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Supreme Court of India rejects RBI’s circular on Resolution of Stressed Assets
dated 12" February 2018

The Supreme Court of India today dismissed RBI’s circular on Resolution of Stressed Assets dated 12th
February 2018 which mandated banks to immediately resolve all bad loans above Rs 2000 crore or file for
insolvency resolution under the Insolvency and Bankruptcy Code (IBC).

The circular asked banks to either resolve or file for insolvency taking away their discretion to not to act
on bad loans. The apex court held that in light of section 35AA of the Banking Regulation Act, RBI could
not have issued a generic circular mandating reference under the Insolvency and Bankruptcy Code (IBC).
The court also held that reference under IBC has to be on case specific basis and with authorisation of
Central Government. Since circular has been quashed, all consequential proceedings including IBC
proceedings initiated under section 7 of IBC are also quashed.

According to the Supreme Court, the RBI impugned circular applies to banking and non-banking
institutions alike, as banking and non-banking institutions are often in a joint lenders’ forum which jointly
lend sums of money to debtors. Such non-banking financial institutions are, therefore, inseparable from
banking institutions insofar as the application of the impugned circular is concerned. It is very difficult to
segregate the non-banking financial institutions from banks so as to make the circular applicable to them
even if it is ultra vires insofar as banks are concerned.

For these reasons also, the impugned circular will have to be declared as ultra vires as a whole, and be
declared to be of no effect in law. Consequently, all actions taken under the said circular, including
actions by which the Insolvency Code has been triggered must fall along with the said circular. As a result,
all cases in which debtors have been proceeded against by financial creditors under Section 7 of the
Insolvency Code, only because of the operation of the impugned circular will be proceedings which, being
faulted at the very inception, are declared to be non-est.

The detailed Judgment of the Supreme Court on dismissing RBI’s circular on Resolution of Stressed
Assets dated 12th February 2018 is enclosed for vour kind reference.




Please contact for any query related to this mail to Ms. Surbhi Sharma, Associate Economist at
surbhi@phdecci.in with a cc to Dr. S P Sharma, Chief Economist at spsharma@phdcci.in, PHD Chamber of
Commerce & Industry.
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COPYRIGHT: All rights reserved. No part of this publication/Release may be reproduced, distributed, or
transmitted in any form or by any means, without the prior written permission of the publisher. For
permission requests, write to the publisher.

DISCLAIMER: This message and its attachments contain confidential information. If you are not the
intended recipient , you are strictly prohibited to disclose, copy, distribute or take any action in reliance
on the contents of this information .E-mail transmission cannot be guaranteed to be secure or error-free,
as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain
viruses. The sender therefore does not accept liability for any errors or omissions in the contents of this
message, which arise as a result of e-mail transmission. If verification is required please request a hard-
copy version.



