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COVID CORPORATE
DEBTOR CENTRAL BANK
Introduction
The Reserve Bank of India (the “RBI”) being the Central
Bank has been trying to shield the borrowers from the effect
of Covid-19 since the beginning of the pandemic by
announcing several measures to mitigate the immediate
impact on various sectors. One of the first set of measures
announced by the RBI were the introduction of moratorium
period of 6 (six) months in repayment of the borrowings to
alleviate the immediate financial stress on the borrowers.

About the author

The aforesaid moratorium ended on 31st August 2020. To
further ease the financial difficulties of the borrowers and
keeping the Covid-19 affected borrowers outside the ambit
of Non-Performing Assets (“NPA”), the RBI introduced a onetime window by issuing a circular on Resolution Framework
for COVID-19 related stress dated 6th August 2020 (the
“Covid Framework”).

Covid Framework
Under the Covid Framework, the lending institutions have
been allowed to restructure a loan in respect of corporate
exposures and personal loans which are under stress due to
COVID-19. Banks are allowed to keep the asset standard
even if there is no change of ownership.
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Date on which both the borrower and lending institution
have agreed to proceed with a resolution plan under the
Covid Framework. If there are multiple lenders to the
borrower, the resolution process shall be treated as invoked
if lenders representing 75 percent by value of the total
outstanding credit facilities (fund based as well non-fund
based), and not less than 60 percent of lenders by number
agree to invoke the same.
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Key points for corporates and their financiers
Sr. No.

Particulars

Responses

1)

Beneficiary

Borrower account which were classified as standard, but not in default for more
than 30 days as on 1st March 2020 and continue to remain standard till the
invocation date1.

2)

Applicability

All the exposures of Commercial Banks, Specific Categories of Co-operative Banks,
All-India Financial Institutions and Non-Banking Financial Companies (including
Housing Finance Companies).

3)

Resolution Plan (“RP”)

(a) Sanctioning of additional credit facilities;
(b) Extension of the residual tenor of the loan even with moratorium up to two
years;
(c) Conversion of a portion of the debt into equity or other marketable, nonconvertible debt securities;
(d) Any other mode permissible in prudential framework; and
(e) No compromise settlements.

4)

Timelines/Period

Timelines
(a) Invocation Date: Latest by 31st December 2020;
(b) Implementation Date (of RP): Within 180 days from the date of Invocation;
and
(c) Signing of ICA (in case of multiple lenders): Within 30 days of Invocation
Date.
Period
(a) Monitoring period: From the implementation date till the borrower pays
10% of the residual debt, subject to a minimum of 1 year from the date of
the first payment of interest or principal (whichever is later) on the credit
facility with longest period of moratorium; and
(b) Review Period: It is a period of 30 days which gets triggered on default of
the borrower during the monitoring period.

5)

Asset Classification

(a) On successful implementation of the RP within the timelines, the borrowers’
accounts shall remain standard or upgraded as standard (if slipped to NPA
during implementation); and
(b) Post implementation of RP, if the borrower is in default at the end of the
Review Period, the asset classification of the borrower with all lending
institutions shall be downgraded to NPA from the implementation date or
the date from which the borrower had been classified as NPA before
implementation of the RP, whichever is earlier.

6)

Provisioning

(a) Timely execution of ICA: Provisions as per the extant IRAC norms
immediately before implementation, or 10% of the total debt post
implementation of the RP (residual debt).
(b) Delay in execution of ICA: The provisions required as per extant IRAC norms
or provisions of 20% of the debt on their books as on the date after expiry
of 30 days (carrying debt), whichever is higher.
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Sr. No.
7)

Particulars

Responses

Breach of Timelines

On breach of timelines, resolution process ceases to apply immediately.
Any resolution plan implemented in breach of the above stipulated timelines
shall go back under the prudential framework, or the relevant instructions as
applicable to specific category of lending institutions as if the resolution window
was never invoked.

Supreme Court in Action
1) Several writ petitions were filled before the Supreme
Court of India (“SC”) since the beginning of the lockdown
in March 2020, challenging various measures
announced by the RBI to mitigate the immediate
impact on various sectors in the wake of Covid-19.
2) An interim order was passed by the SC in September
2020, directing that all the accounts which were
standard as on 31st August 2020 shall not be declared
NPA till further orders, which is still continuing.
3) The Central Government in its response before SC
stated that they are willing to waive off interest on
interest (compound interest) applied during the period
of 6 months moratorium, for inter alia all retail and
MSME loans of up to INR 2 crores (Indian Rupees Two
Crores only). Pursuant to the above, the Ministry of
Finance has issued a scheme dated 23rd October 2020,
whereby they have directed the financial institutions to
credit the difference between the compound interest
and simple interest for the six month moratorium period
between 1st March 2020 and 31st August 2020 into the
eligible loan accounts by 5th November 2020.
4) The RBI has also urged to SC:

a) to vacate the stay imposed by its interim order
against classification of accounts as NPAs; and
b) not to extend the period of loan moratorium as
extending the loan moratorium for further 6 (six)
months will have an impact on the credit behaviour
of the borrowers.

Conclusion
Indian central bank has made some welcome policy changes
by giving timely moratorium and creating a restructuring
window for pandemic hit borrower accounts. However, in
this phase of restrictive mobility it is still unclear that whether
the timelines provided to avail the benefit can be met. It
will definitely be a task for the RBI to achieve the balance
between the well being of the banks and debtor in difficult
times. We are hopeful that RBI might consider some further
relaxations in the parameters of Covid Framework to make
it workable for all the market participants.

Disclaimer:
The author(s) and the Firm hereby expressly disclaims any
and all claims, losses, damages, adversity in any of its form
whether financial or otherwise arising to the reader or user
of this note. T

Date for availing direct tax dispute resolution scheme till Dec 31
The government has extended the last date for availing the direct tax dispute resolution scheme till December 31,
2020, the finance ministry notified. Taxpayers willing to settle their tax disputes under the Direct Tax Vivad se Vishwas
Act can file their declarations till December 31, and will be mandated to pay the settled tax amount by March 31,
2021, with a complete waiver of interest and penalty. After April 1, 2021, a 10% higher amount will have to be paid.
Further, where arrears relate to disputed interest or penalty only, then 25% of the amount is to be paid by March 31,
2021 and 30% after April 1, 2021. The extension has been provided "in order to provide further relief to the taxpayers desirous of settling disputes under the scheme," the Central Board of Direct Taxes (CBDT) said.
Finance secretary Ajay Bhushan Pandey has asked tax officials to expedite the Scheme which, he said, is highly beneficial to the taxpayers, after reviewing the progress made so far by the income tax department on the scheme in a
high level meeting. "We need to advance the Vivad se Vishwas Scheme with greater persuasion and perseverance
and must reach out to the taxpayers to facilitate all necessary handholding," he said.
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