THE 5:25 FLEXIBLE STRUCTURING SCHEME


1. Introduction

The key issues facing the infrastructure space are a) risk from regulatory changes, b) fuel supply constraint and c) debt servicing. This guideline addresses the financing constraint by allowing the bankers to match the repayment period of the loan with cash flow of these projects. 
As per the 5:25 flexible structuring scheme, the lenders are allowed to fix longer amortization period for loans to projects in the infrastructure and core industries sector, for say 25 years, based on the economic life or concession period of the project, with periodic refinancing, say every 5 years. The repayment at the end of each refinancing period would be structured as a bullet repayment, with the intent specified upfront that it will be refinanced. The repayment may be taken up by the same lender / a set of new lenders / a combination of both / by issue of corporate bonds as a refinancing debt facility and such refinancing may repeat till the end of the amortization schedule.
2. Conditions for 5:25 flexible structuring scheme 

1. Term loans to projects, in which the aggregate exposure of all institutional lenders exceeds Rs.500 crore, in the infrastructure and core industries sector will qualify. 
2.  Banks may fix a fresh amortization schedule for the existing projects loans, once during the life time of the project, after the Commercial Operations Date (CoD) without it being treated as restructuring subject to: 

The loan is standard as on date of change of loan amortization schedule 
The Net Present Value of the loan remains same before and after the change in the amortization schedule.  

The Fresh loan amortization schedule should be within 85% of the initial concession period / life of the project. 

In case of accounts which are already classified as NPA, banks are allowed to extend the flexible structuring scheme. However, it shall be considered as ‘restructuring’ and such accounts would continue to remain classified as NPAs. Such accounts may be upgraded only when all the outstanding loan/facilities in the account perform satisfactorily during the ‘specified period’ (as defined in the extant prudential guidelines on restructuring of accounts), i.e. principal and interest on all facilities in the account are serviced as per terms of payment during that period. However, periodic refinance facility would be permitted only when the account is classified as ‘standard’ as prescribed

3. Beneficiaries 
The 5:25 flexible structuring scheme is applicable to projects in the Infrastructure and Core Industries sector. New projects or projects which have achieved CoD are eligible under the scheme. However, under-implementation projects which have not yet achieved CoD are eligible for extension of moratorium period up to 2 years in infrastructure sector and 1 year in other sectors under separate guidelines of RBI without being considered as restructuring and subsequent to CoD announcement, such projects would be eligible under the extant scheme.

Initially the above structure was made applicable to new loans to infrastructure projects and core industries projects sanctioned after the date of circular 15.07.14, however vide circular RBI/2014-15/354 DBR.No.BP.BC.53/21.04.132/2014-15 December 15, 2014 RBI clarified that this would also applicable to existing sanctioned loan even before the date of this circular which have achieved COD.

Issues faced by projects at various stages of the life-cycle and eligibility for flexible structuring scheme
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4. Infrastructure sector is as defined under the Harmonized Master List of Infrastructure of RBI. Core industries sector are the sectors included in the Index of eight core industries published by the Ministry of Commerce and Industries, Government of India.
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5. Financial Viability Parameters for Corporate Debt Restructuring
The Viability Parameters should be compared with the industry averages and suitable comments should be incorporated in the Final Restructuring Package. Additionally capacity utilization, Price realization per unit and Profit before Interest, Depreciation Tax (PBIDT) of the borrower-corporate should be compared with the relative industry averages.
In the event the indicators are not in consonance with the viability benchmarks or industry averages, suitable qualitative comments should be incorporated justifying the Variations.



6. Earlier RBI support for projects which have not commenced operations

While the guideline mentions about the projects which has begun commercial operations banks may use the earlier umbrella for projects which has not commenced its operation for reducing stress. RBI earlier allowed infrastructure loans to be restructured repeatedly subject to certain conditions and retain standard assets status even if the asset has already been restructured once in line with its earlier guidelines declared on May 30, 2013. Banks may restructure such loans, subject to the extant prudential norms on restructuring of loans, by way of revision of DCCO beyond the time limits quoted as above and retain the ‘standard’ asset classification, if the fresh DCCO is fixed within the following limits, and the account continues to be serviced as per the restructured terms: 
a.  Infrastructure Projects involving court cases: Up to another two years (beyond the two year period given as blanket relief, i.e., total extension of four years), in case the reason for extension of DCCO is arbitration proceedings or a court case.
b. Infrastructure Projects delayed for other reasons beyond the control of promoters: Up to another one year (beyond the two year period given as a blanket relief, total extension of three years), in case the reason for extension of DCCO is beyond the control of promoters (other than court cases).
c.  Project Loans for Non-Infrastructure Sector (Other than Commercial Real Estate) Up to another one year (beyond the one year period as given as a blanket relief, i.e., total extension of two years)

It is reiterated in the RBI Circular that the exercise of flexible structuring and refinancing should be carried out only after DCCO. Further one of the conditions of Master Circular on Prudential norms on Income Recognition, Asset Classification and Provisioning pertaining to Advances dated July 1, 2014, viz., “The repayment period of the restructured advance including the moratorium, if any, does not exceed 15 years in the case of infrastructure advances and 10 years in the case of other advances”) for availing special asset class benefits under restructuring guidelines will cease to be applicable on any loan to infrastructure and core industries projects covered under the ambit of this circular. 
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Break-Even Analysis – 


Operating and cash break-even points should be worked out and they should be comparable with the industry
norms.










Gross Profit Margin (GPM) - GPM is considered as a good indicator of the reasonableness of the assumptions underlying the profitability projections, it is necessary that various
elements of profitability estimates such as capacity utilization, price trend and price realization per unit, cost structure, etc. should be comparable to those of the operating units in the same industry










Extent of Sacrifice – The sacrifice on the part of lenders would be waiver of liquidated damages and in some cases compound interest. Waiver of simple interest and principal should be resorted to in deserving cases only. 











Gap between Internal Rate of Return (IRR) and Cost of Capital – 


The benchmark gap between IRR and Average Cost of Funds should be at least 1%.








Return on Capital Employed (ROCE) –
Minimum ROCE equivalent to 5 year G-Sec plus 2% may be considered as adequate









Debt Service Coverage Ratio (DSCR) – The adjusted DSCR should be >1.25 within the 7 years period in which the unit should become viable and on year-to-year basis DSCR to be above 1. The normal DSCR for 10 years
repayment period should be around 1.33:1.
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