BISHNU DASH

Bhubaneswar, 18 November As part of the restructuring package approved by the Orissa cabinet in December 2006 for revival of the Orissa State Financial Corporation (OSFC), the state government will sign an MoU with the Small Industries Development Bank of India (SIDBI) by December end. 
It will be a tripartite MoU among the state government, SIDBI and the OSFC, official sources said.

The decision to sign the MoU was taken at a high level meeting between the state industry department officials and the top brass of the SIDBI recently.

With the signing of the agreement, one major impediment coming in the way of revival of OSFC will be removed.

“The restructuring process is going on and we have resolved two contentious issues raised by  SIDBI. The state government will execute the MoU by the end of December 2007”, said a senior official.

Besides, the industry department has sent a proposal to the state finance department for making provisons for loans and other obligations as agreed in the cabinet package of December 2006.

It includes enhancing the authorized capital to Rs. 500 crore to accommodate conversion of loan in lieu of share capital (LISC), loans for OTS of bonds and subvention, conversion of about Rs. 212.1 crore to zero percent redeemable preference share capital, waiver of accrued interest on loans of about Rs. 35 crore and accrued guarantee commission.

It may be noted, the draft MoU approved by the state government was submitted to SIDBI for vetting in February this year. However, after the submission of draft MoU, the SIDBI Act was amended.
Accordingly, the Standard General Agreement (SGA) to be executed by the public lending institutions has been amended inserting a clause regarding opening of Trust and Retention Account (TRA) in any nationalized bank to be designated as trust bank. Besides, SIDBI was insisting on the adoption of a standard account by OSFC instead of mercantile system of accounting in its books.

“These two issues have been resolved with the government agreeing to adopt the standard account form April 1 and to open a Trust and Retention Account (TRA) as insisted by SIDBI”, pointed out.
The bank, had earlier agreed to restructure, re-phase the principal finance outstanding of Rs. 197 crore to be repaied in monthly instalments in ten years.

Further, it had agreed to reduce the interest rate from 11.70 per cent to eight per cent on existing principal outstanding and will reduce the interest rate further to 7.5 per cent after the execution of MoU.

It had also agreed to waive 50 per cent of interest outstanding up to September 30, 2005 and balance Rs. 48.09 crore may be considered for waiver after OSFC adopts the standard account.

SIDBI is expected to resume refinance after the MoU is signed which will help the state-owned lender to resume its lending, badly needed for recovery of its loans. It may be noted, OSFC is paying 2.5 crore every month towards the restructured refinance dues of IDBI. It has so far paid more than Rs. 72 crore.

Meanwhile, OSFC has requested SIDBI to issue the final interest waiver letter for Rs. 96.18 crore.

Due to high level of non performing assets (NPAs), provisioning norms of the Reserve Bank of India (RBI), high cost of borrowed funds and inadequate recovery of dues, OSFC became sick with the cumulative loss reaching Rs. 381.58 crore by March 31, 2006.

The state government felt the necessity of restructuring the OSFC and the UTI Bank (now Axis bank) was entrusted with the task of formulating a package. The restructuring package was approved by the board of directors and the state cabinet approved in December 2006. The state government has so far infused Rs. 212 crore for the settlement of SLR bonds under OTS. Similarly, voluntary retirement scheme was launched in 2005-06 bringing down the employee strength to 331 compared to 913 earlier.
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