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A. C ontext
•

The onset of COVID-19 in early 2020 had its implications on the entire economy including the
MSME Sector, globally and in India. The Govt. of India like in many other countries responded
with a stimulus package to mitigate the hardships to the sector and kickstart the economic
revival. A significant part of the economic stimulus package was largely targeted for the MSMEs
who were existing borrowers of the banks.

•

The exposure of banks/ MFIs/ NBFCs/ RRBs etc. towards MSMEs was said to be to the tune of
Rs. 18 Lac Crores as on 31st Dec. 2019 (pre-pandemic period) with an NPA rate of 9% then.
With the advent of COVID pandemic and the stimulus package of Rs. 3 Lac crore added to the
existing loanee MSMEs, the exposure has now reached a level of Rs. 20+ Lac crores as on
March 31, 2021 (MSME Pulse Report – June 2021) with an NPA rate that could surpass 12%.

•

RBI had withdrawn the stand still status of NPA classification in early April 2021 following the
Supreme Court judgement on March 23, 2021. The actual NPA ratio as on June 20, 2021 or
Sept 30, 2021 will be known after the RBI comes out with latest figures after the withdrawal.
However, stress scenarios from RBI are available, giving projections for March 31, 2022,
according to which the NPAs are like to be around 11.22% by March 31, 2022, in the severestress scenario, for the banking sector as a whole, and 13.95% for public sector banks.

•

As and when the actual increased NPA levels become available in the public domain, there will
be the following 2 types of MSMEs.

Loanee enterprises that can be revived
Those MSMEs, that have become sick, but can be revived with financial support through restructuring of
debt or Pre-Packaged Insolvency Resolution Process and giving time to such MSMEs to revive back.
Those MSMEs, that have become sick, but can be revived with financial support through restructuring of
debt or Pre-Packaged Insolvency Resolution Process and giving time to such MSMEs to revive back.
There are already some institutional frameworks available to deal with both the above type of enterprises.
However, the scale of challenge and the adequacy of the available frameworks is not clear. A deliberation
in this may lead to formulating certain policy level suggestions for the relevant stakeholders in the policy
domain, which if worked upon further, and implemented, may lead to reduce the stress in the MSME
ecosystem and help the MSMEs survive and thrive.
Loanee enterprises beyond redemption
These enterprises may have to close down beyond redemption. The best recourse for them may be that
they quickly close down so that the available assets are sold off and thus become available for others to
use and/or resume their business activities.
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B. Introduction
Objective
•

The objective of this whole exercise is to essentially assess the scale of the challenge, analyse
the factors behind the challenge and suggest policy measures to support the economic revival.
More specifically,
o Assess the scale of the problem/ challenge that the country is likely to face in the next oneyear w.r.t. MSMEs and the banking system.
o Assess & analyse the currently available legal provisions, processes, institutional
framework & suggest policy measures for
▪ Identifying/ assessing the loanee MSMEs that are beyond redemption; for
insolvency and enabling the sale of available assets for further economic usage.
▪ Identifying/ assessing the loanee MSMEs that can be revived; for debt
restructuring and enabling them to revive.

•

Expected Output
o A short & comprehensive policy paper (4-5 pages) that gives the broad assessment and policy
recommendations. It is expected that this paper will then become one of the grounds for the
respective targeted policy institutions and other private sector stakeholders to work upon.
o To provide intellectual support to the endeavours of the Govt. of India, RBI, banks, their
representative body IBA etc.
o Highlighting the issues that may have emerged in the current situation and assessing the
possible ways to address them.

•

S cope
o This policy document mostly covers MSMEs that are existing borrowers with the banks that
are affected by COVID-19 and have had the access to Govt. of India’s economic stimulus
package. This initiative does not try to address structural aspects of the banking system.
•

Who are we?
o The Foundation for MSME Clusters (FMC) www.fmc.org.in specializes in promotion of
MSMEs through cluster and value chain led development. FMC was promoted as a
Registered Trust with the technical support of a then UNIDO Cluster Development
Programme, in June 2005. In India, FMC has worked/working with around 200 MSME
clusters, done/got done studies/research in another 150 MSME clusters and worked with 250
Business Membership Organizations (BMOs). FMC and its experts have also provided
training, handholding, and research on cluster development in 16 other countries across the
globe. FMC has 25 publications on cluster and related areas. FMC published cluster
development methodology (CDM) in the year 2005 and have subsequently come up with
cluster development methodologies for poverty alleviation, sustainable development, and
innovation (https://fmc.org.in/publications). FMC and its experts have also conducted over 50
training programmes on CDM for various national organizations including Ministry of Rural
Development, KVIC, Coir Board, Governments of West Bengal and Karnataka, NABARD,
UNIDO, etc. FMC is a pioneer private organisation to host a cluster portal
www.clusterobservatory.in that is accessed by various institutions in India and various
countries across the globe.

o

FMC has its head office in New Delhi and branch/representative/project offices in
Hyderabad (Telangana), Tumkur (Karnataka), Cuttack and Sambalpur (Odisha), Ludhiana
(Punjab), Kolkata (West Bengal), Guwahati and Lakhimpur (Assam), Agra (UP), Betul
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(Madhya Pradesh), Bilaspur (Chhattisgarh) and Dumka (Jharkhand). FMC has qualified
professionals having hands-on experience in MSME development with special focus on
cluster approach.

o

One of the major projects that FMC has taken up for implementation is titled ‘Promote
Bamboo MSME Clusters for Sustainable Development’ along with its esteemed partners
viz. Small Industries Development Bank of India (SIDBI), Commonwealth Education Media
Centre for Asia (CEMCA) and Copenhagen Business School (CBS) This project is funded
largely by the European Union with co-funding from SIDBI, CEMCA and FMC over a period
of January 2018 to October 2022. This initiative to draw up a policy note is part of this
ongoing project with implications on MSME sector as a whole rather than limited to the
bamboo sector development.

o

Constitution of the Policy thinktank group: In order to debate the key issues pertaining to
the objective and scope of this policy initiative, a thinktank group of 7 eminent persons was
constituted based on invitation extended by the Foundation for MSME Clusters (FMC) in
consultation with the Small Industries Development Bank of India (SIDBI). The group
comprised of bankers with specific prior experience of dealing with MSMEs, representatives
from Industry association representatives, legal experts, and representative from SIDBI.
The group also drew upon expert inputs obtained by the individual members of the think
tank group through their personal and professional acquaintances with those they felt could
contribute to building the knowledge base. Following is constitution of the Think Tank
Group.
#

Name

Credentials

1

Mr. Ajay
Kumar Kapur

Deputy Managing Director, SIDBI (Retired) –
Head, Policy Think Tank Group

2

Mr. J.
Chandrasekaran

Chief General Manager, State Bank of India,
MSME
Head (Retired); Director, Equitas

3

Mr. J P Singh

President & Head of the SME Department,
Axis Bank (Retired)

4

Mr. Anil Bharadwaj

Secretary General, Federation of India Small &
Medium Enterprises (FISME)

5

Ms. Rama Devi

President, Association of Lady Entrepreneurs
of India (ALEAP)

6

Mr. Mukesh Chand

General Manager (legal), SIDBI (Retired)

7

Mr. Anand
P
Srivastava

GM (Credit), SIDBI (Retired), (Technical
Coordinator to the Policy Think Tank Group)

8

Mr. Mukesh Gulati

Senior Advisor, FMC, (Admin Coordinator to the
Policy Think Tank Group)
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Background notes circulated
In order to assist the members about the measures that were announced by the Govt to help MSMEs
fight COVID 19, a compilation was prepared as placed at Annex I. A summary of the measures taken by
RBI for debt restructuring of MSMEs is provided at Annex II. A summary of the relaxations in Insolvency
& Bankruptcy Code (IBC) announced to help MSMEs is placed at Annex III. On whether the measures
announced and placed at Annexes I, II & III were adequate, a compilation of the views from public
sources is placed at Annex IV.
To summarise, there are now 3 mechanisms to resolve NPA challenge caused by COVID Crisis, and the
questions posed to the Think Tank Group wherever relevant are also given as under:
•

IBC framework:
o

IBC framework provides for a time-bound process to resolve insolvency. A strong insolvency
regime serves two purposes. It saves businesses that are viable and facilitates the exit of those
that are not. The Insolvency and Bankruptcy Code (IBC), 2016has been designed to create such
a regime in India which provides the right to exit from the business . However it has been felt
that the current IBC framework is not sufficient to address that MSMEs need for debt
restructuring.

o

One way suggested to deal with this is introducing a system of prepacks in IBC. enterprises (as
against the threshold of Rs.1 crore and above under CIRP). PPIRP envisages a hybrid process,

where pre-initiation phase is largely informal and post-initiation stage is formal. The
informality at pre-initiation stage offers flexibility for the CD and its creditors to swiftly
explore and negotiate the best way to resolve stress in the business, while the post-initiation
stage drives value maximization and bestows the resolution plan with the statutory
protection.
o

Q. If the current IBC framework is not sufficient to address that MSMEs need for debt
restructuring, what more can be done? What changes or modifications in IBC can make it more
impactful for revival of MSMEs or make use of unproductive assets?
b. Debt restructuring:
RBI has issued several guidelines for restructuring of debt of MSMEs. In addition, banks have
their own restructuring guidelines.
Q. What does the industry want more? What is it that it is not getting?
Q. Why there are no takers of restructuring Package 2.0?

•

ARCs
ARCs take active part in bad debt resolution. While there are many ARCs in place and the ARC
market is quite developed, recently India also got its first official bad bank, viz. National Asset
Reconstruction Company Limited. For MSMEs beyond redemption where asset sale is the only
option, banks can sell to NARCL. NARCL will buy bad loans from banks, mostly PSBs. A step-down
AMC will work on restructuring, turnaround, and resolution. The government is keen to attract
alternative investment funds (AIFs) run by private equity and other investors and will provide
assurance against security receipts (SRs) issued to banks. PSBs will hold 51 per cent stake in
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NARCL. SBI, Union Bank of India, Indian Bank picked up 13.27 per cent stake each in the NARCL,
while Punjab National Bank (PNB) acquired about 12 per cent stake (source: Mint dated October
17, 2021).

C. Methodology
This section provides a brief about the method followed by the Think Tank Group to arrive at the
conclusions and recommendations as the output. The timelines of this exercise were from 15th
September 2021 to 30th November 2021, over 2.5 months, during which the following steps were
undertaken.
Formation of think tank group
FMC nominated a few members who had gained long experience in SIDBI and sought more names in
consultation with the nominated members. FMC requested Mr. Ajay Kapur to lead the group for the
purpose of conducting the meetings and collating the key discussion issues. Mr. Anand Srivastava
agreed to prepare the first background note to stimulate the discussions around the topic; summarise
the key discussions during & after the meetings and present the same to the members prior to the next
meeting for any revisions required to be made.
4 meetings were held for 90 to 150 minutes each to deliberate the issues and arrive at certain
conclusions and recommendations. The recommendations were then formulated and put up for further
discussions in the subsequent meetings. During the 1st Meeting, the broad contours of the issues,
scope and objectives of the entire exercise was discussed in the context of background note circulated
already. The role of industry associations representatives was key in bringing out the key issues of
concern and suggest possible ways to address them. The bankers, industry association
representatives and the legal expert deliberated on the possible ways to address the issues during the
2nd meeting where the first structured draft was made available based on inputs received in the
previous meeting. The 3rd meeting helped the group to bring in new issues and flesh out the ones that
were already discussed. During the 4th meeting, final set of recommendation were presented to the
members of the group for giving final shape to the document before making it available to the larger
group of stakeholders.

D. Recommendations of the Think Tank Group
Problem Area # 1: Debt Restructuring
a) T iming Issue
The pandemic has affected all the businesses in one way or another. However, the smaller units
were hit harder. The govt. and RBI came out with financial packages and liquidity support measures,
by generally choosing 1.3.2020 as the cut-off date. Most of the packages/relief measures were
directed towards MSMEs already having loans in their books which became NPA on or after March
01, 2020, due to their cash flows getting impacted because of Covid-19.
Usually, majority of MSMEs turning NPAs due to temporary issues, manage to come out of the
category by managing their defaults well and clearing their overdues in full, over a period of time.
However, the current times have proved such recovery on their own a much greater challenge.
Such category of borrowers did not qualify to be covered under RBI or Govt’s package of relief,
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because they had become NPA sometime before the cut-off date of 1.3.2020. Their situation moved
from bad to worse due to the pandemic as they were already not able to pay to the lenders and
now there was this additional drying up of cash flows caused by the pandemic. If there was a chance
to revive such NPAs before the pandemic, it was now much more difficult after the pandemic, and
there was no relief package available like the NPAs of 1.3.20 or after. Such units still need debt
restructuring.
The question is – how long we can go back in time to identify such units? In the experience of
bankers, usually, if the accounts becoming NPA on a certain date are not able to find a way out
within 6 months to regularise their accounts, the problem may be deeper and such units are likely
to stay as NPA in the banks’ books for a longer time, unless some other resolution is found through
restructuring, compromise settlement, legal action or other measures. Hence, it is felt that we may
provide relief to the MSME units which had become NPA up to 6 months before the cut-off date of
1.3.2020. In other words, all MSME units whose accounts became NPA on or after September 01,
2019, may also be granted some relief by way of debt restructuring.

Recommendation
For Covid-19 affected MSMEs which had become NPA upto 6 months prior to the cut-off date of
1.3.2020, which are unable to service their debt, but are still viable, a one-time restructuring option
may be given to them. However, their status will remain NPA and they can be upgraded upon one
year of satisfactory performance. During this period:
o No legal action should be taken against the unit.
o Since without forbearance, there is no incentive for lenders to proactively help such units
thru restructuring, therefore provisioning requirement for lenders or such accounts for the
cooling period of one year from the date of restructuring should be brought down to 5%,
provided such restructuring is caried out by the lender within 3 months from the date of policy
announcement in this regard.
o The accounts could be moved out of NPA category after the cooling period this period if
satisfactory performance is exhibited as per existing guidelines.
o Additional funding approved, if any, under the restructuring package should not be used to
set off past dues.
b) Facilitation Problem
MSMEs find it difficult to prepare a viable restructuring plan for themselves and are forced to go to
CAs.
Recommendation
In this direction, SIDBI had launched Do-It-Yourself (DIY) web module viz., Asset Restructuring
Module for MSMEs (ARM-MSME) in November 2020. With the help of this module, MSMEs can
prepare restructuring proposal by keying in only the most essential data of their past financials,
future plans / projections and restructuring requirement and the module would automatically
generate future cash flow statements, projected balance sheets, profit and loss, etc. Reports can
be generated for submission to Bank online through email or in hard copies. The restructuring
proposals can also be submitted directly to the Bank through this module.
Wherever, MSME promoter/their accountants are not skilled and require some assistance for filling
it up, representative of Industry Associations can provide handholding support in preparation of this
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easy to use restructuring tool.
c) Lack of additional security
Many a times, lack of additional security/collateral makes it difficult for lenders to accept a
restructuring package as their security cover goes below 1.0. Industry representatives feel that this
a huge problem due to which many deserving units do not get the benefit of restructuring.

Recommendation
There are reports that restructuring 2.0 has not been successful and there are very few takers. One
of the reasons reported for this is the inability of the MSME units to provide additional security
wherever the asset cover has gone down below 1. For the units which are deserving and willing to
undergo restructuring but are unable to take advantage of the restructuring opportunity due to lack
of adequate asset coverage, the problem needs to be addressed. The following are suggested:
o
o
o
o
o

The guarantee cover of 100% to the extent of difference in value of security and amount
of restructured debt may be provided through NCGTC or CGTMSE.
Security already provided should not be allowed to be withdrawn.
The guarantee should be valid only till an amount equivalent to the uncovered portion of
restructured debt is paid off.
The guarantee against security shortfall can be invoked if total recovery from the unit
through legal measures does not cover the principal amount of restructured loan o/s.
Such guarantee being for a limited amount and for a limited period could be provided at no
fee or low fee. Such concessionality together with the benefit of reduction in capital charge
on the guaranteed portion would encourage lenders to take up restructuring proactively.

d) Adjustment of subsidy
Currently most of the capital subsidy programmes are rear ended, wherein subsidy is released
post implementation of the project and then passed on to the borrower at the end of the loan period
by adjusting against last instalments.
Recommendation
o As a onetime measure, it is now proposed that in order to provide relief to the cash flow of
MSMEs in current times, such subsidy may be allowed to be used to extinguish already due
or upcoming hereafter principal instalments , as against the practice of adjusting against
end-instalments.
o This would benefit a large number of MSMEs without any cost to either the lender or
exchequer while the same time reducing the burden on MSMEs involved.
o This measure may be extended by the Govt of India (GoI) to MSME units which have already
received a subsidy or may receive it on or before 30th June 2022 or such other date as may
be notified by the GoI and make a request to the banker for such adjustment on account of
covid related difficulties faced by them.
e) Repeat restructuring
RBI guidelines permit restructuring for covid affected units only once without classifying them as
NPA. Many units may require a repeat restructuring as the factors resulting into failure of the first
restructuring were beyond their control.
The recovery as envisaged in the restructuring plans however has been quite slower for a number
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of industry segments. In the Industry scenario of uncertain market dynamics, many units need a
follow up restructuring. This needs sympathetic view as the failure of the first restructuring plan was
for reasons beyond the control of the borrower and the units are still revivable.
Recommendation
o A follow up restructuring may be allowed if the factors which resulted in failure of the first
restructuring were beyond the control of the borrower and the unit is still revivable.
o Such restructuring should cover following types of units:
i) Units which were restructured in the past (before the cut-off date of 1.3.2020) and
were adversely affected by Covid-19 and are unable to pay their dues.
ii) Units which were restructured under RBI guidelines after the cut-off date of
1.3.2020, but got adversely affected by the second wave, are unable to pay their
dues and therefore need a further restructuring.
o The benefits given to the unit in previous restructuring shall continue to be available in the
follow up restructuring also.
o Such follow up restructuring may be necessitated more than once as well in geographies
as well as sectors still carrying high degree of stress. Therefore, it is recommended that the
follow up restructuring window should remain available to the lender till further
announcement by the RBI in this regard.
Problem Area # 2: Addressing sickness in the MSME sector
a) Revival of SLIIC Forum
The forum of SLIIC which used to review level of sickness and restructuring of sick units has been
closed.
Recommendation
In the current time of distress for MSMEs when a large number of units are affected with problems
which may require coordination not just with lenders but also various parts of state machinery, there is
a great need for SLIIC like forum to ensure timely and coordinated action by multiple agencies involved.
This would also help monitor the pace of revival and create a feedback loop for the policy makers.
The key functions of this Forum will be to:
o Review cases where a restructuring proposal has been received but the concerned bank
has not yet taken a view (under consideration). Aging profile of such cases may be reviewed
(such as pending for 1 to 15 days, 16-30 days, 1 – 3 months, 3-6 months and > 6 months)
(number and amount, institution wise).
o Review the percentage of restructuring requests rejected, institution wise.
o Examine the grievances from industry where the restructuring has been delayed beyond 6
months of applying and review the case specific responses from banks thereon.
o Examine the instances where the banks have approved and implemented a restructuring
package and given moratorium for a certain period but have started legal action (including
issuing notice for legal action) even before the moratorium period has ended.
o Based on review by the forum, suggest policy modifications/new measures to combat
sickness in the MSME sector.
Problem Area # 3: Modifications required in IBC
Despite all the measures, mortality in MSMEs is still bound to be higher, so it is important that we should

10

IMPACT OF COVID-19 ON BORROWER MSMES
ISSUES AND POINTERS FOR WAY FORWARD

Think Tank Group – Final Report
November 2021

address the resolution process or the liquidation mechanism for the affected MSMEs.
Other suggestions given above have focussed more on prevention. However, it is equally important that
the MSMEs impacted by current situation to a point where the exit route under the IBC code may be the
only solution so that the productive assets can be put to use expeditiously, thus helping the economy as
also addressing the distress faced by the entrepreneurs, the employees and other stakeholders. The
current stage of roll out of IBC for MSMEs has been delayed and the measures proposed hereunder,
though do not pertain to covid situation alone, are nevertheless necessary for quick implementation to
ease the exit for the affected MSME units in current situation.
a) Exit route to MSMEs even before default
Currently, the provisions of IBC get triggered only after a unit has defaulted. There is no mechanism
to get an exit for an MSME to declare itself insolvent even before default happens. Finding a solution
even before a unit defaults should be easier.
Recommendation
o The Indian IBC is based primarily on the on the lines of UK’s similar code, occasionally
also drawing from Chapters 7 and 11 of USA’s bankruptcy code.
o The American code has provision of a unit approaching for declaring itself insolvent even
before default occurs.
o The Indian IBC Act may also be modified to provide for provisions similar to Chapter 7 of
US Bankruptcy Code, to facilitate proactive resolution or winding up of MSMEs.
As
an alternative, this process could also be enabled under Pre-Pack introduced under
o
IBC for MSMEs.
Accepted/Dropped: Accepted.
b) Disposal of assets of unviable MSMEs
b.1. For very small borrowers, IBC process becomes very cumbersome and needs to be
simplified.
Recommendation
Since, majority of MSMEs are under non-corporate structure, there is need to bring into effect the
provisions of IBC dealing with exit mechanism for non-corporate entities especially provisions
relating to “Fresh Start Process under section 85 of the Code”, which provides for small debtors to
initiate the resolution process on their own, in a simplified manner as provided under the section 85.
b.2. The IBC route, due to various reasons, become costly and time consuming especially for
MSMEs. Prepacks were introduced to overcome this, but the process of prepacks, due to
its various pre-conditions and additional processes, is less feasible for MSME looking for
restructuring.
Pre-Packaged Insolvency Resolution Process (PPIRP or simply referred to as Prepack) offers
very limited scope of any MSME if promoters are looking for resolution without losing control
of their unit. Further, while under normal CIRP, an MSME remains eligible to submit a plan
(subject to section 29A) which may provide for haircuts for Financial Creditors (FCs) and
Operational Creditors (Ocs) without any limitation but under PPIRP this scope has been
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drastically reduced.
While Pre-Pack in other countries has largely remained a FC and Promoter driven Process
which becomes binding and effective on approval of the Adjudicating Authority, the process
under the IBC Code, is not only a lengthy process but offers very limited scope for a promoter
driven resolution. This process is practically out of scope for any SME as they may not have
any takers in the market, and it is only their promoters who could offer viable plan for
resolution.

Recommendation
Modifications suggested in Prepack Mechanism:
To make the process practical, following steps could be considered:
o
o

o
o

o
o

o

o

As promoters may not be interested in PPIRP which forces them to relinquish control of their
unit, it is necessary that restrictions relating to haircuts for FCs and Ocs need to be removed.
This is also necessary as in any case, there cannot be any resolution without a balanced
approach and if a resolution plan provide for relief on account of reduction of claims of FC
(haircuts for UFCs) such relief would be impractical without the corresponding relief being
granted on account of claim of statutory bodies and other claimants (Ocs).
Therefore, since, Committee of Creditors (CoC) has been given pivotal role in evaluation of
a resolution plan under the Code, the same approach should also be continued in PPIRP.
While drawing the base plan, the haircut for OC should be in proportion as FC. Other than
this, no other limitation in required. As a check against powers of the promoters during
implementation period of resolution plan, a monitoring committee can be prescribed with
powers as already provided to for CoCs under section 28 of the code. Additionally, the base
plan submitted by the promoter may provide for escrow mechanism for collection and
distribution of funds and should quantify firmed up additional resources needed for the plan.
The voting threshold for approval of Plan should be increased from 66% to 75% of the
members of CoC.
Base Plan submitted under Prepack should provide for time bound payment to OC and FCs
within a definite time frame of maximum three years.
Banks should put in place a Board Approved Policy for speedy approval of such PrePacked resolution Plans. Such policy may exclude granting approval of Cases declared as
“Wilful Default”, “Fraud” etc.
Moratorium should come into effect immediately on PPIRP duly certified by the concerned
Resolution Professional and accompanied by the consent of UFCs as stipulated being filed
with notification on IBBI website. A dedicated slot/Page be reserved for PPIRP on IBBI
website to disclose and put notices so that it may serve as a public notice.
Duly certified and Compliance Plans be Placed before Adjudicating Authority for approval
and on approval such plans should be binding on all stake holders.

The above changes will make the PPIRP a practical and more acceptable proposition for
addressing the impending insolvency in MSMEs at SMA stage or when the Unit itself foresees
difficulties in meeting financial obligations.
Accepted/Dropped: Accepted

c) Settlement of claims of MSMEs during CIRP/Liquidation of their buyer
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o

A MSME could either be subject to CIRP by itself or be a claimant in an ongoing CIRP of
Liquidation of any other third-party corporate entity to whom it supplies services or goods (as
a claimant as Operational Creditor)

o

While Operational creditors were at the forefront of enforcing CIRP of their third party debtors
and have been benefited as an applicant for CIRP of such third party Corporate Debtor but
as Operational Claimants, MSMEs have been at receiving end as in almost all cases, the
liquidation value of the enterprise of corporate debtor is not sufficient even to meet the claims
of workmen and secured creditors (which form very first priority under the water fall
mechanism under section 53 of the Code after CIRP Cost or the cost of interim finance).

•

Since, MSME depend upon the payment from their buyers to meet the working capital circle,
any loss on account of hair cut of their claims (as operational creditor) also in turn, reflect
on their financial health and their status with the lenders and create serious problems for
MSMEs.

•

Out of the MSMEs sector it is Micro and Small Sector (MSE) which is more vulnerable and
require better protection in repayment plans under CIRP (as acknowledged by way of
setting up of a special mechanism under MSMED Act for delayed payment).

Recommendation
To mitigate the difficulties faced by MSE enterprise on account of haircuts in their claim amount,
claim of Un-related MSEs unit could be given protection under section 53 at par with the dues
of workmen and Secured Creditors to the maximum extent of Rs.1 crore (aggregate claim of
Unrelated MSEs) for their claim on account of supply of service and goods related to core
business activity of the Corporate Debtor within preceding 12 months’ time from the CIRP
Commencement Date, subject to the following :
S afeguards suggested:

•

Such entity was registered as MSE with Udyog Aadhar as on the date when it entered
into any supply contract with the Corporate Debtor.

•

Such contract or agreement was filed and authenticated with the information utility
(NeSL) at the time when the supply was made.

•

Such MSE is not a related party as per the definition provided under section 5(24) of
the Code.

•

Such MSE must have availed financial assistance from any SCB/NBFC for it services
and supply as entered into with the Corporate Debtor.

•
•

Such Transaction has been put under GST mechanism.
The above measure will provide for genuineness or the transactions and consequential
claims.

Problem Area # 4: Access to credit problems faced by women entrepreneurs in Covid times
Women led MSMEs find it further difficult to survive in times of pandemic and need special support.
Women own 15 million MSMEs which are around 20 percent of the MSME mass, and they mostly rely
on informal sources of financing as 66 % of the women owned MSMEs don’t even have a Bank Account.
Covid-19 has affected women entrepreneur led MSMEs much more than other MSMEs because:
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In times of distress, the net-worth of the entrepreneurs helps a lot to stay afloat. Women
entrepreneurs in particular often lack such net worth. Their net-worth position is generally weak.
They lack networking and don’t gain entry into the informal industry clubs which are mostly men
driven. As a result of these factors, their ability to lean into market credit gets highly restricted.
Women find is harder to tide through the times of poor liquidity in the market.
Their ability to access finance is weaker than other MSMEs. This is despite the fact that women
led MSMEs have a better risk profile and are known to be better borrowers as also evidenced
by the microfinance movement.

Recommendation
Launching a special Covid Smart Card for covid-affected women enterprises in the informal sector
which do not have bank loans in their books (and thus not eligible for ECLGS), which is simple to
operate and provides easy access to credit with minimum effort. Salient features could be:
o
o

o

o
o
o
o

o

o

All women led MSMEs which have a turnover up to Rs.20 lakh may be provided a CovidSmart Card.
Women led enterprises which are still operational, or which are unable to start operations
due to lack of capital, as their entire cash reserves got depleted due to Covid-19, can be the
target beneficiaries for such Covid Smart Card.
The card can have pre-defined credit limited fixed based on turnover as per the audited
balance sheet of March 31, 2020, evidencing their pre-covid level of operation. The Card will
be activated with a Limit of 20% of such turnover.
Eligibility – Existing women entrepreneur already in business since 1.4.2019.
Account should be Non-NPA as on 1.3.2020.
The Card can be guaranteed by NCGTC. The maximum balance guaranteed by NCGTC
shall thus not exceed Rs.4 lakh per women led MSME.
In the pilot phase, 1 lakh such cards may be issued and impact gauged. This will require a
guarantee support of Rs.4,000 crore, which can be managed with a Special Guarantee Fund
of Rs.360 crore with 10x leverage and 90% guarantee.
Since these women are mostly Micro Enterprises or OAEs in the informal sector, a quick
score card-based evaluation system may be developed, and underwriting notes may be
simplified.
Depending upon response and utilisation, the programme can be scaled up.

Problem Area # 5: Making productive use of assets of MSMEs which are likely to close down
During Covid, all the MSMEs have suffered, in varying degrees. The packages brought by the
Government or the relief measures introduced by RBI – both were however directed mostly at those
MSMEs which had loans in their books. Such MSMEs are estimated to account for about 10% of the
entire MSME mass. As such, a large mass of MSMEs, not having loans from banks, NBFCs or other
formal lenders, was left out which suffered due to loss of customer, liquidity crunch, and lack of capital
to restart, etc., during Covid-19. Since they did not have bank loans in their books, they could not become
NPAs, but their financial position was severely impacted and many of them became sick or unviable.
Some units had resources to access capital and they could think of reviving their operations, but others
would simply have to close down. Their assets, which were once productive, would start deteriorating
and losing economic value.
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On the other side, we have MSMEs which have loans in their books. Although such MSMEs got various
reliefs such as 100% guarantee for additional loans upto a limit, relief by way of debt restructuring, etc,
there could be instances where despite all support by the Govt/RBI, ultimately the unit has closed down
or still operating but making losses and needs capital infusion to revive.
In both kinds of units, how to make productive use of assets of such MSMEs? They would not attract
investors as there are no incentives to such investors at present.
Recommendation
• An Attractive package can be offered to investors coming in to revive the operations of such covid
affected MSMEs and who make investment in such loss-making units. The package may include:
o 50% subsidy on capital investment to the extent of 20% of existing gross investment in covid
affected MSME unit. The subsidy shall be rear ended and may be released against GST
dues of the concerned unit (current /future).
o Since subsidy is rear ended, banks could provide bridge loan against such subsidy. Subsidy
could be released to these banks on the liens of CLCSS.
o Relief in GST will bring the following benefits:
i. Unit going to production only will benefit.
ii. The Govt will not have to bear any additional expenditure to the extent of additional
investment. Additional turnover (beyond additional investment) will earn GST.
iii. For the ecosystem as a whole – the additional investment will bring perpetual benefits
of continued production, employment, taxes, etc.

o

The subsidy offered by the Govt to such units thus may seem like a burden initially, but the
advantages would offset the investment in multiple ways – for example, loss of
employment can be prevented, assets could be put back to economic use ensuring
continuity of production, and the cascading chain effect due to the unit’s linkage with other
industries can be broken to limit the damage caused by Covid-19.

The above relief many be offered to MSMEs covered irrespective of whether they had loans in
their books or not.

E. Way Forward
This policy document may be considered by the various policy stakeholders for further deliberations. It
helps the policy makers, industry association representatives and researchers to build upon a wellinformed set of key issues that the MSMEs are likely to face on account of debt restructuring and
insolvency leading to effective utilisation of the assets. This document need not be considered as an
academic or data-based research document. The relevant stakeholder institutions may like to review
the recommendations given in terms of their implications on the number of MSMEs to be benefitted,
budgetary implications and road map for taking necessary steps etc.
While providing the recommendations, the Think Tank members were aware that these must lead to
support the economic revival post COVID and not advocate disproportionate relief that could destabilise
the economic base of the banking system.
The key stakeholders that are likely to benefit from the report are:
1.

Department of Financial Services (DFS), Ministry of Finance, Govt. of India

2.

Indian Bankers Association (IBA)
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3.

Reserve Bank of India (RBI)

4.

Prime Minister’s Office (PMO)

5.

Ministry of MSME (MoMSME), Govt. of India

6.

All Banks through their Head offices

7.

Main Industry Associations (Business Membership Organisations)

8.

Select Research institutions & thinktanks like IFMR, NIPFP etc.
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Sd/-

(Ajay Kumar Kapur)
Head
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F. Summary of Recommendations
1. Debt Restructuring - Timing Issue
For Covid-19 affected MSMEs which had become NPA upto 6 months prior to the cut-off date of 1.3.2020,
which are unable to service their debt, but are still viable, a one-time restructuring option may be given
to them. However, their status will remain NPA and they can be upgraded upon one year of satisfactory
performance. During this period:

•
•

No legal action should be taken against the unit.

•

The accounts could be moved out of NPA category after the cooling period this period if satisfactory
performance is exhibited as per existing guidelines.

•

Additional funding approved, if any, under the restructuring package should not be used to set off
past dues.

Since without forbearance, there is no incentive for lenders to proactively help such units thru
restructuring, therefore provisioning requirement for lenders or such accounts for the cooling
period of one year from the date of restructuring should be brought down to 5%, provided such
restructuring is caried out by the lender within 3 months from the date of policy announcement in
this regard.

2. Debt Restructuring – Facilitation

•

MSMEs find it difficult to prepare a viable restructuring plan for themselves and are forced to go to
CAs. In this direction, SIDBI had launched Do-It-Yourself (DIY) web module viz., Asset
Restructuring Module for MSMEs (ARM-MSME) in November 2020. With the help of this module,
MSMEs can prepare restructuring proposal by keying in only the most essential data of their past
financials, future plans / projections and restructuring requirement and the module would
automatically generate future cash flow statements, projected balance sheets, profit and loss, etc.
Reports can be generated for submission to Bank online through email or in hard copies. The
restructuring proposals can also be submitted directly to the Bank through this module.

•

Wherever, MSME promoter/their accountants are not skilled and require some assistance for filling
it up, representative of Industry Associations can provide handhold support in preparation of this
easy to use restructuring tool.

3. Debt Restructuring – Solution for Lack of additional security
•

•

Many a times, lack of additional security/collateral makes it difficult for lenders to accept a
restructuring package as their security cover goes below 1.0. Industry representatives feel that
this a huge problem due to which many deserving units do not get the benefit of restructuring.
There are reports that restructuring 2.0 has not been successful and there are very few takers.
One of the reasons reported for this is the inability of the MSME units to provide additional
security wherever the asset cover has gone down below 1. For the units which are deserving
and willing to undergo restructuring but are unable to take advantage of the restructuring
opportunity due to lack of adequate asset coverage, the problem needs to be addressed. The
following are suggested:
o

The guarantee covers of 100% to the extent of difference in value of security and amount
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of restructured debt may be provided through NCGTC or CGTMSE.
The guarantee should be valid only till an amount equivalent to the uncovered portion of
restructured debt is paid off.
The guarantee against security shortfall can be invoked if total recovery from the unit
through legal measures does not cover the principal amt of restructured loan o/s.
Such guarantee being for a limited amount and for a limited period could be provided at
no fee or low fee. Such concessionality together with the benefit of reduction in capital
charge on the guaranteed portion would encourage lenders to take up restructuring
proactively.

4. Adjustment of subsidy
•

•

•

Currently most of the capital subsidy programmes are rear ended, wherein subsidy is released
post implementation of the project and then passed on to the borrower at the end of the loan
period by adjusting against last instalments.
As a one-time measure, it is now proposed that in order to provide relief to the cash flow of
MSMEs in current times, such subsidy may be allowed to be used to extinguish already due or
upcoming hereafter principal instalments, as against the practice of adjusting against endinstalments.
This would benefit a large number of MSMEs without any cost to either the lender or exchequer
while the same time reducing the burden on MSMEs involved.

5. Allowing follow up restructuring

•

RBI guidelines permit restructuring for covid affected units only once without classifying them
as NPA. Many units may require a repeat restructuring as the factors resulting into failure of
the first restructuring were beyond their control.

•

The recovery as envisaged in the restructuring plans however has been quite slower for a
number of industry segments. In the Industry scenario of uncertain market dynamics, many
units need a follow up restructuring. This needs sympathetic view as the failure of the first
restructuring plan was for reasons beyond the control of the borrower and the units are still
revivable.

•

A follow up restructuring may be allowed if the factors which resulted in failure of the first
restructuring were beyond the control of the borrower and the unit is still revivable.

•

Such restructuring should cover following types of units:
i) Units which were restructured in the past (before the cut-off date of 1.3.2020) and were
adversely affected by Covid-19 and are unable to pay their dues.
ii) Units which were restructured under RBI guidelines after the cut-off date of 1.3.2020,
but got adversely affected by the second wave, are unable to pay their dues and
therefore need a further restructuring.

•

The benefits given to the unit in previous restructuring shall continue to be available in the follow
up restructuring also.

•

Such follow up restructuring may be necessitated more than once as well in geographies as
well as sectors still carrying high degree of stress. Therefore, it is recommended that the follow
up restructuring window should remain available to the lender till further announcement by the
RBI in this regard.

6. Addressing sickness in the MSME sector - Revival of SLIIC Forum
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•

In the current time of distress for MSMEs when a large number of units are affected with
problems which may require coordination not just with lenders but also various parts of state
machinery, there is a great need for SLIIC like forum to ensure timely and coordinated action
by multiple agencies involved. This would also help monitor the pace of revival and create a
feedback loop for the policy makers.

•

The key functions of this Forum will be to:
o Review cases where a restructuring proposal has been received but the concerned
bank has not yet taken a view (under consideration). Aging profile of such cases may
be reviewed (such as pending for 1 to 15 days, 16-30 days, 1 – 3 months, 3-6 months
and > 6 months) (number and amount, institution wise).
o Review the percentage of restructuring requests rejected, institution wise.
o Examine the grievances from industry where the restructuring has been delayed
beyond 6 months of applying and review the case specific responses from banks
thereon.
o Examine the instances where the banks have approved and implemented a
restructuring package and given moratorium for a certain period but have started legal
action (including issuing notice for legal action) even before the moratorium period has
ended.
o Based on review by the forum, suggest policy modifications/new measures to combat
sickness in the MSME sector.

7. Modifications required in IBC
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7.1 Exit route to MSMEs even before default under IBC
•

•
•
•
•

Currently, the provisions of IBC get triggered only after a unit has defaulted. There is
no mechanism to get an exit for an MSME to declare itself insolvent even before default
happens. Finding a solution even before a unit defaults should be easier.
The Indian IBC is based primarily on the on the lines of UK’s similar code, occasionally
also drawing from Chapters 7 and 11 of USA’s bankruptcy code.
The American code has provision of a unit approaching for declaring itself insolvent
even before default occurs.
The Indian IBC Act may also be modified to provide for similar statutory provisions, to
facilitate proactive resolution or winding up of MSMEs.
As an alternative, this process could also be enabled under Pre-Pack introduced under
IBC for MSMEs.

7.2 Disposal of assets of smaller unviable MSMEs

•

For very small borrowers, IBC process becomes very cumbersome and needs to be
simplified.

•

Since, majority of MSMEs are under non-corporate structure, there is need to bring
into effect the provisions of IBC dealing with exist mechanism for non-corporate entities
especially provisions relating to “Fresh Start Process under section 85 of the Code”,
which provides for small debtors to initiate the resolution process on their own in a
simplified manner as provided under the section.

7.3 Modifications in Prepack Mechanism under IBC

•

The IBC route, due to various reasons, become costly and time consuming especially for
MSMEs. Prepacks were introduced to overcome this, but the process of prepacks, due to
its various pre-conditions and additional processes, is less feasible for MSME looking for
restructuring. Pre-Packaged Insolvency Resolution Process (PPIRP or simply referred to
as Prepack) offers very limited scope of any MSME if promoters are looking for resolution
without losing control of their unit. Further, while under normal CIRP, a MSME remain
eligible to submit a plan (subject to section 29A) which may provide for hair-cuts for
Financial Creditors (FCs) and Operational Creditors (OCs) without any limitation but under
PPIRP this scope has been drastically reduced.

•

To make the process practical, following steps could be considered:
o As promoters may not be interested in PPIRP which forces them to relinquish control
of their unit, it is necessary that restrictions relating to haircuts for Financial Creditors
(FCs) and Operational Creditors (OCs) need to be removed.
o This is also necessary as in any case, there cannot be any resolution without a
balanced approach and if a resolution plan provide for relief on account of reduction of
claims of FC (haircuts for UFCs) such relief would be impractical without the
corresponding relief being granted on account of claim of statutory bodies and other
claimants (Operational Creditors).
o Therefore, since, Committee of Creditors (CoC) has been given pivotal role in
evaluation of a resolution plan under the Code, the same approach should also be
continued in PPIRP.
o While drawing the base plan, the haircut for OC should be in proportion as FC. Other
than this, no other limitation in required. As a check against powers of the promoters
during implementation period of resolution plan, a monitoring committee can be
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prescribed with powers as already provided to for CoCs under section 28 of the code.
Additionally, the base plan submitted by the promoter may provide for escrow
mechanism for collection and distribution of funds and should quantify firmed up
additional resources needed for the plan. The voting threshold for approval of Plan
should be increased from 66% to 75% of the members of CoC.
o Base Plan submitted under prepack should provide for time bound payment to OC and
FCs within a definite time frame of maximum three years.
o Banks should put in place a Board Approved Policy for speedy approval of such PrePacked resolution Plans. Suc policy may exclude granting approval of Cases declared
as “Wilful Default”, “Fraud” etc.
o Moratorium should come into effect immediately on PPIRP duly certified by the
concerned Resolution Professional and accompanied by the consent of UFCs as
stipulated being filed with notification on IBBI website. A dedicated slot/Page be
reserved for PPIRP on IBBI website to disclose and put notices so that it may serve as
a public notice.
o Duly certified and Compliance Plans be Placed before Adjudicating Authority for
approval and on approval such plans should be binding on all stake holders.
The above changes will make the PPIRP a practical and more acceptable proposition for
addressing the impending insolvency in MSMEs at SMA stage or when the Unit itself foresees
difficulties in meeting financial obligations.
7.4 Settlement of claims of MSMEs during CIRP/Liquidation of their buyer

8.

•

A MSME could either be subject to CIRP by itself or be a claimant in an ongoing CIRP
of Liquidation of any other third-party corporate entity to whom it supplies services or
goods (as a claimant as Operational Creditor)

•

To mitigate the difficulties faced by SME enterprise on account of haircuts in their claim
amount, claim of Un-related SMEs unit could be given protection under section 53 at
par with the dues of workmen and Secured Creditors to the maximum extent of Rs.1
crore (aggregate claim of Unrelated SMEs) for their claim on account of supply of
service and goods related to core business activity of the Corporate Debtor within
preceding 12 months’ time from the CIRP Commencement Date, subject to the
following :

•

Such entity was registered as SME with Udyog Aadhar as on the date when
it entered into any supply contract with the Corporate Debtor.

•

Such contract or agreement was filed and authenticated with the
information utility (NeSL) at the time when the supply was made.

•

Such SME is not a related party as per the definition provided under
section 5(24) of the Code.

•

Such SME must have availed financial assistance from any SCB for it
services and supply as entered into with the Corporate Debtor.

•
•

Such Transaction has been put under GST mechanism.
The above measure will provide for genuineness or the transactions and
consequential claims.

Access to credit problems faced by women entrepreneurs in Covid times

Women led MSMEs find it further difficult to survive in times of pandemic and need special support.
Women own 15 million MSMEs which are around 20 percent of the MSME mass, and they mostly rely
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on informal sources of financing as 66 % of the women owned MSMEs don’t even have a Bank Account.
Covid-19 has affected women entrepreneur led MSMEs much more than other MSMEs. To help such
women led enterprises, the Think Tank recommends launching of a special Covid Smart Card for covidaffected women enterprises in the informal sector which do not have bank loans in their books (and thus
not eligible for ECLGS), which is simple to operate and provides easy access to credit with minimum
effort. Salient features of the card could be:

9.

•

All women led MSMEs which have a turnover up to Rs.20 lakh may be provided a Covid-Smart
Card.

•

Women led enterprises which are still operational, or which are unable to start operations due to
lack of capital, as their entire cash reserves got depleted due to Covid-19, can be the target
beneficiaries for such Covid Smart Card.

•

The card can have pre-defined credit limited fixed based on turnover as per the audited balance
sheet of March 31, 2020, evidencing their pre-covid level of operation. The Card will be activated
with a Limit of 20% of such turnover.

•
•
•

Eligibility - Existing women entrepreneur already in business since 1.4.2019.

•

In the pilot phase, 1 lakh such cards may be issued and impact gauged. This will require a
guarantee support of Rs.4,000 crore, which can be managed with a Special Guarantee Fund of
Rs.360 crore with 10x leverage and 90% guarantee.

•

Since these women are mostly Micro Enterprises or OAEs in the informal sector, a quick score
card-based evaluation system may be developed and underwriting notes may be simplified.

•

Depending upon response and utilisation, the programme can be scaled up.

Account should be Non-NPA as on 1.3.2020.
The Card can be guaranteed by NCGTC. The maximum balance guaranteed by NCGTC shall
thus not exceed Rs.4 lakh per women led MSME.

Making productive use of assets of MSMEs which are likely to close down by offering relief
in GST
An Attractive package can be offered to investors, coming in to revive the operations of such covid
affected MSMEs while are likely to close down, who make investment in such loss-making units in
an attempt to revive them. The package may include:
o 50% subsidy on capital investment to the extent of 20% of existing gross investment in covid
affected MSME unit. The subsidy shall be rear ended and may be released against GST
dues of the concerned unit (current /future).
o Since subsidy is rear ended, banks could provide bridge loan against such subsidy. Subsidy
could be released to these banks on the liens of CLCSS.
o Relief in GST will bring the following benefits:
1. Unit going to production only will benefit.
2. The Govt will not have to bear any additional expenditure to the extent of additional
investment. Additional turnover (beyond additional investment) will earn GST.
3. For the ecosystem as a whole – the additional investment will bring perpetual
benefits of continued production, employment, taxes, etc.

•

The subsidy offered by the Govt to such units thus may seem like a burden initially, but the
advantages would offset the investment in multiple ways – for example, loss of employment can
be prevented, assets could be put back to economic use ensuring continuity of production, and
the cascading chain effect due to the unit’s linkage with other industries can be broken to limit
the damage caused by Covid-19.

•

Such relief is recommended for all MSMEs – whether they already had loans in their books or
not.
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Annex I
Measures announced by Govt to help MSMEs fight COVID 19
The Central Government has announced the following measures for MSMEs affected by COVID-19:

•

‘Aatma Nirbhar Package’ for various sectors including the MSME sector.

•

Emergency Credit Linked Guarantee Scheme of Rs. 3 lakh crores providing additional
credit at lower rate of interest, with 100% Government Guarantee and no fresh collateral.
The scheme has been extended with higher financial limits to 27 Covid¬19 impacted
sectors including restaurant and hotel sectors.

•

Rs. 20,000 crores Subordinate Debt with partial credit guarantee for over two lakhs
stressed MSME units including from hospitality sector.

•

Rs. 50,000 crores Fund of Funds for providing growth equity to MSMEs.

•

New definition of MSMEs for improving turnover caps for better access of
schemes/benefits.

•

Declared the moratorium from March to August 2020.

•

The proceedings under the IBC are also suspended during the moratorium period.

Money control: Government’s ECLGS push sends banks’ exposure to MSMEs
soaring SHRITAMA BOSE JUNE 03, 2021 / 01:53 PM IST
h ttps://www.moneycontrol.com/news/business/governments-eclgs-push-sends-banks-exposure-tom smes-soaring-6982711.html
The data for April (2021) shows that banks’ outstanding loans to medium enterprises jumped 44 percent
between April 2020 and April 2021, while in the micro and small segment it rose nearly four percent.
Banks’ exposure to small entrepreneurs has jumped significantly over the last one year largely on
account of the government’s aggressive credit push to Micro, small and medium enterprises (MSME)
through a sovereign-guaranteed scheme.
According to bankers, the three avatars of the emergency credit line guarantee scheme (ECLGS)
announced so far have led to a significant increase in the exposure of the banking system to MSMEs.
According to sectoral data for April released by the Reserve Bank of India (RBI), outstanding bank loans
to the medium segment rose 44 percent year-on-year (y-o-y), while loans to the micro and small
enterprises segment grew four percent.
The emergency credit line guarantee scheme was launched by the government last year in the wake
of the COVID-19 onslaught and as an immediate assistance to give a helping hand to the faltering
economy. Banks, under this, can lend to existing borrowers by upto a certain limit of their outstanding
loans as on February 29, 2020. Recently, the government modified the scope of the scheme.
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At a time when the overall credit growth is lagging in a tepid economic environment, ECLGS has helped
significantly, bankers and analysts said. ECLGS scheme, first announced in May 2020, entailed an
outlay of Rs three lakh crore for offering sovereign guarantees of upto 20 percent against fresh loans
to MSMEs. The scheme was later extended to larger companies in 26 specific sectors that had been
hit badly by COVID-19. Recently, the Government said banks could lend an additional 10 per cent under
this.
MSME industries grew by 12.5 percent in April 2021(which offset the fall in large segments) as
compared with a drop of 3.2 percent in April 2020,” CARE Ratings said in a note on June 2, adding,
“This growth has continued to be supported by the ECLGS scheme (sanctions under ECLGS scheme
have been Rs 2.54 lakh crore, which is around 85 percent of the targeted Rs three lakh crore, the
scheme has been extended to September 2021).
Two bankers Money control spoke to agreed that ECLGS had had an important role to play in increasing
credit flow to MSMEs.
But, ECLGS is not the only factor.
The RBI dispensation to convert the interest component on MSME loans to working capital term loans
could have also helped, bankers said.
In May 2020, the central bank had said that for working capital loans sanctioned in the form of cash
credit/overdraft, lenders would be allowed to defer repayments up to August 31, 2020 on the interest
component. They would also have the option of converting the accumulated interest for the deferment
period up to August 31, 2020, into a funded interest term loan (FITL) which shall be repayable by March
31, 2021. Apart from ECLGS, the creation of FITLs has also played a role in raising the MSME
exposure.
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Annex II
Some Measures taken by RBI for debt restructuring of

MSMEs NPAs: RBI changes NPA classification period to 180 days from 90 days:
March 2020
In respect of all accounts for which lending institutions decide to grant moratorium or deferment, and
which were standard as on March 1, 2020, the 90-day NPA norm shall exclude the moratorium period,
i.e., there would be an asset classification standstill for all such accounts from March 1, 2020 to May 31,
2020," RBI said in the statement. On March 27, RBI announced a three-month moratorium on term loans
whose instalments were due between March 1 and May 31.
Supreme Court lifts blanket ban on NPA classification
March 2021
The Supreme Court on Tuesday said the interim relief granted earlier to not declare the accounts of
respective borrowers as non-performing assets stands vacated, ending the blanket ban on classification
of non-performing assets (NPAs)
In September last year, the S upreme Court had directed that accounts not declared NPAs as of August
31 should not be classified as such until further orders. This has since then put an effective ban on
classification of bad loans.

RBI has issued directions giving effect to the Supreme Court judgement. As such, from
September 01, 2020, normal asset classification norms will apply.
April 2021
In respect of accounts which were granted moratorium in terms of the Covid19 Regulatory Package, the
asset classification for the period from March 1, 2020 to August 31, 2020 shall be governed in terms of
the circular DOR.No.BP.BC.63/21.04.048/2019-20 dated April 17, 2020, read with circular
DOR.No.BP.BC.71/21.04.048/2019-20 dated May 23, 2020. For the period commencing September 1,
2020, asset classification for all such accounts shall be as per the applicable IRAC Norms.
a) Debt Restructuring
August 6, 2020
MSME sector – Restructuring of Advances
Existing loans to MSMEs classified as 'standard' may be restructured without a downgrade in the asset
classification, subject to the following conditions:
1. The aggregate exposure, including non-fund-based facilities, of banks and NBFCs to the
borrower does not exceed 25 crore as on March 1, 2020.
2. The borrower’s account was a ‘standard asset’ as on March 1, 2020.
3. The restructuring of the borrower account is implemented by March 31, 2021.
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4. The borrowing entity is GST-registered on the date of implementation of the restructuring.
However, this condition will not apply to MSMEs that are exempt from GST-registration. This
shall be determined on the basis of exemption limit obtaining as on March 1, 2020.
5. Asset classification of borrowers classified as standard may be retained as such, whereas the
accounts which may have slipped into NPA category between March 2, 2020, and date of
implementation may be upgraded as ‘standard asset’, as on the date of implementation of the
restructuring plan. The asset classification benefit will be available only if the restructuring is
done as per provisions of this circular.
6. As hitherto, for accounts restructured under these guidelines, banks shall maintain additional
provision of 5% over and above the provision already held by them.

September 7, 2020
Financial Parameters
The Reserve Bank had set up an Expert Committee with Shri K. V. Kamath as the Chairperson, in
August 2020. The Expert Committee has since submitted its recommendations. Accordingly, all lending
institutions shall mandatorily consider the following key ratios while finalizing the resolution plans in
respect of eligible borrowers under Part B of the Annex to the Resolution Framework:
Total Debt / EBITDA, Current Ratio, Debt Service Coverage Ratio (DSCR) and Average Debt Service
Coverage Ratio (ADSCR), along with the ratio Total Outside Liabilities / Adjusted Tangible Net Worth
(TOL/ATNW).

May 05, 2021
Resolution Framework 2.0 – Resolution of Covid-19 related stress of Micro, Small and
Medium Enterprises (MSMEs)
Reference to instructions of August 6, 2020.
It has been decided to extend the above facility for restructuring existing loans without a downgrade in
the asset classification subject to the following conditions:

•

The borrower should be classified as a micro, small or medium enterprise as on March 31, 2021
in terms of the Gazette Notification S.O. 2119 (E) dated June 26, 2020.

•

The borrowing entity is GST-registered on the date of implementation of the restructuring.
However, this condition will not apply to MSMEs that are exempt from GST-registration. This shall
be determined on the basis of exemption limit obtaining as on March 31, 2021.

•

The aggregate exposure, including non-fund-based facilities, of all lending institutions to the
borrower does not exceed 25 crore as on March 31, 2021.

•

The borrower’s account was a ‘standard asset’ as on March 31, 2021.

•

The borrower’s account was not restructured in terms of the earlier MSME restructuring circulars.
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• The restructuring of the borrower account is invoked by September 30, 2021. For this purpose,
the restructuring shall be treated as invoked when the lending institution and the borrower agree
to proceed with the efforts towards finalising a restructuring plan to be implemented in respect of
such borrower. The decisions on applications received by the lending institutions from their
customers for invoking restructuring under this facility shall be communicated in writing to the
applicant by the lending institutions within 30 days of receipt of such applications. The decision to
invoke the restructuring under this facility shall be taken by each lending institution having
exposure to a borrower independent of invocation decisions taken by other lending institutions, if
any, having exposure to the same borrower.

•

The restructuring of the borrower account is implemented within 90 days from the date of
invocation.

•

If the borrower is not registered in the Udyam Registration portal, such registration shall be required
to be completed before the date of implementation of the restructuring plan for the plan to be
treated as implemented.

•

Upon implementation of the restructuring plan, the lending institutions shall keep provision of 10
percent of the residual debt of the borrower.

•

It is reiterated that lending institutions shall put in place a Board approved policy on restructuring
of MSME advances under these instructions at the earliest, and in any case not later than a month
from the date of this circular.

In respect of restructuring plans implemented as per above clauses, asset classification of borrowers
classified as standard may be retained as such, whereas the accounts which may have slipped into
NPA category between April 1, 2021, and date of implementation may be upgraded as ‘standard asset’,
as on the date of implementation of the restructuring plan.
In respect of accounts of borrowers which were restructured in terms of the MSME restructuring
circulars, lending institutions are permitted, as a one-time measure, to review the working capital
sanctioned limits and / or drawing power based on a reassessment of the working capital cycle,
reduction of margins, etc. without the same being treated as restructuring. The decision with regard to
above shall be taken by lending institutions by September 30, 2021.
The reassessed sanctioned limit / drawing power shall be subject to review by the lending institution at
least on a half yearly basis and the renewal / reassessment at least on an annual basis. The annual
renewal/reassessment shall be expected to suitably modulate the limits as per the then-prevailing
business conditions.
June 04, 2021
Revision in the threshold for aggregate exposure
Aggregate exposure, including non-fund-based facilities, of all lending institutions to the MSME borrower,
which was 25 crore as on March 31, 2021, has been enhanced, based on a review, to 50 crore.
August 06, 2021
Financial Parameters – Revised timelines for compliance
It has been decided to defer the target date for meeting the specified thresholds in respect of the four
operational parameters, viz. Total Debt / EBIDTA, Current Ratio, DSCR and ADSCR, to October 1,
2022. 4. The target date for achieving the ratio TOL/ATNW, as crystallised in terms of the resolution plan,
shall remain unchanged as March 31, 2022.
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Annex III

Relaxations in IBC announced to help MSMEs

Decoding the Position of MSMEs under the IBC Regime
Jul 30, 2021
For decades, MSMEs (Micro, Small, and Medium Enterprises) have been an undeniably important part
of the Indian economy. MSMEs are frequently referred to as the "power engines of the economy" due to
their ability to create the most job opportunities at the lowest possible cost.
The Micro, Small, and Medium Enterprise Development Act divides MSMEs into two categories: service
and manufacturing. Manufacturing enterprises produce or manufacture goods in any industry, whereas
service enterprises provide support and services. MSMEs are essentially small- sized business units
defined by their investment.
The Insolvency and Bankruptcy Code establishes a comprehensive framework for the timely resolution
of insolvency and bankruptcy of corporate entities, LLP, Individuals, Partnerships, and sole
Proprietorship firms in order to maximize asset value. The Code, on the other hand, doesn't offer any
express or distinct resolution process for MSMEs. Because most MSMEs are partnerships or sole
proprietorships, they must use the standard Corporate Insolvency Resolution Process. These
businesses, however, are exempt from the consequences imposed by section 29A of the code.
MSME Legal Safeguards and Provisions
MSMEs under Insolvency and Bankruptcy Code, 2016
It is no secret that the onset of COVID-19 and the Central Government’s nationwide lockdown has
adversely affected businesses, particularly MSMEs. Following the disruption caused by COVID, the
definition of MSMEs was revised with the interests of the Atmanirbhar Bharat Abhiyan in mind, and to
ensure that benefits aimed at MSMEs had a broader reach. The following provisions in the Insolvency &
Bankruptcy Law provide some respite to Micro, Small, and Medium Enterprises (MSMEs):

• Section 29A of IBC
Section 29A of the Code specifies who is or isn’t eligible to be a Resolution Applicant(s) and thus, serves
as an important criterion of eligibility to submit a Resolution Plan. MSMEs have been given relief following
the Insolvency and Bankruptcy Code (Second Amendment) Ordinance, by relaxing the applicability of
the provisions of Section 29A regarding submission of a resolution plan in case of such entities, in their
favour. The purpose of enacting this provision was to grant exemptions to corporate debtors that are
MSME(s), by permitting a promoter, who is not a wilful defaulter or covered under any other specific
disqualification as provided under Section 29A, to bid for an MSME’s Resolution Plan.
The following classes of people are, thus, exempt under Section 29A and are eligible to submit a
resolution plan in the case of MSME(s) A person who, at the time of submission of the resolution plan, has an account, or that of a corporate
debtor, under his/her management or control, or is the promoter of an account that has been classified
as a non-performing asset by the RBI and at least a year from the date of such classification until the
start of the Corporate Debtor CIRP. [Section 29A (c)]

A person who has executed a guarantee in favour of a creditor with respect to a corporate debtor against
which the creditor’s action for insolvency resolution has been admitted under the Code, and the
guarantee has been invoked by the creditor but remains unpaid in full or part. [Section 29A (h)]. It is
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important to note, however, that promoters of MSME(s) may attempt to take unfair advantage of the
enacted legislation. To counteract the possibility of foul play, the following individuals are prohibited from
submitting a Resolution Plan under the Code’s scheme, including, MSME(s):
Any person, who is declared an insolvent [Section 29A(a)].
Any person who is a wilful defaulter in terms of the RBI Guidelines issued under the Banking Regulation
Act, 1949 [Section 29A(b)].
Any person who has been convicted for any offence punishable with imprisonment for two years or more
under specified Acts; or for seven years or more under any law for time being in force [Section 29A(d)].
Any person who is disqualified to act as a director under the Companies Act, 2013 [Section 29A(e)].
Any person who is prohibited by the Securities and Exchange Board of India (SEBI) from trading in
securities or accessing the securities market [Section 29A(f)].
Any person, who has been in the management, control, or promoter of a Corporate Debtor in which a
preferential transaction, undervalued transaction, extortionate credit transaction or fraudulent transaction
has taken place and in respect of which an order has been made by the Adjudicating Authority under the
Code [Section 29A(g)].
Any person who comes within the purview of a connected person [Section 29A(j)].

• Section 240A of IBC
Section 240A of the Insolvency & Bankruptcy code has emerged to be a much-needed relief to the MSME
segment, given the critical role they play in the economy. The Insolvency Law committee report from
March 2018 states that Section 240A empowers the Central Government to notify any situation of nonapplication of the Code’s provisions to MSMEs. The provisions of Section 29A (c) to (h) are, thus, exempt
from application to MSMEs. As stated by the Supreme Court in the case of Swiss Ribbons v. Union of
India the Code is one of the essential pieces of legislation, containing dynamic and contemporary
modifications. Industries that do not meet the eligibility criteria set forth in Sections 29A(c) and 29A(h)
may suffer liquidation. Section 240A gives a Resolution Applicant a viable choice while ensuring that the
other prohibitions under Section 29A remain applicable to all the corporate entities, thereby safeguarding
the sanctity & intent of the Section’s insertion to the Code.
Analysing Impact
MSMEs are important contributors to the nation's economy, as they are vital generators of employment,
growth & financial inclusion. Under the resolution plan, MSMEs face difficulties recovering their full dues
from corporate debtors (who will be referred to the IBC process) From the perspective of an MSME, one
might consider the prevalent IBC recovery process to be one-sided. After all, they get nothing if their
buyer undergoes liquidation. Considering the amount of debt, the recovery rate, the time taken to realize
the amount and the cost incurred in recovery proceedings, the IBC route is financially challenging for
MSMEs.
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MSMEs being the Corporate Debtors
Maximization of asset value to boost entrepreneurship, loan availability, and stakeholder balance is one
of the IBC’s primary goals. Various financial assistance programmes are available to help an MSME
expand its borrowing capacity. This reduces the chances of the MSME debtor facing insolvency. Section
10 of the Act allows a corporate debtor to transfer a loss-making business to a prospective resolution
applicant in exchange for a resolution plan to revive the distressed enterprise. However, after the
suspension of Section 10 of IBC, if a MSME debtor defaults during the period, no creditor will be able
to initiate an insolvency proceeding.
If the MSME has reaped the benefits of the schemes (as described above), the chance of being declared
insolvent (and facing insolvency procedures) is significantly lowered even after the Disruption period
has ended. However, this undermines the IBC's primary goal of reviving rather than liquidating the
company. The ordinance would not only deny the corporate debtor the opportunity to rehabilitate the
business, it also forces him to continue operating in distress or in a state of duress. Not only would this
decrease asset value rather than maximise it, it would also result in the closure of a potentially viable
business. There is, however, a difference in the case of a stressed MSME debtor who wishes to
voluntarily commence a corporate insolvency resolution procedure.
MSMEs being the Operational Creditors
Despite the fact that government initiatives have an overall impact on MSMEs' funding and operations
(via the MSME debtor), it is difficult to claim the same for MSME creditors. Given that, MSME creditors
would be precluded from filing bankruptcy proceedings to recover their debts if Section 9 of the IBC was
suspended. This, in turn, may alleviate the MSME's debtors' fear of insolvency procedures, and such
debtors may be less likely to make payments to the distressed MSME. However, under the amended
IBC framework, a corporation that heretofore feared the harsh consequences of insolvency
proceedings, can ruthlessly bully smaller businesses by failing to pay their debts.
MSMED Act over IBC?
Despite the fact that the MSMED Act, 2006, addresses the issue of delayed payment, the process has
been questioned due to the enforceability of the council. The MSMED Act allows for quick resolution of
pending concerns through the council. The IBC is not a mechanism for collecting debts, but rather for
resolving disputes between parties. MSMEs aren't always referred to as "Corporate Debtors," as is
commonly understood. These MSMEs serve as the 'Operational Creditors' in a large number of
insolvency proceedings. The IBC has a downside in that the debtor may be liquidated, and the
Operational Creditor may get very little. With the suspension of sections 7, 9, and 10, causing financial
stress in addition to the economic slowdown brought on by the pandemic, the MSME’s can still leverage
the power of the MSMED Act to ensure that some form of debt recovery is attainable.
The Final Remark
Although the government attempted to amend the IBC’s provisions with the laudable intention of
safeguarding MSMEs, we are forced to wonder if it has effectively worsened the situation. MSME
insolvency is and will continue to be a crucial feature of the entire Insolvency regime, particularly in
countries like India where such enterprises are a major source of development. To avoid these hiccups
and time-consuming procedures, effective electronic reporting and submission practices need to be
implemented. In a press release, the Hon’ble Finance Minister stated that under S. 240A of the IBC, a
unique insolvency framework, as well as other targeted actions, must be implemented. This hopefully
would provide MSMEs a significant advantage when dealing with large corporations. To really foster
the Indian dream of self-reliance, the focus needs to be on the future and regeneration prospects of the
industry a corporate debtor operates in during an insolvency process rather than mere procedural

30

IMPACT OF COVID-19 ON BORROWER MSMES
ISSUES AND POINTERS FOR WAY FORWARD
consequences.

Think Tank Group – Final Report
November 2021

Prepacks can be helpful for such MSMEs
The Insolvency and Bankruptcy Code (IBC) is being reformed to allow pre-packs for MSMEs. A prepack involves debt resolution outside IBC with judicial approval
What are ‘pre-packs’?
A pre-pack envisages the resolution of the debt of a distressed company through a direct agreement
between secured creditors and the existing owners or outside investors, instead of a public bidding
process.
This system of insolvency proceedings has become an increasingly popular mechanism for insolvency
resolution in the United Kingdom and Europe over the past decade. Under the pre-pack system,
financial creditors will agree to terms with the promoters or a potential investor, and seek approval of
the resolution plan from the National Company Law Tribunal (NCLT).
The approval of at least 66 per cent of financial creditors that are unrelated to the corporate debtor
would be required before a resolution plan is submitted to the NCLT. The NCLTs will be required to
either accept or reject an application for a pre-pack insolvency proceeding before considering a petition
for a CIRP (Corporate Insolvency Resolution Procedure).
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Annex IV
Adequacy of the Measures (A compilation of the views from public sources)
Few takers for restructuring under RBI’s Resolution Framework 2.0: CRISIL
(Based on survey of 4700 companies)
95% of companies opting for restructuring belong to sub-investment grade rating category.
Within the sub-investment grade companies, four out of five are rated in the ‘B’ or lower rating
categories, clearly indicating that only companies with weak credit quality are exploring restructuring,
the credit rating agency said.
There are only a few takers for the debt restructuring facility offered by the Reserve Bank of India (RBI)
under its Resolution Framework 2.0 amid demand recovery, according to a Crisil Ratings survey of
about 4,700 companies rated by it.
Crisil Ratings’ investment grade rated corporates have shown resilience amid the pandemic and hardly
anyone is planning to avail restructuring 2.0.
MSME Pulse Report – June 2021 - EXECUTIVE SUMMARY
(CIBIL Trans-union)

•

ECLGS and other interventions for the MSME sector have led to higher loan amount disbursed
to MSME segment in FY 2021 than earlier years.

•

In FY 2021, the country disbursed loans worth 9.5 lakh crore to MSME sector; higher than
preceding year of 6.8 lakh crore in FY 2020. This sharp jump in MSME lending for FY 2021 was
supported by Atmanirbhar Bharat scheme of ECLGS which provided 100% credit guarantee to
lenders.

•

Unlocks in June’21 have led to a sharp bounce back in credit demand (measured as credit
enquiries) by MSMEs, which was dampened by the 2nd wave after a strong 4th quarter of
FY’21.

•

After the initial drop in commercial credit enquiries by 76% due to the 1st wave, they recovered
fast with ECLGS and have since sustained close to pre-COVID levels. March’21 commercial
credit enquiries were 32% over pre-COVID levels; this strong momentum was impacted by 2
nd wave, but June ’21 has a sharp recovery back to pre-COVID levels.

•

MSME credit outstanding has grown by 6.6% YoY in March’21, with Micro segment growing the
fastest at 7.4%.

•

Strong rebound in credit demand, accompanied by equally strong credit supply and ECLGS
support, has led to growth in the credit outstanding amount of MSME sector to `20.21 lakh
crores, with a YoY growth rate of 6.6%. Micro segment has grown fastest at 7.4%, followed by
small segment at 6.8% and medium segment at 5.8%.

•

Lending to New-to-Bank (NTB) MSMEs has recovered back to pre-COVID levels, while lending
to Existing-to-Bank (ETB) continues to be buoyant.
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•

Credit disbursals to NTB MSMEs had dropped by 90% in April’20 compared to pre-COVID
levels and has gradually returned back to 5% higher than pre-COVID levels in March’21. Credit
disbursals to ETB MSMEs jumped to 75% over pre-COVID levels in June ’20 due to ECLGS,
and since then has sustained at pre-COVID levels.

•

Policy level interventions by government and regulator have reflected in controlling the credit
downgrades in MSME till Dec.’20, with a jump in downgrades for March’21.

•

MSME credit performance movement, measured through CIBIL MSME Rank (CMR)
downgrades, has been broadly in control till Dec.’20 with policy-level interventions. With the
lifting of moratorium and clarification in guidelines for delinquency recognition, the downgrades
have jumped in the quarter of March’21 — leading to a rise in the pool of mid- risk MSMEs.

Transition in Risk Profile
CIBIL MSME Rank transition is monitored for borrowers over a one-year period starting March 20 to
March’21, and transition is monitored for rank buckets of CMR 1–3, CMR 4–5, CMR 6–7 and CMR 8–
10. It is observed that 32% of borrowers who were in CMR 1–3 in March ’20 downgraded to lower rank
buckets by March’21, and 21% of borrowers who were CMR 4–5 in March’20 upgraded to higher rank
bucket by March’21. A quarterly comparison view of CMR across risk buckets shows in the recent
quarters, there’s been an increase in downgrades across all buckets, thereby indicating risk build up.
The downgrades are highest for CMR 1–3, followed by CMR 4–5.

About 80% of MSME debt in India in high-risk category: RBI
About 15.9% of loans less than Rs 25 crore to the MSME sector for public sector banks has turned bad
as of March 2021, rising from 13.1% in December 2020, according to the Financial Stability Report of
RBI. (ETBFSI July 03, 2021, 10:31 IST)
About 15.9% of loans less than Rs 25 crore to the MSME sector for public sector banks has turned bad
as of March 2021, according to the Reserve Bank of India.
This was against an N PA ratio of 13.1% at the end of December 2020 and 18.2% at the end of March
2020. Loans due past zero days and 30 days also rose significantly to 60.7% and 10.6% respectively.
On the other hand, private sector lenders recorded NPA ratio of 3.6% at the end of March 2021 against
2% at the end of December 2020 and 4.3% at the end of March. Loans due beyond zero days and 30
days also rose by 89.6% and 3.7% respectively.
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RBI Bulletin July 2021 (Article: State of the Economy)
Banks’ gross non-performing assets (GNPAs) and net NPAs (NNPAs) as ratios of gross advances
settled at 7.5 per cent and 2.4 per cent, respectively, at the end of March 2021; their resort to
restructuring under the COVID-19 resolution framework was not significant and write-offs fell sharply
year-on-year.
The annual slippage ratio of all SCBs, measuring new accretions to NPAs as a share of standard
advances at the beginning of the year, fell to 2.5 per cent in 2020-21 from a peak of 7.6 per cent in
March 2018.
The provisioning coverage ratio (PCR) – the proportion of provisions (without write-offs) held for NPAs
to GNPA - increased from 66.2 in March 2020 to 68.9 per cent in March 2021, primarily due to a decline
in GNPAs.

In the most severe stress scenario, the Gross NPAs of banks could shoot upto 11.22% by March 31,
2022:
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