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RBI Updates

Current Account Restriction on Borrowers
Fund diversion has always been a major concern plaguing our banking system. It
has been observed in several cases of wilful default or fraud that the funds
borrowed from banks have been diverted elsewhere since the banks had no
oversight of its utilization. This situation is caused primarily due to indiscipline in
the banking system on the operations of current and CC/OD accounts. Borrowers
have simultaneous current and CC/OD accounts with different banks. Hence, in
order to mitigate this risk Reserve Bank of India (RBI) has issued revised Guidelines
on opening of current accounts.

Capital Charge Management for Risk Capital
RBI issued a circular that addresses the treatment of debt mutual
funds/exchange-traded funds (ETFs) while computing capital charge for market
risk under the Basel III capital regulations. According to Para 8.4.1 of the Master

Circular on Basel III capital regulations, capital charge for equities is applicable
to units of mutual funds.
This recent circular details the RBI decision on computation of capital charge for
market risk for the banks investing in a debt mutual fund/ETF with underlying
comprising the Central, State, and Foreign Central Governments’ bonds; bank
bonds; and corporate bonds (other than bank bonds).

Micro, Small and Medium Enterprises (MSME) sector
– Restructuring of Advances
RBI on August 6, 2020 declared that MSME (micro, small and medium enterprise)
borrowers will be eligible for restructuring of their debt under the existing
framework, provided their accounts with the concerned lender were classified as
standard as on March 1, 2020. This restructuring will have to be implemented by
March 31, 2021.

Applicability of the circular:





All Commercial Banks (including Small Finance Banks, Local Area Banks
and Regional Rural Banks)
All Primary (Urban) Co-operative Banks/State Co-operative Banks/ District
Central Cooperative Banks
All-India Financial Institutions
All Non-Banking Financial Companies

Review of Guidelines for Core Investment
Companies
RBI on August 13, 2020 revised its guidelines for Core Investment Companies
(CICs) with respect to computation of Adjusted Net Worth, Corporate Governance,
Risk management and simplified group structure. The new guidelines were based
on the recommendations of the Working Group to Review Regulatory and
Supervisory Framework for CICs, headed by Tapan Ray, former secretary of the
corporate affairs ministry.
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Going forward no Bank shall open a Current Account for a customer who has
availed Cash Credit (CC) /Over Draft (OD) facility from the banking system.,
Moreover all the transactions shall be routed through CC/ OD account.
If the customer has all credit facilities including CC/OD facility from a single
bank, he can operate the said account as usual. The only thing the bank in such
cases shall keep in mind is that it shall not open a current account for that
borrower.
If the customer has credit facilities from more than one lender, the lenders are
to be divided into two categories- (i) those having aggregate exposure of 10% or
more; and (ii) those having aggregate exposure of less than 10%.
Total Exposure means aggregate of the sanctioned fund based and non- fundbased limits.


When the bank’s exposure of the borrower is less than 10% of the total
exposure, while credits will be freely allowed, debits will be only for the
credit to CC/OD account of the borrower with a bank having 10% or more
of the total exposure. Further, balance available in such CC/OD accounts
shall not be used as margin for availing non-fund based credit facilities.



When the bank’s exposure to the borrower is 10% or more of the total
exposure of the banking system to the borrower, it can provide CC/ OD
facilities as hitherto. In case, there are more than one bank having 10 per
cent or more of the total exposure of the banking system to that
borrower, the bank to which funds shall be remitted would be decided
mutually between borrower and the Banks.



In case the borrower has not availed CC/OD facilities, the banks can open
current accounts as follows;
o In case where borrower’s exposure of the banking system is Rs 50
crore or more, bank is required to put in place an escrow
mechanism. Accordingly, current accounts in such cases can only
be opened & operated by escrow managing banks.

o In case where exposure is in the range of Rs 5 crores and Rs 50
crores, there is no restriction on opening of current accounts by
the lending bank.
o Where exposure is less than Rs 5 crores, current account can be
opened by any bank subject to condition that the borrower shall
intimate the bank when his exposure of the banking system
becomes Rs 5 crore or more.


In the given scenario where there is a risk of diversion of funds, routing of
drawal from term loans is not allowed through current accounts. Since
term loans are meant for specific purposes funds should be remitted
directly to the supplier of goods and services.



Banks shall monitor all Current accounts and CC/OD accounts on
quarterly basis to ensure the compliance with above exposure
requirements and for existing CC/OD and Current Account bank shall
ensure compliance latest by 6th November 2020.

RBI’s stringent curbs on opening of corporate current accounts is likely to hit foreign
and private sector banks. These banks may have to close some accounts of companies
with whom they do not have lending relationships, in the process losing a part of their
cash management business, a source of cheap funds. It could also reset some large
banking relationships, especially for foreign banks.
Borrower now may not be able to open a current account with a bank who offers him a
better facility just because he has a credit facility running with another bank. This will
bring a generational change, albeit at the price of depriving customer of a beneficial
offer, in how businesses are conducted in India, where companies use multiple current
accounts, often for even individual projects
The below flow charts would be of great help in understanding the above amendments

Flow chart for opening of current accounts

Flow chart for availing CC/OD facility

Capital Charge Management for Risk Capital
Under the Basel III capital rules in the Master Circular, the minimum capital
requirement is expressed in terms of two separately calculated charges;
a) One is the "specific risk" charge for each security, which is designed to protect
against an adverse movement in the price of an individual security owing to
factors related to the individual issuer, both for long and short positions (short
position is not allowed in India except in derivatives and Central Government
Securities), and
b) The other is the "general market risk" charge toward interest rate risk in the
portfolio, where long and short positions (which is not allowed in India except in
derivatives and Central Government Securities) in different securities or
instruments can be offset.
The circular covers the following with respect to computation of capital charge for
market risk:


Investment in debt mutual fund/ETF, for which full constituent debt details are
available, shall attract general market risk charge of 9%, as hitherto.
Additionally, the Annex to this recent circular details the application of specific
risk capital charge for exposures to securities issued by Indian and foreign
sovereigns, bonds issued by banks, and corporate bonds (other than bank bonds).



In case of debt mutual fund/ETF, which contains a mix of the debt instruments,
the specific risk capital charge shall be computed based on the lowest rated
debt instrument or instrument attracting the highest specific risk capital charge
in the fund.



Debt mutual fund/ETF, for which constituent debt details are not available, at
least as of each month-end, shall continue to be treated on par with equity for

computation of capital charge for market risk, as prescribed in Para 8.4.1 of the
Master Circular on Basel III capital regulations.
This will result in substantial capital savings for banks and is expected to give a boost
to the bond market comprising the Central, State, and Foreign Central Governments’
bonds; bank bonds; and corporate bonds (other than bank bonds).

Micro, Small and Medium Enterprises (MSME) sector –
Restructuring of Advances
In view of the continued need to support the MSME entities on account of Covid-19
fallout, it has been decided to extend the scheme permitted in the circular dated
February 11, 2020 by 3 months which allows the restructuring of loans to MSME,
classified as ‘standard’, without downgrade in the asset classification, subject to the
following conditions:
i) The aggregate exposure, including non-fund based facilities, of banks and NBFCs
to the borrower does not exceed 25 crore as on March 1, 2020.
ii) The borrower’s account was a ‘standard asset’ as on March 1, 2020.
iii) The restructuring of the borrower account is implemented by March 31, 2021.
iv) The borrowing entity is GST-registered on the date of implementation of the
restructuring. However, this condition will not apply to MSMEs that are exempt
from GST-registration. This shall be determined on the basis of exemption limit
obtaining as on March 1, 2020.
v) Asset classification of borrowers classified as standard may be retained as such,
whereas the accounts which may have slipped into NPA category between
March 2, 2020 and date of implementation may be upgraded as ‘standard asset’,
as on the date of implementation of the restructuring plan. The asset
classification benefit will be available only if the restructuring is done as per
provisions of this circular.

vi) As hitherto, for accounts restructured under these guidelines, banks shall
maintain additional provision of 5% over and above the provision already held
by them.
With Covid-19 continuing to disrupt normal functioning and cash flows, the stress in the
MSME sector has got accentuated, warranting further support .Hence the above
extension was provided to protect the interest of MSME’s which has a positive impact
on their financial stability.

Review of Guidelines for Core Investment Companies:
CICs are non-bank lenders holding not less than 90% of their net assets as investments
in equity shares, preference shares, bonds, debentures, debt or loans in group
companies. Experts have been seeking a review of CIC guidelines ever since defaults by
Infrastructure Leasing and Financial Services Ltd, a large systemically important CIC.
Definition of Adjusted Net Worth (ANW) has been revised to deduct, while computing
ANW, any amount in excess of 10 percent of the Net Owned Funds of the Investing CIC
that represents direct or indirect capital contribution in another CIC.
RBI has mandated that the parent CIC in the group, or the CIC with the largest asset size
in case of no clear parent, shall constitute a Group Risk Management Committee
(GRMC) with the primary objective of risk management. which shall comprise of
minimum five members, including executive members, and shall have at least two
independent directors. The GRMC shall meet at least once in a quarter and report to the
board of the CIC that constitutes it.
According to the revised guidelines, the GRMC will have to analyze material risks to
which the group, its businesses and subsidiaries are exposed, It must discuss all risk
strategies, both at the aggregated level and by type of risk, and make recommendations
to the board in accordance with the group’s overall risk appetite. Moreover, all CICs
with assets of over ₹5,000 crore will have to appoint a Chief Risk Officer with clearly
specified roles and responsibilities.
To address the complexity in group structures, the central bank also decided to limit
the number of layers of CICs within a group, including the parent, to two. If a CIC makes

any direct or indirect equity investment in another CIC, it will be deemed as a layer for
the investing company.
While the above regulations will be applicable from the date of the circular, existing
entities have been given time till 31 March 2023 to reorganize their business structure
With a view to achieve higher standards of governance and disclosures, RBI has made
Corporate Governance requirements as per Companies Act, 2013 applicable to NBFCCICs. RBI also directed CICs to maintain a functional website containing basic
information about the entity and the group. The website should also have annual
reports, corporate governance report, management discussion and analysis.
Core investment firms are mandated to prepare a consolidated financial statement as
per the provisions of the Companies Act, 2013, to provide a clear view of the financials
of the group as a whole.
The above amendments would go a long way to help improve the governance,
simplify the structure and strengthen the functioning of Core Investment Companies.

