	DEBT RESTRUCTURING MECHANISM FOR SMALL AND MEDIUM ENTERPRISES (SMEs)

	

	
I Eligibility Criteria for Debt Restructuring

The guidelines on restructuring/rehabilitation are applicable in respect of following SMEs, which are viable/potentially viable. 

1. Corporate SMEs in Standard, Sub Standard & Doubtful Assets, which are solely banking with us, irrespective of the level of dues to the Bank, are eligible.

2. Non Corporate SMEs in Standard, Sub Standard & Doubtful Assets irrespective of the level of dues to the Bank (either sole banking or multiple banking / consortium arrangement) are eligible.

3. Corporate SMEs in Standard, Sub Standard & Doubtful Assets, which have funded and non funded outstanding up to Rs. 10 crores under multiple / consortium banking arrangement are eligible.

4. Accounts involving willful default, fraud and malfeasance are not eligible for the package under the subject scheme. 

5. Existing sick units / weak units/SIC companies which are already under rehabilitation / restructuring are not eligible for the package under the subject scheme.(as they are already under rehabilitation) 

However, SME accounts classified under loss assets are not eligible for the package under the subject scheme.


II Applicability of the scheme
1. The restructuring to be considered at the request of the borrowing units or Banks and/ FIs who are secured creditors. Wherever we are the Sole Bankers, we, ourselves can trigger the process.

2. The restructuring package of SME is applicable in the case of sole banking, consortium where we are leaders. In the case of accounts under Multiple Banking Arrangements (MBA)/ Consortium where we are members, at the request of the party, we may trigger restructuring process as per the scheme. The bank with maximum outstanding in respect of MBA / Leader of consortium may work out the restructuring package, along with the bank having the second largest share.

III Time Norms for restructuring SME units

The restructuring package shall be worked out and implemented within a maximum period of 90/120 days as the case may be from the date of receipt of request.

IV Legal Basis
The Debtor-Creditor Agreement (DCA) and the Inter-Creditor Agreement shall provide the legal basis to SME Debt Restructuring. The debtors shall have to accede to the DCA, either at the time of original loan documentation (for future cases) or at the time of Restructuring of debt. Similarly, all the participants in the Debt Restructuring of an SME unit, shall have to enter into a legally binding agreement, with necessary enforcement and penal clauses, to operate the system through laid down policies and guidelines.
V Stand-Still Clause
One of the most important elements of Debtor-Creditor Agreement would be ‘Stand-Still agreement’ binding for 90/120 days, by both sides. Under this clause, both the debtor and the creditor(s) shall agree to a legally binding ‘stand-still’ whereby both the parties commit themselves for not taking recourse to any other legal action during the ‘stand-still period. This is necessary for enabling the Bank to undertake the necessary debt restructuring exercise without any outside intervention, judicial or otherwise. However, this will not be a bar for executing the documents, AOD etc by the borrower in favour of the Bank so as to keep the limitation alive.
The Inter-Creditors Agreement would be a legally binding agreement amongst the secured creditors, with necessary enforcement and penal clauses, wherein the creditors would commit themselves to abide by the various elements of SME Debt Restructuring Mechanism. Further, the creditors shall agree that if 75% of secured creditors by value, agree to a Debt Restructuring package, the same would be binding on the remaining secured creditors. 


VI Viability Parameters
Overall DSCR, return on capital employed, internal rate of return, cost of capital employed, extent of sacrifice, and gross profit margins etc. shall be looked into.
VII Package for restructuring of the existing dues
1. The cut off date for restructuring of SME accounts - The date of classifying the account as NPA / Date of request of the unit for restructuring, whichever is earlier.
2. The unrecovered interest on both Working capital and Term loans from the date the account has become NPA shall be segregated into Funded Interest Term Loan (FITL) and this liability shall be cleared in full within a maximum period of 3 years.
3. The repayment to the existing Term loan be rephased/rescheduled so as to be repaid within a maximum period of 10 years. 

4. The principal deficit in the Working capital may be segregated as Working Capital Term Loan (WCTL) repayable within a period of 5 years. 
5. Fresh finance to meet essential capital expenditure and working capital requirements may be provided by term loan and working capital credit limits. The term loan shall be repaid within a period of 7 years. 
VIII Promoters Contribution
Promoters to bring in a minimum of 15% of the Bank's sacrifice, if any and long term requirement of funds. The same is 10% in case of sick industrial units.

 Contact:
For more details, please contact your nearest :
Canara Bank branch

or E-mail to:
hosbu@canbank.co.in  

	


