value
of the underlying assets as well as the lenders' loans and also to allow the
enterprise to continue with its business.

During the period of operation of Corrective Action Plan, the enterprise
shall be allowed to avail both secured and unsecured credit for its
business operations.

The options under Corrective Action Plan by the Committee may include:

(i) Rectification - Obtaining a specific commitment from the borrower
to regularise the account so that the account comes out of Special
Mention Account status or does not slip into the Non-Performing
Asset category and the commitment should be supported with
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(i)

(iii)

identifiable cash flows within the required time period and without
involving any loss or sacrifice on the part of the existing lenders.The
Committee may also consider providing need based additional
finance to the borrower, if considered necessary, as part of the
rectification process. It shall be ensured by the bank that additional
financing is not provided with a view to ever-greening the account.

Restructuring - Consider the possibility of restructuring the account
ifitis primafacie viable and the borrower is not a willful defaulter, i.e.,
there is no diversion of funds, fraud or malfeasance, etc.
Commitment from promoters for extending their personal
guarantees along with their net worth statement supported by
copies of legal titles to assets may be obtained along with a
declaration that they would not undertake any transaction that
would alienate assets without the permission of the Committee. Any
deviation from the commitment by the borrowers affecting the
security or recoverability of the loan may be treated as a valid factor
for initiating recovery process. The lenders in the Committee may
sign an Inter Creditor Agreement and also require the borrower to
sign the Debtor Creditor Agreement which would provide the legal
basis for any restructuring process. The formats used by the
Corporate Debt Restructuring mechanism for Inter Creditor
Agreement and Debtor Creditor Agreement could be considered, if
necessary with appropriate changes for Enterprise Debt
Restructuring as may be prescribed by Reserve bank of India.Further,
a stand-still clause may be stipulated in the Debtor Creditor
Agreement to enable a smooth process of restructuring.The stand-
still clause does not mean that the borrower is precluded from
making payments to the lenders.The Inter Creditor Agreement may
also stipulate that both secured and unsecured creditors need to
agreetothefinal resolution.

Recovery - Once the first two options at (a) and (b) above are seen as
not feasible, due recovery process may be resorted to. The
Committee may decide best recovery process to be followed,among
the various legal and other recovery options available, with a view to
optimising the effortsand results.
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6. The decisions agreed upon by a majority of the creditors by value in the
Committee would be considered as the basis for proceeding with the
restructuring of the account,and will be binding on all lenders under the
terms of the Inter Creditor Agreement. If the Committee decides to
proceed with recovery, the minimum criteria for binding decision, if any,
underanyrelevantlaws or Acts shall be applicable.

7.  (1). The Committee shall arrive at an agreement on the option to be
adopted for Corrective Action Plan within thirty days from, (i) the
date of an account being reported as SMA-2 by one or more lender,
or (ii) receipt of request from the borrower to form a Committee, with
substantiated grounds,if it senses imminent stress.

(2) The Committee shall sign a detailed final Corrective Action Plan
within the next thirty days from the date of arriving at such an
agreement.

8. (1). If the Committee decides that the enterprise requires financial
resources to restructure or revive, it may draw up a plan for provision
of such finance.

(2) If the existing promoters are not in a position to bring in additional
funds the Committee may allow the enterprise to raise secured or
unsecured loans and create charge onits assets for such loans:

Provided further, the Committee may, with the consent of all
creditors recognised under Paragraph 4 (7), provide such loans
higher priority than any existing debt

9. Ifthe Committee decides on options (4) (i) or (ii), but the account fails to
perform as per the agreed terms under option (4) (i) or (i), the Committee
shallinitiate recovery under option (4) (iii).

10. If the Committee decides restructuring of the account as Corrective
Action Plan, it will have the option of either referring the account to
Enterprise Debt Restructuring Cell after a decision to restructure is taken
or restructure the same independent of the Enterprise Debt
Restructuring mechanism.

6. Restructuringby Committee

(1) If the Committee decides to restructure an account independent of the
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Enterprise Debt Restructuring mechanism, the Committee shall carry out
the detailed Techno-Economic Viability study,and if found viable, finalise
the restructuring package within thirty days from the date of signing off
the final Corrective Action Plan as mentioned above.

Foraccounts with Aggregate Exposure of less than Rs.10 crore, the above-
mentioned restructuring package shall be approved by the Committee
and conveyed by the lenders to the borrower within the next fifteen days
forimplementation.

For accounts with Aggregate Exposure of Rs.10 crore and above, the
above-mentioned Techno-Economic Viability study and restructuring
package shall have to be subjected to an evaluation by an Independent
Evaluation Committee of experts fulfilling certain eligibility conditions.

The Independent Evaluation Committee shall look into the viability
aspects after ensuring that the terms of restructuring are fair to the
lenders.

The Independent Evaluation Committee shall give their recommendation
inthese cases to the Committee within a period of thirty days.

Thereafter,considering the views of Independent Evaluation Committee,
if the Committee decides to go ahead with the restructuring, the
restructuring package including all terms and conditions as mutually
agreed upon between the lenders and borrower, shall be approved by all
the lenders and communicated to the borrower within next fifteen days
forimplementation.

Asset Classification benefit as applicable under the extant guidelines
shall accrue to such restructured accounts as if they were restructured
under Enterprise Debt Restructuring mechanism and for this purpose,
the asset classification of the account as on the date of formation of
Committee shall be takeninto account.

The above-mentioned time limits are maximum permitted time periods
and the Committee shall try to arrive at a restructuring package as soon
as possible in cases of simple restructuring.

Restructuring cases shall be taken up by the Committee only in respect of
assets reported as Standard, Special Mention Account or Sub-Standard
by one or more lenders of the Committee.
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(10

The Committee shall have the discretion to consider restructuring of the
debt, where the debt is doubtful i.e., the account is Standard or Sub-
Standard in the books of majority of creditors (by value).

Willful defaulters shall not be eligible for restructuring:

Provided that the Committee may review the reasons for classification of
the borrower as a willful defaulter and satisfy itself that the borrower is in
a position to rectify the willful default and the decision to restructure
such cases shall have the approval of the board of concerned bank within
the Committee who has classified the borrower as willful defaulter.

(@) The viability of the account shall be determined by the Committee
based on acceptable viability benchmarks determined by them.

(b) The parameters may include the Debt Equity Ratio, Debt Service
Coverage Ratio, Liquidity or Current Ratio and the amount of
provision required in lieu of the diminution in the fair value of the
restructured advance, etc.

() The Committee may consider the benchmarks for the viability
parameters adopted by the Enterprise Debt Restructuring
mechanism and adopt the same with suitable adjustments taking
into account the fact that different sectors of the economy have
different performance indicators.

Restructuring Referred by the Committee to the
Enterprise Debt Restructuring Cell

If the Committee decides to refer the account to Enterprise Debt
Restructuring Cell after a decision to restructure is taken the following
procedure may be followed.

(@) As the preliminary viability of account has already been decided by
the Committee, Corporate Debt Restructuring / Enterprise Debt
Restructuring Cell shall directly prepare the Techno-Economic
Viability study and restructuring plan in consultation with Committee
within thirty days from the date of reference to it by the Committee.

(b) For accounts with Aggregate Exposure of less than Rs.10 crore,
the above-mentioned restructuring package should be submitted
to Enterprise Debt Restructuring Empowered Group for approval.
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() Under extant instructions, Enterprise Debt Restructuring
Empowered Group can approve or suggest modifications but
ensure that a final decision is taken within a total period of ninety
days, which can be extended up to a maximum of one hundred and
eighty days from the date of reference to Enterprise Debt
Restructuring Cell.

(d) The cases referred to Enterprise Debt Restructuring Cell by
Committee shall have to be finally decided by the Enterprise Debt
Restructuring Empowered Group within the next thirty days. If
approved by Enterprise Debt Restructuring Empowered Group, the
restructuring package shall be approved by all lenders and
conveyed to the borrower within the next thirty working days for
implementation.

For accounts with Aggregate Exposure of Rs.10 crore and above, the
Techno-Economic Viability study and restructuring package prepared by
Enterprise Debt Restructuring Cell will have to be subjected to an
evaluation by an Independent Evaluation Committee of experts.

The composition and other details of the Independent Evaluation
Committee would be communicated separately by Indian Banks
Association to banks. The Independent Evaluation Committee will look
into the viability aspects after ensuring that the terms of restructuring are
fairtothelenders.

The Independent Evaluation Committee shall give their
recommendation in these aspects to the Enterprise Debt Restructuring
Cellunder advice to Committee within a period of thirty days.

Considering the views of Independent Evaluation Committee if the
Committee decides to go ahead with the restructuring, the same shall be
communicated to Enterprise Debt Restructuring Cell and Enterprise Debt
Restructuring Cell shall submit the restructuring package to Enterprise
Debt Restructuring Empowered Group within a total period of seven
days from receiving the views of Independent Evaluation Committee.

Thereafter, Enterprise Debt Restructuring Empowered Group should
decide on the approval or modification or rejection within the next thirty
working days.
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(7) If approved by Enterprise Debt Restructuring Empowered Group, the
restructuring package shall be approved by all lenders and conveyed to
the borrower within the next thirty working days forimplementation.

8. Conditions Relating to Restructuring by Committee and
Enterprise Debt Restructuring Cell

(1) Under this Framework, the restructuring package shall stipulate the
timeline during which certain viability milestones such as improvement
in certain financial ratios after a period of 6 months may be achieved.

(2) The Committee shall periodically review the account for
achievement/non-achievement of milestones and shall consider
initiating suitable measures including recovery measures as deemed
appropriate.

(3) Any restructuring under this Framework shall be completed within the
specified time periods.

(4) The Committee and Enterprise Debt Restructuring Cell shall optimally
utilise the specified time periods so that the aggregate time limit is not
breached underany mode of restructuring.

(5) Ifthe Committee or the Enterprise Debt Restructuring Cell takes a shorter
time for an activity as against the prescribed limit, then it can have the
discretion to utilise the saved time for other activities provided the
aggregate timelimitis not breached.

(6) The general principle of restructuring shall be that the stakeholders bear
the first loss rather than the debt holders. The Committee or Enterprise
Debt Restructuring Cell may consider the following options, when a loan
isrestructured—

(@) possibility of transferring equity of the company by promoters to the
lenders to compensate for their sacrifices;

(b) promotersinfusing more equity into their companies;

(c) transfer of the promoters' holdings to a security trustee or an escrow
arrangement till turnaround of enterprise to enable a change in
management control,if lenders favour it.

(7) In case a borrower has undertaken diversification or expansion of the
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activities which has resulted in the stress on the core-business of the
group, a clause for sale of non-core assets or other assets may be
stipulated as a condition for restructuring the account, if under the
Techno-Economic Viability study the account is likely to become viable
on hiving-off of non-core activities and other assets.

(8) For restructuring of dues in respect of listed companies, lenders may be
ab-in/tio compensated for their loss or sacrifice (diminution in fair value
of account in net present value terms) by way of issuance of equities of
the company upfront, subject to the extant regulations and statutory
requirements.

(9) If the lenders' sacrifice is not fully compensated by way of issuance of
equities, the right of recompense clause may be incorporated to the
extent of shortfall.

(10) In order to distinguish the differential security interest available to
secured lenders, partially secured lenders and unsecured lenders, the
Committee or Enterprise Debt Restructuring may consider various
options,suchas—

(@) prior agreement in the Inter Creditor Agreement among the above
classes of lenders regarding repayments;

(b) astructuredagreementstipulating priority of secured creditors;

(c) appropriation of repayment proceeds among secured, partially
secured and unsecuredlendersin certain pre-agreed proportion.

(11) The Committee shall, on request by the enterprise or any creditor
recognised under paragraph 4(7), provide information relating to the
proceeding as requested by the enterprise or such creditor.

9. Prudential Norms on Asset Classification and
Provisioning
(1)  While a restructuring proposal is under consideration by the Committee

or Enterprise Debt Restructuring Cell, the usual asset classification norm
shall continue to apply.

(2) The process of re-classification of an asset shall not stop merely because
restructuring proposalis under consideration.
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11.

The special asset classification benefit on restructuring of accounts as per
extant instructions shall be available for accounts undertaken for
restructuring under this Framework.

Review.

In case the Committee decides that recovery action is to be initiated
against an enterprise, such enterprise may request for a review of the
decision by the Committee within a period of thirty working days from
the date of receipt of the decision of the Committee.

Therequest forreview shall be on the following grounds:
(@) amistake orerrorapparenton the face of the record;or

(b) discovery of new and relevant fact or information which could not be
produced before the Committee earlier despite the exercise of due
diligence by the enterprise.

A review application shall be decided by the Committee within a period
of thirty days from the date of filing and if as a consequence of such
review, the Committee decides to pursue a fresh corrective action plan, it
may do so.

Removal of difficulties

If any difficulty arises during the course of implementation of this Framework,
the same shall be clarified by the Central Government.

F.No.NCEUS Cell/4/204 0-Pt.

Sd
(S.N.Tripathi)
Joint Secretary to Government of India
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Udyami Helpline
1800 - 180 - 6763
1800 - 180 - MSME [ Toll Free ]
Information about
MARKETING ASSISTANCE
CREDIT SUPPORT

CLUSTER DEVELOPMENT
TECHNOLOGY UPGRADATION

SKILL DEVELOPMENT
SETTING UP ENTERPRISE
SCHEMES OF MINISTRY OF MSME

Udyami Helpline to provide assistance and guidance to prospective
as well as existing entrepreneurs about opportunities and facilities
available under various schemes of the Government.

Udyami Helpline 1800-180-6763 (Toll Free)
Timings : 6.00 to 10.00 p.m. in Hindi / English
We welcome all entrepreneurs to avail this facility.

==

MICRO, SMALL & MEDIUM ENTERPRISES
T, 99 U9 A IAA

MINISTRY OF MICRO, SMALL & MEDIUM ENTERPRISES

GOVERNMENT OF INDIA

www.msme.gov.in www.dcmsme.gov.in



=== GOVERNMENT OF INDIA AAAr QO

(MRd 9PR)
e, oY iR AegH IYH HACH

Ministry of Micro, Small & Medium Enterprises
(AN ISO 9001:2008 CERTIFIED ORGANIZATION)
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