
 
 

 
  

 
 

The RBI has allowed banks to restructure MSME loans up to Rs 250mn which 
are under overdue category, by devising a corrective action plan (CAP) and 
opting for the rectification/restructuring/recovery of such stressed accounts. 
While with this move, the RBI is looking at faster resolution of stress in MSME 
accounts, we think the impact would be starkly opposite to the central bank’s 
AQR drive which aimed at cleaning up bank books. Banks may also witness a 
surge in MSME restructuring, making it difficult to keep a tab on such loans. 

 The process: The RBI has issued guidelines for restructuring of MSME accounts with 
outstanding debt up to Rs 250mn. Banks have been directed to form a committee and 
devise a corrective action plan (CAP) for all stressed MSME loans, of which accounts 
with loan limits up to Rs 1mn have to be dealt with at the branch level. Moreover, a 
stressed MSME with debt in excess of Rs 1mn can directly apply for a CAP. The 
committee, within 30 days of convening its first meeting, has to zero in on any one of 
the following three options to be adopted under CAP: 

(a) Rectification (fresh loan disbursement to stressed MSME accounts):  Banks can 
grant MSME borrowers additional funding for six months in order to revive the 
account, while ensuring there is no NPV hit on their books. While such accounts 
would retain their existing classification, fraud cases would fall under the 
restructured category if rectification along with the six-month funding option is 
availed more than once during a year.  Only in exceptional cases, banks would be 
allowed to fund the working capital requirement of MSMEs, while in the normal 
course, an account would directly slip into NPA in case of diversion of funds.  

(b) Restructuring of existing loans: This applies to standard accounts, special 
mention accounts or sub-standard accounts with one or more lenders (but not 
majority of lenders). The moratorium for restructuring would be six months and 
the restructuring package should outline the milestones to be achieved after this 
period. No timeline however has been prescribed for attending full normalcy with 
respect to MSME loans. Also, restructuring can be done only if the borrower is 
not a wilful defaulter and if majority of creditors approve the same. In addition, 
MSME promoters would have to extend personal guarantees for restructuring. 

(c) Recovery: Banks can resort to the recovery of loans if either rectification or 
restructuring is not found viable, and initiate the process at the earliest.    

 Our view: RBI's AQR was a master stroke to clean bank books and stop the ever-
greening of stressed loans. However, the move to restructure MSME loans can have 
an opposite effect. The volume of loans under MSME restructuring will be large vs. 
corporate debt restructuring (CDR), making it difficult to monitor them. We think 
even standard accounts will opt for this scheme (as done by many corporates 
earlier) since it eases the interest and debt repayment burden in the near term. 
Note that lower provisions on stressed loans don’t go down too well with investors.  
 
Loans to MSME sector form 12-15% of total system loans. It is difficult to ascertain 
the exact impact of the RBI’s move, as MSME exposure already classified as NPAs in 
the books of banks is not known. However, we believe PSBs are likely to offer this 
scheme to a large number of MSMEs.  
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Proportion of SME/MSME loans in 
banks  
Bank As of Q3FY16 (%) 
CBK 20.0 

UNBK 18.6 

BOB 14.2 

AXSB 13.1 

SBIN 12.7 

PNB 12.5 

BOI 12.4 

HDFCB 6.2 

ICICIBC 4.6 

Source: Company, RCML Research 
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Other highlights  

 In case of restructuring/rectification of MSME loans, promoters have to bring in a 
proportionate amount equal to the lender which should not be less than the 
proportion at the time of the original sanction of loans.  

 Additional finance will be given priority in repayment over repayment of existing 
debts. 

 The committee may allow the MSME to raise secured or unsecured loans if the 
promoter is unable to commit his contribution of additional funds.  

 Under restructuring, lenders can insert a clause of transferring the promoter’s equity 
in the MSME to the lenders to compensate for their sacrifices. 

 A clause for sale of non-core assets/other assets may be set as a condition for 
restructuring, if lenders think hiving off non-core assets can revive the account. 

 For listed companies, lenders may be compensated upfront for their loss or sacrifice 
by way of issuing equities of the company. 

Fig 1 -  Valuation summary 

Valuation Matrix P/E (x) P/BV (x) ROA (%) ROE (%) 
FY15 FY16E FY17E FY15 FY16E FY17E FY15 FY16E FY17E FY15 FY16E FY17E 

Private sector banks                         
Axis Bank 13.7  12.3  10.3  2.3  2.0  1.7  1.7  1.6  1.6  17.8  17.2  17.7  
HDFC Bank 24.5  20.4  17.0  4.1  3.5  3.0  1.9  1.9  1.9  19.4  18.7  19.3  
ICICI Bank 11.8  10.9  9.3  1.6  1.5  1.3  1.8  1.8  1.8  14.5  14.2  14.8  
IndusInd Bank 26.8  21.7  17.7  4.7  3.5  3.0  1.8  1.9  2.0  18.2  17.7  17.6  
YES Bank 15.5  13.5  10.8  2.9  2.4  2.1  2.0  1.8  1.9  21.3  19.5  20.6  
Kotak Bank 32.1  31.3  23.0  4.0  3.7  3.2  2.2  1.9  1.8  15.1  13.9  14.7  
Public sector banks                         
Bank of Baroda 9.1  NM 10.1  0.8  0.9  0.8  0.5  -0.2  0.4  9.0  -3.6  8.1  
Bank of India 3.6  NM 4.5  0.2  0.2  0.2  0.3  -0.0  0.2  5.6  -0.7  4.9  
Canara Bank 3.2  4.2  3.4  0.3  0.3  0.3  0.5  0.4  0.4  8.8  6.7  8.2  
PNB 5.0  8.8  5.6  0.4  0.4  0.4  0.5  0.3  0.4  8.2  4.5  6.9  
SBI - Consolidated 7.9  10.8  8.3  0.9  0.8  0.8  0.7  0.5  0.6  11.3  7.7  9.4  
Union Bank 4.5  6.0  5.0  0.4  0.5  0.4  0.5  0.3  0.4  9.3  6.9  8.3  
NBFCs                         
Mahindra & Mahindra Fin Secs 14.5  20.0  13.4  2.2  2.0  1.8  2.5  1.6  2.2  16.2  10.7  14.4  
Shriram Transport Finance 16.2  15.1  11.8  2.2  2.0  1.7  2.4  2.2  2.5  14.6  14.0  15.8  
Shriram City Union Finance 16.9  14.7  12.4  2.4  2.1  1.8  3.2  3.4  3.5  15.9  15.3  15.8  
Chola Finance 22.4  19.8  15.4  3.7  2.9  2.5  1.9  2.1  2.5  17.5  16.9  17.5  
Power Finance Corp 3.8  3.4  3.0  0.7  0.6  0.5  2.8  2.7  2.7  20.0  19.1  18.7  
Rural Electrification 3.2  2.8  2.5  0.7  0.6  0.5  3.4  3.0  3.0  25.1  21.8  21.1  
SKS Microfinance 34.9  25.6  20.2  6.3  5.0  4.0  5.2  4.4  3.8  24.9  21.8  22.2  

Source: Bloomberg, Company, RCML Research 
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Companies may have a conflict of interest that could affect the objectivity of this report.  
 
This report is only for distribution to investment professionals and institutional investors.  
 
Analyst Certification  
 
Each of the analysts identified in this report certifies, with respect to the companies or securities that 
the individual analyses, that (1) the views expressed in this report reflect his or her personal views 
about all of the subject companies and securities and (2) no part of his or her compensation was, is 
or will be directly or indirectly dependent on the specific recommendations or views expressed in this 
report.  
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Stock Ratings are defined as follows 
 
Recommendation Interpretation (Recommendation structure changed with effect from March 1, 2009) 
 

Recommendation Expected absolute returns (%) over 12 months 
Buy More than 15% 
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Expected absolute returns are based on the share price at market close unless otherwise stated. 
Stock recommendations are based on absolute upside (downside) and have a 12-month horizon. Our 
target price represents the fair value of the stock based upon the analyst’s discretion. We note that 
future price fluctuations could lead to a temporary mismatch between upside/downside for a stock 
and our recommendation.  
 
Stock Ratings Distribution   
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(including 5 that have been investment banking clients in the last 12 months), 55 are rated HOLD and 
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Research Conflict Management Policy  
 
RCM research has been published in accordance with our conflict management policy, which is 
available here. 
 
Disclaimers  
 
This report is not directed to, or intended for distribution to or use by, any person or entity who is a 
citizen or resident of or located in any locality, state, country or other jurisdiction where such 
distribution, publication, availability or use would be contrary to law or regulation or which would 
subject RCM to any registration or licensing requirement within such jurisdiction(s). This report is 
strictly confidential and is being furnished to you solely for your information. All material presented in 
this report, unless specifically indicated otherwise, is under copyright to RCM. None of the material, 
its content, or any copy of such material or content, may be altered in any way, transmitted, copied or 
reproduced (in whole or in part) or redistributed in any form to any other party, without the prior 
express written permission of RCM. All trademarks, service marks and logos used in this report are 
trademarks or service marks or registered trademarks or service marks of RCM or its affiliates, unless 
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The information, tools and material presented in this report are provided to you for information 
purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or 
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ensure that the securities referred to in this report are suitable for any particular investor. RCM will 
not treat recipients as its customers by virtue of their receiving the report. The investments or 
services contained or referred to in this report may not be suitable for you and it is recommended that 
you consult an independent investment advisor if you are in doubt about such investments or 
investment services. In addition, nothing in this report constitutes investment, legal, accounting or tax 
advice or a representation that any investment or strategy is suitable or appropriate to your individual 
circumstances or otherwise constitutes a personal recommendation to you.  

 
 
Information and opinions presented in this report were obtained or derived from sources that RCM 
believes to be reliable, but RCM makes no representations or warranty, express or implied, as to their 
accuracy or completeness or correctness. RCM accepts no liability for loss arising from the use of the 
material presented in this report, except that this exclusion of liability does not apply to the extent that 
liability arises under specific statutes or regulations applicable to RCM. This report is not to be relied 
upon in substitution for the exercise of independent judgment. RCM may have issued, and may in the 
future issue, a trading call regarding this security. Trading calls are short term trading opportunities 
based on market events and catalysts, while stock ratings reflect investment recommendations based 
on expected absolute return over a 12-month period as defined in the disclosure section. Because 
trading calls and stock ratings reflect different assumptions and analytical methods, trading calls may 
differ directionally from the stock rating. 
  
Past performance should not be taken as an indication or guarantee of future performance, and no 
representation or warranty, express or implied, is made regarding future performance. Information, 
opinions and estimates contained in this report reflect a judgment of its original date of publication by 
RCM and are subject to change without notice. The price, value of and income from any of the 
securities or financial instruments mentioned in this report can fall as well as rise. The value of 
securities and financial instruments is subject to exchange rate fluctuation that may have a positive or 
adverse effect on the price or income of such securities or financial instruments. Investors in 
securities such as ADR’s, the values of which are influenced by currency volatility, effectively assume 
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intermediary regulated by the Securities and Exchange Board of India. In Singapore, it is being 
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