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RBI tightens norms for lenders investing in AlFs

LEGAL UPDATE
December 19, 2023 . .
To address concerns relating to extending a new loan to a borrower to repay
an older debt, RBI has advised that Regulated Entities (REs) shall not make
investments in any scheme of Alternate Investment Funds (AIFs) that has

downstream investments either directly or indirectly in a debtor company of
December 19, 2023 the RE.

Meaning of Debtor Company: The debtor company of the RE shall mean any
company to which the RE currently has or previously had a loan or
Reserve Bank of India Act, investment exposure anytime during the preceding 12 months.

L= Applicability:
Banking Regulations Act,
» All Commercial Banks

1949
« All Primary (Urban) Co-operative Banks / State Co-operative Banks /
Central Co-operative Banks
Reserve Bank of India o All-India Financial Institutions
(RBI)

» All Non-Banking Financial Companies (NBFCs) (including Housing Finance
Companies)

- Liquidation Time:
RBI Notification

« Lenders to liquidate such investments within 30 days.

« If lenders are not able to liquidate their investments within this time limit,
they have to make 100% provision on such investments.

Priority Distribution Model: Investments by REs in the subordinated units of any AIF scheme with a ‘priority
distribution model’ must also make a full deduction from the REs capital fund.

As per the SEBI Circular dated November 23, 2022, the ‘priority distribution model’ means where certain schemes of
AlFs have adopted a distribution waterfall in such a way that one class of investors (other than sponsors/manager)
share loss more than pro rata to their holding in the AIF vis-a-vis other classes of investors/unit holders, since the
later has priority over former.
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https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=12572&Mode=0
https://www.sebi.gov.in/web/?file=https://www.sebi.gov.in/sebi_data/attachdocs/nov-2022/1669206214186.pdf#page=1&zoom=page-width,-15,842

The stricter norms for banks, NBFCs and other regulated REs are introduced to prevent banks from
violating exposure and lending norms, as well as closing a pathway for lenders to evergreen loans.
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The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity.
Although we endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it
is received or that it will continue to be accurate in the future. No one should act on such information without appropriate professional advice
after a thorough examination of the particular situation.

Copyright © 2023 HLS-SJM Advisors India Private Limited. All rights reserved. 2



HLS Global in India

New Delhi (Corporate Office)

Vegas Mall, Office Block-B, 8th

Floor, Unit No.883, Sector-14,

Dwarka, New Delhi 110075 | India

Tel.: +91-11-6134-0450

Email: Info@HLS-Global.in
JapanDesk@HLS-Global.in

Lucknow

Office No. 22/181, Indira Nagar,
Lucknow, Uttar Pradesh - 226016
Tel.: +91-93-3536-3533

Email: Info@HLS-Global.in

Connect with us on

Social Media
M O
=l
[E17EE:

www.HLS-Global.in

Gurugram

Level 1, Building No. 10A,
DLF Cyber City, Gurugram
Tel.: +91-79-8266-6136
Email: Info@HLS-Global.in

Mumbai

WeWork Enam Sambhav,
BKC, C-20, G Block, Bandra-
Kurla Complex, Mumbai,
Maharashtra - 400051

Tel.: +91-22-4880-8605
Email: Info@HLS-Global.in

Noida

304, 3rd Floor, Tradex
Tower-1, Alpha
Commercial Belt, Alpha-1,
Greater Noida,

Uttar Pradesh-201310
Tel.: +91-79-8266-6136
Email: Info@HLS-Global.in

Japanese Zone - Neemrana

Office No. 206, Regent Square
Mall, CP-4, Japanese Zone,
Neemrana, Rajasthan - 301705
Tel.: +91-73-5732-0237

Email: JapanDesk@HLS-Global.in

Ahmedabad

A - 413, Titanium Business Bark,
Beside Railway underpass,
Makarba, Ahmedabad-380051
Tel.: +91-79-8266-6136

Email: Info@HLS-Global.in

Bangalore

WeWork Galaxy, MG Road, 43,
Residency Road,

Bangalore, Karnataka 560025
Tel.: +91-79-8266-6136

Email: Info@HLS-Global.in

HLS Global Worldwide

Japan Office US Offices Mexico Offices Germany Office

Tokyo Los Angeles
(Headquarters)
New York
Indianapolis
Chicago
Atlanta
San Jose

Mexico City
I[rapuato

Stuttgart

www.HLS-Global.jp www.HLS-Global.com www.HLS-Global.mx www.HL S-Global.de

0 A member firm of ASTHOM Partners, Japan

ASTHOM

https://asthom.co.jp/

Germany Hong Kong India Japan Malaysia Philippines Singapore Thailand USA Vietnam

Copyright © 2023 HLS-SJM Advisors India Private Limited. All rights reserved.


https://www.linkedin.com/company/hotta-liesenberg-saito-llp/
https://www.youtube.com/channel/UC0oYcbfkqnsFiRiDgM99-vg
http://www.hls-global.com/
http://www.hls-global.jp/
http://www.hls-global.in/
http://www.hls-global.mx/
http://www.hls-global.de/

