EXECUTIVE SUMMARY

. Introduction

Corporate Debt Restructuring (CDR) is an effecfimancial tool for
minimizing the adverse effects of default on thertwwers as well as
lenders. This is especially important, as the ¢rpdrtfolio of banks
and financial institutions are created mainly oiuthe resources raised

from the general public.

lI. Statement of the Problem (Issues and Hypothesis)

Indian Banking is passing through a very rough phas Gross NPAs
of banks have surpassed 3.85 % of the gross advasen 31
March 2014 (up from 3.26% as on *3March 2013). This is
impacting profitability of the banks adversely. Action of the stake
holders see CDR as a solution for impaired assalfough
contrarians feel that it is nothing but throwingopgomoney after bad
money.

The issueis whether not fulfilling the commitment dorporates is a
problem of liquidity and cash flow or is it the nfludeeper issue of
viability.

Ideally CDR mechanism should be resorted to whagestress in the
asset is due to reasons beyond the control ofdn@wing corporate.
Current guidelines do not specify the circumstanges a general
downturn in the economy or in any particular seatorany other
reasons under which CDR must be resorted to. Thises the
possibility of undeserving cases being referreGodR forum.

There is need to define the circumstances undechM@DR will not

be allowed viz. diversion of funds, expansion withpermission of



lenders etc. This will go a long way in imposinge thfinancial

discipline.

CDR Mechanism in India:

The Corporate Debt Restructuring (CDR) Mechanisninigia is a
voluntary non-statutory system based on Debtori@redgreement
(DCA) and Inter-Creditor Agreement (ICA). It is leas on the
principle of approval by super-majority of 75% ateds (by value)
making it binding on the remaining 25% to fall imd with the
majority decision. The CDR Mechanism covers onhtiple banking
accounts, syndication/consortium accounts, whete bahks and
institutions together have an outstanding aggregatposure of
Rs.100 million or above. It covers all categoriéassets in the books
of member-creditors classified in terms of RBIl'sugential asset
classification norms. Even cases filed in Debt Recp
Tribunals/Bureau of Industrial and Financial Red¢nrgion/and
othersuit-filed cases are eligible for restructgriander CDR. The
cases of restructuring of standard and sub-stantdasd of assets are
covered in Category-l, while cases of doubtful sssee covered

under Category-Il.

Il. Research Design, Methodology &Data Collection

a. Research Design

The study is descriptive where the observationdased on a sample
size of seventy three CDR cases. Description isldorental to our
work since description based on various paramééads to causal

explanation of a particular situation. As per mlifporoposal submitted



by us, it was briefed that around fifty to hundeases will be studied
in detail. In this process we have studied 73 wetitred cases under
CDR mechanism that were approved by banks in Ingexr last 10

years. This is a good sample size given the tiho¢t@d for the work.

Our study is based on gqualitative research methoz surveys and
experiments (quantitative research method) arerewity relevant in
the instant case. Our findings are based on caskestthat adopt an
interpretive approach to the available cases.

b. Data Collection and Tools

Data has been collected from following secondanyces.

. Analysing few CDR proposals.

. Interaction with Lead bank and borrower to analise
case.

. Published documents, periodicals, journals all ower
world, newspapers, website of individual banks,idnd
Banks Association (IBA), RBI website and personal
contacts.

. Annual published accounts of 73 companies

Data for the study has been collected from multgberces. It has
been ensured that all types of CDR cases are ab\®rahe study.

These include:
» Seventy three casessubmitted to the CDR cell
* Four rejected cases

» Forty one cases where restructuring failed



 Two cases where restructuring was successful negutito
exit from the CDR and where recompense amount Bas b
paid partly / fully.

IV. Observations and Conclusions

On the basis of detailed study of 73 cases andinaraction with
various promoters, bankers and officials of CDR, ee¢ have drawn

the following inferences and conclusions:

A. Slowdown in Economy
A common reason for reference to CDR mentioned bythee
borrowers is global as well as Indian slowdown.Slown in the
economy certainly affects the capacity of the beexs to repay as it
generally slows down the cash flows and adversefiects
profitability, leverage and interest coverage ratibhis phenomenon

has been observed in the Indian context also.

B. Adverse Business Environment
Apart from slowdown in the economy adverse busiressronment
has also led many companies to CDR. There has &eenordinate
delay in execution of Contracts beyond the corwfdhe Companies
due to delays by Government in land acquisitionlling acceptance,

non-fulfilment of terms by JV partners etc.

However, economic down turn and adverse businedgsoement are
not the only issues when it comes to CDR. Evideswggests a
number of adverse features on the part of corpepral®o that have

taken them to such situation. Adverse economic itiond have only



added fuel to the fire and brought to surface whed inevitable. We

explain some of the critical issues in the report.

C. Related Party Issues

It has been observed that borrowers have creatbdia of associate
and subsidiaries. The situation has reached algrtauels. It has also
been observed that in many cases adjusted net vimaghturned
negative implying that the investments in assosiated subsidiaries
are much higher than the net worth. This also iegplihat entire
money belonging to the shareholders has been takesnd converted
to investments. The main business of the companpeisag run

without any stake of the shareholders.

It is observed in almost all the cases that tharmedn the investment
made in associates and subsidiaries is nil or teagme vis a vis the
investments. It is obvious that the company widunhuge loss under
such situation while the interest on account ofdemgs is booked in
the books of the parent; no income is received ccoant of the

investments. This leads the company to CDR system.

D. Imprudent Accounting & Ethics of Professionals
Companies are resorting to imprudent accountingdéday the
declaration of loss.The tricks played by compame&ide advancing
the revenue or postponing the expanses. First theaexpanses will
be postponed to continue a good relationship vatidérs and other
stakeholders and next year the previous year dsaseturrent year
expenses are booked and suddenly the company faggs loss

putting the bankers under pressure to restructure.



E. Financial Mismanagement

One of the most visible reasons that have led catps to CDR is
poor planning. This is reflected through varioustes viz. mid-stream
change in business strategy / Over Ambition / Lafckritical tie ups /

Changes in the original project etc.

F. Inability of the Promoters to Bring in Their Contri bution /

To Monetize Assets

Such inability is commonly observed and is also aomreason for

eventual failure of the CDR package.

G. Large Pool of Lenders / Lack of Coordination Amongthe
Lenders

It has been observed that there is lack of cootidinaamong the
lenders and also lack of due diligence. It is obsgithat when there is
a large pool of lenders (20 to 30 lenders) in Canso and multiple
banking arrangements, it is very challenging fonksato ensure
financial discipline by the borrower. Borrower takibe benefit of cut
throat competition among the lenders. Thism leads to lack of

adequate information / control over cash flowshef borrower.

H. Right of Recompense
CDR is a tool to help the borrowers who are fadilgjress. In this
process banks have to make sacrifice at leastistiort run if not in
the long run. Right of recompense is a tool awéelado banks to
recover the sacrifice extended when the borrowezde@ help.

However, position on this front is too far from bgisatisfactory.



V. Suggestions / Recommendations

A. Recompense Amount
CDR or any restructuring is not meant to ensure ltreg term
viability or solvency of a debtor. It is essenyall tool to provide
breathing space when a company is in distress femaorary period.

The ‘Right to Recompense’ is the mechanism to entus.

B. Sale of Unproductive Assets / Entities
Guiding Principle in restructuring under CDR must b save
productive assets and not the companies or promotémlocking
value by sale need not be restricted only to shjghgsical assets. It
must include sale of associates and subsidiariescyarly when
huge funds have been invested in such associatlesusidiaries and

the return on such investments is too low vis ahasfunds invested.

C. Appraisal for the Group and The Company
We suggest that in case the investments in asesdcaid subsidiaries
are more than 25% of the net worth, while apprgisine Term Loan /
Working capital requirements of the parent, theaidied analysis of
financials of associates and subsidiaries mushbertaken.
Loss Incurred on Account of Writing Off of InvestmeNeed not

Necessarily be a Reason for CDR.

D. Imprudent Accounting & Ethics of Professionals
Imprudent accounting leaves a question mark on wbeking of

accounting professionals. Banks may circulate & b$ such
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companies among themselves indicating the profesksionvolved, so
that the other work done by these professionalsused with

appropriate caution.

E. Management Change

Change of management where ever possible must flered. It is

extremely difficult today to implement managememhmge; however,
unless we start thinking in that direction we canproceed. It is time
for banks to think of using specialised managenageincies that can
take over the companies that have productive assetskeep the
assets in running condition. Takeover of SATYAM rmgement by
Mahindra is a good example of preserving the prode@ssets of the
society. If we can develop a few management ageneagewill be able
to ensure that the productive assets remain in bafeds. Such

‘Managing Agency System’ was prevalent in Britisiib.

F. Promoters’ Contribution & Monetization of Assets
We also suggest that once the debtors agree tookalssets, those
assets must be handed over to the creditors fer $his will function
as a deterrent to the non-serious debtors who cbtorsale assets to
get the package approved however, never get artondctively
selling the asset. Else restructuring must be impldged only after

Promoters’ contribution comes as cash.

G. Policy Changes at Government Level
Government intervention is certainly required ie form of enabling

legislation. It is observed that there is no safmtaw for CDR. We
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may take a cue from Spain. The new regulation chtced by Spanish
Government basically includes legal reforms in bhgolvency Act.
Following these legislative amendments Metrovac8gain’s largest
real estate company was forced to hand over cotdrais creditor
banks following a Euro 738 million loss in 200&heTcompany was

forced to swap 55% its stake for a loan of Eurolilibn.

H. Closure of All Accounts Outside Consortium / MBA
Closure of all accounts outside consortium / MBAlkmsmmust be the
pre-condition for implementing the CDR. No concessi additional
facilities should be extended unless all accountside consortium /

MBA banks have been closed.

l. Declare the Name of Bankers in Annual Accounts

It should be made mandatory (under Companies AtBRm® mention

the name of all bankers of a company in its anagebunts.

J. Change in the Format of TEV Study

It has been observed that TEV is not very meaniri§dsides other

information, it shouldpositively cover the follovgraspects:

() What are the efficiency parameters of similar unitsthe
similar area with the similar size? What are stteagf other
unit that they are surviving and unit under CDRfasing
problem? Report must specifically comment on tlutois that
account for this difference.

(i) What are the steps that are required to addrese taetors?

The CDR package must specifically address thesesss



K. Criteria for Identification
It is necessary that an effort be made to lay dbmad guidelines for
reference to CDR based on stress. Few indicatsBeds are:

* Consistent decline in the overall GDP for four amgive
guarters leading to consistent decline in the dvesales /
profitability of a particular industry for 2 to 3onsecutive
quarters

e Sudden developments in the macro economic conditthat
affects one particular industry and decline in dherall sales /
profitability of a particular industry is observddr 2 to 3
consecutive quarters

» Other sudden developments that result in declindenoverall
sales / profitability of a particular industry fo2 to 3

consecutive quarters

VI. Issues in Provisioning& Recommendations:

We feel there are three issues in CDR provisioning:
. Asset Classification on Restructuring,
. Restoration of Assets Classification of Restrualure
Account,

. Provisioning on Restructuring

A. Assets Classification on Restructuring
We suggest that restructuring should be categonaeter three

categories as under:
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Category- | Restructuringon account of the weaknefs
financial health of the company and factors
controllable/ manageable by promoters/
management of the company.

Category-Il Restructuring on account of delay itanfing
regulatory clearance for which promoters/
management of the company is not responsible

Category-Ill  Restructuring on account of stresghi& macro
economic conditions that affect a particular
industry or economy as a whole

In case of category-l CDR, account should be doaaed on
restructuring, however, in case of category 1l&, ltegulatory
forbearance of maintaining assets under standasdtsashould
continue.

However, to address the genuine concerns of RBIlewer
greening, we suggest that provision in a restr@ctuaccount
(Category lI& Il cases) must be linked to the aion between
the financial projections accepted for CDR and fimancials

achieved.

B. Restoration of Assets Classification of Restructui

Accounts

Restoration to Standard category may be linked wvaéniod of
restructuring and bank’s sacrifices. Regular repaynof interest/
instalmentsup to one year or full payment of baakriices whichever
is later should be minimum criteria for up gradatod asset to standard
category. This will deter lenders from fixing lowmstalment in the

initial years.
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C. Provisioning on Restructuring

In case of restructuring of Standard Accounts, 1Q@%vision for
the difference between the bank’s sacrifice andtada@l collateral
brought by the promoters should be made.

In case of NPA accounts, provision as per IRAC reoamd additional

provision as calculated above should be made.
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MAIN REPORT

. INTRODUCTION

Corporate Debt Restructuring (CDR) is an effectivencial

tool for minimizing the adverse effects of defautt the borrowers as
well as lenders. This is especially important,rees dredit portfolio of
banks and financial institutions are created mainiyof the resources
raised from the general public. The Board for Indakand Financial
Reconstruction (BIFR), an agency of the Governnoéihdia was set
up in the year 1987, to tackle the problem of indails
sickness;however, the initiative has failed foraaiety of reasons. A
need was therefore felt to have a mechanism untdmhwenders and
borrowers would meet to agree on a way of recadingssed debt,
even before their becoming a non-performing assi#tough non-
performing assets can also be the subject of CORth® whole CDR
mechanism has proved more successful than BIFRcldet stressed

assets of banks and financial institutions.

CDR in India was designed based on cross countperence.
Similar experiments have been successful in casitike United
Kingdom, Thailand, Korea, Malaysia etc. Dasri (200 occasional
Paper 39 of the South East Asian Central Banks &Reseand
Training Centre, Kuala Lumpur, has mentioned ‘Theaerted efforts
of debt restructuring made by means of the coustgss and the
market oriented out-of-court approaches supportgd viarious
schemes are key factors contributing to the pregmesNPL (Non-
Performing Loans) resolution in Thailand’. The magism evolved in
these countries has banked upon the “Statementinciples for a
global Approach to Multi — creditor workout” giverby the
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‘International Federation of Insolvency Practitiossie (INSOL

International). World Bank has also favoured depmient of a code
of conduct or an informal out of court process dealing with cases
of corporate financial difficulty in which banks @rother financial
institutions have a significant exposure, especial markets where

enterprise insolvency has reached systemic levels.

Dasri(2004)in occasional Paper 39 hasalso mentitretdnost of the
successful cases of CDR are in commerce sectomfet by personal
consumption and the industrial sector. On the emoytit is mentioned
by Dr. Chakrabarty (2013) that in India there i®ias in favour of
industry particularly medium and large industridde has stated that
banks have negative bias when it comes to restingtihe debt of

micro and small services and agriculture.
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Il. STATEMENT OF THE PROBLEM (ISSUES AND HYPOTHESIS)
Indian Banking is passing through a very rough phas Gross

NPAs of banks have surpassed 3.85 % of the grossnads as on
31* March 2014 (up from 3.26% as on®3March 2013). This is
impacting profitability of the banks adversely. &ction of the stake
holders see CDR as a solution for impaired assafthiough

contrarians feel that it is nothing but throwingpdamoney after bad
money. Part of the problem of NPAs is attributedhe current state
of the Indian economy that is passing through ropghse with

inflation and recession both hampering the growtthe economy.
India’s manufacturing sector has been impacted radlye The

companies are finding it difficult to honour theioligations towards
banks& financial institutions and are requesting rfestructuring or
rescheduling their loans. Number of total refersnceceived by
CDR cell went up from 225 to 622 between March 2G09
March’2014. Aggregate debt involved in these refeeswent up
from Rs 95815cr. to Rs 429989 cr.

The issueis whether not fulfilling the commitment dorporates is a
problem of liquidity and cash flow or is it the nfludeeper issue of
viability. A temporary phase that is likely to b&eo soon or is it
going to stay for a long time? CDR has been pregéets a panacea
for cases which are inherently viable but facinggerary problems.
Similar observations have been made by scholassdhe world.
Chellappah (2001, Malaysia) has reported that the course of
restructuring, we have found that most companiesewdable
businesseswith a liquidity problem. A recent WoHednksponsored
study confirmed that 41 per cent of sample of Msi@y companies

were found to have encountered illiquidity probleamsl only 15 per
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cent were insolventBy contrast over 60 per cent were illiquid and
53per cenhsolvent in Indonesja42 per ernt and 8 per cent in

Thailand an®8 percent and 14 per cent in Korea respectively”

Delay in obtaining regulatory clearances is consideas one of the
major factors behind loans to infrastructureturnmog — performing.
With the recent initiative for faster as well adioa clearances, it is
expected that the cases of CDR will come down. Hewehe impact

will be visible after some time only.

However, everything is not fine on the part of @rgies. There are a
number of factors that need to be studied and el@tbd in detail.
Information asymmetry has emerged as a big issuténg bankers in
a disadvantageous situation. It is logical thatinmes of distress this
asymmetry is likely to go up, leading ultimately lmans turning

irrecoverable.

Another associated problem is lack of good corgomgbvernance
among the companies. There is not enough transparen the

decision making by companies.

Often companies fear losing ownership of businegg@ally in cases
where there is a need to sell non-core parts of businesses or find
strategic partners. The issue is especially sicpmifi in the case of

family run businesses which are common in India.

Highly leveraged capital structure of the companiksvers
involvement of their promoters in the projects ahds ultimately
leads to request to lenders for restructuring.hig stage, institutions

demand equity infusion by promoters and the promsatée lack of
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funds as a reason for not being able to infuse rieeessary

contribution. This becomes a chicken and egg story.

Ideally CDR mechanism should be resorted to whagestress in the
asset is due to reasons beyond the control ofdn@wing corporate.
Current guidelines do not specify the circumstanges a general
downturn in the economy or in any particular seatorany other
reasons under which CDR must be resorted to. Taises the
possibility of undeserving cases being referredCOR forum. A
lower inflow of non-performing assets to the forwsupports this
view. This view is further supported by the facittthere has been an
extraordinary surge in the number of cases refdoeohd restructured
under CDR mechanism during the lastfew years. Thises the
qguestions as to whether this indicates a generahtlon or gross
misuse of the CDR Mechanism by banks and corpb@t®wers (Dr.
Chakrabarty). This is further borne out by the iise¢he amount of
restructured standard advances during financial y€99-10 and
2011-12.

There is need to define the circumstances undechMBDR will not
be allowed viz. diversion of funds, expansion withpermission of
lenders etc. This will go a long way in imposinge thfinancial

discipline.

It has also been observed that public sector basikare a
disproportionate burden of restructured accountte feason for this
is attributed to public sector banks being lesscjods in the use of
restructuring as a credit management tool tharptheate sector and
foreign banks. It is argued that if the reason tloe increase in

restructured accounts is indeed the economic dawntiien it should
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have been reflected across all bank groups angusbpublic sector
banks (Dr. Chakrabarty 2012). We tend to disagriée tivis view as it
needs further analysis of the share of industoah$ vis-a-vis the total
loans of private and foreign banks as also thdicpof restructuring

and write offs.

It is also alleged that while the debtors and ¢oggliinvolved in CDR
avail the benefits of asset classification theyehtried to avoid the
sacrifices in terms of provisioning. This issue bagn addressed by
RBI via recent guidelines tightening the provisiapnorms. The issue

however needs further deliberations.

Right of recompense is mandatory. The CDR guidslstate that, for
conversion of debt into equity/convertible debttiasents, in case
part of principal or interest dues are converted gguity/instruments
convertible into equity at a future date, the sawilenot be reckoned
for computation of recompense. However, if thereasupside i.e.
increases in market value of shares vis-a-vis threv@rsion price at
which the debt was converted into equity, the pr@macshould
undertake to buy-back the shares so allotted atdgheersion price or
reimburse/recompense for the loss incurred on asireinto equity.
However, it has hardly been experienced in any.Ciseis is a grey
area since time lines are crucial. Buy back aftee gear and five

years makes huge difference to the lenders.

It is also stipulated that if the borrower decladigidend in any
financial year in excess of ten percent on annedlizasis,
recompense will be triggered. We feel any dividendst trigger

recompense.
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Dr. Chakrabarty has also raised concerns in thdegorof initial
pricing of loans for infrastructure projects. Vesiften, it is observed
that the banks are willing to significantly parenaothe interest rate
charged on the loan post restructuring. Basic emontngic suggests
that the pricing should mirror the risk in the loarherefore if a
project was initially funded by a bank at 16 pentcevhat makes a
bank willing to restructure the loan and agree #much lower
interest rate when the very fact of restructurimgjcates greater credit
risk in the account? This reflects that if the baoksiders the project
viable even at a reduced rate of interest, thalmticing of loan was
arbitrary and not risk-based. We argue that thdcbassumption
behind any restructuring is that the borrower isirfg temporary
problems and needs to be helped by way of sactiyjckenders. The
restructuring is needed only when a borrower idigtress. Although
distress means risk has gone up this phase is tamypand hence
pricing need not follow the traditional logic in ethrestructuring
period.
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M.  SURVEY OF LITERATURE

CDR framework aims at preserving viable businesgies affected

by certain internal and external factors, therelnyimmzing the losses
to the creditors and other stakeholders throughoeterly and

coordinated restructuring programme. Viability bé taccount was an
important condition for restructuring with malfeasa/fraud and
cases of wilful default being barred from the CDRamanism. Such

experiments have been undertaken worldwide.

To appreciate the CDR as concept and its functggme have to
understand the evolution of industrial environmegeelopment of the
country, evolution of legal framework related tcstracturing with
reference to best international practice and themenon to current
trends and issues in CDR. The best practices wdrelbeing followed
in other part of the world, particularly in USA aBshgland and their

approach on CDR also needs to be understood.

A. Evolution of Industrial Policies in India:

Independent India opted for five year planning mad&levelopment.

In keeping with the ideology of the leadership, thdian five-year

Plans were designed to bring about economic andlstevelopment
within a ‘socialist’ framework. The plans pursuedlItiple objectives

of industrialization, raising per capita incomesl @achieving equity in
the distribution of gains from economic progredseyl also sought to
reduce the existing concentration of economic pcaner to achieve a
better regional distribution of industrial developmh As far as
economic strategy is concerned, the following teemetre observed
during the 1950s, 1960s, and most of the 1970s:
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The Indian planners emphasized the role of heagystries in
economic development and sought to build up th&adagoods
sector as rapidly as possible.

The plans envisaged a leading role for the puldcta in the
structural transformation of the economy.

Major investments in the private sector were tocagied out,
not by the test of private profitability, but acdorg to the
requirements of the overall national plan.

The plans emphasized technological self-reliancd,far much
of the period, an extreme inward orientation in $kase that if
anything could be produced in the country, regadlef the

cost, it should not be imported.

In implementing the above industrial strategy, gyatticularly in

making the private sector conform to the requireisier the plans,

the government used a wide variety of measures.mids important

of these were:

Industrial licensing: For much of the period, tlkistailed that
any enterprise which wished to manufacture a newlaror
sought a substantial expansion of its existing ciépdad to
obtain a license from the relevant government atitho

Strict regime of import controls

Subsidization of exports through special measures
Administered prices

Investments by multinationals were generally subjecstrict

controls.

The above strategy of restriction and protectiorinaian industries

worked till late 1980s. This was known as licengedta / permit Raj.

Because of such environment, industries in Indialccanot become
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competitive and efficiency of the Indian industriesas not

comparable even with developing countries. Durthg period

closing a factory was a tedious process even tistrgt faced serious
problem. Restructuring of loans was not a normangmenon in
banking. Banking was also highly regulated and najsthe credit
decisions and policies were tightly regulated und®Bl credit

controls.

B. Industrial Policy Reforms and Major Initiatives

Although liberalization started in 1991, the SeweRian witnessed
the commencement of liberalization of policy measun 1985 itself.
The major steps initiated were: licensing was naemequired for
non-MRTP, non-FERA companies for 31 industry grougsd
MRTP/FERA companies in backward areas for 72 inmglugtoups;
raising the assets limit for exemption of comparftesn the purview
of MRTP Act; exempting 73 industries under the MRA® for entry

of dominant industries, etc.

Some other changes were also made in the areaseofihg and
procedures, import of technology, import of capgalods, allowing
broad banding of products in a number of induste¢s

New Industrial Policy 1991

With the announcement of a new industrial policyJuly 1991, a
more comprehensive phase of policy reforms wasradh@ with a

view to consolidating the gains already achievethan Seventh Plan
and providing greater competitive stimulus to tbendstic industry.

A number of policy initiatives were undertaken dgrithe Eighth
Plan. The thrust of the new industrial policy was substantial

reduction in the scope of industrial licensing, @lfication of
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procedures, rules and regulations, reforms in thendyolies and
Restrictive Trade Practices (MRTP) Act, reductidraeas reserved
exclusively for the public sector, disinvestmentegjuity of selected
public sector enterprises (PSEs), enhancing limit$oreign equity
participation in domestic industrial undertakinderalization of
trade and exchange rate policies, rationalizatiod eeduction of
customs and excise duties and personal and cogpmebdme taxes,
extension of the scope of MODVAT etc. The basiceotyes were to
promote  growth, increase efficiency and internation

competitiveness.

Deregulation and liberalization resulted in newusitlies being set up
and there was no restriction on production capaadmyport of

technology and other input. However, simultaneotisé/ problem of
failure of new projects in industrial segments alsoreased. To
address these issues there was a need to formelatéaws related to

industrial sickness and rehabilitation.

C. Sick Industrial Companies (Special Provision) Act:

The Government of India enacted a special legislation namely, tlok Si
Industrial Companies (Special Provisions) Act in83.9 commonly
known as the SICA.

The main objective of SICA was to determine sicknasd expedite
the revival of potentially viable companies andscdi@ of unviable
companies. It was expected that by revival, idkegtments in sick
units will become productive and by closure, theck&m up
investments in unviable units would get releasedpimductive use

elsewhere.
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D. BIFER and its functioning:

The Board for Industrial and Financial Reconstruction (BIFKgs set
up in January, 1987. The Appellate Authority fordustrial and
Financial Reconstruction (AAIFR) was constituted April 1987.
Government companies were brought under the pureie®ICA in
1991

The criteria to determine sickness in an indust@athpany are

() The company should have been incorporated under the
Companies Act, 1956 and completed 5 years and gdaatory
license.

(i)  the accumulated losses of the company to be equal more
than its net worth i.e. its paid up capital plssfiee reserves,

(i) it should have 50 or more workers on any day inlthenonths
preceding the end of the financial year with rafeesto which

sickness is claimed,

BIFR was a court administered mechanism as ag&b& which is
an arrangement among lenders and borrowers withoourt

intervention.

E. Corporate Debt Restructuring:

Under adverse economic conditions, borrowers of tgjpes
experience decline in income and cash flow. As sulte many
borrowers seek to reduce contractual cash outlflys, most
prominent being debt payments. Moreover, in anretfo preserve
net interest margins and earning assets, institsitese also open to

working with existing customers in order to maintaglationships.
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Both of these matters lead to the question: Isld destructuring a
simple refinancing or a “troubled” debt restruabgr{ TDR)?

To answer this question, we need to know the tfae®rs that must

always be present in a troubled debt restructuring.

First, an existing credit agreement must be foryna#newed,
extended and/or modified. Informal agreements docoastitute a
restructuring because the terms of a note havecootractually

changed.

Second, the borrower must be experiencing finandifilculty.
Determining this factor requires a significant amioof professional
judgment. However, accounting literature does mlevisome

indicators on financial difficulties, including:

» The borrower has defaulted on debt obligations.

 The borrower has declared or is in the processeatating
bankruptcy. In the Absence of the restructuring, borrower
cannot obtain funds from another source at marleesr
available to non-troubled debtors.

* The borrower’s cash flow is insufficient to servesasting debt

based upon actual or projected performance.

Third, the lender grants a concession that it wautl otherwise
consider. Concessions can take many forms, inajutfia lowering
of the effective interest rate, interest and/on@pal forgiveness,
modification or extension of repayment requiremgatsl waiving

financial covenants to enhance cash flow.

If all three factors are present, a troubled dedstructuring has
occurred, and various issues must be consideredapptbpriately

responded.
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I. CDR Mechanism in India
Based on the experience in countries like the UKailand, Korea,
Malaysia, etc. of putting in place an institutiomalechanism for
restructuring of corporate debt and need for alammechanism in
India, a Corporate Debt Restructuring System waslved and
detailed guidelines were issued by Reserve Bankd& on August

23, 2001 for implementation by financial institutsband banks.

The Corporate Debt Restructuring (CDR) Mechanisninigia is a
voluntary non-statutory system based on Debtori@redgreement
(DCA) and Inter-Creditor Agreement (ICA). It is Ileas on the
principle of approval by super-majority of 75% ateds (by value)
making it binding on the remaining 25% to fall imd with the
majority decision. The CDR Mechanism covers onhtiple banking
accounts, syndication/consortium accounts, whete bahks and
institutions together have an outstanding aggregatposure of
Rs.100 million or above. It covers all categoriéassets in the books
of member-creditors classified in terms of RBIl'sugential asset
classification norms. Even cases filed in Debt Recp
Tribunals/Bureau of Industrial and Financial Red¢nrgion/and
othersuit-filed cases are eligible for restructgriander CDR. The
cases of restructuring of standard and sub-stantdasg of assets are
covered in Category-lI, while cases of doubtful sssee covered

under Category-Il.

Reference to CDR Mechanism may be triggered by:
* Any one or more of the creditors having minimum 2€8are in

either working capital or term finance, or
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» By the corporate concerned, if supported by a Fankaving
minimum 20% share as above.

It may be emphasized here that, in no case, theestef any
corporate indulging in fraud or misfeasance, evea single bank, can
be considered for restructuring under CDR SysterowevVer, the
CDR Core Group, after reviewing the reasons fosssfecation of a
borrower as wilful defaulter, may consider admissad exceptional
cases for restructuring after satisfying itselfttttee borrower would
be in a position to rectify the wilful default prded he is granted an

opportunity under CDR mechanism.

ii.  Structure of CDR System
The edifice of the CDR Mechanism in India standglenstrength of
a three-tier structure
» CDR Standing Forum
« CDR Empowered Group
« CDR Cell

ii. Legal aspects of CDR Package

The legal basis to the CDR System is provided byQkbtor-Creditor
Agreement (DCA) and the Inter-Creditor Agreemef@4). All banks

/financial institutions in the CDR System are regdito enter into a
legally binding ICA with necessary enforcement gedal provisions.
The most important part of the CDR Mechanism, whscthe critical

element of ICA, is the provision that if 75% of diters (by value)

agree to a debt restructuring package, the samédvibeubinding on

the remaining creditors.
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Similarly, debtors are required to execute the DCAe DCA has a
legally binding ‘stand still’ agreement binding f®0/180 days
whereby both the debtor and creditor(s) agree tants still' and
commit themselves not to take recourse to any lag@n during the
period. ‘Stand Still' is necessary for enabling tG®R System to
undertake the necessary debt restructuring exenmigieout any
outside intervention, judicial or otherwise. Howewule ‘stand still’ is
applicable only to any civil action, either by therrower or any

lender against the other party, and does not cawecriminal action.

Besides, the borrower needs to undertake that githie ‘stand still’
period
a. The documents will stand extended for the purpdse o
limitation,
b. He would not approach any other authority for asljef
and,
c. Thedirectors of the company will not resign frome th
Board of Directors.
These guidelines also adopted the existing asassitication benefit
available to fully secured standard accounts, @trueturing, which
was previously permitted vide a March 2001 circwd&iRBI. These
guidelines on CDR were subsequently reviewed anted on the
basis of recommendations of a High Level Group untlee
Chairmanship of Shri Vepa Kamesam, in February 2048a Special
Group under the Chairmanship of Smt. S. GopinathNovember
2005. Subsequent to these reviews, guidelines oR @2chanism
allowed restructuring of exposures of Rs.10 cr. ambve and
restructuring even of accounts classified as Dalibsubject to their

viability. Through these guidelines, RBI also delegl the authority
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to approve the corporate debt restructuring packég€DR Standing
Forum and CDR Empowered Group and retained widifitsmly the

authority to issue broad guidelines(Source: CDR website).

The current comprehensive guidelines on CDR as aslhon-CDR
restructuring were issued in August 2008 and lagstiated in

December 2012.

F. RBI's Recent Guidelines on Early Recognition of Fiancial

Distress:
To incentivize early identification of problenaccounts and
taking prompt corrective action for resolution bgnks, RBI has
iIssued on 26/02/2014, guidelines on Framework fewitdlising
Distress Assets in the Economy — Guidelines onntlhaenders’
Forum (JLF) and Corrective Action Plan (CAP)”. Hights of the
guidelines are as under:
The JLF and CAP will be applicable for lendingdan Consortium
and Multiple Banking Arrangements (MBA) only for giggate
exposure of Rs. 100 cr. and above.
Before a loan account turns into NPA, bardee required to
identify incipient stress in the account byeating three sub-
categories under the Special Mention Accountgmateas given in

the table below:

SMA Sub- Basis for classification
categories
SMA-0 Principal or interest payment not overdue for ntbea 3(
days
SMA-1 Principal or interest payment overdue betw@eit0 days
SMA-2 Principal or interest payment overdue betw@ei®0 days
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RBI has set up a Central Repository of Informatimm Large

Credits (CRILC) to collect, store, and dissesen credit data
to lenders on all borrowers having aggregate sxqmof Rs 5 cr.
and above.

Formation of Joint Lenders’ Forum (JLF) for Loansdar

Consortium and Multiple Banking Arrangement:

If credit facilities are granted under corson or multiple
banking arrangement and an account is reported nyy o the
lenders to RBI- CRILC as SMA-2, bank along with eathending
banks have to mandatorily form a committee to deedas Joint
Lenders’ Forum (JLF) if exposure of all lendesRs 100 cr. and

above.

Corrective Action Plan (CAP) by JLF: In order teaoéve the stress
in the account, the followinthree options for CAP will be
available to JLF:
(1) Rectification: Operating Units should obtain a specific
commitment from the borrower to regularise the aoto
JLF may consider need based additional financéheaf
proposal is found viable.
(i)  Restructuring: consider the possibility of restructuring if
the account is prima facie viable and the borrowert a

wilful defaulter.

JLF has to decide on the course of action withinda@s
from the date, an account is reported as SMA-2hareceipt

of request from the borrower for formation of JLF.
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JLF has the option to refer the accountCioR Cell or
restructure the same independent of the CDR mésrna
Asset classification of the account as on the daite

formation of JLF will be taken into account.

(i) Recovery: If the first two options cited above are
considered as not feasible, due recovery process beaa
resorted to. The JLF may decide the best recovergegs
to be followed, among the various legal and otleeovery
options available, with a view to optimize the efoand

results.

» Wilful Defaulters and Non-Cooperative Borrowers: RBI has
introduced stepped up provision. No additionallfies should be
granted by bank to the entities listed as wilfuladdters

In case of non-cooperation, due notice (30daysyiteen by bank
and if satisfactory clarifications are not furnidhename of such
borrowers have to be reported to CRILC. Provisignin at 5%
in Standard Account and accelerated prowisg in NPA

account have to be made.

> Dissemination of Information: In case any falsification of
accounts is found due to negligent or deficientdcmt of audit
by the auditors, banks should lodge a forncaimplaint
against the auditors of the borrowers witlthe
Institute of Chartered Accountants of IndidCAIl) to
enable the ICAI to examine and fix aguability.
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» Conclusion:

These RBI guidelines will facilitate better cooraion among the
banks and proper sharing of information among taekb. A new
concept of non-cooperative borrower has been iated. This will
force the borrower to provide the information taders in time and

also improve financial discipline.
Let us now have a view of restructuring systemwaiheg in UK &
USA. A brief discussion on the practices in diffgrgparts of the

world is also given under section IV.

G. The London Approach

The London Approach provides general guidance tikband other
creditors on how to react to a company that fae®ss financial
difficulties. This guidance, however, is not statyt and Banks do not
have enforcement powers. The London Approach rezegnthat
banks and other parties act in their own self-eger However, by
encouraging the parties to observe certain rulegdstructuring, it
seeks to avoid unnecessary damage and to fosteiossl that benefit
all parties involved. The key features of the Lomdpproach are as

follows: we quote from Meyerman:

» Principal creditors must be willing at the outsetcbnsider a
non-judicial resolution to a company’'s financialffidulties
rather than resorting to formal insolvency procegusuch as
liquidation, administration, or a company voluntagreement,
and without recourse to other enforcement procedsoeh as

receivership or administrative receivership.
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As part of this consideration, creditors must cossman an
independent review of the company’s long-term \ighi
drawing on information made available by, and sthéretween,
all the likely parties to any workout.

During the period of the review, the company’s &askholding
debt should agree to maintain the company'’s fasliin place,
effectively an informal standstill sufficient to gwerve the
confidence of suppliers and customers by allowimegdompany
to continue to trade normally.

Drawing on the independent review, the company’'sinma
creditors should work together to reach a jointwan whether,
and on what terms, a company is worth supportingenonger
term.

To facilitate these discussions, a coordinatingead bank may
be designated, and a steering committee of credivomed.

In addition to maintaining existing credit facis, it may be
necessary to allow the company to supplement iistieg
borrowing with new money in the event of an immeéslia
liquidity shortfall. New money may be provided orpip rata
basis by all existing lenders, by specific lendersh priority
arrangements, or by releasing the proceeds of aksgosal
subject to priority considerations. Other princglduring this
critical period of financial support include thecognition of
existing seniority of claims and the sharing ofskes on an
equal basis between creditors in a single category.

If creditors agree that the company is viable, tneditors
should move on to consider longer-term financiappsuit,
including an interest holiday, extension of loan tumdes,
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further lending for working capital, and converswindebt into
equity.
 Changes in the company’s longer-term financing neede

conditioned on the implementation of an agreedrnass plan,

which may well involve management changes, salesséts or

divisions, or even the takeover of the company.
The London Approach does not guarantee the sureival company
in difficulty. Regulatory authorities do not intemne and, because of
its voluntary nature, the London Approach can dmdy effective as
long as it is supported within the banking commynithis non-
statutory feature of London Approach has been adbpy RBI inthe
CDR framework. The London Approach was instrumedtaing the
recession of the early 1990s. Many companies seavonly because
their banks, bondholders, and other creditors soagd achieved a
collective solution for the financial restructuriof viable businesses.
The banks have been actively involved in more this0
restructurings since 1989. However (and more ingobyt many more
workouts have been effected by using the principlethe London
Approach without the Bank’s direct intervention. hsuccessfully
applied, the London Approach preserves value faditors and
shareholders, saves jobs, and safeguards produaaeacity

(Meyerman).

H. Bankruptcy Reorganization in US under Chapter 11

Chapter 11 bankruptcy is a form of bankruptcy raargation
available to individuals, corporations and parthgs. It has no limit
of amount of debt. It is the usual choice for labgsinesses seeking to
restructure their debt.A case filed under chapterof the United
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States Bankruptcy Code is frequently referred ta agorganization”
bankruptcy.

How Chapter 11 works

The debtor in Chapter 11 usually remains in possess its assets,
and operates the business under the supervisitimeotourt and for
the benefit of creditors. The debtor in possessanfiduciary for the
creditors. If the debtor's management is ineffextior less than

honest, a trustee may be appointed.

A creditors committee is usually appointed by th&.Ulrustee from
among the 20 largest, unsecured creditors who atrensiders. The
committee represents all of the creditors in primgdversight for the
debtor’s operations and a body with whom the det#ornegotiate an
acceptable plan of reorganization.

A Chapter 11 plan is confirmed only upon the affitimve votes of the
creditors, who are divided by the plan into clasbased on the
characteristics of their claims, and whose votesaafunction of the
amount of their claim against the debtor.

If the debtor can’'t get the votes to confirm a pléme debtor can
attempt to “cram down” a plan on creditors andthetplan confirmed
despite creditor opposition, by meeting certaitustay tests.

The rate of successful Chapter 11 reorganizat®epressingly low,
sometimes estimated at 10% or less. The complers rnd

requirements in Chapter 11 increases the costl¢otlie case and
prosecute a plan to confirmation far beyond thaneiotforms of

bankruptcy.
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|. Statement of Principles for a Global Approach to Muti-
Creditor Workouts: APrescription by INSOL
INSOL an International Federation of Insolvency fEssionals have

devised the eight principles (the “Principles”) wihi should be
regarded as statements of best practice for aliHenélditor workouts.
These principles are applicable in all jurisdicBonThese eight
principles (described in October 2000 documentjaarander:

I. Where a debtor is found to be in financial diffiees, all
relevant creditors should be prepared to co-opewvéte each
other to give sufficient (though limited) time (&tandstill
Period”) to the debtor for information about thébtbe to be
obtained and evaluated and for proposals for resplthe
debtor’s financial difficulties to be formulated carassessed,
unless such a course is inappropriate in a paati@sse.

. During the Standstill Period, all relevant crediteshould agree
to refrain from taking any steps to enforce thé&arms against
or (otherwise than by disposal of their debt thiedtparty) to
reduce their exposure to the debtor but are edtttleexpect
that during the Standstill Period their positiotatee to other
creditors and each other will not be prejudiced.

ii. During the Standstill Period, the debtor should take any
action which might adversely affect the prospectetirn to
relevant creditors (either collectively or indivally) as
compared with the position at the Standstill Comoaement
Date.

Iv. The interests of relevant creditors are best senbsd
coordinating their response to a debtor in findndigiculty.

Such co-ordination will be facilitated by the selea of one
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or more representative co-ordination committees laydhe

appointment of professional advisers to advise agsilst such
committees and, where appropriate, the relevanditors

participating in the process as a whole.

V. During the Standstill Period, the debtor shouldvte, and
allow relevant creditors and/or their professiomalvisors
reasonable and timely access to, all relevant mmdbion
relating to its assets, liabilities, business amdspects, in
order to enable proper evaluation to be made dfinemncial
position and any proposals to be made to relevaglitors.

Vi. Proposals for resolving the financial difficultie$ the debtor
and, so far as practicable, arrangements betwelevant
creditors relating to any standstill should reflapplicable law
and the relative positions of relevant creditorghat Standstill
Commencement Date.

vil, Information obtained for the purposes of the preaEscerning
the assets, liabilities and business of the debimt any
proposals for resolving its difficulties should b@ade
available to all relevant creditors and should,easl already
publicly available, be treated as confidential.

Viil. If additional funding is provided during the Statildi$eriod or
under any rescue or restructuring proposals, thayraent of
such additional funding should, so far as practealbe
accorded priority status as compared to other itedigless or
claims of relevant creditors.
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V. CURRENT STATUS OF CDRIN INDIA

Details of cases referred to CDR (since incept@as)on 30th June,
2014 are as under:

* 624 cases with exposure of Rs 432843 cr. wereregféo CDR
Cell,

» 486 cases with exposure of Rs 348502 cr. were apgrby
CDR Cell,

e Only 75 cases (15.43% of approved cases) with expadf Rs
58205 cr. (16.70% of exposure approved) have beeressful.

One year back in June 2013, lenders had approvedrl gzldkages for
415 companies, with aggregate debt of Rs 2,50,279 ke iron and
steel sector accounted for the most — Rs 53,542\ grear earlier,

309 cases, with aggregate debt of Rs 1,68,472verg on the CDR
platform.

GROWING CDR PILE

Approved cases and aggregate debt
{in ¥ crore)

March 2009 184 cases
86,536
March 2010 215 cases
1,064,299 What the
March 2011 263 cases review ains to achieve:
1,10,91% * Sendoulthe message (OR
S S Easit suppl_:lm-sncta.raﬂab!emp-erpemw
1,50,515 I Feroinoncasesthatcan be moved
out of (DR mechanism or need
March 2013 401 cases more Support
®  Improve accoun tability of
June 2013 415 cases stake holders, including advisors
® Give push toowners and
" hEr bedurie JHE Smede; U Lell dela mﬁl{l I“-" [J’IIJ"-"E [Jel'fﬂrl'l‘lal'll:&

There has been concern on the growing number opaoras opting
for a debt recast. The extraordinary rise in casdsrred to and

reworked under CDR led to questions whether thedtnwas due to
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the general downturn or a gross misuse of theitfadilly banks and
companies.

RaghuramRajan, Governor of RBI also said “promotiersiot have a
divine right to stay in charge regardless of howlp#hey mismanage

an enterprise, nor do they have the right to usdoinking system to
recapitalise their failed ventures”.

Source: The Economic Times Dated: 1bSeptember, 2013
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V. GOVERNMENT INTERVENTION IN CORPORATE DEBT

RESTRUCTURING

Support from government of the country is a must doccess of

CDR. In many countries the governments have intexgeheavily in

the CDR process; however, the strategy of eachtoouras been

different. We give below the strategies and expeeeof some of

these countries.

The cross country experience shows that “Governrmeatvention

had the following forms: 1) direct lending, 2) rpttalisation / equity

injection, 3) government guarantee of liabilitiey, Legal reforms.

Direct lending took place in Russia, US & Dubaiukyg injection as

well as government guarantee was used in Dubai @kicine.

Although these measures provided confidence to nherkets,

stabilised expectations, but may have also creatm@l hazard. They

also came at the cost to the tax payer. Thesevertdons weakened

the governments’

guestionable financial value” Grigorian&Raei (2013)

Country wise details are given below:

balance sheets as they acceptedtsaof

Overview of corporate debt restructuring measuresn selected countries

Debt Government Cost of Cost of
restructuring intervention corporate banking
measures support sector
support

UAE Government loans tpRecapitalization of $10 - $20| 1 percent

(Dubai) | troubledGREs andbanks.Introduction of abillion. ofUAE's
conversion of special solvency Somein the GDP.
Government claimsregimeforDubai  World| form of | AED 50
to equity.Out-of-| Government through equityincrea| billion
court restructuring Financial Support Fund,se and ($13.6billion)
ofbilateral debt provided loansand fundssomenew | deposited in
through for repayment ofSukukfunds. bankssome
negotiationswith and  forinterest and converted to
banks' creditors operational costsSome| 12 — 24%| Tier-I capital.
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't

committee and with of the funds will be ofDubaiGD
trade creditors. converted to equity P.

The funds are obtained
Bonds/Sukuk will be through ~ government’s
paid in full. $20 billion bond

program.

Latvia Developed out-of; Recapitalization 0 4 — 8percent
court work-out domestic banks. of GDP
guidelines; No direct financial for2008-
developed andsubsidy to corporatg 2011.
implemented an sector.
information strategy
to raise  publig
awarenesabout new
insolvency
framework,and
provided training tQ
government and
private stakeholders
about  out-of-cour
restructuring

Russia Loans to large andRecapitalization of $14.3 billion| 3.1  percent
strategically banks. loans to| of GDP
important Regulatoryforbearance | large includes
companies to repayofNPLs. companies | recapitalizati
their foreign| Initial response was tpand onsand asse
currency debt. focus on helping selectedb1 billion to| swaps/purcha
Restructuring of large companies viaSME as of| ses.
severalpartially directed loans andApril 2010.
state- subsidies from Central
ownedcorporations.| Bank state banks and thed.1 percent

state-owned VEB. of GDP.
Focus later shifted tp
more
comprehensiveapproach
of helping strategi¢
companies(largest
employers in regions)
and sectors via state
guarantees, procurement,
tax cuts, and bank
recapitalisation.

Spain Widespread debtAssistance provided tp 2 percent of

restructurings
(Largestdevelopers
all
restructureddebts)
undertaken on casg
by-casebasis, a

banking sector in

market based(i.e.,

ling
with common framework

agreed to by euro-area
countries.
>No  direct financial
Isubsidy to corporate
sector.

1%

GDP
bank
recapitalizati
on andasse
purchases al
ofDecember
2009.

include

N —+
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no government
involvement.)

Ukraine | Plan to develop @aRecapitalization of 2.7 percent 3 percent
government- banks of GDP. of GDP in
facilitated voluntaryl Financial subsidy wasiIncludes the 2009
framework for| provided to state-owned| operational
restructuring gas company Naftogaz, DeficitofNaf | 2.4 percent
corporate and restructured debts iptogazinclude| of GDP in
household debts. | September 2009:d in budget. | 2010.

Some progressswapped $500 million | (Additional

involuntary, bank4{ unguaranteed debtcontingentli

led restructurings of maturing within a week | abilities

corporates. for fresh  sovereignt might
guaranteed bondsarisefrom
withhigher coupon andthe $1.6
five-year ofNaftogaz
maturity;alsonegotiatedw bondsguarar
ith bilateral creditors toteed by
convert loans to thegovernment)
Eurobond. :

UnitedSt | Loan and equity Recapitalization of $81 billion | 3.6 percent

ates investments in GMj| banks. Asset purchaséen loans | of GDP as
Chrysler, and anddebt guaranteeand equity | ofend 2009
GMAC schemes for financialinvestment | includes

sector. S as of | netcost of
Providing loans to GM| June 2010. | recapitalizatios

Chrysler, and GMAC chemes as
and eventually acquiring well as
stakes in these companies assetpurchase
and  overseeing thF and lending
restructuring process. by treasury.

Source: GrigorianDavid A, and RaeiFaezeh, 2013

In India, the government has not intervened diyeatl the CDR

process. Entire process has been left to the ¢ebtmak and

commercial banks.
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VI. RESEARCH DESIGN, METHODOLOGY & DATA
COLLECTION

A. Research Design

The study is descriptive where the observationdased on a sample
size of seventy threeCDR cases. Description is dmahtal to our

work since description based on various paramééads to causal
explanation of a particular situation. As per alifproposal submitted
by us, it was briefed that around fifty to hundoages will be studied
in detail. In this process we have studied 73 wetitred cases under
CDR mechanism that were approved by banks in Indexr last 10

years. This is a good sample size given the tinotted for the work.

Our study is based on gqualitative research methoz surveys and
experiments (quantitative research method) areeuity relevant in
the instant case. Our findings are based on casiestthat adopt an
interpretive approach to the available cases. Amegfeated criticism
of the case study approach is that conclusions rfa@m a small
number of case studies may not be reliable. Howeverovercome
this shortcoming by having a good sample size efdhses studied.
Case study method in the instant case was found susgble on
account of detailed contextual analysis that thethmd offers. Case
studies are retrospective as criteria are alreaskpbbshed for
selecting cases from historical records for indaosin the study.
Cases selected belong to all categories i.e. ssfttesinsuccessful
and those still under CDR. Study of live cases rmabk@r work an

empirical research.
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B. Data Collection and Tools:

Source of Data:

Data has been collected from following sources.

Analysing few CDR proposals.

Interaction with Lead bank and borrower to analtse
case.

Published documents, periodicals, journals all aer

world, newspapers, website of individual banks,idnd

Banks Association (IBA), RBI website and personal

contacts.

Annual published accounts of 73 companies

Data for the study has been collected from multgerces. It has

been ensured that all types of CDR cases are ab\srahe study.

These include:

Seventy three casessubmitted to the CDR cell

Four rejected cases

Forty one cases where restructuring failed

Two cases where restructuring was successful negufito
exit from the CDR and where recompense amount &éas b
paid partly / fully.

We have interacted with the promoters/ directorfva@companies to

assess their point of view in restructuring.

We have also interacted with fewofficials of CDRlaed ascertained

their views in restructuring.
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We held personal discussion with a number of banlesross the
industry to know their viewsand ascertain theirspective on the

Issues in restructuring.

A substantial portion of the exposure of the batksnfrastructure
sector has turned non-performing because of detayhtaining
regulatory clearances. Such cases have been studdtail to find
out whether delay in regulatory clearances is reakson for such
requests.

Dr. Chakrabarty (2012) has mentioned in one ofspeeches that due
to the extraordinary rise in the number and voluhadvances being
restructured under the scheme in recent timesast tcome under
media scanner, and engaged the attention of trendial market
players, the borrowers, the regulators and the cpolmakers.
However, it appears that the provisions of the QbB&hanism have
not been used very ethically and judiciously, givinse to the
unprecedented increase in cases under CDR. Ethipsofiessionals
like chartered accountants, company secretariegegors, chartered
engineers financial analysts, cost accountantsydesvhas also come
under scanner of Dr. Chakrabarty. We havestudwedcteses from this
angle also. A number of times lack of financialcgh$ine is a reason
for mortality. This aspect has been studied initesp. in view of

need of a mechanism to monitor the cash flows.
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VII. OBSERVATIONSAND CONCLUSIONS
On the basis of detailed study of more than 70 scamed our

interaction with various promoters, bankers andtiafis of CDR cell,

we have drawn the following inferences and conolusi

A. Slowdown in Economy

A common reason for reference to CDR mentioned bythee
borrowers is global as well as Indian slowdown.&lown in the
economy certainly affects the capacity of the beexs to repay as it
generally slows down the cash flows and adverseffecis
profitability, leverage and interest coverage ratibhis phenomenon
has been observed in the Indian context also. nEiabstability report
released by RBI in June 2014 indicates that theéktage of Indian
corporates increased across sectors / industriesgd@010-11 and
2012-13'. ‘The interest coverage ratio which retethe ability of
corporates to service borrowings with the presewmell of profits fell
across sectors’. It is well established fact thdtemv economy is
booming NPAs are at lower level. This belief is dth®n past trend.
In 2009 when GDP was 7% Gross NPA was 2.5%. Bet&6ea and
2003 the economic growth improved from 3.9 to 8% &@mnoss Non-
Performing Assets of Public Sector Banks which vadigh as 11%
in 2002 came down to 7.4% (2004) and 3.5% (2006énadd with the
revival of economy the non-performing assets a3 a®ICDR cases
will decline sharply. Cross country experience amgbcates the same
trend. Chellappah, (2001) have advised that Malaysiasedis was
probably caused more by the contagion effects pftalaflightand
deflationary pressures. In many cases, the causesmainly external

in nature. Demand contraction, falling asset pribégh interest rates,
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credit squeeze and duration mismatch were key tdastors of

corporate distress.

The data cited below proves aninverse correlatietwden GDP
growth rate and NPA/ CDR.

(Rsin Cr.)

Average

inflation Groy

As on 31° ASCB CDR NPA during Ra

March Advancesoutstanding | Outstanding | CDR % | Amount | NPA% year (GLC
2008-2009 3038254 95815 3.15 68328 2.2 9.1
2009-2010 3544965 115990 3.27 84698 2.4 12.3
2010-2011 4012079 138604 3.45 97900 2.4 10.5
2011-2012 4665544 206493 4.43 | 137096 2.9 8.4
2012-2013 5988279 297990 4,98 | 193194 3.2 10.2

Sources: RBI, CDR Cell & Planning Commission, GOI

B. Adverse Business Environment

Apart from slowdown in the economy adverse busiressronment
has also led many companies to CDR. There has &eenordinate
delay in execution of Contracts beyond the cortwfdhe Companies
due to delays by Government in land acquisitionlling acceptance,
non-fulfilment of terms by JV partners etc.We ha&eoene across six

cases under this category.

However, economic down turn and adverse businegsoement are
not the only issues when it comes to CDR. It i€ tihat leverage has
gone up and interest coverage ratios have gone ,dbwses adverse
movements are not the function of adverse econcomditions only.
Evidence suggests a number of adverse featureshenpart of
corporates also that have taken them to such isituafdverse

economic conditions have only added fuel to the &nd brought to
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surface what was inevitable. We discuss some etlogitical issues

in the following paragraphs.

C. Investments Made in Associates and Subsidiaries

It has been observed in case of twelve companighest by us that
borrowers have created a chain of associate andidsaites.
Associates and subsidiaries are floated to undertakiew line of
business or acquiring a new business. These maybaldloated for
the purpose of acquiring new entities. The intantis to take
advantage of new business opportunities and simediasly insulate
the company from the risk that the associate osididry carries.
Such investments/ acquisitions are many times wagdafor the
growth and profitability of the company. Henceguasitions must be
profitable at least in the long run. No company e#ford a situation
when the investments made in the acquisitions dceamn adequate
returns over a period of time. Lack of return owmlsinvestments is
one of the major reasons for the decline in thditafmlity of the main

company that leads it to seek shelter under CDR.

The situation has reached alarming levels. Itdiss been observed
that in many cases adjusted net worth has turngdtine implying

that the investments in associates and subsidiariesnuch higher
than the net worth. This also implies that entireney belonging to
the shareholders has been taken out and convertedestments. The
main business of the company is being run withowt stake of the

shareholders.
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Data from some of the cases we studied is furniblesalyv:

(Rs. incr.)

Sr.No | Year | TNW | Investments | Return on
in Associates | Investments
& (Rs.)

Subsidiaries
1(2013 10 10 0
212012 | 5856 11171 0
312009 60 96 0
412010 443 407 0
512012 216 11 0
62013 7 15 0

It is observed in almost all the cases that thermas nil or too meagre
vis a vis the investments. It is obvious that tlenpany will incur
huge loss under such situation while the interastagcount of
borrowings is booked in the books of the parent;imoome is
received on account of the investments. This wésrdmat all the
associate and subsidiaries should also be broungler lCDR umbrella
and lenders must explore the possibility of comttion of all
associates and subsidiaries to assess the ristieadly. Else the CDR

must be considered for the group as a whole.

We now discuss key findings from few individuakea. A company
made few very prestigious acquisition (in stagesnfr2007-08 to
2010-11) that made it leading player in the respedteld worldwide.

However, return on total investment by the comp@hgate remains
meagre. This has led the company ultimately to CidfRat is more
intriguing is the fact that though many reasons assigned for the
state of affairs, the cost of acquisitions is n@ntioned as a major
reason for losses being suffered. In this caseobubtal assets of
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20750 cr. about 13350 cr.(65% of the total assstdpans to and
investment in associates and subsidiaries. A swoapghthe balance

sheet is given below.

Current Liabilities 7970 CurrentAssets 8110
Non-Current Liabilities 7150 Non-Current Assets 11660
Net Worth 5630 Fixed Assets 980
Total 20750 Total 20750

Non-Current Assets includes 11200 Cr.as investmeaenasd loans to
subsidiaries. Current assets also include loarssibsidiaries at 2150
Cr.

Sales are 6870 Cr. interest cost is 784 Cr. inteénesme is 324 Cr.
dividend income is nil, provision on diminutionimvestments debited
to P& L is 350 Cr. and Rs. 500 Cr. has been dyeatitten off from
investments. Rs. 930 Cr. is the redemption prentioab is directly

adjusted to securities premium account.

These aspects must be given due importance iniapprd may be
noted here that company has high debt servicingdruon domestic
balance sheet as all acquisition loans have beailedvby the

company, whereas the acquired company’s Balancet $heirtually

debt free. Issue is if the return from such invesita is not
forthcoming can any amount of restructuring help dompany and
whether such cases must be allowed restructuridgcancessions? It
Is quite logical that while giving loan to compaAy(acquirer) the
financials and profitability of B (acquired) be agsed in detail. It is
also mentioned that the acquiring company cannitisaitthe huge
cash available with the acquired company due tg f@amcing by the

acquired company’s bankers. Issue is how longfenging will go on
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and can the company survive without adequate retdonm the
investments made in associates and subsidiaries.dlso observed

that in 2014 losses have mounted too high.

The package under CDR must address the issue ofdtuwns from
investments in associates and subsidiaries. Odmfys indicate that
this issue is not being given the importance it edess.Our
recommendations in this regard are given in thesegient pages

under suggestions.

D. Step Down Subsidiaries

Huge investments in step down subsidiaries is als@jor reasons for
loss to the company and reference to CDR. It has lmbserved in
two cases that huge investments have been made¢en down
subsidiaries by a multi-tier structure (up to fiee more tiers). The
guantum of ultimate investment is not available tie financial
statements as the financial statements give detd#ilonly the
investments in the associates and subsidiariesh@fptarent. The
attached financial statements are also of directo@ates and
subsidiaries. There is no way to get the infororabn the ultimate
destination of the money that has been investethenstep down

associates and subsidiaries

We give details of one of the cases studied. ‘A& garent company
(debtor) invests about Rs. 350 cr. in its whollyned subsidiary ‘B’.
B invests in its wholly owned subsidiary ‘C’. Thenaunt is not
disclosed in the financial statements of A. ‘Casts in its wholly
owned subsidiary ‘D’.The chain is extended furtteeE & F. F is the

ultimate beneficiary. This is evident from the fabiat trouble in
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company F results in company B writing off its istrments by about
Rs. 300 cr.. The repercussion is felt by the ultengarent. A also

writes offits investments in ‘B’ by the equal améand declares loss.

A graphical representation of the whole proceggvien below.
Company A

Company B

Company C
The chain extends till F

It may be noted that in the previous year balameeisthere was no
mention of such trouble. The disclosure timings ais® important.
The parent company A’s Financial results are dedlan the month of
May. The company F files for bankruptcy in the nfioaf October in

the same year. However, there is no mention oftemyble that the
international operations are facing in the annuaoants of main
company published in the month of May same yeais dlifficult to

comprehend that the trouble that is going to chysgainto bankruptcy

IS not known to the parent just five months ahead.

The issue is whether such cases where the companigres loss on
account of writing off of the investments be coesetl under CDR or
any other restructuring. Our study conclusively e such cases

need not be taken under CDR or any other restiagtur
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Let us discuss why?The balance sheet of the conipafioye and after

writing off the investment looks as under:

Before | After Before After

(Next Year) (Next Year)

Current 2765 3275| Current 2901 3372
Liabilities Assets

Non-Current 843 685| Non-Current| 1149 775
Liabilities Assets

Net Worth 1557 1171| Fixed Assets 111 984

Total 5165 5131| Total 5165 5131

The company has shown loss of Rs. 411 cr. out adwWRs. 324 cr. is

on account of writing off the investments in stepvd subsidiary.

Loss of such magnitude has dented the net wortheotompany by

almost 25%. Apparently it appears to be a fit daseestructuring.

However, if the return from such investments wagso z&ince last

many years or near zero, this money has alreadyta&en out. It was

already as good as dead investment as it was nwrg@geng any

income since last many years. Hence writing of§ #damount now is

only a book entry. It has in no way affected theraging efficiency of

the company or its profit generating capabilitynfr@ore operations.

This is also to be examined that to what extenirtheme generation

from this investment was envisaged to pay off thbilities of the

parent or running the operations of the parent.vfas zero and entire

liabilities were to be paid from the operationspairent sans return

from this investment, the writing off of this inuesent cannot be the

reason for seeking reliefs under CDR.
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We strongly suggest that these issues must fotmeairinputs for the
decision making process while deciding about casioas etc. under
CDR. Apart from CDRthese issues must also formcatiinputs for

the decision making process while appraising aleedoan proposal.

E. Related Party Issues, Creation of Complex Structure

Investments in associates and subsidiaries andisatmus create
complex organizational structures. Although it isamagement
decision to create associates and subsidiariesy tmaes there is no
apparent justification for the same. Further ialisiost impossible to
trace the funds utilization and transactions amahg group
companies. There is no certainty that the transastiamong the
entities within the group are being conducted aa@m's length price.
Chances of diversion and siphoning off the moneay akso not be

ruled out.

This situation makes it virtually impossible fornka and Financial
Institutions to check on ultimate usage of fundd ampose financial
discipline. Sheer number of associates and subgdgianakes it
impossible for bankers to have information on thfi® of the
company. No reasons are ascertainable for the néexlich huge
number. One such group that we studied is havingpuer of about
Rs. 20,000 Cr. The group operates with about 8@idiaries. There
are a number of transactions with in the group. Ti¥R has been
taken up for the group with about 10% of the subsiels. However it
Is not clear why all other subsidiaries have bednhdut of the CDR.
Further there is no clarity on the likely impacttog left out group

companies’ on the financials of the company.
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F. Unrealistic Projections / Huge Difference between mBjection

and Actual Results:

The basis of the scheme of revival is techno econembility. Once
techno economic viability is established the quasftaconcessions,
length of repayment, recompense, additional quardtitoans to be
given are determined based on the projections.clitieal projections
are rightly sales and profit. Out of the 73comparstudied it was
found that in 42 cases these are not achieveddiffeeence between
actual results and projections varies up to 96%s Taendency is
observed across the cross section of the debersmall medium or
large. The difference is observed in the initialages after
restructuring and within a year or two. Non achraeat of projected

turnover/ profitability leads to failure of CDR.

Under these circumstances the chances of overcenas well as
finance to undeserving borrowers cannot be ruléd ou

Details of few cases are shown below:

Projected vs Actual Sales
Sr. No | Projected Actual Variance
Year1l | Year2 | Year 1l | Year 2 | Year 1 Year 2

232 254 181 182 -21.98% | -28.35%
145 221 177 126 21.84% | -43.16%

1 268 253 129 185 -51.87% | -26.88%
2 72 59 -18.06%

3 1042 1369 42 106 -95.95% | -92.29%
4 173 248 88 261 -48.97% 4.88%
5

6

G. Large Unutilised Capacity

Large unutilised capacity of a unit is one of tleasonsfor loss.

However, unutilised capacity is both on accountrefessionary
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conditions that the economy was facing as well aglanned and
overambitious expansion. Overambitious expansioaclseved both
through Greenfield projects and merger and acquisitin one

company capacity utilisation is less than 10%.0Outhe 73 cases
studied we observe underutilisation below 50 % asec of 19

companies. This leads to conclusion that the largpacities are
created without meticulous planning that ultimatelyds the company
to CDR.

H. Imprudent Accounting&Ethics of Professionals

Companies are resorting to imprudent accountingdéday the

declaration of loss. Imprudent accounting was oleskein nine cases.
The tricks played by companies include advancing rievenue or
postponing the expanses. First year the expandkeseanpostponed to
continue a good relationship with lenders and o#itakeholders and
next year the previous year as well as current wamenses are
booked and suddenly the company faces huge losagtlie bankers
under pressure to restructure. Similarly many egpef liability items

that must ideally be recognised are not recogni$kdse are instead

disclosed as contingent Liability.

In case of a company Rs. 580 cr. was the redemptiemium as on
31* March in one year, however, it was shown as cgetin liability

otherwise Net Worth would have been lower by theoamh The
amount of redemption premium for both the years adgisted to
securities premium account next year resultinghiarg deterioration
in the Net Worth. The reasons for such inconsisé&aounting are

not furnished.
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One Company has shown profit in March 2013 Rs X8Blowever, it
has written off inventory Rs 258 cr. in June 20Rating of the
company was deferred because of non-submissiomiodigse of
financial statements in time.We recommend that stages must not
be allowed any concessions. Ideally such cases baukept outside

the purview of CDR mechanism.

I. Financial Mismanagement / Change in Business Straig /

Over Ambition / Lack of Critical Tie Ups / Change in the

Original Project / Lack of Meticulous Planning

Commenting on financial mismanagement Chellappa0X®? has
advised that “In the course of corporate restrumtyr there is
evidence of over-capacity and oMeveraging especially in
diversified conglomerates, and even poor managememntew cases.
A case in point is the over-dependence of Malays@ampanies on
short-term funds, which averaged 60 per cent ofdvangs”. This
trend is clearly visible in India also. This fe&uvas observed in46

cases studied by us.

One of the most visible reasons that have led catps to CDR is
poor planning. This is reflected through variougtes viz. mid-stream
change in business strategy / Over Ambition / Lafckritical tie ups /

Changes in the original project etc.

In most of the cases studied by us financial missgament of

following types has been observed:

Companies started aggressive expansion includingnbyger and

acquisition without meticulous planning and becaoté¢hat cost of
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interest burden increased many times. Finally rmash cases end up
in CDR.

We now discuss cases involving changes in actsvitwthout
meticulous planning that has taken the corporate<CDR. One
Company was traditionally in the field of railwawnfiastructure
development. Later on it entered composite Road sttaction
Contracts in a major way. However, it had not pregawvell for the
changeover. In a Railway Construction Contract, rtiegerialused to
be provided by the Client,while in a composite Rd&aahstruction
Contract, material was to be procured by the CotdraAs a result of
this change in the business mix, the Company’'srobdek swelled
substantially from Rs. 1525 crito Rs. 3221 cr. wwotyears

necessitating higher working capital for executdithe projects.

However, the promoters were unable to induct owrd$ui.e. higher
contribution in the form of equity as they did matve adequate funds.
This resulted in heavy recourse to borrowed fundhvin turn led to
higher interest costs, lower profitability and mbong debt repayment
obligations. Although the operations were profigglthe margin from
the promoters could not be built up as the cash flom operations
was negative due to the huge investments in Cuassdts required to

execute the Road Construction contracts.

To take another example a leading company manufagtuitrified
tiles diversified into sanitary ware and artificiaharble tiles
(Calcareous). However, the production in both tihasens could
stabilize only 18 months after the scheduled d&eing a new

product, absorbingtechnology and manufacturing edyet with
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desired quality required significant R&D effortqistead of learning
from the past, the company compounded its mistdBespite

problems in first line of calcareous division th@moters undertook
another expansion plan at a Project Cost Rs.128pgroximately to
set up second line of calcareous tiles by availergn loan of Rs.85
cr.The company also purchased a second hand WallPTant at a
cost of Rs.8.00 cr. which also was commissionedr afonsiderable

delay.

All these expansions were carried out without ngidong term funds in
the form of promoter's contribution. Promoter’s tdoution was
‘managed’ by rotating short term unsecured loars.operations were
not generating cash the repayments of term loan® Vieanced by
diverting working capital funds. This created sevéquidity problem
and it became difficult to run the operations. Bueily the company
was not in a position to service the interest asthiments falling due.
Unplanned expansion and dependence of revenue somgke tie up is
the reason for problems of another company stualyaas. The company
owns hotels and resorts and operates in hospitdityor. The company
suffered loss on account of massive capex and sipamto various
parts of the country. There was only one resortreshe made good
profits otherwise in all other resorts it was irmaugy loss.

Companies have gone for expansion even when thaidity position
was too tight. One such Company had total salesobR7 cr. in 2012.
However, 80% of the debtors were overdue. Despitsh sadverse
liquidity conditions, the promoters went ahead vatbapex of Rs. 72

cr. for a solar power plant. The company finallydad in CDR.
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Changes in the original project have been obsenvexveral cases.
Such changes result in additional capex. Howewach sadditional

capex did not add to the revenues of the unit.

In case of two companies the unavailability oficak raw material
resulted in delay in commencement of productioriduy years. Such
delay deprived the Companies from extracting goosiress during
the then prevailing boom in Steel sector in théestd Odisha. Both

companies ultimately went to CDR.

J. Inability of the Promoters to Bring in Their Contri bution / to

Monetize Assets

Such inability is commonly observed and is also aomreason for
eventual failure of the CDR package. We have coaness fourteen
cases where the debtor could not arrange fundsilatga in the

package and CDR package failed. We will discusssigch cases.

We have come across a case where the funding éoprbmoter’s
contribution was done partly by long term and pafitbm the short
term funds resulting in depletion of the net wodkitapital. This is a
case where the CDR package failed due to the peyiaahability to
bring in their projected / required contributiom. &nother case, the
package ultimately failed for the reason that themmwters did not
have any concrete plans for raising their contrdsut Source of
contribution by the promoters should have beenda&did before
implementation of the package (instead of enquiriadter
implementation of the package). This will prevdrg promoters from
submitting unrealistic projections and enable doedi to initiate

action in time.
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We have also observed cases where monetisatisseftsawas part of
the CDR package. Implementation of the packagedfgroblem as
some of the assets to be sold were charged tal hyethe institutions
who did not participate in the package. Such dspsicould have

been looked into while finalizing the CDR package.

K. Large Pool of Lenders /Lack of Coordination Among he

Lenders
It has been observed that there is lack of cootidinaamong the
lenders and also lack of due diligence. In one thseCDR package
was approved and implemented. The package envisagkd of
certain assets as source of funds. However, subs#gut transpired
that the assets proposed for monetization wereadreharged in
favour of a few pension funds who had not parti@dan the CDR
exercise. These funds served a winding up notites #fe CDR was

approved thus rendering the entire exercise fastle

It is observed that when there is a large podt¢iadiers (20 to 30
lenders) in Consortium and multiple banking arraneets, it is very
challenging for banks to ensure financial discipliny the borrower.
Borrower takes the benefit of cut throat compatitiamong the
lenders. Thisin turn leads to lack of adequatermation / control

over cash flows of the borrower.

L. Repeated Restructuring

There are fifteen cases of repeated restructufiogillustrate it was

observed in one case that repeated restructurisgcasmied out and
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every time the unit’'s operations were found viableéhe TEV study.
The strength of the company was huge land bankitl@tned. On
every restructuring it made payment of overduegabions by sale of
some of the land assets. However, cash from sadss#ts is not an
endless source. Better option would have beendesasthe viability

and take an appropriate action.

M. Deliberate Defiance

There are sevencases of deliberate defiance of téhms and
conditions of the CDR package. We have come a@asse where a
company was required to set up Effluent TreatmdahtP(ETP)in
order to meet the guidelines of State Pollution t@#¥nBoard for
continuing the business at higher capacity. Althowy loan for
erecting the ETP was sanctioned, it was not eredteel unit is still in
CDR and operating at much lower capacity due tembs of ETP.
Hence the chances of CDR success are remote. &isels must be
handled firmly.

N. Failure to Assess Risk

There is one case where inability of the debtor enedlitors to assess
the risk in the business model has led the debddnsige loss and then
to CDR. In one case the company was dealing in exdo Iran.

Sudden depreciation of Iranian currency (almost5By % against

dollar) resulted in the company’s customers suiffgrhuge losses.
They could not therefore meet their obligationsthe company.

Eventually the company landed up in CDR.

O. Right of Recompense
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CDR is a tool to help the borrowers who are fadgigjress. In this
process banks have to make sacrifice at leastishbrt run if not in
the long run. Right of recompense is a tool awéelado banks to
recover the sacrifice extended when the borrowezde@ help.
However, position on this front is not satisfactadut of the 73 cases
studied by our team we could find only two caseemhthe banks
could recover the sacrifice. This issue is venytiaal since the
concessions extended are from public money. Theessons are
extended in various forms i.e. reduced interestsratonversion of
debt into equity. It has been observed frequehty & computation or
record of the recompense amount due / recompenseramecovered

IS not available.
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VIII. _SUGGESTIONS/RECOMMENDATIONS

A. Recompense Amount

CDR or any restructuring is not meant to ensure ltreg term
viability or solvency of a debtor. It is essenyall tool to provide
breathing space when a company is in distress femaorary period.

The ‘Right to Recompense’ is the mechanism to entus.

It has been observed that the record of the compani payment of
recompense amount is very poor. Out of 73 casealestwonly two

paid the recompense amount. Since a typical CDRaggcruns for
seven to ten years, recompense amount must bdataltevery year
separately by all the member banks and be debitddceedited to
separate contra accounts. Recoveries may be revddseecovered
balance if any may be written off if considered fitenoverable. It
will be a notional account without impacting thddmee sheet of the
bank concerned till actual recovery takes placee dmount must be
disclosed in the balance sheet of the bank. Silpitae company too
must disclose the amount of recompense accruedtsinannual

accounts. In the company’s annual accounts, theuammay be

shown as contingent liability every year. Needlessadd, auditors
must certify the amount. Such disclosure must fpamt of the Debtor

— Creditor agreement.
This disclosure will give a fair idea to the invast lenders and other

stake holders about the true state and potentibdadions of the

company.
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Disclosures of recompense liability will go a bigawvin ensuring
transparency and serving the interest of all thkesholdersThis will

also improve the transparency of the entire CDR¢gss.

B. Sale of Unproductive Assets / Associates &Subsidias

Guiding Principle in restructuring under CDR must b save
productive assets and not the companies or promdRastructuring
must be aimed at continuing production as recail aféect the same
adversely. It really does not matter to societynation as to who
manages the assets as long as the managementobthuetive assets
iIs up to mark. The focus must be on preservingethierprise value
and retain the social fabric of the organisatidrnée valueof the firm
need not be destroyed if ways can be found to kntbe hidden
values of the asts” (Chellappah, 2001Hence selling unproductive
assets must be first priority and must be enfoesethe first condition
of any CDR package. Implementation of the othemserand
conditions, granting concessions and extensiomgffarther facility
must be subservient to this clause. Sometimes duecbnomic
conditions a sale may not be possible immediatelgder these
circumstances the assets must be taken over bgriead trustees. We
recommend amendments in the existing statutegyifimed to ensure
this. Till such time legislation is amended, anegpendent trust / body
of professionals may take over such assets undbetoDe Creditor
Agreement. It must be stipulated that until theetssre handed over
no additional facility / concession would be extead

Unlocking value by sale need not be restricted tmlgale of physical
assets. It must include sale of associates anddsass particularly

when huge funds have been invested in such asseciahd
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subsidiaries and the return on such investmeritsoisow visa vis the
funds invested. We suggest that if huge funds doekbd in
associates / subsidiaries, shares of these investapanies must be
pledged / transferred to lenders invariably. Sirtylan cases of
diversion of funds outside the company, sale of dksetscreated /
acquired from diversion must be first condition fmplementation of

package.

In case of real estate companies, hotels and sewtpackage must
start with proposal to sell some of the assetsdhamnot yielding the
desired returns and straight reduction of debth®y amount. Banks
must take charge of sale through e auction. A compaving hotels
at say at 5 places cannot be equated to an inglustrit having a big
factory where everything is integrated and sellsgme assets is
difficult. Here if some loss making properties a@d, it will not
make any difference to the operations. It will olglve liquidity
problems. Considerations like company not gettiedue must be
adequately weighed. Best way is that the banksuteebe sale by e
auction or hold it as trustee in case it is expbtbefetch better price

in future as mentioned elsewhere.

C. Appraisal for the Group and The Company:

The issues that have come up due to investmente maassociates
and subsidiaries, step down subsidiaries and tefzdety transactions
have already been explained. We suggest that & tbasinvestments
in associates and subsidiaries are more than 25%eohet worth,
while appraising the Term Loan / Working capitajugements of the
parent, the detailed analysis of financials of asdes and subsidiaries

must be undertaken. The analysis must commentesndapability to
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earn sufficient income to give dividend to the p&ren such
investments. Any investment that cannot generatenne greater than
the average cost of borrowings for the parenteastlin the long run,

is not worth.

We also suggest that in case the investments inciasss and
subsidiaries are more than 75% of the net worthagipraisal must be
carried out on the lines of an investment compang aot a

manufacturing company. This is very logical sintaes expected
under such dispensation that major profit must cofnrem

investments. Same provision may be applied if niba@ 50% of the
long term funds (equity & Long term loans) are iskeel in associates

and subsidiaries.

D. Loss Incurred on Account of Writing Off of Investment Need

not Necessarily be a Reason for CDR:

Rationale has been explained under ‘Step down &ialbigs’.

E. Related Party Issues
Sale / purchase transactions within the group eonas and transfer

of funds from one entity to another entity on reguasis are regular
features. Such transactions must ideally be coeduat arm’s length
pricing. Wherever such transactions are more th@fo Iof the
turnover of either of the entities, a special auoyt a chartered
accountant must be insisted to ensure that thesacsions are in
ordinary course of business and have been condattadn’s length

pricing.

67



We also recommend that banks do not take exposurery complex
structures which they find difficult to understarithere is no reason
for them to just believe what company says. Besy wato have
simple structures and ring fence the cash flowss fias been done by
the bankers of a leading German company which wasiged by an
Indian company. The bankers of the German compahyat allow
the acquirer company (Indian) to use the cash aail with the

subsidiary. We can also start thinking in the sadmection.

F. Imprudent Accounting& Ethics of Professionals

As cited under observations imprudent accountingp deaves a
question mark on the working of accounting prof@sais. Banks may
circulate a list of such companies among themsekégating the
professionals involved, so that the other work ddme these

professionals is used with appropriate caution.

G. Management Change

Volumes have been written on corporate governahitéhe literature
on corporate governance lays down the principlé aheompany and
management are two different entities. It is timeake cognisance of
the same. It really does not matter to society ation as to who
manages the productive assets as long as the nmeag®f the
productive assets is up to mark. Hence change ahgament where

ever desired must be explored.

It is extremely difficult today to implement managent change;
however, unless we start thinking in that directrae cannot proceed.
It is time for banks to think of using specialisednagement agencies

that can take over the companies that have proguassets and keep
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the assets in running condition. Takeover of SATYAMnagement
by Mahindra is a good example of preserving thelpctive assets of
the society. If we can develop a few managememntage we will be

able to ensure that the productive assets remasaf® hands. Such
‘Managing Agency System’ was prevalent in Britishdie. Desali

(1948) has mentioned that ‘By this system a red¢dyismall number
of managing-agency firms promote, control and t@oasiderable
extent finance the various industrial companies amderprises,
govern their operations and output, and marketr thgducts, the
board of directors of the companies fulfilling ordysubordinate or
even nominal role’. We may tweak this structure aagle structures
more suitable to today’'s requirements. Asset Redooctson

Companies may also explore taking up additionad &8 managing-

agency.

This will require mobilisation of human resourcesn the concerned
industry. Adequate compensation to such personngjivang them
outright management contract on profit sharing $amie various

options available that may be examined in detail.

We understand from newspaper reports that governmsn
considering giving more powers to banks to rectuistithe boards of
such companies. (Business Standard 12/08/2014)rradva of SBI
has also echoed similar voices when she said “Wenyito bring in
management agency which will look at day to dayhmig of Bhushan
Steel. This is very good quality asset, it is rugnproperly and we
don’t want it getting into any kind of trouble” (fies of India
12/08/2014). Earlier such steps are taken betigr it
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H. Promoters’ Contribution &Monetization ofAssets

We also suggest that once the debtors agree tookalssets, those
assets must be handed over to the creditors fer his will function
as a deterrent to the non-serious debtors who cbtorsiale assets to
get the package approved however, never get artondctively

selling the asset.

Restructuring must be implemented only after Premsdtcontribution
comes as cash or the assets are taken over byeaoyagominated by
banks. Public issue as a source of funds will Is¢éadt possibility in
case of companies under CDR and hence should natdepted. If
the promoters’ contribution is being received frassociates and
subsidiaries, a detailed audit of the financialssath associates /
subsidiaries must be undertaken to ensure thag¢ ttaspanies will be

able to spare the cash without jeopardising th&ir bealth.

While minimum promoters’ contribution may be fixatl 25% of the
lenders’ sacrifice, actual contribution from proerst must be based
on the assets available for sale. If such assetshigher, a higher
contribution must be stipulated. Identificationtbé assets that are not

in use must be part of CDR application.

I. Policy Changes at Government Level

In view of the issues involved in direct governmsuapport for CDR
we are not in favour of direct lending by the Gaweent of India or
its agencies for success of CDR package as webfa®ds are much
better placed to assess the viability of a corgoaaid take decision as
to whether a particular case must be approved ugd&t. However,

government intervention is certainly required ie form of enabling
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legislation. It is observed that there is no safgataw for CDR and
the inter creditor or debtor creditor agreemengésexrecuted under the
age old law of contract. In the absence of an emgidgislation there
IS no specific legal pressure that can be broughthe debtors &
creditors to fulfil their commitments. It is obsed/that in many cases
CDR failed as promoters failed to either bring baek diverted funds
or failed to dispose of the assets. These develofatearly indicate
the non-serious attitude on the part of debtorsn@iaments are made
to break the same and seek approvals under CDRe [lm@s have no
sanctity. On few occasions lack of seriousnesshbieasn observed on

the part of creditors also.

We may take a cue from Spain. The new regulaticroduaced by
Spanish Government basically includes legal reforms the
Insolvency Act. Just to name a few: it enlargesdhss of cases that
can be resolved effectively without relying on tdwoeirts; it facilitates
individual refinancing agreements; it changes tbheddions under
which a pre-liquidation agreement is protectedesir money" is to
have super senior consideration in the event otidagion;
refinancing agreements can include debt-to-equitgips; and the
role of experts' reports in the insolvency procssdiminished. In
addition, the Royal Decree Law allows the Bank pi& to improve
the treatment of bank loans loss provisions -egdbnthe banks that
participate in recapitalization agreements willdide to free capital

provisions whenever they grant new loans to tradibtEmpanies.

Following these legislative amendments MetrovaceSpain’s
largest real estate company was forced to hand cwatrol to its

creditor banks following a Euro 738 million loss #008. The
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company was forced to swap 55% of its stake faaa lof Euro 2.1
billion (Grigorian and Raei, 2013).

Currently taking over the management of a compargniimpossible
task for the Indian bankers. A bank neither hasedige to run a
company nor is the prevailing legal framework fiégaies this. Early
detection and timely corrective measures are sia mpne for the
success of CDR. Hence banks must be enabled tly @aplement
management change where ever the existing managesrenind to
be incompetent or a will full defaulter. This wdlo a long way in

making CDR an effective preventive tool.

J. Closure of All Accounts Outside Consortium / MBA

Closure of all accounts outside consortium / MBAlksmust be the
pre-condition for implementing the CDR. Banksconegr must be
asked to close the account immediately. Restruushould not be
implemented unless all accounts outside consortiudiBA banks
have been closed. Lender banks have full chargeash receivables.
Any action that takes away the cash that belongfenders is a
deliberate diversion. The promoters must be dedlanal full
defaulters immediately and their bankers who openallbw
continuation of accounts outside the consortiumtnesbooked for

collusion.

K. Perform or Perish

Following condition must invariably be part of Debt— Creditor
agreement:
If the projected parameters are not being achiefeedwhatever

reasons the promoters should undertake to tranbier equity

72



progressively to the lenders. A schedule may bevaidased on the
principle that wider the negative variation betweg®ojections and

actual results higher the equity transfers.

The agreement must also contain penalties on lsnadko back out

after initially agreeing to the CDR terms.

L. Restriction on Number of Bankers in Multiple Banking

Presence of huge number of lenders in a multiplekibg
arrangement is prone to misuse by promoters. Th@éauneeds to be
restricted. There should not be more than 5 te@nicer of a company
under multiple banking arrangement. RBI may stifgutae maximum
number of banks, NBFC & FlIs under multiple bankargangement
(MBA). If the number exceeds formation of consartimust be made
mandatory. It was observed that if a borrower i®yng credit from
more than 10 banks/ Fls it is virtually impossifie any institution to
impose financial discipline on the borrower. linsortium banks are
refusing to extend further finance, debtors apgnoather banks/ Fls
outside the consortium and avail credit on the $adi exclusive
charge on the assets being financed. They areablsao arrange the
margin money for acquiring new assets. Margin manesuch cases
is usually diverted from the existing finance exted by the
consortium banks. Hence it is essential to put @ @ maximum
numbers of banks and Fls under MBA. It should rotriore than 5 to

7. Beyond this consortium formation must be madadatory.
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M. Declare the Name of Bankers in Annual Accounts:

It should be made mandatory (under Companies AtBRtmention
the name of all bankers of a company in its anmeabunts. Such
mention must be under two categories i.e. bank® fwhom credit
facilities have been availed with specific detaifgl banks from which
credit facilities have not been availed but a bagkielationship is
maintained by virtue of having current account etc.

Further, opening of account without the permissiérconsortium /
MBA members must be declared an offence punishabter law.
This will go a long way in enabling monitoring diet cash flow of the

borrowing companies.

N. Ban on Promoters/ Guarantors on Floating New

Ventures/ Taking Directorship in Other Companies:

During the currency of CDR promoters and direct&hsuld not be
permitted to float new ventures or take directgyshn other
companies. This must be a condition under debextitr agreement.
Even now promoters of one company under CDR arengulPL/

kabaddi teams.

O. Examination of Salary Package of Directors/ Promotesand

Declaration of Dividend During Last 3 years:

In case of companies referred to CDR, remuneratieggived by
directors during three years preceding CDR mustdmemented and

be a decision making parameter.

Similarly, dividends declared during last three rgeay a company
referred to CDR must be examined. If dividends hiagen paid, the
sources of payment must be ascertained. This wik gsome

indications on the genuineness of the intentiorth®@fpromoter.
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P. Change in the Format of TEV Study:

It has been observed in all 73 cases that TEV tejgonot very
meaningful. For justification of CDR, TEV study shd be very
elaborate. Besides Technical Feasibility & EconoiMiebility, it

should cover the following aspects:

() What are the efficiency parameters of similar uniisthe
similar area with the similar size? What are sttesgf other
unit that they are surviving and unit under CDRfaging
problem? Report must specifically comment on tleolis that
account for this difference.

(i)  What are the steps that are required to addrese tfaetors?

The CDR package must specifically address thesesss

Q. Prompt and Coordinated Support by Bankers:

Delay in credit decision or lack of coordination arg banksalso
delayed the formation and implementation of CDR kpge and
because of this, further deterioration in the Inedlithe unit is one of
the reasonsfor failure of CDR. Prompt action isw@stfor success of
CDR. RBI has initiated the process by issuing eviguidelines in
February 2014, to the effect that all the lenddrsutd join CDR

otherwise their repayment (who are not joining) tratart after unit

starts making profits.

R. Criteria for Identification:

Chances of misuse of CDR cannot be ruled out. Hensenecessary
that an effort be made to lay down broad guidelifoeseference to
CDR although is it ultimately the decision of trendlers. Stress is

considered as the basic reason for CDR. Stressatazfiom adverse

75



economic conditions induced by internal or exterfedtors. Few
indicators of stress are:

* Consistent decline in the overall GDP for four amgive
guarters leading to consistent decline in the dvesales /
profitability of a particular industry for 2 to 3onsecutive
quarters

* Sudden developments in the macro economic conditthat
affects one particular industry and decline in derall sales /
profitability of a particular industry is observddr 2 to 3
consecutive quarters

» Other sudden developments that results in deatirieda overall
sales / profitability of a particular industry fo2 to 3

consecutive quarters

S. Relevance of the Study in the Era of JLF:

Our findings will remain as valid as now. We arentoenting on the

basic parameters of restructuring to be followeehewy JLF.
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IX. ISSUESIN PROVISIONING& RECOMMENDATIONS

Issues in provisioning arise from ‘Restructured n8tad Assets

(RSA)'. There are three issues in CDR provisioning:
. Asset Classification on Restructuring,
. Restoration of Assets Classification of Restrudukecounts,

. Provisioning on Restructuring

A. Assets Classification on Restructuring

The concept of standard restructured assets arbsa the RBI
allowed project loans to retain their standard taskessification
on extension of their repayment schedule in Mayl9RBI's

approach to provide this liberty to bankers wag,thhamay be
permitted if in the opinion of the bank, the betkkck in
achieving regular commercial production was of engderary
nature , not indicative of any long-term impairmeftthe unit’s
economic viability and the unit was likely to ackeecash break-
even if some more time was allowed. This was exdntb

treatment of restructured accounts in March 200ih \tthe issue
of comprehensive guidelines on restructuring in #81g2008,
thisregulatory forbearance was made available kotyples of
restructured accounts except commercial real estgpesures,

capital market exposures and personal and condoares.

The rationale warrants that the need for restrugjuarises when
a standard category borrower faces difficultiesepayment and
such an account should be classified as non-penfigrrill the

main cause of distress is resolved. As per the ibéstnational

practices, throughout the world, accounts are caiegd as
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impaired on restructuring. Following the best intgronal
practices, RBI has prescribed that fromt April, 2015 on
restructuring, account will be categorized under ANANo
regulatory forbearance will be available fromt April, 2015
onward. The approach of RBI is in line with bedtemational
practices and reduces chances of CDR being used:ver

greening. However, few suggestive measures arevas gelow:

Indian economy is passing through rough weatheith Vi full
majority government at Centre, it is envisaged tHatision
making will be expedited particularly in infrasttuoe projects.
However, impact of such faster decision making Wwelfelt later
on in the balance sheet of corporates. Banks aeady hard
pressed because of higher capital requirementsruBdsel Il

implementation.

We suggest that restructuring should be categonaeter three
categories as under:
Category- | Restructuring on account of the weakrods
financial health of the company and factors
controllable/ manageable by promoters/

management of the company.
Category-Il Restructuring on account of delay inanfing

regulatory clearance for which promoters/

management of the company is not responsible
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Category-Ill  Restructuring on account of stresghim macro
economic conditions that affect a particular

industry or economy as a whole

In case of category-l above, account should be doaded on
restructuring. However, in case of category Il & Hegulatory
forbearance of maintaining assets under standasdtsashould

continue, as per the spirit of RBI's original ingttions in 1999.

Further, to address the genuine concerns of REdven greening,
we suggest that provisions in a restructured adc¢Uategory
l1& III cases) must be linked to the variation beewm the
financial projections accepted for CDR and the rimials

achieved. A positive variation indicates that thestructuring
scheme is on track and hence there is no need rbismpns.

However, a negative variance indicates failure@ngany being
behind the schedule hence warranting provision.sggest that
the provision requirement may be arrived at baseflve critical

parameters of sales, profit, gearing, current ratid promoter’'s

margin with equal weight.

Negative variation Additional Provisions

< 10% Nil

10% to < 20% 2%

20% to < 30% 5%

>30% Account should be classified
as NPA and attract provision
as per RBI Norms
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Once the provision is done as per RBI norms it eolhtinue to be

done on the similar lines.

B. Restoration of Assets Classification of Restructuid Accounts
As per the best international practices, restrectuaccounts are
upgraded after satisfactory payment of interestiaiments for 3 to 6
months after moratorium. Similarly RBI guidelinesegcribe that all
restructured accounts which have been classifiedoasperforming
assets upon restructuring, would be eligible fogugdation after one
year of regular payment from the date when thda faegyment of
interest or instalment of principal falls due undée terms of

restructuring package.

Our Recommendation:

Restoration to Standard category may be linked wgéniod of

restructuring and bank’s sacrifices. Regular repaynof interest/
instalment up to one yearor repayment of loan lim&tat/ interest equal
to the bank’s sacrifice amount, whichever is latavuld be minimum
criteria for up gradation of asset to standardgmie This will deter

lenders from fixing lower instalment in the initig@ars.

C. Provisioning on Restructuring
As per RBI's IRAC norms provisions on restructursthndard
accounts should be 5% on standard assets and thdreistandard

assets as per IRAC norms.

80



Our Recommendation:

In case of restructuring of Standard Accounts, 1(@%vision for
the difference between the bank’s sacrifice amaunt additional

collateral brought by the promoters should be made.

In case of NPA accounts, provision as per IRAC rsorand

additional provision as calculated above shouldthbéee.
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X. SNAPSHOT ON FEW COMPANIES THAT HAVE GONE THROUGH CDR
(The names are not real)

Case 1

Background:

The company was as a private limited company irelsgées and
subsequently converted into a public limited conypan2004. The
company is engaged in manufacture of Tractor T@gmgo Ships,
Tankers and vessels required for offshore indu3tmg company has
developed capacities for design and constructiowaoibus types of
sea going, coastal, harbour and inland crafts arebsels.

Companyhasshipyardsat various places

In2010, company
throughitswhollyownedsubsidiarieshadacquiredstiaségreholding(
managemewbntrolinGurugramOffshoreLimited(GOL).Asthe
companywashaving49.73%stakein GOL Ltd., one ofpgtemoters
(Managing Director) ofBSLhasbeeninductedasChairnainGOL
Ltd.

During2010-11,the company
throughitssubsidiarycompanyNEPPvt.Ltd.acquired

controllinginterestinanother shipyardnamelyM/sTS d(ISL).
Thetotalacquisitionwas51%equitysharesofTSLcapitealccounthadb
eenrestructuredunderCDRpriortotakeov@&8y. by one of the

existing Banker.

Bankers had sanctioned two unsecured short terpocaie loans of
Rs.50.00 cr. each during 2010. The STL-1 was ligied in 2011.
However, the company failed to repay the last 2aingents of the
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STL-2 of Rs.16 cr. each fallen due during 2011 ltegy in the
account being classified as NPA.

Major Adverse Features / Issues

COD: 01.10.2010

DOA by CDR: 25.06.2011 (Almost after nine months)
Implemented on 28.09.2011

CDR is taking longer time for approval and impletagion. This
throws all the projections out of gear. This neexde improved for
success of CDR.

Additional funding considered: Rs.1317 Cr

In addition to above, further funding consideredRs. 600.00 cr. due
to delay in implementation of CDR. ( This reinfasd@e view that the
delay in approval and implementation of CDR isadely affecting

financials and projections of the company and juiditional burden

on financial system)

Company is not adhering to terms of sanction of CBRditional
contribution has not been brought in time. In viefathis capex loan

was cancelled.

Company is not routing sales through Trust &Retenth\ccount as
per the terms of approval. This is happening dedpging brought to
company’s notice several times.

Financial discipline needs to be enforced post CR&h adherence to
financial discipline must be treated as criticadlation of terms and
conditions and must trigger cancellation of apptoeb CDR and

entire amount including ROR amount be recalled idiately.
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It has been observed that company is entering separate

agreements with non-consortium banks / FIs witremgroval of the

CDR EG.

AdjustedTNWbecameaegativeanthedeterioratiomvadueto loans /

investmentofRs.1096 an.subsidiaries/associate/jougnures.

Financial Performance of the Company

(Figures in cr., Figures in bracket are EstimatesQRS. in crore)

As on 31/03 2011 2012 2013 2014 Actual

Projections | Dec 013

Net Sales| 1579| 1397.51 506.15 1650.00 174.17
(Value) (1406.21) (760.10)

Operating 118 -71.54 -539.76 -260.80| -590.98
Profit (-16.29) (-334.87)

PBT 179 -48.58 -539.76 -260.80| -590.98
(-16.29) (-334.87)

PAT 113 -48.58 -492.27 -260.80( -549.78
(-16.29) (-334.87)

Cash Accruals 134 -8.61 -445.43 -210.80( -512.43
(32.06) (-291.73)

PBDIT 526 441.12 -52.78 367.60| -138.11
(444.09) (157.32)

TNW 949 982 547.73 799.44 NA
(1017) (647.79)

Adj. TNW -133 -130 -ve -237.97 NA
(-75) (-389.62)

TOL/TNW 4.85 5.47 10.51 7.20 NA
(5.18) (9.82)

Current Ratio 1.32 1.16 1.12 1.33 NA
(1.52) (1.32)

NWC 640 401 230.73 906.12 NA
(1130) (708.14)
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Case 2

Background:

HVL was incorporated in 1981 as a Private Limitenlr(pany to set
up and operate 5-star hotels. The Company convedde@ublic
Limited Company in March 1973.

The Company owns and operates 5-star hotels ia indiler a leading
Brand Name. It has many properties at various tioea like
Mumbai, Goa, Bangalore, New Delhi, Udaipur in R#jas and
Gurgaon in Haryana. Other properties owned by tbengany are
coming up in Chennai and it has acquired land fisr Agra,

Hyderabad and Pune locations.

Observations:

COD: 01.01.2012

CDR approval by CDR EG: 12.09.12

CDR cell is taking longer time

Additional facilities granted by CDR Cell Rs. 900.C

Total sacrifice amount of all banks Rs.271 Cr

Current ratio of the company has declines to 0.Hdb leverage has
gone up to 12

Terms of CDR not complied with. Non-core assetsdigpposed as per
CDR package.

Company approached the CDR cell for extension ofatooum
period for payment of interest and principal withfhyear of approval
of CDR.

Projected sales as well as profit not achievedesSalere down by
10% in first year, EBITDA down by 45%.
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Restructuring carried out in past and reasons for &ilure of such
efforts:

In view of the heavy investment and the long gestaperiod, the
company had requested the lenders of the DelhilHotallow a
longer repayment schedule. In response to thisestgthe lenders of
the Delhi Hotel restructured the repayment schetu2011 keeping

the original tenor of ten years.

High Operating LeverageThe Company had very ambitious plan of
expansion without considering the cost, time aisdueces allocation.
The Company has high operating leverage mainly usscaof
borrowings for setting up new hotels. The totali@@xpenditure on
these super luxury hotels is about Rs 3,300 Cr.

FCCB could not get converted into equity, becausthat debt cost
and exchange cost increased.

Rating Agencies have suspended ratings due to ulmmission of
required information for rating. It should be taksgriously by banks
and request for fresh loans should not be consgidere

Ambitious unplanned expansion by the company idb#sc reason for
financial crisis. Long gestation is the peculiar@f Hotel business.
Company is purchasing hotel & disposing propertiks reality
business. There is no justification for incurringth capex when it

does not have the capacity to even serve the gtiere
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Performance & Financials

(Rs in Cr.)

Particulars 2011 2012 2013 2014 2015
Audited | Audited | Audited | Proj Proj.

Net Sales 525.82 571.09| 653.86| 775.02] 760.10
Op. Profits 31.91 -359.99 -429.50| -390.54| -146.47
PBT 55.27 23.36| -421.38| -254.35| -87.38
PBT/Net sales (%) 10.51 4.09| -64.44| -32.82| -11.50
PAT 36.52] 18.64| -433.47| -254.35| -87.38
Cash Accruals 106.78 120.88| -294.79| -114.35] 37.96
PBDIT 173.15 446.85 122.64| 321.23| 316.80
PUC 7757 7757 73.73] 89.73] 109.73
TNW 1037.44f 805.85| 424.35] 292.04] 621.93
TNW (Adj.) 1037.44) 805.85 424.35 292.04| 621.93
TOL/TNW 3.93 5.79| 12.07| 10.64 4.56
TOL/TNW(Adj.) 3.93| 5.79] 12.07| 10.64 4.56
NWC -39.27| -637.78| -1938.26| -52.47| 161.33
Current Ratio 0983 0.32 0.10 0.87 1.40
Gross Block 6305.686133.29 6279.76| 4205.21] 4168.21
Net Block 5786.10 5568.70 5600.00 3472.19 3309.85
Intt to Cost off 15.45] 41.90, 4356] 4341 36.40
Sales %
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Case 3

Background:

XFL was incorporated as a private limited companythe early
nineties which was subsequently converted into ipuliimited
company in the same year. It was a vertically grated textile
company, engaged in the manufacturing of a widgeant fabrics and
garments. The company had manufacturing facilipgmarily for
yarn dyeing, weaving, fabric processing (includinigeing and
printing) and garment manufacturing. They also imadouse Product
& Design Development Centre to cater the market atemof new
products in every season. The company was penfigrovell till the
year 2012 with an impressive CAGR. However, thganexpansion,
that the Company undertook, led to significantease in the Finance
and Depreciation cost which resulted in reductibil©ompany’s Net
Profit Margin.

Performance and Financial Indicators

Particulars 2011-12 Aud. | 2012-13 Aud.
Net Sales 2734.96 3194.79
PAT 206.51 188.76
Cash Accrual. 423.74 459.98
P.U. C. 134.60 134.60
TNW 2925.16 3114.25
Adjusted TNW 2236.37 2412.15
TOL/TNW 1.45 1.66

Major Adverse Features and Issues

The ratings was suspended as the Company had nosHed the
information required by CARE for monitoring of thatings from
26.11.2013 but account was shown as Standard 3%.08.2013.
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Company had undertaken overambitious capacity esxpamver last 4
years. The total capex undertaken for the Mega iEsipa Programme,
acquisition of other manufacturing units was appmately .Rs. 4,554
Cr. The capex was funded through debt of approxX,B26 cr., equity
of approx. Rs. 2006 cr. and internal accruals pfax Rs. 921 cr..

Company has given interest free loans of Rs. 6Q0 tarfour

subsidiaries repayable over one to seven years.

Company’s accounting policies needs a relook. # pastponed the
expenditure in 2013 to inflate profit. The compdmag shown profit of
Rs 189 cr. in March 2013 and wrote off inventoryrthdRs 258 cr. in
June 2013.

External Rating Agency had suspended rating in 2@1should have
been taken seriously by the banks however, acomaatstandard in
2013. It may be noted that statutory payment a81083.2013 Rs 41
cr. (TDS Payable, PF Payable and tax) were notipdithe.
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Case 4

Background:

XIL is a public limited company engaged in manufisetof Polyester
Filament Yarn in India with product range includiRglyester Chips,
Partially Oriented Yarn (POY), Polyester Texturiz¥drn (PTY),

Fully Drawn Yarn (FDY) and twisted filament yarn.

The company undertook Continuous Polymerizationjggtowhich

was backward integration and was aimed at creataggpcity for
manufacturing an intermediate used for productiénP@®Y. The

commercial production successfully commenced iry 2013. The
Capacity of this plant is about 3.5 times the exgsCapacity of POY.
Considering both plants are operating at 100% cgypatilization, the

same may lead to generation of surplus backwardotgp

Performance and Financial Indicators

(Rs. in crore)

Particulars 2011-12 2012-13 2013-14

Projections
Net Sales 682.73 713.36 399.86
PAT 3.73 3.71 (110.39)
Cash Accrual. 27.78 29.27 (73.51)
P.U. C. 25.31 40.65 40.65
TNW 105.62 152.80 54.74

Major Adverse Features and Issues

Company had invested Rs. 210 Cr. in the backwamgration plant
which created huge surplus capacity and significketit obligation
for the company. Further, there was diversion afd&ifrom short

term to long term uses.
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Case 5

Background:

The Company is into hotel business having proped@ead across

many cities in south.

Performance and Financial Indicators

(Rs incr.)

FY ending March 31 | 2011 2012 2013

41.79 37.85 37.07
Net sales
EBITDA (0.17) 4.01 4.36
Interest/Financial 7.27 14.23 14.19
Charges
Depreciation 4.89 8.04 7.98
Non-oper. 0.37 0.48 1.07
Income/(loss)
Tax 0.54 (5.22) (1.06)
Net profit/(loss) (12.53) (17.72) (15.69)

Major Adverse Features and Issues
Delay in COD of Coimbatore hotel and defermentRDlaffected the

overall cash flow of the Company and it was facprgblems in
repaying the instalments of the term loans. Ittedestructuring of
the loans.

Even after restructuring in 2011 reducing the ppakinstalment to
match its cash flow, the company had not been tabdervice the TL
instalments and interest. Hence the promotersesttaisposing off the
hotel property to match the cash flow requiremenkfowever, the

Company still continued to face a difficult busis&snvironment.
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The company has approached CDR EG f8rr@structuring and in
principle approval for the same has been given. @GBRadmitted the
proposal for 2 restructuring.

Company is engaged in Hotel business and unplamx@dnsion
without proper planning for cash accrual is theangyoblem with the

company. This resulted in higher interest burdehlass.

Quick disposal of unproductive assets is only swhutto make
company viable.

Realistic estimation of cash flow was not envisagédhe time of
sanction of the loan/ or CDR
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Case 6

Background:

FFL is a wholly owned subsidiary of energy majarcarporated

during 2006, with the objective to manufacture icgstind forging

components viz., Hub bodies, Main frames, Rotorftsh&8earing/

Gearbox housings, Torque Arms, Planetary carriel@nges, Gear

Rims, Ring Gears/ bearings, which find major amlan in

engineering industry, more particularly wind enesggment/systems.

FFL has established its foundry unit and forging ahtwo different

places.

Performance & Financials

(Rsincr.)

As on 3% March 2010 2011 2012 2013

Actual Projections
Net Sales 104.11 357.61 309.30 123.67
Op. Profits -127.82 -111.29 -122.91 -177.39
PBT -125.71 -116.0% -119.60 -174.34
PBT/Net sales (%) -120.y5 -32.45 -38.67 -141.01
PAT -123.82 -116.0%5 -119.60 -174.34
Cash Accruals -84.14 -4199 -52.4§ -109.63
PBDIT -25.58 28.87 34.14 -28.17
PUC 241.25 241.2% 241.25% 241.25
TNW (Adj.) 340.27 229.30 163.81 -121.16
TNW 340.27 229.30 213.81 170.14
NWC 27.04 -107.46 -237.20 -29.72
Current Ratio 1.15 0.67 0.46 0.85
Intt to Cost of Sales % 27.00 15.79 20.93 30.1d
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Major Adverse features & Issues:

Company was established in 2006 and started opesain 2008,
however, operations of the Company are yet to totm profit. The
accumulated loss was Rs.579 Cr up to 31.03.2013.

Reasons for the losses are low capacity utilizaoh0%).

Substantial Dependency on Group

FFL was established primarily as backward integratfor the

parent's manufacturing businesses. The majorityurwif’'s off-take

(80%) was to the parent group. However, in 2009nated for the
product in which parent was dealing reduced glgbplimarily on

account of decline of demand from the US & Europmankets due to
the economic recession and credit crisis. Thisltegun reduction in

FFL’'s orders and affected its financial performance

TNW has eroded by 50%, in last 3 years but no friefision of

capital has taken place.

Rating Agency has suspended the ratings in 201Beasompany has

not furnished the information required.

* High Inventory

Sluggish order book position & deferment and/or cedlation of
committed off-takes in the initial period of opeoais resulted in high
inventory pile-up which was responsible for blogkithe working
capital limits extended to the Company. Hence, tled to an

additional interest cost burden on account of Hmes
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Case 7

Background:

EML was incorporated in mid-nineties, along wits gubsidiaries.
EML is one of the world's largest players in enesgjutions. While
the entities in “The Group” are primarily resporeib for

manufacturing and marketing in India, its oversaassidiaries mainly
provide marketing, O&M and R&D support servicesozsr different

countries.

EML is an integrated global entity, with operatis@ead across 33
countries and 5 continents around the world.

Over the years, the Company had acquired severarseas
subsidiaries of which two major overseas compaatggiired were:

) HTL Inc. (acquired at Euro 360 mn. in 2006; sisoéd at Euro
450 mn and

i) Epower Ltd (acquisition cost of Euro 1455.53 mn).

At present company has 78 subsidiaries having sastment/loan
and advances to the extent of Rs.11000 cr.

Performance & Financials

(Rs. In Cr.)
Actual Actual Est.
2010-11 2011-12 2012-13
Net Sales 7397.56 8032.09
(10850.69) 3565.73
Operating Profit
before interest 485.88 417.45 (1,143.36)
PBT -214.49 -471.94
(362.57) -2176.03
PBT/Sales (%) -2.90% -5.88%
(3.34) -61.03%
PAT -192.79 -478.79
(337.57) -2235.32
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Cash Accruals 61.60 -215.95
(586.07) -1960.64

PBDIT 845.49 739.73
(1597.07) -822.99

PBDIT/Int. 1.05 0.80
(1.60) -0.76

PUC 355.47 355.47
(375.50) 355.47

TNW 5855.56
7314.44 (7893.76) 4066.31

Adjusted TNW -5315.24
-2442.53 (-16.15) -5364.30

TOL/TNW 3.20
1.93 (1.88) 4.37

TOL/ Adjusted TNW -3.52
-5.78 (-ve) -3.31

Current Ratio 0.63
0.72 (0.93) 0.65

NWC -4270.95
-2299.01 (-648.47) -3144.94

Major Adverse Features and issues

There 78 Associates and Subsidiaries in the grduphamakes it very

complex structure. The acquisitions have been mémleugh a

complex structure as there are many tiers betweercompany and

flagship subsidiaries. There is lack of transpayeimcrelated party

transactions.

Huge investments in Associates and Subsidiariese haade its

adjusted net worth negative. However the returnhase investments

is almost nil resulting in company incurring huged since the entire

cost of acquisition by way of interest on borrovang being born by

the company without any return on the same.

More than 50% of the assets are by way of loamstbinvestments in

subsidiaries.
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The accounting policy of the company needs a rel@aking a year
an amount is not recognised. It is instead showsoasngent liability.
Next year the entire amount of previous as wellcasent year is

charged in the balance sheet.
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Case 8

Background:

HPL is a construction company, which is engageth@abusiness of
Underground/Tunnel works, Canal/lrrigation works,etkd Rail
Projects, Mining Projects, Highways, Buildings, Ber Fencing
works, Hydro Power Projects etc. The Company icetieg contract
works for corporations from private and public seccross various
states in India. With the core experience it haseghin the field of
tunnelling, it has formed joint ventures with bettempetencies and
financial strength to take up certain mega projactsivil works of
power generation and irrigation to expand its lmrim construction
sector, but mostly on EPC contract basis.

The company is highly diversified across sectord geographies

executing projects across India.

The clientele of the Company mostly comprises Gerikovernment/
State Governments. The Company also has natioxainéernational

strategic tie-ups in the form of joint ventures jpooject execution.

Performance & Financials

(Rs. in crore)

Particulars 2011 2012 2013 2013
Audited | Audited| Estimated Audited

Net sales (value) 2099.94 2408.30, 3041.00| 2365.17

Operating Profit 216.3p 133.51 167.91] 42.55
OPM% (OP/NS%) 10.30% 5.54% 5.52%| 1.80%
PBT 251.80 154.91 23391 76.95
Depreciation 153.0f 194.25 232.38| 199.99
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PBT/N Sales 11.99% 6.43% 7.69%| 3.25%
PAT 158.40 85.73 134.50 36.08
Cash Accruals 311.47 280.08 366.88| 236.07
PBDIT 573.57, 645.85 765.66| 670.71
PUC 18.81 18.81 22.81| 18.81
TNW 73459 820.64| 1455.75 872.60
Adjusted TNW 541.12 607.09] 1338.33 623.93
TOL/TNW 2.66 3.48 1.80 3.89
TOL/Ad). TNW 3.61 4.70 1.96 5.44
Current Ratio 1.08 1.15 1.49 1.08
NWC 119.01] 321.32 973.53| 130.98
Gross Block 960.18 1222.88 1430.88 1396.52
Net Block 649.87 721.53 697.15 738.07

Reasons for Current Stress:

HPL operates in niche business segment, i.e. Tlimgednd hence
has been making consistent operating marginsasli financial year.
However, external factors such as change in govemhmolicies and
overall down turn in the economy; mounting debtorsmore than 6
months led the company to losses for the first biathe financial year
FY-2014. The company was also impacted by the degiren in the

value of the rupee since foreign currency borrowiwgre not hedged.

Further, inflow of fresh orders was lower. The sfown in the
infrastructure sector, non-availability of freshders, issues in

execution of existing orders and lower conversioomf revenue to
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cash on account of receivables, unbilled revenaevark-in-process

has strained the cash flow position of the company.

Major Adverse Features and issues

The company is having 5 subsidiaries & JV wheteag investment of
Rs 160 cr.. In case of infrastructure companiessisiiary route is an
accepted practice. However, credit assessment lbeudbne at group
level and CDR should consider the CDR of Group aotl of a
particular company.

External rating is suspended by rating agency 220
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Case 9
Background:
The company is running a Hydro Power Project aimeg@roviding

power to two states and drinking water and irrgatfacilities. An
escrow agreement was executed with the state ielgctvoard. A 35-
year Power Purchase Agreement was also executdd tiet state
electricity board.
However the project did not go well due to variagtations and
other legal issues, leading to delay in implemeortadf the project.
After receiving permission from ministry of envimment to resume
construction in 2011, the project had been waitorgover a year for
environment clearance to fill the reservoir in s&gln mid-2012, the
ministry granted this approval.
The company had an exposure of Rs.1932 Cr from bédreking
system.
Since the company is under implementation, no tredrhave been
submitted.
Reasons for CDR:
The company approached CDR cell citing the follaywvieasons;

a. Project could not be implemented due to environalassues

b. Increase in cost due to change in R&R policy frognlR5 Cr to

Rs.979 Cr.
c. PPA agreement with state Government changed aftgecti

viability of the project.

Observation:

There was a change of DOC through the CDR

TEV study did not establish viability of the prajeand as a result no
fresh exposure was taken by the banks.
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Subsequently, the account was declared NPA by btieedank w.e.f

01.06.12 due to non-achievement of commercial prtoko.
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Case 10

Background

The company established in 1995 is engaged in @eufacturing of
drug and pharma products. The company went int@amesipn mode
aggressively and the incurred huge Capex for cgpamipansion
mainly by short term.

The Company funded the last two stages of projettt short term
funds at high rate of interest.

The company had a total exposure of 1011 Cr from liAnking

system.
Key financial:
(Rs. in crore)
Accounting March, March, March,2011 | March,
year ending | 2009 2010 2012
Net Sales 965.75 1067.41 827.63 151.49
Interest 75.04 80.75 109.27 58.36
OP after 79.71 146.77 14.03 -242.90
interest
PAT 37.13 86.18 -68.81 -307.49
TNW 271.65 393.56 249.79 238.31
Current Ratid 0.76 0.65 0.77 0.13
ROE 15.88 14.33 5.12 -12.01

Reasons for CDR:
The company approached CDR citing the followingoges;
a. The company went for capacity expansion and setiingew
plant using short term funds.
b. Generation of funds was not sufficient to servib®ers term
loans.
c. Payments of ICDS and STL put pressure on cash flmwhke
company.
d. Inadequate cash generation leading to liquiditypjanms.
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Observations:

CDR proposal was mainly for seeking NOC for raisfagds from
outside sources.

The company was involved in creative accountingAdsances to
various suppliers for CAPEX were shown as book sleBurther
stocks received for job work were included in ttaxck statements.
Subsequently, the account was classified as NP AoWs banks filed

suits for recovery of its dues.

Reasons for failure of CDR:

The company failed to sell one of its units.
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Case 11
Background:
Company was originally incorporated as Private keahiin 2000 and

subsequently it was converted into a Public Ltémmil, 2006.

The company is engaged in construction activitiresndia. It began
operations as a construction company in the fiefd ralway
infrastructure development, mainly in the state @flisha and
subsequently expanded their business activities the zonal
jurisdictions of East Coast Railway, South EastRailway, South
East Central Railway, Southern Railway and Northsi®ien Railway.
However, in recent years the Company has also pdrepportunities
in other parts of India including the states of &tikgarh, Rajasthan,
Jharkhand, Haryana, Kerala, Andhra Pradesh, As3amil Nadu
Gujarat, Uttar Pradesh and Madhya Pradesh.

Over the years company has diversified its fielaafvities into other
construction segments such as development andrgotsh of roads,
highways, bridges and irrigation projects as wslluadertaking EPC

activities for railways.

Indebtedness of the borrower:

Number of lenders (under CDR) 9 with exposures sf IR50 crs
(86%)

Number of lenders (non-CDR) 6 with exposures oRRS crs (16%)
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Performance and financial Indicators:

(Rs. in crore)

31°' March 2010 2011
Gross sales 1006.551249.01
Net Sales 1006.55 1249.01
Interest 53.0Y 99.03
OPM (%) (OP/NS%) 11.38 11.49
PBT 121.08 151.97
PBT/Net Sales% 12.03 12.17
PAT 90.07| 112.17
Cash Accruals 109.28 149.9¢
PBDIT 187.6¢ 279.22
Interest Coverage ratio

(EBITDA/Interest) 351 282
PUC 14.84 14.84
TNW 331.0¢ 443.2"
Adj. TNW 321.3] 407.0¢
TOL/TNW 1.90 2.90
TOL / Adj.TNW 1.96 3.16
Current Ratio 1.30 1.18
NWC 158.020 183.43
ROE% 28.33  27.15
Reasons of CDR:

. Change in business strategy

The company’s activities traditionally were in thield of
railway infrastructure development. Later on it gamajor

thrust to Road Construction Contracts as compardghtiways
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Construction Contracts. However, it was not pregdor the

changeover.

In a Railway Construction Contract, the materigbievided by
the Client while in a composite Road Constructioonifact,

material is to be procured by the Contractor.

As a result of this change in the thrust, the Camjzaorder
book swelled substantially from Rs. 1525 cr. in H009 to Rs.
3221 crs in FY 2011 necessitating higher workingited for
execution of the projects.

However, higher working capital necessitated a dngh
contribution from promoters in the form of equityhe

company / promoters did not have adequate fundsdorty

contribution. The promoters wanted to run the exedn
operations without committing their skin in the gantHeavy

reliance was placed on the borrowed funds exposimg

Company to higher interest costs, lower profitépiland

mounting debt repayments obligations.

Though the lenders initially extended need basesahfte to the
Company, the margin from the promoters could nobié& in

as the cash flow from operations was negative duéuge
investments in Current assets despite healthytphality. The

negative operating cash flows was also not backeudtching
equity infusion thereby strangling the liquidity gsiion of the
Company which caused delays in repayments of debtsdting

in downgrade of the Company’s rating to D by CRI$iLJune
2011
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The lenders were also wary of extending additidmalnce in

the wake of the Ratings Downgrade.

Paucity of working capital funds both from the ertd as well
as internal sources resulted in further delaysxacetion of the
projects compounding the already strangled positbénthe

Company.

Over Ambition without meticulous planning

Riding high on the past success, the Company pedchuge
orders without sufficient planning of funds and o@xes.
Downturn in the Infrastructure industry added te @ompany’s

woes which the Company was not geared to sustain.

Adverse Business environment

Further, there has been an inordinate delay in wierc of
Contracts beyond the control of the Company dugetays by
Government in land acquisition / billing acceptanc®n-
fulfilment of terms by JV partners, competition rfroalready
established players in newer geographies in wiielCompany
ventured along with adaptation to local socio-pcdit

environment.

The Company has earned marginal profit of Rs. 2echo FY 2013-

14. However, the auditors have pointed out thatprbds been

overstated to the extent of Rs. 3018 crore asrtarast on ICD has

not been provided. Further recoverability of reved Rs. 290 crore

IS not ascertainable.
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Observations:

Company was moving on ambitious expansion planawitiplanning

in 2011, at that time bankers should have takerective measures
and checked on further borrowings. Since the garag good it was

ignored.
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Case 12

Background:

The company has set up an Integrated Steel Pribyemxigh DRI-IF-

CCM route along with captive power generation faes in Odisha,
with a capacity to manufacture 105000 Metric Torr P@num

(MTPA) of Sponge Iron, 66667 MTPA of Steel Billeasd Captive
Power Plant (CPP) of 15 MW capacity (8 MW throughste heat
recovery and 7 MW through fluidised based combustio

Promoters of the company are one of the leadinfpsdaxporters in

the country.

Indebtedness of the borrower:
Number of lenders (under CDR): Three (exposureS8Rss.)
Cut-off date: 31.10.2011

Performance and financial Indicators:
(Rs. in crore)

31° March 2010 2011 2012, 2013] 2014
Gross sales 115.83 164.60 139.55 221.84 267.59
Net Sales 108.74 156.13] 131.09| 198.29| 239.09
(Exports) (23.53) (85.89) (62.58) (75.00) (80.00)
Interest 1358 12.78] 14.60, 13.92| 14.25
Operating  Profi

(OP) after -8.2(  -13.24 -21.14| -1253, 8.77
interest**

OPM (%)

(OPINS%) -7.54 -8.51| -16.13| -6.32| 3.67
PBT -7.63 -14.19| -18.07| -12.26] 9.14
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PBT/Net Sales% -7.02 -9.09| -13.78| -6.18 3.82
PAT -7.63| -14.19| -18.07| -12.26 7.31
Cash Accruals 13.81 4.51 -1.41 1.86| 19.21
PBDIT 27.25 17.20, 13.19, 15.70| 35.29
Interest Coverag

ratio 201 1.35 090 1.13| 2.48
(EBITDA/Interest)

PUC 60.00 60.00| 60.00| 83.44| 83.44
TNW 43.42 33.61] 26.35| 20.73| 28.04
Adj. TNW 43.42 33.61] 26.35| 20.73| 28.04
TOL/TNW 3.18 3.93 4.62 6.53 4.91
TOL / Adj. TNW 3.18 3.93 4.62 6.53 4.91
Current Ratio 0.77 0.59 1.22 1.44 1.68
NWC -14.98 -31.92 7.86| 20.57] 35.81
DSCR 1.08 0.93 1.20 1.43 1.34
ROE% -13.16 -30.64| -49.43| -36.72| 17.95

Reasons of CDR:

. Poor Planning and lack of critical tie ups

The Company has not been able to operate at thenwopt
capacity levels since inception on account of uhabiity of

critical raw material like iron ore and coal. Theeege
capacity utilization of sponge iron plant (DRI) Hasen around
40-45%. Consequently the Company’s turnover overysmars
of operation has fallen short of the estimates Byta 50%
resulting in inadequate cash accruals to serviee diebt

obligations.
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Unavailability of critical raw material also resedt in delay in
commencement of production. All the facilities b&étCompany
were initially estimated to be functional by Se@B0Oall the
facilities became operational in March’2009.Delayn |
commencement of operations deprived the Compangn fro
extracting good business during the then boom sefasdSteel
Plants in the state of Odisha. The commencemeop@fations
of the Company coincided with the downturn in tinelustry

and the accounts had to be restructured twice gltnia period.

Changes in the original project

The company added to its problems by changing tiggnal
project, since this required the Company to makditiathal
capex of Rs. 30.19 crore in FY 2008-09 that redultehigher

fixed costs vis-a-vis the initial estimates.

Lower capacity utilization resulted in inadequagsit accruals
to service the debt obligations with consequentydeland

increase in interest costs.
Inability of the promoters to bring in their contri bution

Funding for the deficit was done partly by addiabn
contribution from the promoters and partly from #iert term

funds resulting in depletion of the net working italp

Despite the Company not operating at optimum cé&patidid

not incur any cash loss. In FY 2011-12, the siaratvorsened
further with closure of most of the Iron Ore Minesthe state

of Odisha which further compounded the problem of

unavailability of raw materials and the plant reneml non-
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operational for 3-4 months due to lack of raw matsrequired

for operations.

Though the term loan instalments for June’2011 tgnawere
paid from fresh infusion of funds by the Promotetlke
Sep’2011 quarterly instalment remained in arreas @ue to
the continuing pressure of inadequate cash geaosrathe
Promoters approached the lenders for restructuahghe

account.

Observations:
Company’s sales projections were overambitious ramrdachievable
since beginning. Company delayed commercial praoluchore than

3 years and lost good business opportunities.

Promoters’ contribution in lenders sacrifice:

The Promoters have proposed to bring in Rs. 5.00ecupfront as
promoters contribution equal to 20.20% of the daeriby CDR
Lenders (Rs. 24.75 crore, as against the mandatfusion of 15% of
the sacrifice). This was expected to be used taomdhe term

liabilities upfront.
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Case 13

Background:

The company was originally incorporated in Octol2803 with the
main object of setting up of a steel plant basedmonge iron route.
The company has set up an Integrated Steel Pribyemxigh DRI-IF-

CCM route (Direct Reduced Iron in Induction Furnaeéng with

captive power generation facilities in Odisha wdh capacity to
manufacture 60,000 Metric Tons Per Annum (MTPABpbnge Iron,
72,000 MTPA of Steel Ingots / Billets, 50,000 tges annum (TPA)
steel reinforcing bars (TMT Bars) and Captive Powmt (CPP) of
10 MW capacity.

From the initial years, the unit suffered from ap&mal difficulties

including the promoter’s inability to organize pespand adequate
supply of raw materials, particularly iron ore whits the main raw
material for the unit. As a result the unit sufteréfom adverse
financial position and the erstwhile promoters dedi to exit and
approached the present promoters to take over riiellie present
promoters (IIT qualified and experienced) took otlex company in
May 2011.

Indebtedness of the borrower:
Number of lenders (under CDR): Three 3 with expeswf Rs96crs.
Cut-off date: 30.09.2012

Promoters’ contribution in lenders sacrifice:

The new Promoters have proposed to bring in R€cAsQupfront as
promoters contribution which is 15% of the saceflty CDR Lenders
of Rs. 33 cr.
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The promoters have already infused Rs.77.69 cunascured loans
(Rs.65.69 cr. as on 31.03.2012 and Rs.12.00 @0i8). Promoters
have also leased mines to run the plant.

Performance and financial Indicators:

(Rs. in crore)

2011 2012 2013 2014
Aud. Aud. Est. Proj.
Net Sales 51.97 18.09 47.00, 113.52

-

Operating profit afte
-28.62 -29.97| -20.77) -11.00

Interest

PBT -28.57 -29.76| -20.37| -10.58
PBT / Net Sales (%) -54.97%-164.51%| -43.34%| -9.32%
PAT -28.57 -29.76| -20.37| -10.58
Cash Accruals -22.89  -23.18| -13.87 -4.08
PBDIT -8.90 -12.22 -5.11 5.06
Interest Coverage Ratio -0.63 -1.11 -0.58 0.55
PUC 18.70 18.70 18.70 18.70
TNW* 35.84 78.11 72.24 65.16
Adj. TNW* 35.84 78.11 72.24 65.16
TOL / TNW* 2.67 1.09 1.21 1.53
TOL / Adj. TNW* 2.67 1.09 1.21 1.53
Total CA 12.03 17.14 24.57 36.39
Current Ratio 0.41 0.55 1.06 1.06
NWC -17.29 -14.03 1.46 2.05
DSCR 1.26 1.80
ROE -79.69% -38.10%| -28.10%| -16.09%
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Reasons of CDR:
. Poor Planning and lack of critical tie ups

Since beginning company was facing acute shortafe o
availability of raw materials as they have not @ndyp tied up

the sources.

Observations:

. New promoters have assured availability of raw miate

Location of the plant is good.

. Lenders should analysis of availability of raw nnitle Proper

TEV should have been carried out before sanctidoaof.
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Case 14

Background:

The company is a hospitality and leisure businestdlia. It started
its operations in 2005. It has adopted a mixed rass model to
diversify across the hospitality and leisure domaiit is in the

business of hotels & resorts, club &vacation owhigrand education.

Indebtedness of the borrower:
Number of lenders (under CDR): 12(Exposures of Berk/)
Cut-off date: 01.01.2012

Promoters’ contribution in lenders sacrifice:

Apart from promoter’s contribution of Rs. 4.50 @pthePromoters
were toinfuse/arrangeforequityinvestmentinthe campafRs. 37.50
crorebyJune 30,2013 and Rs. 37.50 croreby August 31
2013.Intheevent,theyareunabletodosowithinthestipdtanelines,the
company wastodivest/monetizeassetsworthRs. 200r0fe,cas per
decision of Asset Sale Committee (ASC) constitubeder CDR.
Promoters could not infuse their share as per comamt, so ASC is

in the process of disposal of some of the assets.

Performance and financial Indicators:

(Rs. in crore)

Financials as on 2009 2010 2011 2012
Gross Sales 54.82 104.68 147.11] 132.38
Net Sales 54.82| 104.68] 147.11] 132.38
Interest 7.46 22.89 51.48 60.58
Operating Profit (OP) 11.50 18.69 14.91 -30.57
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OP/NS % 20.98 17.85 10.14 -ve
PBT 11.98 18.67 8.88 -36.88
PBT/NS% 21.85 17.84 6.04 -ve
PAT 10.30 17.80 8.45 -36.88
Cash Accruals 16.58 31.72 31.45 -6.94
PBDIT 25.59 55.70 83.05 53.64
Interest Cov. ratio 3.43 2.43 161 0.89
PUC 23.05 25.41 25.81 26.06
TNW 164.26 215.7| 247.11] 21551
Adj. TNW 164.25| 210.04] 238.95 205.19
TOL/TNW 1.75 1.90 2.10 2.55
TOL/Adj TNW 1.75 1.95 2.17 2.68
Current Ratio 0.68 0.41 0.60 0.66
NWC -17.11 -70.62 -61.04 -54.05
ROCE% 5.12 8.34 10.31 6.66

Reasons of CDR:

Overambitious Expansion Plan:

The group comprises of 13 companies including tiesent case.
Out of these, 11 are associate companies and orfE#0%6

subsidiary company. Out of the 11 associates, Speoms have
turnover of less than Rs 3.00 cr. All the group pames are
diversified in to various businesses and are imogrioss(almost
non-operational)except one.

The company
hadtakenonhighleveragetocompletemultipleprojedisydar2008t
02010.lthasgoneonanaggressive expansion plan straotion of

multiple hotels

118



inGujaratandRajasthan.Thishasledtohighleveragebataeceshe
etofthecompany,withoutadequaterevenuesourcestoanitjrepay
mentobligations.

. The company had one tie up with
thevacationownership/timesharemarketunderitsbramit2008.
TheTimeshareownershipoffersthepurchasertoownandesexeka
crossthepropertiesof the company. Discontinuatibtinoe share
business which contributed up to 60% to 75 % ofdperating
margin impacted
negatively. Timesharebusinessdoesnotrequiredanyexggenditur

eapartfromexpensesrelatedtomarketingandroomupkeep.

Observations:

Unplanned expansion and dependence of revenue @rie@mp is the
reason for the company’s problems. Lenders shoalke hexamined
these aspects. The company has suffered loss aurdcof massive
capex and venturing into various parts of the aqunthere is only one
resort where it made good profits otherwise inaher resorts it is

incurring loss.
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Case 15

Background:

The company was established in December 1999 hétlobjective of
processing of textiles and export of bed sheetstaexiile made-ups.
The group companies are in this line of activity foore than 25
years. Initially, the group started export busin€»ger the period, the
group consolidated the operations through backvmiehration by
setting up fabric-processing unit. Thereafter, ¢gineup corporatized
the operations, by converting the unit into a peviamited company
and later to a public limited company in the ye@d&

The company is currently engaged in processing atfriés and
manufacturing of textile made ups. It has manufawgufacilities for

bleaching, dyeing, printing and stitching at Ahmead The unit has
a capacity to produce 140.00 million meters of ifzbmper annum
(77.00 million meters of wider width fabric and 63.million meters
of narrow width fabric). The company has an esshield client
network in the domestic market as well as in irdonal market such

as Russia, New Zealand, USA, Canada and Europe.

The performance of the company was satisfactory 2010-11.
However, the company suffered a setback in 201t to various
reasons including subdued market, wide fluctuatiocotton prices,
blocked receivables, increase in working capitaleyf the company
on account of launching of its premium brand clublygth non-
erection of effluent treatment plant on time whiet to restructuring

of their account by all consortium banks outsideROBD March 2012.
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The first restructuring granted moratorium in seirwg of debts till

end of November 2012. This was based on the assumapbdf

commissioning of Effluent Treatment Plant by Aug2@12.

The first restructuring was not successful on aotaoif the following

reasons:

. Non-erection of Effluent Treatment Plant (ETP) thby

resulting in low capacity utilization

. Continued subdued market condition

. Receivables taking longer time for realization agaiast

estimated Non-achievement of estimated profits

Second Restructuring (CDR):

Number of lenders (under CDR):10(Exposure Rs36p0crs.
Non CDR lender: 1 (Exposure Rs 12.50 cr.)

Performance and financial Indicators:

(Rs. in crore)

As on 31/03/ 2012 2013 2014 2015
Gross Sales 724.87
1682.25 950.25 ~ 577.80
(Value)
Net Sales (Value) 1682.25 950.25] 577.80, 724.87
Interest 145.01| 145.10] 127.49] 141.73
Operating Profit (OP) -122.45 -169.65| -132.77| -106.05
OPM%
-7.28%| -17.85%| -22.98%| -14.639
(OP/NS %)
PBT -114.42 -156.33] -134.95 -75.08
PBT/Net Sales % -6.80 -16.45 -23.36| -10.36
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PAT -76.31 -112.63| -134.95 -75.08
Cash Accruals -68.98 -104.37| -126.88| -65.89
PBDIT 37.92 -2.99 0.61 75.84
Interest Coverage 0.26 -0.02 0.00 0.54
PUC 40.37] 48.44 82.09 90.50
TNW 252.08 95.85 -5.45| -72.12
Adj. TNW 251.62 95.40 -5.90| -72.57
TOL/TNW 4.58 13.34| -260.58] -21.40
TOL/Adj TNW 4.59 13.41| -241.71 -21.27
Current Ratio 1.30 0.92 1.49 1.55
NWC 215.08] -59.02| 197.62| 227.67

Reasons of CDR:
Unavailability of Effluent Treatment Facility :

In order to meet the guidelines of State Pollutidontrol Board

and continuing the business at higher capacity, cimpany is
required to set up ETP Plant of 5MLD. Although aarofor

erecting the FTP was sanctioned, it was not erected

High receivables and high debtors’ level

The delay in realization of debtors and increasdahtors > 120

days has affected the liquidity position of the pamy. Though

these debtors are considered good for recovery, sdrae is

expected to be realized gradually over a periotineé. Therefore,

the company is not in position to pay the currardd
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Continued global recession

FY12 witnessed a downturn in textile market. Theawt of this
downturn had affected the top line and shrunk nmaafi many
textile companies across the country. The overalba market
scenario further deteriorated in FY13 and the dawnts also
expected to continue in near future.

« Company and the group is facing acute shortageasii @and not
able to put enough money in business resulting windling
volumes. Also due to the aforesaid reasons the aoyng not in a
position to service the principal and interest yepants and it is
therefore requested for a long term viable solutitmough CDR

mechanism.

Observations:

The Company is presently operating at reduced dgpatlization
(55% - 60%) due to its inability to meet state pwdn control board
discharge norms. This is surprising to note thaesion was carried

out without erecting the FTP.

123



Case 16

Background:

The venture started as a Proprietorship concerthenyear 1963.

Subsequently, during 1985, the firm was convert@o ia Private

Limited company and in March, 1995 it became a ieubimited

Company. Now the company’s shares are listed onBgnStock

Exchange (BSE). The company is involved in theofglihg activities:

Engineering Procurement and Construction (EPC) raoturs
focused on the Hydrocarbons, water and infrastracdectors. The
company has over 1400 employees.

Providing EPC services ranging from Oil & Gas, (iipes, civil
infrastructure, Thermal power plant, revamping/reishing etc.
Providing end-to-end EPC solutions/services infgypipelines in
oil and gas and drinking water projects. Its eiperincludes
laying oil and gas pipelines and setting up stortayeks, civil
infrastructure,  revamping/  refurbishing/maintenanceasset

preservation and maintenance, etc.

The company is having 9 group companies.

Indebtedness of the borrower:
Number of lenders (under CDR): 10 (Exposure Rs@&60
Non CDR lender: 1 (Exposure Rs 12.50 cr.)

Promoters’ contribution in lenders sacrifice:

Promoters’ contribution Rs. 25.00 crore has beé@rsed as unsecured

loan.
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Performance and financial Indicators:

(Rs. in crore)

As on 3f' March 2012 2013 2014
Net Sales/ Income 521.56303.48 301.72
Profit Before tax 36.69 -61.36] -27.24
PBT/ Sales (%) 7.04% -ve (-ve)
Profit After Tax 3593 -61.36| -27.24
Cash Accruals 43.599 -33.43| -16.00
PBDIT 102.12 8.78/ 35.71
Paid Up Capital 9.76 9.76 9.76
TNW 159.19 91.43] 68.00
Adjusted TNW 137.99 76.18 52.73
TOL/TNW (times) 5.31 8.80| 10.77
TOL/ Adjusted TNW 6.04 10.60] 13.98
Current Ratio 091 0.69 1.26
NWC -12.92) -154.77) 91.79
DSCR 1.94 -- --
ROCE (%) 0.99 4.56
Reasons of CDR:

. Stretched ReceivableShe company receivables are

stretched.The receivables of Rs 423.50 crore a31d03.2012
IS outstanding against the net sales of Rs 527d& curing

2011-12, which shows poor receivables collectiantiter, the

company has opined that about Rs 43.16 crore @&iva&lcles

are unrecoverable. It resulted in mismatch in dask, which

led to irregularity in the accounts.
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. Inability to infuse equity: During 2011-12, the company had
estimated to infuse fresh equity of Rs 50.74 cribm®ugh
private equity. However, said equity infusion is tno
materialized, resulting stressed on liquidity.

. Capital Expenditure: During 2011-12, the company has
incurred about Rs 105.00 crore towards CAPEX wimcludes
about Rs 72.00 crore towards solar power projebte Folar
Power project of Rs 72.00 crore was funded frormT&pan
(ECB) of Rs 56.00 and Rs 16.00 crore from the makr
accruals, which impacted on the liquidity of thenpany.

Observations:

Company’s total sale in 2012 was 527 cr. of whi€868collection
was pending. However, the promoters went on foexap Rs. 72
crore for solar power plant. This is a case ofamgon without
meticulous planning. Top of it term loan of Rs 74 for capex was
also sanctioned, that deteriorated the liquidityndsttion of the
company.
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Case 17

Background:

It is a flagship Company (Company A) of a groupeTdompany was
promoted in the year 1990 with the main objectitenanufacturing

of various steel products. Company is engaged inufa&turing of

stainless steel products such as Hot Rolled Sh€etts, Plates, Flats,
Slabs, Billets, Bars, Rounds Beams, Angles, WirelsRas well as
Cold Rolled Coils/Sheets with a capacity of 2.6 IMTPA. The

company aspired tobecome the 2nd largest staistes$ producer in
the country with a market share of over 20% throsgktematic
execution of various expansion plans. The compangne of the

leading manufactures of 200 series stainless istéetlia.

During the year 2003, another company (B) was ptethoto
implement the backward integration project for nfanture of
Sponge Iron, Ferro Alloys, MS/SS Rolled productsglwith 40 MW
Captive Power Plant at a cost of Rs.203.00 crohe. few company
secured sales tax benefit for first seven yearsexietse duty benefit
for first five years from the date of commencingntoercial
production. Sponge iron and Ferro alloys producgdhis company
are being consumed by company (A) resulting in e¢gdo in cost of

inputs.

First restructuring under CDR in Jan’08:

. Sharp price fluctuations in RM prices, continuonsrease in
furnace oil prices, depreciation of US dollar areimgening
sentiments in steel market in the first quarter 2007-08,
adversely impacted the fortunes of the companyitaretorded
huge losses during 2007-08. In 2007 LCs worth R6.&. had
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devolved, of which LCs aggregating Rs. 18.45 cr.rewe
established in favour of a group company under Janmoter.
In view of it precarious financial position, causkey various
above mentioned internal and external reasonsstauocturing

package was sanctioned by the CDR EG in Januai§.200

Second restructuring under CDR in June’09:

While approving the restructuring in Jan’08 it vessumed that
the company would be sanctioned need based WGlngithe
WC lenders for optimum level of capacity utilizatio

Due to delay in release of need based WC limitsdnsortium
members; the company could not operate as envisagtdte
first restructuring. Moreover, the adverse impdaneltdown in
steel industry during the second half of 2008-09thter
aggravated the situation.

As a result company’s position deteriorated sulbstiynand it
posted losses of Rs. 105.38 crore during FY 20009.

The company submitted that since the need basedii(s
was not made available in time, it was operatingedbw BEP
level and this has resulted in non-generation efjadte surplus
to meet the repayment obligations as per first CDR.

In view of above a reworked restructuring packagasw
approved by the CDR-EG in June’09.

Present status and adverse features:

The sanctioned limit was made available to the @by end
of July 2009. However, the financial position o&tbhompany
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did not improve and deteriorated further. The aotewf the
company was running irregular in Aprii — 2010 and
devolvement of LCs started in 2010. As a resultabmmpany’s
account turned by end of 2010.

. Meanwhile the company has filed an application VidteR to
register as sick company as its net worth has beepletely
eroded. The BIFR has declared the company asrsickaring
held in August 2010.

Reasons of CDR:

. Due to suppressed market conditions, the companydco
operate at 40-45% capacity utilization which isowekthe BEP
level. This has resulted in huge loss.

. Crash in international market prices of steel

Observations:
Suppressed market conditions coupled with crash in
international market prices of steel forced the pany to CDR.
Lower capacity utilization has resulted in hugeslds the

company.
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Case 18

Background:

The Company was incorporated to set up a modemifiedt tile
manufacturing plant. The company has set up a matwing plant
for vitrified tiles, with two lines, at an estimateost of Rs. 175 crore
with technical support from SACMI, Italy considerénl be a world

leader in ceramic technology.

Company had undertaken expansion projects for naahwe of
sanitaryware &artificial marble tiles (Calcareousiiring the year
2006-07. As per the original project implementatiechedule
commercial production in calcareous tiles divisaord sanitary ware
division was to start in the month of July 2007 andtober 2007
respectively. However, the production in both theistbns could
stabilize only in the last quarter of FY 2008-09 lasing a new
product, technology absorption and manufacturingdpect with
desired quality involved significant R&D efforts@vl2-15 months.

. Despite problems in first line of calcareous dirsithe
promoters undertook the expansion plan (Project Rss120
cr. approx.) to set up second line of calcaredas by availing
finance (Rs.85 crore) from ICICI Bank during Ju08.

. The company also purchased a second hand WalPlalg at a
cost of Rs.8.00 crore in Sep, 2008 which has been
commissioned on May 2011 after considerable délag. total

investment in this line was around Rs 30 crore.
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Exposure to the Banks:
Number of lenders (under CDR): 5 (Exposures Rs #0jLc
2 lenders under non-CDR with exposure Rs 51 crs

Performance and financial Indicators:

(Rs. in crore)

Last two years actual CurrentNext
year year
Audited | Audited- | Audited | Estimat | Projecti
-10 11 -11 es-2012| ons-
(Estimate) 2013
Net Sales (Value) 203.14 239.94| 239.94| 261.30| 305.30
(218.00)|  (237.00)
(Exports) 23.89 23.87 23.87 27.00 30.00
(17.00) (25.00)
Operating profit 2.65 -11.79)  -11.79 29.10 19.40
(18.21) (10.84)
PBT -41.44 31.65| -67.75| -16.70/ -25.70
(24.08) (-36.05)
PBT / Net Sales -ve 13.19 -ve -6.39 -8.42
(-ve) (-ve)
PAT -41.44 31.65| -67.75| -16.70/ -25.70
(24.08) (-36.05)
Cash Accruals -18.56 60.20 -39.20 21.30 12.80
(3.30) (-10.05)
PBDIT 27.53 117.75 18.35 68.40 65.30
(50.59) (37.95)
PUC 17.10 17.10 17.10 26.42 26.42
(37.10) (17.10)
TNW 146.95 192.89 79.20| 172.39] 191.69
(184.32)|  (110.90)
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Adj. TNW 144.03 190.16 76.47| 169.66| 188.96
(181.40)|  (107.90)
TOL/TNW 3.88 2.96 7.66 3.35 2.82
(2.81) (5.03)
TOL / Adj. TNW 3.95 3.01 7.94 3.40 2.86
(2.86) (5.17)
Total CA 188.46 178.75 - | 205.28] 220.83
(184.90) (177.83)
Current Ratio 0.93 0.89 -- 0.94 1.12
(1.28) (0.86)
NWC -14.67 -21.96 - -13.72 23.51
(40.42) (-30.07)
Reasons of CDR:
. Delay in stabilization of calcareous and sanitary ware division

resulting in poor revenue generation. Being a newdyct,

technology absorption and manufacturing produch vdesired

guality involved significant R&D efforts over 12-Ibonths.

. Poor capacity utilization due to lack of sound nedirky vision

and strategy for

sanitary ware.

newly launched products of calmas tiles and

. Higher level of inventory (mainly pile up of samgaware

products) due to competition.

. Stretching of the receivables beyond the normabgdo meet the

competitionand penetrate the market.

. Huge debt (including unsecured loans) and intdoaestien both

for ongoing project as also for new projects liksin plant and

wall tiles plant. The unit undertook expansion withtying up the

long term sources. Cost and time over run in thestieg
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expansion plans were also financed out of shom teans raised
by the company.
. Going in for second line of calcareous tiles withdust one

getting stabilized.

Observations:

. The company was not able to raise long term funud \was
managing the affairs by rotating unsecured loarss.operations
were not generating cash the repayments were lheizmgced out
of working capital funds. Hence, the company facsvere
liquidity problem and it became difficult to runethoperations.
The company was not in a position to service therast and
installments falling due.

. Unplanned expansion without proper TEV study amtiées also

supported for it.
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Case 19

Background:

The company is engaged in the textile business ahuf@acturing
cotton spun yarn, doubled yarn, open ended yaiittekingrey fabrics,

processed knitted fabrics and Garments.

The company belongs to a famous groupwhich waslediad in
1975 and had been in the business of manufactutesale of cotton
yarn, fabric and garments. Over a period the gtoagp grown many
folds with turnover touchingRs. 7500 cr. in Mardhl2. The group is
involved in textiles & real estate with textilesrfiing substantial
portion of the group’s turnover.

The group also controlled Bank of Rajasthan (BO&pie BOR was
acquired by ICICI Bank. The Group was having vasidisted and
unlisted companies. Today Group is one of the HErgeayers in
integrated cotton textile mills in India which pikeces quality cotton
fabrics and garments catering to clients acrosscthetry and also
globally.

Indebtedness of the borrower:

15 lenders with exposures under CDR of Rs790crs.

Cut-off date: 01.01.2012

Promoters’ contribution in lenders sacrifice:

The sacrifice on account of the proposed restrunguscheme works

out to around Rs 79.72 Cr. and promoters have adfubeir share

upfront.
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Performance and financial Indicators:

(Rs. in crore)

FY12 FY12
Particular FY09| FY10| FY11 (H1) (Q3)
Sales 1,837.8] 2,069.1) 2,307.5{ 1,388.2 637.1
EBIDTA 164.4| 159.0f 213.3 134.1 25.9
% EBIDTA 8.9%| 7.7%| 9.2% 9.6% 4.1%
Rebate on past sales 33.76
Interest 74.9 76.9 90.4 66.1 31.8
PBT 33.9 5.3 0.3 3.2 (72.2)

Reasons of CDR:

Despite industry downturn in FY12 (H1), companyldogenerate
reasonable profitability as it had pushed saleslolny term
customers at pre-contracted prices despite prevalarket price
being lower than pre-contracted prices.However saié¢hese
customers sought discounts on the sales made to. tHence
some discounts were allowed on previous sales.r@lb&te given
in Q3 of 2012 for past sales was Rs 34 Cr. As altrdbe
company suffered PBT loss of Rs 72 Cr. during F{Q?2).

Despite CAGR of 18% in sales growth during the qubiY09 —
FY12 (H1), the company recorded drop in its bottora by from
Rs. 34 Cr in FY09 to Rs. 0.3 Cr in FY11 translatintp drop of
99%. The lower profits compared to sales growth armsccount
on increase in raw materials price without commeaitsuincrease

in sales realization. Besides this, the other casirheads like
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power costs and labor costs also increased suiatiaduring the

same period thus resulting in lower margin compéaoeshles.

. The optimal capacity utilization of the unit is iested to be
around 90% subject to availability of adequate wuagkcapital.
However in view of inadequate working capital, tw@nmpany is

unable to run the plants at optimal capacity.

. Interest & finance charges have increased ovepdse years due
to increase in debt funds primarily to finance capeoject and
also due to significant increase in interest ratissa-vis those

envisaged at the time of project appraisal.

. Being a working capital intensive industry, suféict working
capital is critical for sustained profitability afny textile unit.
Accordingly the working capital limits of KKTL werassessed in
FY2011 for total WC limits of Rs 685 cr. but bankave not
released the entire assessed limits with the uMié€ldgap being
Rs 173 Cr. On account of inadequate WC, the compbasynot

been able to ramp up the operations resultingwetsales.

. The company had undertaken capacity expansion qgbsoje
recently. The increased capacity on account oatbeesaid capex

projects necessitates higher WC requirement.
Observations:
. Despite good profit and cash flow, company facedptoblem of

unplanned capex and not able to read the markpegyo
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The price of textile products has fallen drastical 2012, but
company showed higher profit because of earlietraoted sale
prices with buyers. Later on they asked for distowhich

impacted the profitability of the company.

Company was having funds of more than Rs 240 ciclwit

invested in capex and banks did not provide telan ko complete
the project.

Had company studied market properly, it would reiéinvested
in the capex; instead these funds would have besad dor
working capital.

Over ambitious expansion without proper market wtadd not

timely support by banks leads the company to CDR.
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Case 20

Background:

The company was incorporated in the year 2005 calgamation of
the then existing 3 business entities engaged énstme line of
activity of the same management as a part of theatmation move.
Promoters of the company are well experiencedaitie of activity.
The company is engaged in manufacture of variahtaudti-layered
and functional films, which find major applicatiom primary as well
secondary packaging solutions in food, dairy anarpiaceutical
segments. The company is capable of producing laygti cast and
blown barrier films of international accepted staru$. At present,
company has 6 independent production centres,tbeof are located
in the union territory of Daman and the sixth osein Rudrapur,
Uttaranchal, enjoying tax concessions.

The company has a well-established distributionwogk of dealers.
The company has a large clientele base of more 4@nclients.
Major clients of the company are Reliance, Vasualtairy, Anchor
Electrical, Welspun, Micro Inks, Mother Dairy, Gtga Co-op Milk
Marketing Fed. Ltd (Amul), Tata tea, ,Dabur, Ciphdizer, Pilsbury,
Britania etc.

Indebtedness of the borrower:

2 lenders with exposures under CDR of Rs 185 crs.

Cut-off date: 01.01.2010

Promoters’ contribution in lenders sacrifice:

The sacrifice on account of the proposed restrunguscheme works
out to around Rs 17.54 Cr. and promoters havedlreevested Rs 13

crs in April 2010 which was treated as their share.
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Performance and financial Indicators:

(Rs. in crore)

_ 31.03.20081.03.200931.03.2081.03.201{130.06.2012
Particulars

Aud. Aud. Aud. Aud Aud

Net Sales 141.34| 161.3§ 152.82| 105.22| 109.54
(166.07)| (326.20)

(Export Sales) (4.25) (5.39) (5.82 5.99 --
Operating Profit 20.61 0.34/ -41.03
(1.00) | (11.25)

Profit Before tax 21.20 0.81) -47.66| -53.67| -49.94
(1.00) | (11.75)

PBT/ Sales (%) 15.00 0.50, -31.19| -51.01| -45.59
(0.60) (3.60)

Profit After Tax 14.10 0.46| -47.94| -53.78| -47.96
(0.65) (7.87)

Cash Accruals 17.88 9.02| -34.77| -40.008| -34.09
(8.89) | (24.35)

PBDIT 30.16 21.71 -14.13| -18.23 -6.22
(20.91)| (46.65)

Paid Up Capital 24.49 3254  3254| 3254 3254
(32.54)| (37.54)

TNW 152.87 153.02 107.93 83.56 29.58
(164.09)| (181.43)

Adjusted TNW 152.62| 149.76 107.67| 76.44| 21.72
(161.59)| (178.17)

TOL/TNW (times) 0.68 1.32 2.11 2.84 10.59
(1.03) (1.05)

TOL/ Adjusted TNW 0.68 1.35 2.11 3.10 14.42
(1.05) (1.07)
Total Current Assets 109.18) 137.69 110.38
(116.48)| (172.86)
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NWC 5250 23.07 -3.09] -11.72] -41.65
(15.02)| (42.50)

Current Ratio 1.93 1.20  0.97 0.90 0.75
(1.15)|  (1.33)

Reasons of CDR:

The company has been incurring losses since mare3tyears on
account of lower capacity utilization and its ifddpito reach out
and expand market share. Present capacity utdizas below
15%.

The company has failed to achieve the projectionsdenm
Moreover, its inability to recover stretched reediles and
manage slow /nonmoving inventory.

Because of delay in installations etc. the projacéd cost & time
overrun. The term loan was therefore, rephasedidygonsortium
in August 2009 by extending the loan tenor by thyearters.

Observations:

Inspite of offering various concessions the Compaaowyld not
revive and both performance and financials were \walow
estimates. The Company could not meet their repayme
obligations and interest obligations even with tdomcessionary
rate and low quantum of term loan installments. TEmelers then
commissioned a TEV study and came to the conclusiat
revival of the unit was not possible unless theyesufficient

infusion of fresh funds by the promoters.
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Case 21

Background:

The company incorporated in December 1993, waglyopromoted
by two groups. Initially company manufactured Otezh Polyester
Yarn (POY). The company started with an initial P@apacity of
11977 TPA and had been embarking on a staggereansixn in
capacities over the years. The company also coetplatbackward
integration programme for manufacture of polyesthips with a
capacity of 49000 MT.

Although the Company has a competent Board of Bareovho have
sufficient exposure to the man-made fibre indussmce the two
groups have setup their independent ventures anéraggaged in the
same line of activity, the performance and openaticefficiency of

this company has been affected due to differenossngst the two

promoter groups, which has been persistent foediogl-5 years now.

The consortium Banks have been pressing upon tbmgiers to
resolve these issues and after persistent followthi@ promoters
agreed for division of the assets of the Compang two different

Companies, to be managed by the two Groups indepdpd

The detailed restructuring plan involving Demergéithe Company
into two separate entities (each to be controliedre of the original
promoters) has become effective from 01/04/2007 adted obtaining
approval of the secured and unsecured creditorsvels as the
shareholders, the Company approached High Coufswérat for

sanction of Scheme of Demerger which was approved.
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The company approached for restructuring throughk @iechanism.
The TEV report has brought out that both the uais technically
viable and economically feasible.The restructuripgckage was
approved in 2007.

Indebtedness of the borrower:

4 lenders are under CDR

Promoters’ contribution in lenders sacrifice:

The Promoters have brought in their contributiorRsf 10 Crore as
envisaged in the earlier package for the parenpeom Additionally,
the promoters are ready to bring in about Rs. 6iarstages. (which
entity)

Performance and financial Indicators:

(Rs. in crore)

Period ended Il year [l year
(2006-07) (2005-06)
Net sales 26754 48809.11
Gross profit/(loss) 9016.58 12038.21
(oper.)
Interest/lease rent 1923.14 1972.54
Depreciation 2150.91 2475.28
Operating profit/(loss) -2762.41 -483.08
Non-oper. 122.38 138.26
Income/(loss)
Adjustments -139.78 -25.94
Tax -986.92 178.06
Net profit/(loss) -1792.89 -548.82
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PBILDT/Net  Sales 5.16% 8.41%
(%)
PAT/Net Sales (%) -ye -ve

Reasons of CDR:

» The differences amongst the two promoter group® lteeen
affecting the performance of the company as redelajethe
financial results of the years 2005, 2006, 2007 2068B.

 The company has been incurring losses for thefdastyears
and has been recording less than anticipated caiiads,

which has been impairing its ability to service teen debt.

» The Working Capital of the Company has been erodmcer
the last two years on account of the low profiigpibf the
operations arising out of low capacity utilizatioand
utilization of short term sources towards repaymanterm
obligations during the years 2005-06 and 2006-07.

Observations:

Although two groups came together and formed thepamy but they
were having separate units in the similar liners dcompany could not
turn successful venture despite best synergy. Apdit one company
has turned successful (right of recompense notpget) and another
applied for OTS.
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Case 22

Background:
The Company was incorporated in 1993 for manufagjusulk drugs.

The company is having a total exposure of 2783.31lfr@n the

banking systems.

Performance and Financial Indicators:
(Rs. in crore)

Accounting | March, March, March,2013
year ending | 2011 2012

Net Sales 1321 1530 1881.47
PAT 83.34 101.13 -161.30
TNW 628.47 710.78 711.98
Current Ratio 1.35 1.21 1.03
ROE 15.43 0.15

Reasons for CDR:
Company approached CDR in 2013 citing followingsiess:
a. Company was facing several operational constraints
b. Quality of receivables had deteriorated.
c. Lower operational margin due to increased competitn the
pharmaceutical market.
d. Mounting receivables, amounting 962 Cr, out of wihic

Rs.532.67 Cr were more than six months.

Observations:

The company has been delisted from the stock eg@saand has not
submitted any financial results and annual repgortee BSE.

Post CDR minority banks approached high court atdined stay on
pledging of 100% shareholding and sharing of sécufurther a

winding up petition has been filed by UBI. Total#f cases involving
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Rs.282.67 Crs are pending against the company wssi¢ion 138 of

N.l. Act.
Borrower had made a huge deposit of more than BsQ8with

supplier and intermediaries.

The working capital limits sanctioned are equahtojected sales.
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Case 23

Background:

The Company was incorporated in 1964. The compamngaged in

manufacturing energy efficient products like carldgm resistors,

capacitors, ceramic cores, wire wound resister arsdfruments,

ceramic capacitors, trimmers, potentiometers, umsénts, etc. The

company has one subsidiary and two joint venturepamies engaged

into the manufacturing of similar products.

Company had secured loan of 163 Cr. from the bangystem.

Key financials:

(Rs. in crore)

Accounting | March, March, March,2011 | March,
year ending | 2009 2010 2012

Net Sales 211.74 222.34 144.11 82.83
Interest 31.66 31.66 24.72 20.60
OP after 9.94 3.60 -74.87 -119.70
interest

PAT -5.81 2.94 -79.26 -123.57
TNW 217.56 230.57 162.60 40.08
Current Ratig 1.31 0.93 2.68 1.56
ROE 6.95 10.53 -14.03 -45.36

Reasons for CDR:

a. The company suffered huge loss due to diversiboation-core

sectors.

b. The Company has been facing scarcity of workingtahjor

quite some time.

c. The recession in the economy has adversely affetted

operations of the company.

d. The company has been facing problem in realizaifats dues.
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Observations:

The company had made advances of Rs.40.00 Cr istgoout of

which Rs.10.00 Cr was considered doubtful.

The company had transferred two key businesseststol®0%

subsidiaries which has adversely affected the legsin

One of the lenders objected that they were noteaiple to the transfer
of the businesses of the two divisions to the tW0% subsidiaries
and had declined approval. Besides, the Lead batileaConsortium

for Working Capital has informed the Company noptoceed with

hiving-off of assets without the written consenttbé Consortium

Banks.

Some of the member banks had already served notioeker
SARFAESI Act for recovery of its dues.
Company had sought the approval from CDR for hivoffy the

business to its subsidiaries.

Post approval of CDR, the company’s accounts wedaded NPA
from the back date and recovery proceedings hase ingiated.
The company was declared wilful defaulter on actodin

a. Unauthorized current accounts with non-member banks

b. Diversion of sale proceeds to subsidiaries.

c. LCs devolved was not regularized.
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Case 24
Backqground:

VIL, a global conglomerate with business inter¢bts include steel
ware and steel raw materials, oil and natural gesd energy,

diamonds and agro products, was established ipetfue1989.

Financials of the Company:

(Rs. In crore)

Year Sales Net Profit TNW TOL/TNW
2011 2925.24 39.35 236.00 7.28
2012 3179.57 (-) 157.79 78.21 24.52
2013 168.02 (-) 34.47, Not Available

Reasons for CDR:

Company’s significant portion of exports to Dubasvmeant for re-
exports to various markets of Middle East, Iran &fidca. Most of
the world trading partners of Iran preferred tolde#h established
banking system of UAE for trade with Iran. Howevearth the
depreciation of Iranian currency almost by 50 %igtadollar, the
company’s customers in UAE have suffered huge &sssulting in
their inability to make payments.

Company gave a discount of Rs. 160.61 crore texp®rt debtors and
as a result; they started facing liquidity cruncirinlg last quarter of
2011-12. They failed to pay the interest for thiessguent months.
The company made a reference to CDR Cell in Ma@d22The TEV
found the restructuring scheme as financially \eadotd a fair banking

risk.
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Subsequent Developments:
CDR was approved in December 2012 (with sacrifit®®. 140.75
crore and promoter’s contribution of Rs. 35.25 erby way of equity

| preference shares / unsecured loans) and imptetheon
30.03.2013.
However, the CDR package failed, as the companyndidbring in
the critical amount as required under the packagihin the
stipulated time.
Following developments took place after failureCidR:
1) Account turned NPA in July
i) SARFAESI notice issued by Lead Bank in Septemb&B820
i) OA for filing of suit under DRT signed by all theemmber banks
iv) Suit filed in DRT
v) Lead Bank has taken symbolic possession of cadlater

securities (except one plant) in October 2013

Observations:

The company as well as banks failed to assessigkanvolved in
trade with Iran and take timely action.
CDR failed as promoters could not bring in theiarghof money to

fund the revival scheme.
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Case 25

Backqground:

ACL, engaged in construction and cotton textilevéots was

incorporated in the year 1993. In the year 2008 ,company planned
forward integration. An IPO to part finance it walanned for March
2006 which was delayed to March 2007. The deliaryachinery
was also delayed. The company was able to condludecial

closure by July 2007. However, it was followed bp global

recession and the company could not tie up with amxport

customers, thereby, leading to operations at lopacigy utilization

and inability to cover fixed costs. This affectéaeir financial

performance.

Financials of the Company:

(Rs. in crore)

Year Sales Net Profitf TNW TOL/TNW | Current
31.03 Ratio
2008 68.93 5.31 114.44 1.84 1.86
2009 23.78 (-)12.78] 102.28 2.97 1.28
2010 39.85 (-) 32.45 75.56 3.79 1.47
2011 49.59 (-) 69.84 6.41 1.37

Reasons for CDR:

As a result of deteriorating financials, a refeeemeas made to CDR
Cell in June 2010. TEV study was conducted by Baynlbextile
Research Association, Mumbai (BTRA) who concludéat tthe
operations of the company, based on their studvese technically
and economically viable under normal conditionsvted adequate

working capital were made available.
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CDR was approved in January 2011, with sacrificeowam of Rs.
40.70 crore and the promoter’s contribution of RS.crore.
The CDR was implemented in July 2011. Repaymeih@foan was

deferred.

Reasons for CDR Failure:

The promoters failed to infuse upfront funds of RS50 crore

envisaged in the package. Further, the compafgdféo achieve the
projected income / profits during F.Y. 2010-11. Tgremoters were
required to fund the gap between estimated andhlacaish losses to
take the sanctioned package further. They alsedfao bring in this

fund to bridge this gap.

Consequently the package was treated as failedaashetision was
taken to initiate recovery action under SARFAESt And to proceed

against the company and the promoters / guaram®BT also.

Observations

The package failed due to inability of promotersbiing in their
contribution. It would be better if the source ainfls is properly
ascertained before approval of the package. Thisalgio deter the
promoters to submit unrealistic projections andepdlve way for

timely action by the creditors.

151



Case 26
Backqground:

PAL, engaged in manufacturing of Aluminium Foil Gainers was
incorporated on 01.09.1994.

Financials of the Company:

(Rs. in crore)

Year | Sales Net | TNW | Ad. TOL/TNW | Current
31.03 Profit TNW Ratio
2010 637.46 46.29| 306.34

2011 902.35 67.25| 367.74| 367.74 1.69 2.30
2012 1369.7% 84.66| 446.10 446.10 2.53 1.16

Reasons for CDR and its failure:

The company had substantial outstanding receivdbérgby causing
mismatch in cash flows. Company was unable toicewayment of
interest and instalments to banks. This was foltbwy sudden
demise of company’s promoter who ran the compangisinandedly
and dealt with most of the key functions personallidis demise
created a vacuum in the company.

TEV study was carried out by D & B who concludedattiihe

compressive restructuring scheme would address ldhg term

profitability. However, the TEV study presumed capautilization at

90%.

The package was approved in June 2013 with a sscaimount of
Rs. 108.83 crore.

While implementation of the package was in progrigssas revealed
that two pension funds, which have invested in NG@Dd holding

first pari -passu charge on the fixed assets ofctirapany, are not
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participating in CDR package. Their consent is misgkefor perfection
of the securities stipulated in the package. Miereed notice for

winding up from the legal counsel of the pensiomdf

Observations:

Monetization of assets was part of the CDR packdgglementation
of the package faced problem as some of the assdis sold were
charged to / held by the institutions who did nattgipate in the
package. This aspect should have been lookedwhile finalizing
the CDR package.
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Case 27

Backqground:

The company, engaged in the manufacturing of poavel control

cables was incorporated in fifties. Power Cableusty had faced

severe demand recession since the mid-1990s. hEusadversely

affected performance of all major power cablessumtthe industry —

including company. The company had been incumperating losses

since 1997-98, mainly due to increase in the cbkeyp raw materials

and power capacity utilization leading to erosidnvorking capital,

net worth which consequently resulted in defaultsgrvicing its

secured and unsecured creditors.

Financials of the Company

(Rs. in crore)

Year |Sales | Net TNW | Ad]. TOL/TNW | Current
31.03 Profit TNW Ratio
2008 109.25 (-) 1.85| 16.59 16.59 11.77 0.52
2009 94.10 (-) 32.42| 90.89 33.55 2.26 0.67
2010 128.79 (-) 32.36| 33.59| (-) 23.76 8.88 0.70
2011 184.68  15.73 3.30 0.81
2012 158.75 (-) 19.87| 67.90 10.55 4.43 0.79
2013 123.36  18.18| 86.08 28.73 2.20 0.67
2014 | 137.83| (-) 21.53| 64.55 48.55 2.71 0.57
(Prov.)
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Reasons for CDR:

1% Restructuring:

The company’s debts were restructured under CDihgl®004 and
package implemented in March 2005. However, thenpamy
continued to incur losses in spite of the restnuiety although it
settled the dues of two lenders from sale proceégart of their land.
2" Restructuring:

Due to continued slow-down in economy and operatioh plants
running below break-even, the company continuesifter losses and
their accounts with all the members of consortiemdered irregular
since mid-2008. Accordingly, the company requedtadanother
restructuring of its credit facilities.

A fresh TEV study was carried out to establish Witgb of the
company. The TEV consultant observed that the emyig
operations will be viable if the company is ablestaft part of its
operations to another city. TEV study also reconuheeincompany
concentrate on a niche product. This would offgyoad opportunity
to the company to consolidate its position in teaticular product.
The company’s request for second restructuring evdwdve been
treated as repeated restructuring in terms ofezagliidelines issued
by RBI, since this would have been done within dqaeof 5 years
from the first restructuring. However, in termstbé RBI guidelines
issued on 08.12.2008, a second restructuring evéimnwa short
period was permitted in 2009, in view of the theffiailt market
conditions and general slow-down in most sectoth@®economy.

Observations:

The company has been under CDR since 2005 and itoheome out
of CDR, latest by October 2013. TL/WCDL has beepaid by

selling of few properties mortgaged to Banks formi¢.oans.
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Recompense amount is yet to be paid.

The account remained standard till March 2014. Heredue to
delay in realization of receivable from one powerstibution
Company, cash flow was strained rendering the adsouregular.
This resulted in company’s account becoming NPAiragacently.
Joint Lenders Forum meeting held in May 2014 detidbat
individual banks would immediately seek permissitsom their
respective authority for calling up loan and tctiate legal action /
SARFAESI if the account does not get regularizethe accounts
were regularized in May 2014.

Observations:

This is a case of repeated restructuring withoberant viability of
the enterprise. The company’s operation are ndilejahowever, it
has huge land assets that are being sold evenhienever dues arise.
However, there is a limit to cash generation frate f assets. An
early decision on the fate of the unit based omilitg would be a
better option.
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Case 28

Background:

This is a sixty year old company, engaged in matufang and

trading of ceramic tiles, vitrified tiles, mosailes and marble.

Financials of the Company:

(Rs. in crore)

Year | Sales | Net TNW | Ad]. TOL/TNW | Current

31.03 Profit TNW Ratio

2011 | 691.04 28.35| 555.87| 441.27 1.62 0.83

2012 | 850.68 (-) | 480.07| 316.63 2.57 0.65
55.45

2013 | 781.47 (-) | 276.73] 84.03 4.71 3.46
231.34

CDR: Reasons and Implementation:

About 55% of revenue of company was generated by cltiles
manufactured and imported from China. Due to sndejgreciation
of USD in FY 2011-12, cost of imported tiles beca@®o higher
than those manufactured locally. This coupled witerall slump in
real estate led to decline in sales of the companyue to higher
prices, lower sales, piling up of inventory andulestly cash losses
from December 2011, account of the company becamguilar since
early 2012.

TEV study established viability of the operatio@PDR package was
approved at end of 2012 (with lenders’ sacrificeRst 221.64 crore
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and promoter’s contribution of Rs. 53.96 crore) amglemented in
March 2013.

As per the CDR package, the company was to seflotscore assets
of Rs. 550.00 crore over the next four years from ¢ut-off date to
bring down the overall debt. However, the compamgs unable to
sell any of its non-core assets.

The company stopped routing its sale proceeds ghrdiRA account
with Ml since December 2013 and has admitted hawpgned
current account with other banks (CDR as well as-@GDR) despite
all the pressures mounted by the lenders to clibsech accounts.
The company is not honouring its repayment obloyeti

The company had requested for"afallow up restructuring however
it was not accepted by CDR lenders.

External Credit Rating of the company is suspendédancials of the
company are impacted by weak liquidity and highrigega Further,
the company was unable to come up with any oth&rrative
concrete plan to repay its debts. Hence, a decisiexit out of the

account has been taken.

Suggestion:

CDR EG does not have any enforcing power. As alltrebe
borrowers do not take the CDR structure and itslempntation
seriously. They adhere to the stipulations if uits them. If
adherence of stipulations does not suit them, sneyply walk out of
it making the whole exercise defunct.
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Case 29

Backqground:

The company, engaged in the manufacturing of eextroducts was

incorporated on during 1991.

Financials of the Company:

(Rs. in crore)

Year Sales | Net TNW | Ad]. TOL/ | Current
Profit TNW TNW | Ratio

2006-07 150.89 13.21] 73.71 2.24 1.20
2007-08 244.90] (-) 61.69 13.09| 27.15 0.75
(18 months)

2009-10 77.86 5.86| 32.80 9.90 0.84
(6 months)

2010-11 178.11 0.95| 84.37 2.62| 3.14 0.86
2011-12 207.30 (-) 3.72| 125.76 18.73

2012-13 240.49 (-) 33.38| 92.62| (-) 16.29

CDR: Reasons and Implementation

Demand for one of the products of PEL startedrfglsince 2006. A

fire accident took place in their unit in Febru&®07. Their raw

material cost increased and level of productionfesafl due to

relocation of plant. All this resulted into losgesthe company in the
year 2007-08.

A reference was made to CDR which was approved amci 2009

and implemented. Resultantly, the company was @bbrhieve the

top line as per the projections made under CDR.wever, the

projected bottom-line could not be achieved duediatility in raw

material prices, low capacity utilization.

As sudhe company
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defaulted in meeting its repayment obligationsemis of CDR and
had to be classified as sub-standard in Decemidr. 20

TEV study was conducted in October 2012 for exangrthe fresh
reworking proposal submitted by the company. Migbiof the

package was established. The promoters were adwsdating in

substantial funds by recovery of the company’'s stvents made.
However, the promoters were not able to either wecothe
investments or raise any resources on their owrs aAresult the

restructuring failed.
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Case 30

Backqground:

The company is engaged in the manufacturing of llrlkgs and

formulations.

Financials of the Company

(Rs. in crore)

Year Sales Net TNW Adj. TOL/TNW | Current
31.03 Profit TNW Ratio
2010 351.11 29.92| 128.37 3.33 0.74
2011 309.99 (-) 22.27| 100.73| (-) 127.19 4.68 0.90

CDR: Reasons and Implementation

Figures in the bracket are projections for thevahe period.

Due to mis-match in cash flows, derivative losstecrease in API

(Active Pharmaceutical Ingredients) margins, anduition of its

step-down subsidiary, the company was not ableetoice its debt

since 2010. As a result, a reference was mad®® Cell which was

approved in April 2011.

The CDR package is under implementation.

In thenime, the

company has defaulted on principal and intereshdkees are yet to

decide next course of action.
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Case 31

Backqground:

It is seventy year old company engaged in manufiacfLof textiles
products, mainly cotton fabric. ~With continuousveatision and

expansion, the company became a well-known brand.

Financials of the Company:

(Rs. in crore)

Year | Sales Net TNW | Ad;. TOL/TNW | Current

31.03 Profit TNW Ratio

2009 557.11 (-)| 82.66| 21.01 8.64 0.67
61.36

2010 589.78 ()| 22.46| (-) 31.78 0.61
60.88 30.66

2011 722.19 56.04*| 74.66| 29.73 9.21 0.58

2012 787.59 ()| 2.88 ) 236.78 0.44
68.05 41.39

CDR: Reasons and Implementation

In the year 1995-96, the company undertook a majypansion and
modernization drive for all of its manufacturingitsnwith a total

outlay of Rs. 400 crore. However, due to downwaehd in the

textile industry in the late 90s and heavy caskBdessuffered by the
PSF unit, the company went into red with heavy drlytlen. In the
year 2001, with the approval of all the lenderse tbompany
undertook a restructuring exercise. The loss ngplR&F unit was
hived-off and later on sold.

By consolidating its remaining business, the comgpaatained debts
to serviceable levels. During FY 06, company hivt its steel
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business in order to focus on its core activityestiles. During 2005-
06, the company undertook a major modernization-expansion of
its two textile units at various places involvingapital expenditure of
Rs. 298 crore, funded through term loans and FCCBs.

However, the performance of the company was implaict009 due
to slow down in global economy. To overcome theation, the
company approached the lenders for restructurinthefterm loans
under TUFS scheme by extending the original repayrperiod. A
loss making unit and some non-core assets were salgb by the
company to overcome the situation.

In FY 12, performance of the company was furthéecéd due to
fluctuation in the raw material prices. Though #heras growth in the
sales of the company, however, its operations werginuously in
loses resulting in erosion of net worth. Contingi@yperating losses,
negative NWC and weak current ratio affected thekmg of the
company adversely. The company could not servigerast /
instalments from internal accruals. They also @aubdt redeem the
FCCBs which fell due in April 2011. Due to dectigi financials,
company once again made a request for restructurikeference to
CDR Cell was made in January 2012.

TEV study concluded that the unit was viable prediaertain reliefs
such as re-scheduling of term loan instalmentsyatsah in interest
rate etc.

The sacrifice amount was Rs. 16.22 crore and prersaontribution
Rs. 10.00 crore.

The package is under implementation. The accountseocompany
are running regular; however, latest external treating is ‘D’ by
ICRA.
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Suggestiors:
This is a case of expansion into unrelated araee(ification to steel
industry by a textile industrial unit). It shoule allowed only if the

management is professionally competent to managedtv area/s.
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Case 32

Backqground:

The company was incorporated in 2008 to set up ee Hrrade
Warehousing Zone (FTWZ). FTWZ is a special categufr SEZ.
Activity of the company was to provide world clasfastructure for
warehousing, handling and transportation equipmeontnmercial
office space, utilities and one-step clearancengdart and export of

goods.

Financials of the Company:

(Rs. in crore)

Year Sales Net TNW TOL/TNW | Current
31.03 Profit Ratio
2012 0.03 (-)0.44| 266.76 1.40 0.23
2013 67.03 (-)19.41 261.59 1.47 0.99

CDR: reasons and Implementation

FTWZ is relatively a new concept in India. The gamy could not
achieve the revenues as expected in 2010-11 agprations of the
company were severely affected due to various dpeed and

regulatory issues. There was delay in commissgoirrail terminal.

Company’s efforts to procure Electronic Data Intemrage (EDI)

connectivity could not fructify due to lack of codmnation between
the Ministry of Finance & Ministry of Commerce. port General

Manifest (IGM) approval for FTWZ also got delayed.

Due to delay in commencement of commercial operatifinancials

of the company got deteriorated. The company coatdnanage the
financials. A reference was made to CDR Cell. THWyg opined that

the company with excellent infrastructure and gbasdiness potential
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is technically a viable company and has sound pialeo achieve its
business goal without much trouble subject to caanpk of the
recommendations of the consultants.

CDR was approved in September 2013.

Though the current IRAC status of the company endard, its
external credit was down at ‘D’ by ICRA. The comga ware house
occupancy level has come down substantially. Dlef occupancy
has resulted in inadequate cash accruals. Theegtteervicing is not

being done.
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Case 33

Backqground:

The company was incorporated in 2008 to set up rdagter train

business and holding category | license which aldlne company to
operate on Indian rail network on pan-India balsath domestic and
EXIM traffic. The company started its operationsHebruary 2009.
Project which was scheduled to start on 31.03.2@0d start with

delay on 31.03.2012. In the meantime, the faeditgranted to the
company were restructured in November 2011.

Financials of the Company

S(Rn crore)
Year Sales Net TNW TOL/TNW | Current
31.03 Profit Ratio
2012 270.68 6.16| 106.62 5.43* 1.48
2013 301.79 (-) 48.28 61.07 11.58* 0.52

CDR: Reasons and Implementation

Due to delay in start of the project, company lathise further debts
which added to their finance cost heavily. Opersiof the company
were dependent on the policies of Indian Railways the regulatory
changes had affected the operations of the compRagultantly, the
company faced financial pressures and could notieaehthe

envisaged business targets due to change in theelasmodel of
group companies affecting its operations. It wasng difficulties to

honour its financial commitments to the lendersyréfore, approached

its consortium lenders for CDR.
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TEV study of the company conducted in March 201gyssted that:

Company should strengthen its board with inductdrmore
professionals and few independent directors witleqadte
industry experience.

The company has faced certain business risks agccaminue
to face in future due to downsizing project plantleé group,
and therefore appropriate mitigation measures teebd taken.
Company’s operating cost has increased from 66.3®mf%
revenue to 71.37 % by 2011-12. Haulage chargesuatdor
major portion of operating costs of PCTOs and aternined
by Indian Railways. Frequent increases have ateoperating
margins.

The operations of the company are dependent onarndi
Railways. Any regulatory changes may affect comfsan
operations significantly.

Present financial problems will continue for sonmet till
operational hiccups like optimal utilization of Kia sliding
facility and reduction in empty rakes movementsraselved.
Company’s total debt expenses from bank and otfstitutions
increased from Rs. 97.11 crore (2007-08) to Rs.Z36rore
(2011-12). DERis 3.49in 2011-12 (sanction DER.I&/.
Considering the capital investment made by the @mwpand
the long gestation period to stabilize operatiagngjll be very
challenging for the company to make profit in theial period
of 3 — 4 years.

The project / company is technically and commelgiailable.

However, the success of CDR scheme depends on athay
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factors including capital structure of the compawhich both
the lenders and the company will consider for ttonad of the

company.

The proposal was approved on 25.07.2013. Sacr#dimeunt was
calculated at Rs. 19.61 crore, to be contributethbypromoter fully.
During the course of implementation of CDR packalge,company is
not routing its cash flows through TRA account watmember bank.
Company has clarified that they are not able tdeots receivables
through TRA account because the bank does not leafreight
payment facility.
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Case 34
Background:
Company was incorporated in August 1993 and engagdéxtile

manufacturing of partially oriented yarn (POY), yedter texturized
yarn (PTY), fully drawn yarn (FDY) and draw texzed yarn (DTY).

Due to liquidity pressures, the company could retise its debt
since July 2013. As a result of this, a referedc€DR cell was made

in November. The package was approved in March 2014

Performance and financial Indicators:

(Rs. in crore)

Year Sales Net TNW Adj TNW | TOL/TNW | Current
31.03 Profit Ratio
2011 433.49 4.06 93.78 93.61 2.83 1.14
2012 682.83 3.83] 105.62 105.45 4.40 1.10
2013 713.36 3.71| 152.80 152.63 3.55 1.06

Reasons for CDR:
» Shortage in supply of raw materials in domestickaar

« Economic slowdown

» Weakening of INR vis-a-vis USD

» Surplus capacity without at downstream process
* Long debtors cycle

* Increase in interest obligations and debt pile up

Current Status:
The company is still under moratorium period.

Company neither intends to provide any additioeausity nor bring
in funds from other sources. The company is alsoeoessarily

delaying special investigative audit.
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Case 35
Background:
Company was engaged in the manufacturing of coppds, strips,

flat etc.

The company had planned for expansion project fugpper tube
production. The COD for the project was October @0t it was
delayed due to delay in sourcing of machinery agdydin arrival of
foreign staff for installation and hand holding. heTl project was
completed only in November 2011 while its repaymstiatted from
April 2011. The company decided to pay its TL gation leading to
liquidity strain, which resulted in devolvementld®s and irregularity

in TL and CC account.

Indebtedness of the borrower:
200 crore

Performance and financial Indicators:

(Rs. in crore)

Year Sales Net TNW Adj TNW | TOL/TNW | Current
31.03 Profit Ratio
2010 179.48 8.98 86.02 86.02 1.55 1.38
2011 284.90 12.57| 188.03 111.01 1.27 1.26

Reasons for CDR:
« The company’s cash accruals were not sufficienmeet its

term loan obligations

* The company could not bear the burden of interaginent

 Company’s plant could not stabilize leading to &sea costs
of operations. Moratorium provided to company @wvo be
insufficient due to delay in COD.

* Working capital funds were used to pay term loaeragst and

installments leading to serious liquidity crunch.
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Observations:
Working capital funds were used to pay term loatergst and

instalments leading to serious liquidity crunch.
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Case 36

Background:

Company was incorporated in November 1988 to seauf0 %

export oriented spinning mill for the manufactufecotton combed

yarn.

Performance and financial Indicators:

(Rs. in crore)

Year Sales Net TNW Adj TNW | TOL/TNW | Current
31.03 Profit Ratio
2006 212.6 6.23 94.66 94.66 2.33|1.18
2007 251.93 7.24| 107.98 107.98 3.12| 0.94
2008 276.79 (-) 18.75| 80.50 80.50 4.66| 0.87
2009 287.75 (-) 52.51

2010 387.32 (-) 18.61

2011 667.59 9.04 36.6

2012 749.25 0.13 36.79

2013 1139.49 27.11) 64.88

2014 1410.33 104.93

Reasons for CDR:

» Declining margins in industry due to increase it@o prices;

increase in prices of yarn not been commensurdteingcrease

in raw material prices; competition and increasprines of oil

» Appreciation of rupee against USD (from Rs. 43 & R8).

Export orders of the company got cancelled and thasg

booked forex in excess. The excess forward boo&migprex

got cancelled with exchange loss to the company.

» Blockage of funds in government receivables leadmgash

flow problems

 Dependence on furnace oil based power which rebsuhe

higher cost

e Time over run of 7 months
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The company was admitted to CDR in November 2008.

Present Status:

Company’s performance with reference to revenueeiggion and
EBIDTA has been better than the projection / ediona made during
CDR, however, there is shortfall in profit due tpea derivative
option, and increased interest o/a enhanced WGQsliamd deferred
tax.
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Case

37

Background:

The company is engaged in the activity of constoncof highways,

roads, railways, power / telecom transmission tevagrd commercial

buildings.

The company had been facing tight liquidity positidue to various

internal & external factors like sluggish economrmdaveak industry

scenario in infrastructure sector.

CDR was approved in December 2012.

Performance and financial Indicators:

(Rs. in crore)

Year Sales Net TNW | Ad]. TOL/T | Current
31.06 Profit TNW NW Ratio
2011 1290.27 52.04| 620.78| 405.83 2.76 1.18
2012 1148.20 (-) 71.98| 548.44| 292.11 3.88 0.59
2013 1000.50 (-) 194.30] 392.47 5.96 0.73

Reasons for CDR:

Considerable blocking of working capital in WIP astbw

moving debtors

High debt and interest burden
Investment in BOT projects
Operating losses

Delay in approvals

Weak industry position

Present Status:

Company’s accounts are running irregular and adctas turned

NPA.
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Case 38

Background:
The company is engaged in the manufacturing of g@aron, steel

billets and ferro alloys along with power genenatio

Performance and financial Indicators:
(Rs. in crore)

Year |Sales | Net Profitf TNW | Adj TOL/ Current
31.03 TNW | TNW | Ratio

2011 | 364.63 8.91] 169.26] 169.26 4.30 0.80

2012 | 313.30 (-) 31.81|191.65 191.65 6.00 0.84

2013 |288.58 (-)97.80|111.26] 108.52] 11.17 0.96
(Est.)

Reasons for CDR:

» Consistent increase in iron ore and coal pricestdusarcity,
resulting in high cost of raw material without coemsurate
increase in finished goods prices

» Sluggish demand for steel due to construction Simguprojects
not taking-off as envisaged leading to low capaattlyzation

» Delay / non-stabilization of operations

» Disproportionate debt obligations and consequegh Imterest

burden as well as repayment obligations.

Present Status:
Restructuring package has been implemented in ®épte 2013.

Capacity utilization has improved to 70%.
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Case 39

Background:

This is an eighty year old company. It is engaged the

manufacturing of refined sugar, white crystal sugad ethanol. At
present, this company is amongst the top 10 intedrasugar
companies in India.

The company was first referred in CDR in the ye@032 The

restructuring proposal was approved wherein TLswrng to Rs.
69.76 crore were restructured, along with othealseliefs. The term
loans, then restructured, have since been liquddate

The company was referred second time to CDR in bDeee 2007
and the approval CDR was implemented in March 2008.

Due to downturn in the sugar industry the compagsiraapproached
the lenders in 2012 for re-work of the CDR packadeng with

business restructuring.

The package was approved in August 2012. Under nessi
restructuring, the existing power-cogeneration gudable alcohol
businesses of a division were hived-off to two newlcorporated

companies.

Performance and financial Indicators:
(Rs. in crore)

Year Sales Net TNW Adj TNW | TOL/ | Current
Profit TNW | Ratio

Oct 10 — 1199.53 (-) 14.18| (-) 37.82| (-) 72.95 -ve 0.61
Mar 12
(18 M)

2012-13 | 884.94 (-) 40.02 3.83| (-) 326.13| 426.94 0.61
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Present Status:
The company is adhering to the repayment schedsil@pproved
under CDR.
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Case

40

Background:

The company is a pharmaceutical unit, incorporateithe year 1984

and engaged in the manufacturing of vaccines amduiations.

Company’s accounts were first restructured undeR@DDecember

2010. The company was not able to repay loan|mstas due to

inadequate cash accruals.

In view of the problémeed by the

company and recent developments which may leadréviaal of the

company, it approached its lead bankers for resiring of debt

under CDR in the year 2014 and CDR package wasrkexdo

Performance and financial Indicators:

(Rs. in crore)

Year | Sales Net Profit | TNW | Ad]. TOL/ | Current
31.03 TNW TNW | Ratio

2011 | 1130.46 135.05| 541.97 260.59] 1.99 1.39
2012 696.38 (-) 207.79] 349.11 67.35| 2.98 1.03
2013 594.23 (-) 230.13] 136.46| (-) 151.24] 8.20 0.64
2014 497.24 (-) 0.42| 135.87| (-) 258.33] 9.75 0.35

Reasons for CDR:
De-listing of company’s DPT based combination vaesi by

WHO from the list of its pre-qualified vaccinesAugust 2011.

As a result of this, company’'s sales declined draky

thereatfter.

No returns on investments made by company in ge@ates /

group concerns.

Present Status:
Recently approved
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Case 41
Background:
The company, incorporated in September 1994, isaged) in the

manufacturing of cables and wires. The companwdiyocaters to
power sector, Indian railways and telecom sectors.

The company’s accounts were restructured under @DBRecember
2010 due to loss booked by the company in FY 09Fand0. As per
CDR package, the company was to monetize its nom-assets by
31.03.2012, which could not be sold.

The company incurred losses in FY 11 and FY 12 als® its cash
accruals were not adequate to meet repayment tbhga

On request of the company, its CDR package was rk@ap which

was approved in July 2012.

Performance and financial Indicators:
(Rs. in crore)

Year |Sales | Net Profitf TNW Adj TNW | TOL/ | Current
31.03 TNW | Ratio
2011 | 385.08 (-) 101.58 65.53 37.17| 7.54 1.15
2012 | 463.45 (-) 58.36 3.89] (-)24.59| 135.29 0.85
2013 | 467.73 (-) 4.64| (-) 13.20| (-) 19.68 -ve 1.03

Reasons for CDR:

Loss in FY 11 and FY 12 also and cash accrual®eiog adequate to
meet repayment obligations

Present Status:

As per reworked CDR package, the company was aiseell a
The
company has also not adhered to the repayment@ehstipulated in
the

property. However, the property could not be dsgub of.

rework CDR package and accordingly the accowats
downgraded to sub-standard due to failed restrunctur
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TEV study conducted in February 2014 shows thatofperations of
the company will remain non-profitable for the neeven years by
considering the production of optical fiore at 1@%0in next seven
years. As such, the company has been declarauvable.

Due to erosion of net worth, the company has amghed BIFR for

declaring it a sick company. Final judgment in mha&tter is awaited.
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Case 42
Background:

The company, incorporated in February 1984, is gedain the
manufacturing of combed cotton yarn, knitted fabmon-woven
fabric, garments etc.

The unit commenced commercial production in Octob@90 and
thereafter continued to expand and diversify inatedl areas /
activities. During FY 06, the company undertookttier expansion
and diversification. Company is an export orieniad.

The company was a consistent profit making till &% However, the
company'’s financial position had taken a severdihgan FY 08 and
FY 09 on account of appreciating rupee vis-a-viDU8uring FY
08), derivative losses of Rs. 29 crore, higherarottrices, recession
in the market etc. The company incurred losseRs0f28.93 crore in
FY 08. Consequently, the company found it diffidol repay its term
debt instalments. Keeping in view the continuaoickquidity crunch
in near future, the company requested for restringuunder CDR

which was approved in December 2008.

Performance and financial Indicators:
(Rs. in crore)

Year |Sales | Net TNW | Adj TOL/ | Current
31.03 Profit TNW | TNW | Ratio

2007 | 228.43 4.52| 150.66| 140.38| 2.48 1.19
2008 | 311.22 (-) 28.93|121.92| 111.47| 3.62 1.01

Reasons for CDR:
» Appreciating rupee vis-a-vis USD
» Derivative losses (currency SWAP for rupee ternmg)a
» High cotton prices

e Recession in the market
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Present Status:

Promoters have infused their share of funds. Pmdace of the
company for the year 2013-14 is better than the Gidéjections.
Both turnover and profits are surpassed then thR @idjections.
The company is planning to come out from CDR. lexadvill advise

recompense amount.
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Case 43
Background:
The company was originally established as a patmerfirm in the

year 1999. Later it was converted into a compartd/iacorporated in
December 2002. Company is engaged in manufactuohg
transmission towers, overhead aluminium conductam-ferrous
alloys, generation of solar power and undertakif§fCEcontracts on

turnkey basis.

The company has diversified its presence into magonal market. It
has executed international orders in African coastlike Ethiopia &

Zambia. It is also executing contracts in powect@ein Nepal,

Afghanistan and Nigeria.

In order to diversify, the company had taken up Efé@tracts for

roads and bridges and BOT based road projects.ekenvsince these
projects are not the core competency of the compangas also

recently surrendered the BOT based road projects.

The operational performance of the company has lserely
affected and it incurred losses due to cost & towerruns impact on
margins due to entry of new players in the segqiace volatility in

metal prices, etc. As a result, there was straicampany’s liquidity
and hence, the company requested for restructundgr CDR which

was approved in December 2012.

Performance and financial Indicators:
(Rs. in crore)

Year |Sales | Net Profitt TNW | Adj TNW | TOL/ | Current
31.03 TNW | Ratio

2011 | 862.10 49.68| 164.72 164.69] 2.58 1.20

2012 | 610.31 (-) 59.86] 83.26 79.36] 9.07 0.62
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Reasons for CDR:
» Exponential growth not matched with correspondingant of
funds contribution from the borrowers.
» Stressed operational performance

» Provisioning required for slow moving assets.

Present Status:

The projections envisaged at the time of CDR arenmet. Due to
increase in cost of raw material, which could netgassed on, the
company is facing low cash accruals. Company’sididy is further
affected due to delay in realization from debtavost of the projects
of the company are running with delay with costrowe as a result
the company is likely to suffer further losses. @amy is facing
various litigation and numerous court cases forovery of
outstanding dues by various banks, Fls, pressirggitors etc.

including winding up petition and cases u/s 13&ak.
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Case 44
Background:

The company was set up as a joint venture by twiiesi.e. one
NBFC and another industry major. The company mewishares
telecom infrastructure to cellular / wireless opers

At the time of conceptualization of 9500 towerse tompany had
anticipated the telecom industry to grow substéptidue to 2G

subscriber growth and anticipated roll-out of nevesmhnologies such
as 3G & 4G services. However, in view of the clehdpusiness
dynamics like delays in 2G roll-out, delay in 3@BYVA auction,

cancellation of 2G licenses etc., the sector wg#edsa series of
market and regulatory hurdles which resulted intaikment of

expected growth in the sector.

Performance and financial Indicators:
(Rs. in crore)

Year | Sales Net Profit | TNW | Ad] TOL/ | Current
31.03 TNW | TNW | Ratio

2011 177.11 (-) 113.16] 148.97| 148.97| 6.00 1.52

2012 201.07 (-) 111.78 129.43] 129.43 6.75 0.49

Reasons for CDR:

 Due to delay in 2G roll out of new service provilethe
demand for tower infrastructure failed to pick wpenvisaged
resulting in scale down if its roll out plan fronmmiginal 9500
towers to approx. 2500 towers.

» Slowdown in the industry resulted in lower margins.

» Delayed auction of 3G and broadband wireless access

» 2G scam and cancellation of 122 2G license by Su@r€ourt
adversely impacting the rollout of towers and totegrancy.

» Pressure of rising interest rates
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Due to strained liquidity situation on account efular servicing of
debt without adequate generation of cash flows foparations, the
account was referred to CDR cell in July 2012 gograved in March
2013.

Current Status

The company is now being controlled by a PE inwedtom

Mauritius.
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Case 45
Background:

The company was incorporated in 1989 and in theinbas of
providing drilling services to clients engaged inl @and gas
exploration & production industry. It has pan-lagiresence with its
drilling/ seismic/ EPC contracts mainly with ONG@daOil India Ltd.
It has also undertaken overseas contracts in Omnaa,and Egypt
through its subsidiaries. Initially it started asub-contractor, but in
the post 1991 period, it established itself as-ffaiged operator,
working directly for ONGC and Oil India Ltd.

The conduct of account has not been satisfactoey Biovember 2011
as it became irregular due to mismatch in cashdlawd delay in
realization of debts related to ONGC and OIL.

The company requested for restructuring of its deigter the CDR
mechanism. CDR package has been approved in Ja2i4.

Promoters’ contribution in lenders sacrifice:

Sacrifice of the lenders has been computed as@2s88B crore out of
which CDR lenders’ sacrifice is Rs. 340.97 crore.

Promoters shall infuse Rs. 100 crore (i.e. 29.33%DR lenders
sacrifice) as their contribution towards lendeCrdice. Promoters
shall also bring Rs. 480 crore by sale of coretasset yielding any
income by March 2015.
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Performance and financial Indicators:

(Rs. in crore)

Year | Sales Net TNW | Adj TOL/ | Current
31.03 Profit TNW | TNW | Ratio
2010 | 1071.80 92.00| 907.93] 719.41] 2.40 1.20
2011 | 1222.13 40.65| 954.50, 785.65 3.00 1.29
2012 | 1259.32 69.17| 997.76] 876.52| 3.12 1.04
2013 | 1074.24 37.65|1026.36/ 819.04| 3.49 0.81

Reasons for CDR:

Client concentration

Rigs redeployment time and cost

High level of debtors and delay in debtor realizati

High leverage and increasing finance cost

Mismatch in tenor of assets and liabilities

Current credit rating (default) resulting in furthiend raising

iIssues and raising cost of debt

FCCB redemption liability

Present Status:

Under moratorium
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Case 46

Background:

The company was set up in the year 1969 to undettak activity of
offset printing.

In the past, the company’s term loans were resdbddan two
occasions, in 2006 and in 2008, owing to the follgirreasons:
Conduct of accounts of the company was satisfactiorthe past.
However, during 2008-09 and 2009-10, the company lesieged
with many problems leading to losses and hence estqd for
restructuring under CDR. The package was approvédne 2011.
Performance and financial Indicators:

(Rs. in crore)

Year |Sales | Net Profitft TNW | Adj TOL/T | Current
31.03 TNW | NW Ratio
2008 106.17 2.22| 66.23| 60.26 1.96 1.03
2009 97.77 (-)2.66| 60.95/ 54.89 2.26 1.05
2010 81.75 () 7.37| 51.49| 45.09 2.55 1.06
2011 5498 (-) 10.50| 17.37| 17.16 6.80 0.80
2012 52.24 (-)11.58| 1.64| 1.43| 74.10 0.93
2013 58.79 (-)8.09| 8.55| 10.84| 12.70 1.01

Reasons for CDR:

» Global recession for three years

* Increase in freight charges and the raw materiahbould not
be passed on to the customers

* Appreciation of rupee thus lower realization out efport

proceeds

190



TEV Study:

According to TEV study conducted by Bank’s empadebihartered
Engineers firm, the unit is operationally viableli® years. However,
if sale of some of the company’s properties is doperiod of

restructuring can be reduced to 4 years and 6 raonth

Present Status:

Part of the assets have been monetized howevegssee is yet to be

sold. Instalments and interest is being serviced.

Case 47 and 48

No major observations and findings
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Case 49

Background:

The company is a flagship company of well diveesifgroup. The
group has set up a Spinning unit with a 100% expoented unit.
The company is having an installed capacity of 81§findles to
manufacture 100% cotton combed and carded yarn.

The products are exported to regions such as KBaazgladesh and
the Far East. The company is accredited with ISA23fuality
certification.

The company has an exposure of Rs.80.50 Cr frorbdahking

system.

Performance and Financial Indicators:
(Rs. in crore)

Accounting | March, March, March, March,

year ending | 2008 2009 2010 2011

Net Sales 82.28 92.53 90.85 156.83
PAT -7.32 -11.81 9.86 0.30
TNW 8.05 -3.55 -13.22 -13.49
Current Ratio 1.56 0.86 1.06 1.04

Key Observations:

CDR failed due to non-cooperation among the badkse of the
major banks reduced the rate of interest. Monitpmstitution did not
open TRA and did not share the receipts with Telending
institution.Company hasalso objected to openingRA. Installments

in Term lending institution were not serviced atadler CDR and as a
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result Term Lending institution was forced to withe from CDR
and initiate recovery proceedings.

While account continued to be NPA in the books et lending
institution, the accounts in banks remained Stahdar

CDR cell could not help in resolution of Disputenang the banks
and Term Lending institution.

While the company was declared sick, accounts mngercial banks
remained Standard.

Account was referred to CDR cell by Term lendinggtitution;
however, in view of above developments it settleeé tccounts
through OTS.

Promoter did not infuse the required Capital.Pranatso refused to
iIssue OCDs to Term lending institutions which weat of CDR
agreement.

Related Party Issues:

Promoter’s contribution came from one of the asgeci
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Case 50

Background:

The company is a listed company engaged in manufagt and
trading of Acrylic staple fiber. The company belentp a well-
diversified group. The company is the largest amast efficient
acrylic fiber manufacturer of India and an impottgayer in the
global industry with exports to Asia, Europe and khiddle East.

Its dry spun acrylic fiber quality is outstandirftabks to its unique
dog bone shaped cross section. Product optimizate@iability and
environmental consciousness (green captive poweerggon since
2002) make the company a preferred supplier foyliacfiber, tops,
and tows

The company has a total exposure of Rs.170 cr. fileenbanking

system.

Performance and Financial Indicators:

(Rs. in crore)

Accounting | March, March, March,2003
year ending | 2001 2002

Net Sales 216.61 210.68 208.40
PAT -46.52 -23.19 -0.30
TNW 27.14 14.11 13.99
Current Ratio 0.92 0.77 1.22

Reasons for CDR:
The company went into expansion using the shorh temds and

leading to liquidity crunch.
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Observations:

It is a case of repeated restructuring with addélexposure taken to
shore up NWC.

One of the member banks has initiated recoverygadiags against
one of the group companies.

No TEV study was conducted. Only estimates wer@arexl by one
of the Term lending institution.

The package was implemented and CDR was succesXublpany
later approached for additional exposure whichgtrgd the ROR.
One of the member banks insisted on recovery obReense amount
as a precondition. The company represented fomading payments
of recompense amount citing loss, however subséigupaid the
same.

Company finally settled the dues of Term lendingtitntions and

approached for additional funding.
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CASE 51

Background:

The company was incorporated in 1992 and has beenagted by a
group engaged in manufacturing of steel.

The company has set up a plant for processing20EBD of milk for

manufacturing milk products viz. Packed Liquid MiM/hole Milk

Powder, Skimmed Milk Powder (SMP) and Dairy Whitengure
Ghee etc.

Company was facing problems mainly due to ban goof casein
and related products. Due to continuous problerhs, dcompany
approached for CDR in 2008-09, but it did not helpmproving the
conditions. On 28.06.2011, company again approatdreceworking
of CDR, which was approved on 19.09.2011.

The company has a total exposure of Rs. 149 cm fitee banking

system.

Performance and Financial Indicators

(Rs. in crore)

Accounting | March, March, March,

year ending | 2010 2011 2012

Net Sales 437.94 467.09 493.24
PAT -1.78 -41.07 -18.20
TNW 39.06 -2.02 -19.72
Current Ratio 0.67 0.50 0.72
ROCE -0.39 -11.25 -3.37

196



Reasons for referring to CDR:

Company was affected by economic slowdown in USAm@any
suffered forex losses due to ban on exports oficazed related
productsand cancellation of contracts.

Observations:

Company cited the forex losses and ban on dairgrexgs the reasons
for approaching CDR;however it is observed thagshlave increased
during the relevant period.

Company’s current ratio has continuously remainebb for three
years. Company has stated that sanction of comspoi@n has
increased the debt of the company and it is na& &bkerve corporate
loan.

Company has also taken loans from related parti#4% p.a., which
it is serving regularly. Although the company icurring loss, the
repayments of bank loans have also been regular.

No additional exposure was taken, however, loane wescheduled.

Accounts are standard in the banks and CDR is ung#ementation.
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Case 52

Background:

The Company was incorporated in 1991 as joint venbetween one
state Government and private promoter. The Comgahyip a sugar
factory with an installed capacity of 2500 TCD aomith the

facilities for co-generation of 5 MW powers.

The company had a total exposure of Rs.416 Cr fileenbanking

sector.

Performance and Financial Indicators

(Rs.in crore)

Accounting | March, March, March,2009
year ending | 2007 2008

Net Sales 173.09 206.88 697
PAT 7.84 -32.19 -20.44
TNW 302.27 269.88 318
Current Ratig 1.22 1.22 1.16

Reasons for CDR:
a. High financial cost due to delay in implementatadrproject.
b. Company was facing liquidity problems

c. Low realization of sugar prices.

Observations:

No concession and additional exposure was requestly
installments were rescheduled.

CDR is running successfully. The factors contribgtto the success
of CDR are;
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a. Timely approval, within three months of reference.

b. Promoters brought the required contribution upfionbne go.
Company was able to raise funds through GDR anderted
unsecured loan into equity.

All accounts are running regular.
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Case 53

Background:

The company is in the business of manufacturingaifon Yarn since
1995.

The company products are exported to highly quadibnscious
buyers in Europe, Korea, China, Hong Kong, Singaptmdonesia,
Thailand, Mauritius, Egypt, Israel, Tunisia, Turkéyorocco, Brazil,
Colombia and Bangladesh.

As a part of organization’s strategy to move up va&le chain of
textiles, the company ventured into yarn dyeing aaimenting
business. The knitting division is supplying flatitked as well as fine
knitted apparels to leading international and Indieands.

As the company set up a new knitting unit and adshghcity to the
existing units, the company was facing financiaems. As such,
company approached CDR cell on 03.02.09 and CDRapasoved
on 14.05.09.

The company has availed a loan of Rs.281.66 cm fitee banking

system.

Performance and Financial Indicators:
(Rs. in crore)

Accounting | March, March, March, March,

year ending | 2007 2008 2009 2010

Net Sales 117.78 137.73 140.92 160.69
PAT 6.67 3.52 -19.58 -6.50
TNW 71.17 86.29 66.62 71.50
Current Ratio 1.13 1.13 0.93 1.13
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Reasons for CDR:

Company went into unplanned expansion without pgeotifunds i.e.
without seeking any additional Term Loan resultimgo liquidity

crunch. It failed to service principal and intere¥he problems

worsened due to higher cotton prices & depreciahddSD.

Observations:

It may be noted that company approached CDR innme of

liquidity crunch, instead of applying for freshrtetoans.

Rate of interest on existing loans as well as W@md FITL has been
reduced to base rate of lead bank. Additional waylaapital has also
been sanctioned at base rate of lead bank.

TEV study has been conducted in house by Lead Bank.

All the accounts are running regular.

It suggested that cases where the company hasigfonexpansion in
the recent years, and is approaching CDR may bgeced to

investigative audit by an independent agency.
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Case 54
Background
The company is a textile unit engaged in spinnihgaiton textile
yarn. It is a leading Supplier of Ring Frame ande®@gnd Yarn to
Quality Conscious buyers of textile industry, feoguction of leading
brands in denims, bottom weights, towels and knéars. The
company was incorporated in 1997. Today it is oh¢he leading
spinning units producing yarn of the highest qyalitd consistency.
The company has an exposure of Rs.74 Cr from thkithg system.
Performance and Financial Indicators:

(Rs. in crore)

Accounting | March, March, March,2009 | March,
year ending | 2007 2008 2010

Net Sales 56.18 68.71 84.40 106.70
PAT 2.59 2.72 -8.72 -2.19
TNW 23.14 25.85 17.19 15.21
Current Ratia 1.47 1.16 1.01 1.27

Reasons for Approaching CDR:
It was facing liquidity crunch on account of glolswdown in the
year 2008 and expansion in capacity. The compapyoapghed CDR

in the year 2009 for rescheduling of its existiagr loans.

Observations:
The debtor expressed his inability to service titerest on existing
loans however at the same time requested loan AG?EX through
restructuring.
Company has spent Rs.31.56 cr. on additional expanand

expansion project has become operational. Instéatiditional TL
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and WC, company has approached for CDR within mmosths of
expansion project being operational.

Post CDR, a fresh term loan was sanctioned by dértbeomember
banks without triggering for recovering recompeassountalthough
it was a term of approval of CDR that the company mot go for
CAPEX, without paying recompense amount. New texamlhas been
sanctioned at a higher rate compared to all exjstians.

As on date CDR package is running successful. Tasrenumber of
factors for success viz. promoter had sufficienange sales growth of
the company is consistent and liquidity problem temsporary due to
capacity addition.

The company, instead of applying for fresh termnldar capacity
expansion, has applied for CDR, seeking additiéinaince deferring
the payment of installments.
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Case 55

Background:

Incorporated in 1975, the company is a leading reaturer of
medical equipment. Efforts of company in R&D areagnized by the
government of India.

The company extended its market in SAARC regionst E&drica,
Middle East and Europe through dealers and st@teantners. The
company is consistently growing by approx. 30%.tHe past year
Company has launched Multi channel ECG machine,ieftat
Monitoring system, X-Ray systems, high frequencyAr@G: Image
Intensifier and further planning to launch High duwency X-Ray, C-
PAP and Biphasic Defibrillator.

The company has exposure of Rs.128 Cr. from thkibaisystem.
The company approached for CDR in December 09 @1 gackage
was approved within two months.

Performance and Financial Indicators:

(Rs. in crore)

Accounting | March, March,2009 | March, March,
year ending | 2008 2010 2011

Net Sales 35.06 80.78 44.81 59.68
PAT 3.27 1.58 -6.97 -75.36
TNW 13.29 59.61 61.91 -1.82
Current Ratig 1.58 1.30 1.51 1.87

Reasons for reference to CDR:

The reasons cited by the company for CDR includeldement of

LC/BG resulting in irregularity, non-receipts ofles proceeds and
written off of sundry debtor to the tune of 16.04 cidentally this

company is supplying medical equipment and the @mypfrom

which sales receipts are pending is a telecom coypB&urther

investment of Rs. 40 cr. in an overseas companypéas written off.
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Observations:

This is a case of failed CDR where recovery procggsdhave been
started.

Apart from supplying the products to overseas sapplcompany has
also made investment in overseas companies whishlted in

liquidity problem for the company.

The company had been selling its products throughogerseas
company, which defaulted in payments.

The package failed as the company was not abledlize its dues
from an overseas company, poor cash accruals iresutito losses,
Company not being able to realize investments frouerseas

company
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Case 56
Background:
The company was incorporated in 1986.It is a pfaoge hospitality
Group with interests in Luxury Hotels, Budget Het& Restaurants,
Family Leisure & Sports Clubs, Travel Business, edag &
Educational Institutions, Departmental Stores anfl amurse
Restaurants.
The company had an exposure of Rs.428 Cr. frorbdin&ing system.
As the company was facing tight liquidity positioi,approached
CDRin 2012.
Performance and Financial Indicators:

(Rs. in crore)

Accounting | March, March,2012 | March, March,
year ending | 2011 2013 2014

Net Sales 120.70 141.62 138.32 134.06
PAT 1.37 0.99 -5.66 -232.61
TNW 191.39 254.62 267.97 40.21
Current Ratig 0.45 0.46 1.04 0.37
ROCE 5.85 8.28 8.68 18.09

Reasons for CDR:

The company approached CDR due to the reason thstastial
investment in subsidiaries is not yielding result.

Another reason given was ‘recession in local antermational
market’. As per the balance sheet, profit has cdomen due to 50%

increase in interest expenses during the year.

Observations:
Company has made investment of 169 Cr in one ofubsidiary.
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Reasons for failure of CDR
Selling investment in the subsidiaries must befitisé step under such
situation. It was not done. Further it was stdbed the subsidiary did
not have enough cash to repay the loan and advafAga®vision of
Rs. 238 cr. was made towards recovery from the saisidiary.
The company also did not comply with CDR terms emlditions viz;
a. Creation of second charge on fixed assets of sialsd
b. Monetization of Non-core assets (Sale of one ofhbeel). It
could not be sold due to subdued markets (as perdmpany)

c. Promoter failed to rout sales through TRA

Post CDR also, the company has invested 27 cublisidiaries.
There is a need for intensive audit of transactuath related parties

and investment in subsidiaries and associateS(HoRt
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Case 57

Background:

Company launched its textile operation in the y&8B7. It was
India’s first vertically manufacturing set up. lbryed into green
farming and then integrated into knitting, dyingdagarmenting. The
company operates in fiber production, spinningitkig, dyeing, and
apparel manufacturing activities in India. It offeyarns and fabrics;
and manufactures inner wear, active wear, casuhktaet wear, and
fashion wear. The company also provides printing ambroidery
services.

The company has an exposure of Rs. 820 Cr frorbdhk&ing system.
Due to tight liquidity position on price fluctuatie and forex losses, it
approached CDR mechanism in March 12 and CDR paclagthe
company was approved in six months.

Performance and Financial parameters:

(Rs. in crore)

Accounting | March, March,2012 | March,
year ending | 2011 2013

Net Sales 788 838 758
PAT 21.88 -90.52 -87.65
TNW 227.55 150.34 70.34
Current Ratio 1.02 1.01 1.24

The reasons for reference to CDR:

Losses in forex operations and ban on exports tbregarn resulted
into losses. Further the company concentrated ercastomer, which
made default in payment leading to tight liquidppsition of the
company. Fluctuation of prices in the raw matealsio affected the

performance of the company.
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Observations:
CDR is running successfully as the management Ibhtoug

promoter’s contribution upfront.
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Case 58

Background:

The Company was incorporated in 2001 as retailnchad became an
integrated company with a retail chain of 150 storth main focus
on household goods.

The company ran into trouble during 2008 as risadebt levels
crippled the business prospects and it failed ieeraquity amid
economic slowdown.

The company’s lenders approached the corporate résbiucturing
(CDR) cell during later part of 2009 and CDR wapraped in a year.
CDR stipulated company promoters ceding contrahvestors.
Performance and Financial Indicators

(Rs. in crore)

Accounting | March, March,2010 | March, March
year ending | 2009 2011 2012

Net Sales 1323.33 1105.46 1128.25 707.17
PAT -141.47 -415.32 -65.16 -34.78
TNW 131.88 -495.46 307.89 275.42
Current 1.01 0.33 1.11 5.45
Ratio

Reasons for CDR:

The main reasons for difficulty faced by the compaere,
a. Huge debts raised by the company to buy inventory.
b. Difficulty in identifying old/ slow/ nonmoving stdc
c. Poor sales

d. Reducing margins of the company

All the above factors led to liquidity crunch iretcompany.
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Observations:

TEV study recommended for:

a.

Change in management to improve operational efigyie

b. Consolidation of stores including closure of lossking stores
c. Targeting type two and type three activities.

d.
e

. Monetization of non-core assets

Reduction in rentals

The company agreed to the recommendation and gitatevestor

was brought in. Company was split in three différamtities.

CDR proposal was accepted with no additional exgosu

Company was successful in selling some of its asaetl reducing
debt burden.
Company is doing well and all the accounts arelsggu

It was a good CDR case, which helped the compamganaging its

difficult phase. Timely help to the company anduieed action from

company has resulted in success of CDR.
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Case 59

Background:

The company is a textile manufacturing and expgrtumit. The
company is engaged in the manufacturing and expbrhome
furnishings and selling it's product range of Vénetand vertical
blinds, drapery rods, and other interior decoratiwvel architectural
items under the established brand name.

The company has entered the laminated flooring$ Rashmina
shawls markets as part of its growth plan. Subseityithe company
introduced a wide range of home furnishing produstisg naturally-

grown colored cotton, which has significant demandoverseas

market.

The company had a debt of Rs.1035 Cr from the Ingngystem.

Performance and Financial Indicators:

(Rs. in crore)

Accounting | March, June, 2009 | March, March 2011
year ending | 2008 2010

Net Sales 634.26 991.73 468.82 705.58
PAT 11.88 -246.25 -106.66 -118.42
TNW 308.91 72.51 -35.78 -34.28
Current Ratio 1.28 0.99 0.83 0.78

Reasons for CDR:

The reasons cited by the company were:

a. Economic slowdown and sluggish demand.

b

c. Losses from unhedged forex deals.

d

. Losses due to non-realization of debts.

. Increase in MSP of cotton and international contioeti
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Observations:
While the account is still standard in some of blamks, some banks

have withdrawn from CDR and have initiated recoagceedings.

Reasons for failure of CDR

Non CDR members not agreeing to terms of CDR amrewd
obtained a stay on proceedings

Company could not manage its forex losses and ateres losses due

to its policy of not hedging.
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Case 60

Background:

This is a telecom equipment manufacturing compdime company
was earlier depending on supplies to one Governaegpartment only
and due to non-realization of dues and decreasamgyadd suffered
heavy losses.

The company had an exposure of 240 Cr from theibgrdystem.

Performance and financial Indicators:
(Rs. in crore)

Accounting | March, June, 2010 | March, March 2012
year ending | 2009 2011

Net Sales 139.09 204.92 173.53 263.82
PAT 16.44 26.71

TNW 199 209 401 656
Current Ratio 0.70 0.70 0.66 0.72

Reasons for CDR:

The company approached CDR due to huge lossesrexliffy the
company on account of non-realization it's duegnfdhe telecom
undertaking. Company was also affected by the sbowndin the
telecom sector and change in the Government pslicie

The accounts of the company were in doubtful categath various
banks. The company approached CDR in January 26d1hifrd

restructuring.

Observations:
Although this account was in doubtful category|l SGDR was
accepted due to the following reasons.

A. The company has potential to regenerate profit

214



B. Company has replaced high cost debts worth 600watis
equity.

C. Promoters command good respect in the market.

D. Business potential has increased with rollout of &@l 4 G

services.

Company came with a proposal to
a. Disposal of surplus land.
b. Hiving of loss making subsidiaries.

c. Change in the product line

Company also requested for waiver of recompensauatmaf Rs.230
Cr. which was accepted.

Company has suffered losses due to investmenthsidiaries, which
were ultimately written of and one subsidiary saldero value.

Accounts are regular.

Reasons for success:
a. Company’s whole hearted efforts.
b. Conversion of debt into equity in terms of CDR gk
c. Proposal was supported by meaning full future plemsh as
change in product line, hiving of loss making sdizsies and

sale of surplus land, and diversifying to differenstomers.
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Case 61

Background:

The company is in operation for nearly 3 decadeshm line of
manufacturing aluminum conductors viz., ASCR, AAEumMinum

wire rods etc, having their application in poweangmission and
distribution segments. It is one of India’s leadpwyver infrastructure
providers.

Company approached CDR as liquidity was strainesl tdudelay in
execution of projects for which Government could aoquire land
and landowners went to court.

The company has a total exposure of Rs.1300 Cr tle@mbanking

system.

Performance and Financial Indicators:
(Rs. in crore)

YEAR 2010-11 2011-12 2012-13
(Audited) (Audited) (Audited)
Net Sales 833.46 807.69 783.88
PAT 50.24 39.58 -61.24
P.U.C. 91.69 91.69 91.69
TNW 507.44 547.02 485.78
Adjusted
TNW 467.93 481.31 377.82
TOL/TNW 0.87 1.18 1.65
CR 1.53 1.31 1.04

Reasons for CDR:
General slowdown in the power sector
Delay in completion of existing projects due touldjty crunch

resulted in losses Elongated receivables from sbtateed power
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utilities - Rs. 303 cr. were blocked even thoughstmaf the works /
milestones have been completed.

Delays and cost overruns in completion of the hymraver project
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Case 62

Background:

The company was incorporated on 15.03.1985.

The company is engaged in the business of shipbgildnd ship-
repair. The company has undertaken substantialcitgpaxpansion
over the past few years and currently, has a cgpticbuild vessels
up to 120,000 DWT.

The company has exposure of Rs11500 Cr from thkifbgusystem.

Performance and Financial Indicators
(Rs. in crore)

Period ended Mar 11 Mar 12 Mar 13

Total Revenue 2,082.66 2,432.69 2,149.33
EBITDA 561.09 667.85 629.03
Finance Cost 221.32 330.74 401.30
Net Profit/(loss) 188.80 180.29 107.13
EBITDA Margin 26.94% 27.45% 29.27%
PAT/Total 9.07% 7.41% 4.98%
Revenue (%)

Reasons for CDR:
The company approached for CDR due to the followe@agons:

a. The global financial crisis of 2008 impacted thepping
industry severely, due to fall in commodity dematadylobal
trade that led to fall in charter rates adversefpacted the
shipbuilding industry.

b. The fall in freight rates has resulted in fall/calhation in new
ship/vessel orders impacting the shipyard businélse
cancellation of vessel contracts resulted in piling of

inventory and WIP. This has resulted in paucitywadrking
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capital and caused significant increase in the aip®y cycle,
thereby aggravating the liquidity problem & finaglcstress

c. The overall capital structure of the Company haakeaed on
account of significant debt raised to fund its caped growing
working capital requirements

d. Delay in release of subsidy claims / withdrawal safbsidy
schemes

e. The Company is not in a position to meet the teoanl

repayment in the current financial year and nexdricial year.

Observations:

The company used short term financing to part fieathe capital
expenditure on one of the shipyards. Compared d¢otdkal capital
expenditure of Rs. 2,400 crore, the Company avdaed term debt of
only Rs. 1,450 crore. It was not able to roll outsrshort term debt
thereby creating financing problems

Restructuring has been approved in March 2014 aasl lbeen

implemented.
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Case 63
Background:

The company is engaged in construction Industryjchvitovers

various sectors like Residential Buildings, indiadtComplexes, and

Development of Projects etc. The Company is prajasfly managed

with adequate infrastructural facilities.

The company has a total exposure of Rs.6500 Cr ftembanking

sector

Company approached CDR in later 2013.

Performance and Financial Indicators:

(Rs. in crore)

Accounting | March, June, March, March,

year ending | 2010 2011 2012 2013

Net Sales 3,415.47 3,828.90 4,349.23 4,673.05
PAT 279.41 246.83 161.03 168.27
TNW 1,456.49 1,737.66 1,792.05 1,951.87
Current 1.07 1.02 0.89 0.83
Ratio

ROCE 16.11 14.56 14.92 13.27

Reasons for CDR:

The following reasons were cited for reference BRC

a.

b
C
d.
e

Slowdown in infra sector

Higher cost of borrowing

. Blockage of funds in working capital

. Financial commitment towards subsidiaries and jeartture.

. Delay in land acquisition and environmental cleaesn
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Observations:

It is observed that 52% of the receivable were ntloae 365 days old.
These receivable were not declared doubtful or dsseets. 95.56 cr.
were classified by the company as doubtful withested recovery of
Rs.27 Cr.

Proceeds of term loan raised by the company has bgkzed for
repayment of earlier loans of the same bank aftating the loan
proceeds through current accounts in a third bahich is not
member of consortium.

Funds from short term sources have been used iigr terms to the
extent of 1681 Cr during last three years.

TEV study pointed out that revenue and expendesoverstated for
past three years.

Rs.2124Cr. has been invested by the company sulisidiaries.
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Case 64

Background:

The company is the flagship listed entity and hwddcompany of an
infra Group. The Group was established in 1988@&er the years,
the group has gained experience in power generatowil
engineering and construction and real estate dpnwot.
Subsequently, it consolidated the power, conswacand property
development assets of the group companies under hahding
company.

The company undertakes Engineering, Procuremento&sttuction
(EPC) of power plants, roads, bridges, buildingggation canals and
dams. The company is also a developer and opevbfower Plants.
It undertakes development of integrated propertyweligpment

comprising of IT Parks, commercial and residergralperties.

Financial and Performance Indicators:
(Rs. in crore)

Audited Audited Audited
FY 11 FY 12 FY 13

Net Sales ( value) 7784.00 10168.00 13738.80
Interest 755.00 1053.85 2421.44
PAT 653.00 123.76 -1073.53
TNW 4623.12 4706.03 3551.44
Adj. TNW 1994.01 1979.18 334.35
TOL/TNW 5.12 9.09 13.01
TOL / Adj. TNW 11.87 21.60 138.22
Current Ratio 1.35 1.01 0.75
NWC 1986.91 89.02 -3755.77
ROE% 14.12 2.18 Ve
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Reasons for CDR:

a) The company’s operations deteriorated quite pdpaduring

FY2013 resulting in 45% decline in revenues andB&¥ decline in

net profit.

b)  The company’s liquidity too has declined shamaiyaccount of

the fact that while the company could not raissHrequity, or divest,

it tried to meet its obligations towards supportihg SPVs by way of

loans/ equity.

In the current scenario, to turn around, the compaauld need to

complete the projects in hand and improve cashdlsubstantially.

To achieve this, i.e., to revive the stalled EP@Gtiaxts and start the

cash flow cycle, the company needed to take thewalg steps:

1. To execute the pending order book to avoid dgted
damageswhich would result in huge losses.

2. Resumption of projects which are under constyacio avoid
further overruns / deterioration in the assetfhef$PVs

3. Resumption of supplies and services from thedeen who
stopped supplies and services due to nonpayment

4. To bring the assets to their full value theredmabling the
Company and the Group to service and repay debts
With a view to a long term solution to the problefased by
the company, LITL approached the lenders with aiest for

restructuring under the aegis of CDR.

Observations:

In short the reasons given by the company were:
a. Could not raise fresh equity for supporting SP\{igésdiaries)
b. Mobilization advances received from projects haveerb

utilized as investments in its subsidiaries.
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c. Subsidiaries not performing well

d. Fuel scarcity issues are impacting power plants

None of the above is a valid reason for approacGiD&.

Many banks were not willing for CDR. Axis bank, PNBd ING
Vysya bank remained out of CDR. CDR was approved6b6y67
member banks.

Company chose to keep loan for solar power projaats equipment
loan of Rs.50.78 Cr outside CDR.

As there are lot of investments in subsidiarieseksic audit would
have been made mandatory.

As per one of the stock audit reports, DP workstout065.62 crs as
against Rs.2079.49 reported by the company.
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Case 65

Background

Unit is engaged in infra project. (Constructiortalf road)

Company approached CDR as income from toll cobbestiwas not
sufficient to repay the loans.

As the company was becoming unviable and lendedsnleaoption,

rate of interest during first two years was reduoaeth below base
rate.

Company was able to raise funds through GDR anccarmof CDR

and paid full recompense amount.
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Case 66

Background:

Company is engaged in Education sector. The compasyfounded
in 1994. Company’'s primary operations pertain toeating,
developing and providing digital educational comtem the
classrooms. The Company was serving over 14000 o&chaith
around 1 Lakh classrooms. The Company also implesndh
infrastructure in Government - run Schools througlproducts.
During 2013, the company filed their Flash Report rflestructuring
under CDR, and the restructuring package was apgrat the CDR-
EG meeting held in January 2014.

Performance and Financial Indicators:

(Rs. in crore)

As on 31st Mar 2012 2013
Aud Aud
Net Sales 1,076.51 733.11
PAT 188.91 -40.72
TNW 1770.58 1941.14
Adj TNW 148.47 291.42
Tol/TNW 0.75 0.81
Tol/ Adj TNW 8.99 5.36
CR 0.78 0.64
NWC -283.06 -329.74
ROCE (%) 12.20 4.12

Reasons for CDR:

Unanticipated Growth Leading to Operational Delays

The Company followed a very aggressive strategyit®mbusiness.
The company equipped 11000, 27000 and 40,000 clasgh its
product in FY 10, FY 11 and FY 12 respectively nder to maintain
its leadership position in the market.

Delay/Delinquencies in recovery of debtors
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Due to delayed implementation and service issuemesof the
schools in which the company had implemented ilistisms have not
made the payments as per payment schedule. Defmygdent has
adversely impacted the cash flows of the compaimmg FProblem is
also aggravated by delayed payment cycle from gorent schools.

Heavy Investment in Education Subsidiaries withgltearm gestatian

The company has made significant investments insutissidiaries
which are engaged in education related busines$as. total
investments in subsidiaries/others in FY 2013 weamired Rs.1685
crore apart from Rs. 200 crore as loans & advagoes to related
parties

Delay in raising equity from the market due to dgown in Equity

market

Observations:

Company had raised fund based limits of Rs.10580Gr,of which

Rs.650 Cr was raised from non CDR lenders. Whieelwas default
in payment to CDR lenders, there was no defauthenaccounts of
non CDR lenders.

80% of the total receivables were from one compangubsidiary
company.

600 Cr of receivables from a subsidiary companyewaassified as
doubtful.

Company has made an investment of Rs.1042 Cr in adnthe

subsidiary, which is again under CDR.

Some of the investments in subsidiary were witlamyt commitment
for return on investments.

One of the private sector banks exited from CDRoubh private

treaty.
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Another private lender was given exclusive rights 80% of the
proceeds for monetization of non-core assets, altigpermission to

retain exclusive charge on some properties.
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Case 67

Brief Background:

The company was originally incorporated in the y&887 with the
main objective of installing world class Wind EngrGenerators in
India for harnessing power from wind. It was joyniromoted by the
world’s largest manufacturer of wind turbines. Thempany is

engaged in generation of wind power.

Performance and Financial Indicators:

(Rs. in crore)

As on 31.03.2012 31.03.2013

Net Sales 193.6p 132.90
PAT (42.23) 5.36
TNW 215.94 221.30
Adjusted TNW 215.94 221.30
TOL/TNW 1.40 1.09
TOL/ Adjusted 1.40 1.09
TNW

Current Ratio 1.22 1.35
NWC 45.83 55.52
ROE % (17.81 2.45

Reasons for CDR:

In 2011, the company’s operations were disruptezltddabor unrest
in the company’s manufacturing facility. The issussre finally

resolved after five months. During these five mentperiod

production got affected adversely. Incidentally #lis happened
during peak season for this industry. The Companisseal

opportunity to book sales in spite of healthy ordeok. Due to this,
the liquidity position of the company got adversehpacted, resulting
in cash flow mismatches. This had resulted in deamknt of Letter
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of Credit on the banks. Apart from this the comp&aoed pressure on
margins due to increased competition and economwendturn and

weakening of demand

Observations:
Post CDR the financials of the unit have improved all the
accounts are running regular.
The CDR package is expected to be successful duelltwing
reasons.

a. Promoters brought in the desired equity upfront.

b. All banks were agreeable without any dispute.

c. Financial of the company were good.
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Case 68

Background:

The company was incorporated as a private limitadpany in 1985
in Madhya Pradesh. This is a widely held compasy¥2% of the
shareholding is with public. The main object of tbempany is
manufacturing and dealing in oils, vegetable oild &ats, products of
plantation, soaps and allied products. The Compamgmenced its
operation in July 1986 with a refinery. In 1990set up an oil mill for
extraction. In March 1992, refinery capacity waspaxded. The
company has now embarked upon an expansion proyboth
involves setting up solvent extraction plant.

Company approached CDR due to heavy losses beaiupece
fluctuations in the edible oils. Package was im@etad in March,
2012.

The company has exposure of 2332 Cr. from the bgndystem.

Performance and Financial Indicators:

(Rs. in crore)

Accounting | March, June, 2011 | December,

year ending | 2010 2012

Net Sales 4029 5608 3463
PAT 224.41 -354.96 -1372.03
TNW 1552 1245 53.34
Current Ratio 1.27 2.53 0.77
ROCE 13.77 -0.02 -25.97

Reasons for Referring to CDR:
The company suffered huge losses due to priceudticn in the
international oil prices.
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Observations:

Company changed its account practices also anchdiala were
available for 15 months in March 11 and again #®mionths in Dec.
2012.

There were huge transactions with related pariesl@an given are
not repayable. No demand has been raised.

Company had not given any road map for coming 6@MRR or how
the profitability is going to be increased in it@sh report.

Post CDR, company’s sales during the June2014 eubed come
down to 10.44 crs with a quarterly loss of Rs.124 C

In view of the current performance, chances ofuavare bleak.
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Case69
Background:
The Company was incorporated as Public Limited Camgpn 1992
to manufacture combed cotton yarn. It was a 100poexoriented
unit.
Company was having an exposure of Rs.78 Cr from bidwaking
system and approached CDR for restructuring ofdebts in the
month of January 2012.
Financial and performance indicators:

(Rs. in crore)

Accounting | March, March, September | March 13
year ending | 2010 2011 2012(18 (Six
months) months)

Net Sales 132.93 184.97 249.31 103.73
PAT -3.21 11.73 -31.68 4.64
TNW 19.77 31.50 22.87 32.16
Current Ratig 0.93 1.19 0.74 0.96
ROCE 5.49 17.13 -12.10 10.82

Reasons for CDR:
a. Variations in cotton prices
b. Ban on exports of cotton yarns
c. High interest cost

d. High cost of power due to frequent power cuts.

Observations:
Company has been changing its accounting perioguérmtly. The
accounts in the banks are regular. Company hasdrépaunsecured

loan.
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Case70
Background:
The unit is engaged in end to end solution in etloicesector. The
company was incorporated in the year 1985. It éaiered into
collaboration with various state governments favpding end to end
solution in the education sector.
Reasons for CDR:

a. Fall in operating margin in U S business

b. Delay in realization of dues from its debtors

c. Non availability of assessed WC limits

d. Planned fund raising could not materialize.

Observations:

Company approached CDR cell in august 2013, ancbapphas been
given in the month of August, 2014.

Company has been engaged in the creative accoufvginstances
are given below.

a. Out of sales proceeds of USD 28.8 Mn., USD 1.46Mrew
transferred back to its foreign subsidiary on tlene day
towards investments

b. Out of inward remittance of USD 10.9mn, 9.2mn. agai
remitted to US subsidiary.

c. Out of USD 9.5 mn received from one of the subsydi&SD
8.5 mn were transferred to other branch which rtesehitt back
to same subsidiary on same day.

d. Consolidated details of total outstanding debtas given by

the company
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e. Details of provision made against outstanding dsbtoot

given.

Other observations:

Company is not submitting financial statementsioet

Company has also written off, realigned debt of.20%Cr.

Company has made investments of Rs.172 Cr in Gyilged existing
companies during the year 2012.13 and total investnmade by
company stands at 1330 Cr

235



Case 71
Background:
Company is maintaining a chain of hotels, having&oosure of 4200
cr. from the banking system.
Reasons for CDR
a. Due to depressed market conditions, FCCB did nat ge
converted into equity and remained as debit.
b. Hotel industry needs a repayment period of 15 yeahereas
banks are allowing repayment period of 5 to 6 years
c. Due to terror attacks and post Lehman crisis, titelhndustry
has slipped to recession.
d. CAPEX funded by loans at a high rate of interest.

Observations:

The CDR has failed as the company could not sehatel in Delhi,
on which the viability of the CDR was dependentnfpany wanted
one more year for selling of the hotel in Delhi dadd in Hyderabad
and extension of moratorium period by one more,y&hrch was not
allowed.

The company is in the process of completing hot€hennai.
Company has acquired land in Agra through subsidiar

The company has increased the capacity at Goa Hoiel130 rooms

to 206 rooms.
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Case 72

Background

It is 55 year old company initially set up for mécturing organic
chemicals. The company later diversified into mantudring polyester
staple fiber. The company went into further divensand the Glyoxal
plant.

In 1990, with a view to improving the situation,etitCompany
introduced certain value added products like bribfiibbal yarn that
fetched better prices.

Further, company diversified its activities intootb products, had
acquired a software development company and floatedmpany to
deal with development of property.

The company had a total exposure of Rs. 179 Cr. faom
approached CDR cell in December 2011 due to firzhzsses.
Performance in Brief:

(Rs. in crore)

Accounting | March, June, 2011 December,2012
year ending | 2010

Net Sales 377.85 566.06 214.09
Interest 22.68 28.86 32.54
OP after 5.90 -8.29 -67.20
interest

PAT -13.87 -35.85 -189.68
TNW 210.17 216.76 16.76
Current 0.67 0.54 0.46
Ratio

Reasons for CDR:

The company approached CDR due to following reasons

a. Company suffered losses due to higher cost of power
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b. Company was unable to take new orders due to geomh
capital

c. Ban on imported recycled product.

Observations:

One of the stock auditors found shortage of Rs.A.5@he drawing
power, due to inflated stock statements.

TEV study was conducted by BOI in house. All thediadnal
facilities granted were to be liquidated withinexipd of nine months
out of the sale proceeds of land. . Ideally theggelbetween reference
and approval would have been sufficient to dispodgbe land.

Finally the loan accounts were closed out of sabegeds underOTS.

No recompense amount was recovered.
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Case 73

Background:

The company is engaged in manufacturing of wriomngducts viz.

pens and pencils etc. Company was incorporate enydar 1992.

However company faced problems due to environmassales and

competition from the market. Due to increased pres®n margins,

company continued to incur losses from 2009 onvaaud approached
CDR cell in 2010 for restructuring of its debt.

The company was having a total exposure of Rs.226r8 from the

banking system.

Company'’s brief financial:

(Rs. in crore)

Accounting | March, March, March,2011 | March 2012

year ending | 2009 2010

Net Sales 256.32 63.11 67.01 63.31

Interest 18.48 12.35 11.36

OP/NS (%)

PAT -30.91 -34.54 -34.39 -
101.35

TNW 45.83 7.38 -26.13 -
118.36

Current 1.03 0.94 0.60 0.21

Ratio

ROE -11.93 -11.94 -343.88

Reasons for CDR:

Company approached for CDR due to the followingoea:

a. Pressure on margins due to fluctuating polymerestic
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b. Increase in debtors resulted in squeezing of liguid
c. Diversion of funds to one of the associates paisgure on

firm’s liquidity.

Observations:
Company paid part amount upfront as a part ofwetiring package,

however, failed to mobilize the rest.

Subsequently, the accounts of the company wereambetl NPA
retrospectively.

The main reason for failure of CDR was that the gany was not
able to comply with terms of sanctions and could Imong in the

required capital.
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