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INTRODUCTION:  

In the wake of the unprecedented economic 

disruptions caused by the COVID-19 

pandemic, governments and financial 

authorities worldwide have rolled out 

various measures to alleviate financial 

strains on businesses and individuals. The 

Reserve Bank of India (RBI), as the country's 

central banking institution, has been at the 

forefront of implementing policies aimed at 

stabilizing financial markets, supporting 

economic recovery, and safeguarding the 
interests of borrowers and lenders alike. 

Among the initiatives introduced by the RBI, 

the One-Time Loan Restructuring Scheme 

stands out as a critical intervention designed 

to provide relief to borrowers facing 

financial distress due to the pandemic-

induced economic slowdown. This 

comprehensive guide aims to delve into the 

nuances of RBI's restructuring scheme, 

exploring its objectives, eligibility criteria, 

procedural intricacies, and the broader 

implications for stakeholders in the Indian 

economy. 

1. Understanding the Context: Before 

delving into the specifics of the restructuring 

scheme, it's essential to understand the 

context in which it was introduced. The 

COVID-19 pandemic wreaked havoc on 

global economies, disrupting supply chains, 

stifling demand, and triggering widespread 

job losses. In India, the imposition of 

nationwide lockdowns to curb the spread of 

the virus brought economic activities to a 

grinding halt, exacerbating existing 

vulnerabilities and exposing businesses to 
unprecedented challenges. 

 

 

 

 

 

 

Amidst the economic turmoil, businesses 

across sectors faced liquidity crunches, 

plummeting revenues, and looming debt 

obligations. The prospect of default loomed 

large, threatening the survival of enterprises 

and amplifying systemic risks within the 

financial ecosystem. Recognizing the 

urgency of the situation, the RBI swiftly 

intervened to provide relief measures, 

including regulatory forbearance, liquidity 

injections, and the restructuring of loans, to 

cushion the impact on borrowers and 

lenders. 

2. Objectives of the One-Time Loan 

Restructuring Scheme: At its core, the One-

Time Loan Restructuring Scheme is driven 

by the overarching objective of preserving 

the viability of stressed assets while 

providing relief to borrowers grappling with 

financial distress. The scheme aims to 

achieve the following key objectives: 

 Preserving Business Viability: By offering 

a lifeline to distressed borrowers, the 

restructuring scheme seeks to prevent the 

untimely demise of otherwise viable 

businesses. By providing temporary reprieve 

from debt servicing obligations, businesses 

can weather the storm, retain employment, 

and contribute to economic recovery. 

Mitigating Systemic Risks: Widespread 

defaults have the potential to trigger a 

cascading effect within the financial system, 

amplifying risks and impeding the flow of 

credit. By proactively addressing stress in 

the banking sector and preventing a surge in 

non-performing assets (NPAs), the 

restructuring scheme contributes to overall 

financial stability. 
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Ensuring Fair Treatment of Borrowers: 

The scheme embodies the principle of 

fairness and equity, ensuring that borrowers 

facing genuine financial distress are not 

unduly penalized for circumstances beyond 

their control. By offering tailored 

restructuring solutions, borrowers can 

navigate through turbulent times without 
bearing the brunt of punitive measures. 

3. Eligibility Criteria for Loan 

Restructuring: The One-Time Loan 

Restructuring Scheme discussed here is 

specifically designed for borrowers who 

have been financially distressed due to the 

COVID-19 pandemic. Borrowers seeking 

restructuring must demonstrate that their 

financial difficulties are directly attributable 

to the adverse impact of COVID-19 on their 

business operations, such as revenue 

declines, supply chain disruptions, or 

operational challenges caused by lockdowns 

and restrictions. While the scheme primarily 

targets COVID-affected borrowers, the 

principles of loan restructuring could 

theoretically be extended to other categories 

of distressed borrowers under different 

schemes or circumstances. However, the 

specific scheme outlined here is tailored to 

address the unique challenges posed by the 

pandemic. 

Additionally, the RBI has laid down stringent 

eligibility criteria to ensure that the scheme 

is targeted towards genuinely distressed 

borrowers while guarding against moral 
hazard. The key eligibility criteria include: 

Adverse Impact Due to COVID-19: As 

mentioned, borrowers must demonstrate 

that their financial distress is directly linked 

to the pandemic's impact. 

Timely Repayment Record: A history of 

timely repayment serves as a crucial 

determinant of eligibility. Borrowers with a 

track record of default or non-compliance 

may find it challenging to qualify for 

restructuring, as lenders prioritize 

borrowers with a demonstrated 

commitment to honoring their obligations. 

Viability Assessment: Lenders conduct a 

comprehensive viability assessment to 

ascertain the feasibility of restructuring 

loans and the borrower's capacity to repay 

post-restructuring. This entails a thorough 

analysis of the borrower's financial 

statements, cash flow projections, business 

model, and sectoral dynamics to gauge the 

sustainability of the proposed restructuring 

plan. 

Compliance with Regulatory Guidelines: 

Borrowers and lenders must adhere to the 

regulatory guidelines stipulated by the RBI 

regarding the restructuring process. Non-

compliance with regulatory norms or 

attempts to circumvent the prescribed 

framework can jeopardize the restructuring 

process and expose parties to regulatory 
sanctions. 

4. Differences from Traditional One-Time 

Settlement (OTS) Schemes: The One-Time 

Loan Restructuring Scheme introduced in 

response to the COVID-19 pandemic differs 

from traditional One-Time Settlement (OTS) 

schemes in several key aspects: 

OBJECTIVE AND FOCUS: 

• One-Time Loan Restructuring Scheme: 

The primary objective is to provide relief to 

borrowers who are facing temporary 

financial distress due to the pandemic while 

preserving the viability of otherwise sound 

businesses. The focus is on restructuring the 

loan terms to provide temporary relief 

rather than settling the loan at a reduced 

amount. 

• Traditional OTS Schemes: Typically target 

borrowers unable to repay loans and are 

used to settle outstanding dues at a reduced 
amount. 

ELIGIBILITY AND CONDITIONS: 

• One-Time Loan Restructuring Scheme: 

Requires a demonstrated adverse impact 

due to COVID-19, a history of timely 

repayment, and a viability assessment to 

ensure the borrower's ability to repay post-
restructuring. 
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• Traditional OTS Schemes: Generally do not 

require such specific linkages and are 

typically offered to borrowers who are 

unable to repay their loans and are looking 

to settle their outstanding dues at a reduced 

amount. 

 PROCEDURAL DIFFERENCES: 

• One-Time Loan Restructuring Scheme: 

Involves a detailed procedural framework 

including submission of a restructuring 

proposal, evaluation by lenders, approval 

from regulatory authorities, and ongoing 

monitoring and reporting. 

• Traditional OTS Schemes: Focus on a 

negotiated settlement amount and payment 

terms with the primary aim of recovering as 

much of the outstanding loan as possible. 

REGULATORY OVERSIGHT AND 
COMPLIANCE: 

• One-Time Loan Restructuring Scheme: 

Requires compliance with specific 

regulatory guidelines set by the Reserve 

Bank of India (RBI), including prudential 

norms, asset classification, provisioning 

requirements, and disclosure and reporting 

mandates. 

• Traditional OTS Schemes: While they also 

require regulatory compliance, they are 

generally less complex in terms of 

procedural and regulatory requirements 

compared to the restructuring scheme. 

5. Procedural Framework for Loan 

Restructuring: The restructuring process 

entails a series of procedural steps, each 

meticulously designed to ensure 

transparency, efficiency, and adherence to 

regulatory norms. While the specifics may 

vary depending on the nature of the loan, the 

borrower's profile, and the lender's policies, 

the overarching framework typically 

encompasses the following stages: 

 Submission of Restructuring Proposal: 

Borrowers initiate the restructuring process 

by submitting a formal proposal to the 

lending institution outlining their financial 

position, restructuring requirements, and 

proposed repayment plan. The proposal 

serves as a crucial document that provides 

insights into the borrower's current 

challenges, future prospects, and repayment 
capacity. 

Evaluation by Lenders: Upon receiving the 

restructuring proposal, lenders undertake a 

thorough evaluation of the borrower's 

financial health, repayment track record, and 

the rationale behind the restructuring 

request. This involves scrutinizing financial 

statements, conducting cash flow analyses, 

and assessing the impact of restructuring on 

the lender's balance sheet. 

 Approval from Regulatory Authorities: 

Once the restructuring proposal is vetted 

and approved by the lending institution, it is 

submitted to the regulatory authorities, such 

as the RBI, for final approval. Regulatory 

oversight ensures compliance with 

prescribed guidelines, safeguards the 

interests of stakeholders, and maintains the 
integrity of the financial system. 

 Implementation of Restructuring: Upon 

receiving regulatory approval, lenders and 

borrowers proceed with the implementation 

of the restructuring plan, formalizing the 

revised terms and conditions through a 

legally binding agreement. This may involve 

modifications to the loan tenure, interest 

rates, repayment schedule, or moratorium 

on principal and interest payments, 

depending on the specific needs of the 
borrower. 

Monitoring and Reporting: Post-

restructuring, lenders are tasked with 

monitoring the performance of restructured 

loans and reporting any deviations from the 

agreed-upon terms to regulatory authorities. 

Regular monitoring ensures compliance 

with restructuring agreements, facilitates 

early detection of potential defaults, and 

enables timely intervention to mitigate risks. 

6. Regulatory Framework and 

Compliance Requirements: Central to the 

effectiveness of the restructuring scheme is 

adherence to the regulatory framework 



15  

prescribed by the RBI. The regulatory 

framework encompasses a comprehensive 

set of guidelines, directives, and prudential 

norms aimed at promoting transparency, 

accountability, and stability within the 

financial system. Key aspects of the 
regulatory framework include: 

Prudential Norms: The RBI imposes 

prudential norms and provisioning 

requirements on banks and financial 

institutions to ensure sound risk 

management practices, capital adequacy, 

and asset quality. Compliance with 

prudential norms is essential for 

maintaining the financial health and 

resilience of lenders engaged in 
restructuring activities. 

Asset Classification and Provisioning: The 

RBI classifies loans based on their credit 

quality and mandates provisioning 

requirements to cover potential losses 

arising from default or impairment. Lenders 

are required to classify restructured loans 

appropriately and maintain adequate 

provisions to mitigate credit risks and 

safeguard their balance sheets. 

Disclosure and Reporting Requirements: 

Transparency and disclosure play a pivotal 

role in fostering trust and accountability 

within the financial system. Lenders are 

mandated to disclose information regarding 

loan restructuring activities, asset quality, 

and provisioning levels in their financial 

statements and regulatory filings to facilitate 

market discipline and informed decision-

making. 

Regulatory Oversight and Supervision: 

The RBI exercises robust oversight and 

supervision over banks and financial 

institutions engaged in loan restructuring 

activities to ensure compliance with 

regulatory norms and safeguard the 

interests of depositors, investors, and other 

stakeholders. Regulatory interventions, 

including inspections, audits, and corrective 

actions, are deployed to address instances of 

non-compliance and mitigate systemic risks. 

Additionally, the article refers to two specific 

RBI notifications that form the regulatory 

foundation for the One-Time Loan 

Restructuring Scheme: 

1. Reserve Bank of India (Prudential 

Framework for Resolution of Stressed 
Assets): 

o Issued by the RBI on June 7, 2019. This 

framework provides comprehensive 

guidelines for the early identification, 

reporting, and resolution of stressed assets. 

2. Reserve Bank of India (Resolution of 

Stress in Micro, Small and Medium 
Enterprises (MSME) sector): 

o Issued on August 6, 2020, it provides 

guidelines on the restructuring of loans for 

MSME borrowers impacted by the COVID-19 

pandemic. 

7. Implications for Stakeholders: The One-

Time Loan Restructuring Scheme has 

significant implications for various 

stakeholders across the financial ecosystem, 

including borrowers, lenders, regulators, 

investors, and the broader economy: 

Borrowers: For borrowers facing financial 

distress, the restructuring scheme offers a 

lifeline to navigate through turbulent times, 

preserve business viability, and avoid the 

specter of default. By providing temporary 

relief from debt servicing obligations, the 

scheme enables borrowers to restructure 

their finances, stabilize operations, and chart 

a path towards sustainable recovery. 

Lenders: For lenders grappling with the 

specter of rising NPAs and credit risks, the 

restructuring scheme offers a mechanism to 

proactively address stress in their loan 

portfolios, prevent asset deterioration, and 

shore up capital buffers. While restructuring 

entails short-term concessions, lenders 

stand to benefit from the preservation of 

viable assets and the restoration of borrower 

solvency over the long term. 

Regulators: For regulatory authorities such 

as the RBI, the restructuring scheme 

presents a delicate balancing act between 
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mitigating systemic risks and maintaining 

financial stability. Regulatory oversight 

ensures compliance with prescribed 

guidelines, safeguards the interests of 

stakeholders, and fosters confidence in the 

financial system's resilience and robustness. 

Investors: For investors and market 

participants, the restructuring scheme 

signals the authorities' commitment to 

addressing systemic vulnerabilities and 

supporting economic recovery. While 

restructuring activities may result in short-

term volatility and provisioning impacts, the 

resolution of stressed assets enhances 

transparency, reduces uncertainty, and 

bolsters investor confidence in the long-term 
prospects of the economy. 

Conclusion: The One-Time Loan 

Restructuring Scheme introduced by the RBI 

represents a pivotal intervention aimed at 

providing relief to borrowers facing financial 

distress in the aftermath of the COVID-19 

pandemic. By offering flexibility in loan 

repayments, preserving the viability of 

stressed assets, and promoting financial 

stability, the scheme serves as a critical 

lifeline for businesses navigating through 

unprecedented challenges. 

However, the success of the restructuring 

scheme hinges on effective implementation, 

transparent communication, and adherence 

to regulatory norms by all stakeholders. 

Borrowers must exercise prudence in 

assessing their eligibility, evaluating the 

long-term implications, and engaging 

constructively with lenders to navigate the 

restructuring process. Lenders, in turn, must 

conduct rigorous viability assessments, 

exercise due diligence in approving 

restructuring proposals, and ensure 

compliance with regulatory guidelines to 

mitigate risks and uphold the integrity of the 
financial system. 

As the Indian economy embarks on the path 

to recovery, the collaborative efforts of 

borrowers, lenders, regulators, and 

policymakers will be instrumental in 

fostering resilience, restoring confidence, 

and laying the foundations for sustainable 

growth and prosperity in the post-pandemic 
era. 
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