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CRISIL has noticed a significant increase in the volume of loan restructuring, and the applications 
filed for such restructuring, in the past few weeks. According to the available data, banks have already 
restructured loans aggregating to more than Rs.700 billion in 2008-09 (refers to financial year, April 
1 to March 31), most of them in the last quarter. Further, applications are pending for restructuring 
of loans of an additional Rs.400 billion. Recent pronouncements (See Annexure) by the Reserve Bank 
of India (RBI) and the Ministry of Finance have enhanced the flexibility available with lenders and 
borrowers for restructuring or rescheduling debt. 
 
CRISIL believes that these policy steps balance the interests of the banking sector, which provides 
credit, and those of businesses, which use credit. The intent is to ensure that the banking system 
remains resilient, without disrupting the credit flow to the corporate sector, in a weak macroeconomic 
environment. 
 
However, such a relaxation also carries an incentive for the financial system as the borrowers may 
treat this flexibility as a window of opportunity to improve their financial flexibility, by seeking 
restructuring as a preventive measure. This is because any restructuring approval, by extending the 
tenure of the debt, enhances a borrower’s liquidity and future cash flow position, and therefore 
provides some relief from the current business uncertainty. 
 
This opinion piece discusses CRISIL’s approach to rating a borrower seeking restructuring of its debt 
obligations in the current environment. 
 
CRISIL will assess the following two factors: 

Timeliness of debt servicing, or prior formal consent for restructuring from lenders 
In line with its existing approach and criteria, CRISIL expects any company that has requested (or 
plans to request) restructuring or rescheduling of its debt obligations to continue to meet its interest 
payment and principal repayment obligations on time, until lenders approve such a request. Timely 
debt servicing remains a key determinant of the rating process. If a borrower does not (or chooses not 
to) meet its maturing debt obligations on time and in full, CRISIL will treat this as equivalent to a 
default, and will take an appropriate rating action (Refer to ‘CRISIL’s Approach to Recognising Default’, 
under ‘Rating Criteria Research’ section at www.crisil.com, for details). Possible reasons for delaying 
could include the anticipation of restructuring, or an attempt to establish a weak business and 
financial profile. 
 
CRISIL will not treat a deviation from the committed debt servicing schedule as a default only if the 
lender grants a formal consent to the revisions in the terms of repayment prior to the repayment date. 



 

 

In such a case, CRISIL will use the revised repayment schedule in its future cash flow analysis and 
recognition of default. 

Fundamental factors and motivation for seeking restructuring 
If the above criterion (timeliness of debt repayments or advance formal approval from lenders) is met, 
a request for restructuring by itself is unlikely to have a material impact on the rating. However, 
CRISIL will evaluate the (presumably adverse) factors that have led to the restructuring. This will 
involve an analysis of the reasons for seeking restructuring, specifically the cause and the degree of 
stress on the company’s cash flows. CRISIL will suitably assess the impact of the stress on the 
company’s ability in future to pay debt obligations on time, and therefore on the ratings. 
 
This assessment is a part of CRISIL’s regular surveillance process. 
 
In addition, CRISIL recognises that the present situation is unique. In the past, a company would 
seek restructuring only when it was in distress. Today, the relaxation in the restructuring guidelines 
has provided the system a one-time incentive; some borrowers are likely to use this opportunity as a 
tool to preserve cash and maintain liquidity in their balance sheets, by proactively seeking 
restructuring and thereby enhancing their financial flexibility and future cash flow position. Even in 
such a scenario, for the ratings not to change, CRISIL expects that the borrower will honour its 
commitments to its lenders by servicing debt in a timely manner, until the restructuring request is 
granted. 
 
Alongside its fundamental analysis, therefore, CRISIL will assess the motivation for a borrower to 
seek restructuring. This will help CRISIL understand the management’s approach towards its debt 
holders, which will in turn be a key input to CRISIL’s opinion on the company’s willingness to meet 
its debt obligations on time. 
 
CRISIL also expects that lenders will thoroughly assess borrowers’ fundamentals before approving or 
denying restructuring requests. This will ensure that deserving entities derive the benefit of 
restructuring. 

Summary 
CRISIL understands that many of the restructuring requests in the current situation could reflect a 
genuine lack of ability to service the debt on time. However, there would also be cases where the 
borrower’s desire to seek restructuring is driven by a proactive wish to avail the available window of 
opportunity to a) enhance (or preserve) liquidity and b) spread out future debt repayments and 
thereby improve cash flows. Irrespective of the motivation, CRISIL believes that any step a company 
may take in this regard has to maintain the balance between enhancing financial flexibility and 
meeting commitments to lenders. 
 
• A company’s ratings are likely to be lowered significantly if the restructuring effort comes at the 

cost of existing commitments to debt holders, without their prior approval. 
• Even if all commitments are met in a timely manner, the underlying factors that have necessitated 

the restructuring may still lead to a revision in the rating. The extent of revision will depend on 
CRISIL’s assessment of the degree of stress the company faces on its business, financial, and 
liquidity profile. 

 
 
 
 
 
 
 
 
 



 

 

Annexure: Recent pronouncements related to restructuring 
Over the past few months, pronouncements by the RBI and the Ministry of Finance have encouraged 
borrowers and lenders to seek restructuring in the repayment terms of existing loans. Three key 
announcements in this regard are: 
 
a) RBI’s announcements on bank loans extended to the corporate sector: In August 2008, 

RBI announced that all bank loans (except consumer and personal loans, capital market 
exposures, and commercial real estate exposures) could be taken up for restructuring and a special 
regulatory treatment for asset classification was allowed for these restructured assets. This 
treatment permits treating accounts as ‘standard assets’ even after restructuring, provided the 
following conditions (among others) are met: 
• Application is made before March 31, 2009 (initially January 31, 2009, subsequently 

extended) 
• The restructuring package is approved within 120 days from the date of request 
• The loan was a standard asset as on September 1, 2008 

 
b) RBI’s announcements on commercial real estate companies: In December 2008, the 

special regulatory treatment (as discussed above) was extended to commercial real estate exposures 
restructured up to June 30, 2009. 

 
c) Finance Ministry decision on loans extended to textile companies under the 

Technology Upgradation Fund (TUF) scheme: On March 13, 2009, the Finance Ministry 
allowed a moratorium of up to one year on repayment of term loans (due for repayment in 2009-
10) availed by textile units under the TUF scheme. It is not clear if there is any specific time-limit 
to approach for this restructuring. 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Disclaimer 

CRISIL has taken due care and caution in preparing this report. Information has been obtained by CRISIL from sources which it 
considers reliable. However, CRISIL does not guarantee the accuracy, adequacy or completeness of any information and is not 
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the publisher. Contents may be used by news media with due credit to CRISIL. 
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