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Reserve Bank of India to meet top bankers on classifying bad
loans

By Saikat Das & Atmadip Ray, ET Bureau | Updated: Oct 22,2016, 12.57 AM IST Post a Comment

KOLKATA/MUMBAI: The Reserve Bank of India will meet top bank executives on Monday as
it finalises operational details related to relaxations in the way banks can classify
restructured stressed loans.

Senior members of the department of financial services will be present at the meeting, said three persons aware of the matter. RBI deputy
governors SS Mundra and NS Vishwanathan will also attend, they said.

The exercise will be in line with the latest monetary policy announcement in which the sector regulator said banks need not classify the
sustainable part of restructured debt as bad loans, which means they won’t have to set aside money as provisions to that extent, thus
shoring up earnings.

RBI had introduced the scheme for sustainable structuring of stressed assets (S4A) in June that involved splitting loans into sustainable
and unsustainable portions. Banks have lobbied for easier asset classification rules to make the scheme more effective.

The scheme is meant for large loans where projects are up and running and provides an opportunity for reworking the financial structure of
entities facing genuine difficulties and requiring coordinated intervention.

Easing the S4A scheme may include reviewing 5/25 norms, future tenure of loans and amortisation timelines of 8-12 quarters at least, a
top public sector bank executive said, requesting anonymity.

Top bankers said smoothening of the S4A rules would pave the way for easier resolution of stressed assets and provide relief to the
banking system. Total stressed assets, restructured debt plus non-performing assets, in Indian banks were at 11.5 per cent of outstanding
loans worth Rs 75 lakh crore at the end of March.

This proportion was 14.5 per cent for public sector banks. Under S4A, banks convert unsustainable debt into equity or equity related
instruments. On the one hand, the debt burden of the borrower is reduced as is the promoter's stake.

The idea is that banks benefit if the company can be revived besides giving borrowers a second chance. RBI has said it will release
detailed guidelines by October end.
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