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INSPECTION FINDINGS MUST BE TABLED AT FIRST MEET: CENTRAL BANK

RBI Seeks Fortnightly Update on
Fin Action Taken by IFIN Board

Shilpy.Sinha@timesgroup.com

Mumbai: After the Serious
Fraud Investigation Office
(SFIO) charge sheet suggested
that the Reserve Bank of India
(RBI) should conduct an inter-
nal inquiry, the RBI has written
to IL&FS Financial Services
(IFIN) board to take action on
the supervisory concerns and
appraisethe progressevery fort-
night.

RBI said in the inspection re-
port carried from October 8-Oc-
tober 17, 2018 with reference to
the financial position as on
March 31,2018, that the company
had not disclosed any NPAs for
the past four years.

“The erstwhile board failed to
exercise oversight overthe func-
tions of the entity,” the RBI
stated inaletterto IL&FS Finan-
cial Services.

RBI said there were serious de-
ficiencies observed in the credit
appraisal. Also,loans were sanc-
tioned overlooking proper cred-
it worthiness and given for gen-
eral and investment purposes
and significant number of bor-
rowerswere unrated orhad poor
rating. In some cases,loans were
given for ever-greening as fresh
sanctions and disburse-
ments were

made torepay theearlier loans.
In its report, RBI noted that
widedivergences were observed
between reported and assessed
position of asset classification
and provisions. The erstwhile
board failed to exercise over-
sight over the functions of the
entity. They did not monitor the
affairs of the downstream enti-
ties in which investments were
made. No rationale was ever

brought out by the board as to
the reasons for funding ITNL
and other loss-making subsidi-
aries on an ongoing basis creat-
ing aliquidity crunch in IL&FS
and other related parties.

The RBI has asked the new
board to meet them every fort-
night and appraise them of the
progress. The bank also asked
them to make asset classifica-
tion and provisions. It has asked
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the new board to place the in-
spection findings before the
board of directors at the first
meeting of the board and a re-
port on the action taken on the
supervisory concerns and the
company’s response to the ac-
tion proposed and approved by
the board, to be forwarded to the
RBIwithin amonth.

RBI, in its report, said that in-
dependent directors did not en-
sure that the board exercised
proper oversight on the strategy
adopted by the management to
fundITNL'sliquidity mismatch.

“No questions wereraised asto
the reasons for the liquidity cri-
sis in ITNL,” said RBI in a letter
to IL&FS.

“Someof the SPVstowhichthe
CIC has assigned loans were
found to be insolvent. While
grantingloansto group entities,
the company did not evaluate

the credit risk, repayment
« capacity and future cash
flows. And no mecha-
nism existed for moni-
toringend useof funds.”
Exposures were taken
on SPVs of ITNL by as-
signment of loan origi-
nally given to ITNL. As
some of the projects of
SPVs were terminat-
ed, there was no scope
of the SPVs generat-
ing funds to repay the
loans assigned to them,
said RBI.



