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All NBFCs (excluding Primary Dealers)

Dear Sirs,

Revised Regulatory Framework for NBFC

The NBFC (Non-Banking Finance Company) sector has evolved considerably in
terms of its size, operations, technological sophistication, and entry into newer
areas of financial services and products. NBFCs are now deeply interconnected
with the entities in the financial sector, on both sides of their balance sheets.
Being financial entities, they are as exposed to risks arising out of counterparty
failures, funding and asset concentration, interest rate movement and risks
pertaining to liquidity and solvency, as any other financial sector player. At the
same time there are segments within the sector that do not pose any significant
risks to the system. There is therefore, a felt need to address the risks, without
impeding the dynamism displayed by NBFCs in delivering innovation and last mile
connectivity for meeting the credit needs of the productive sectors of the

economy.

2. With the above background, a review of the entire regulatory framework for
the NBFC sector has been undertaken with a view to transitioning, over time, to
an activity based regulation of NBFCs. As a first step in this direction, certain
changes to the regulatory framework are sought to be made to a) address risks
wherever they exist, b) address regulatory gaps and arbitrage arising from
differential regulations, both within the sector as well as vis-a-vis other financial
institutions, c¢) harmonise and simplify regulations to facilitate a smoother
compliance culture among NBFCs, and d) strengthen governance standards.



3. In doing so, certain important recommendations made by the Working
Group on Issues and Concerns in the NBFC Sector (Chairperson: Smt. Usha
Thorat) and the Committee on Comprehensive Financial Services for Small
Businesses and Low Income Households (Chairman: Dr. Nachiket Mor), have
been drawn upon. The changes now introduced to the regulatory framework are
delineated below.

4, Requirement of Minimum NOF of Rs. 200 lakh

4.1 NBFCs are required to obtain a Certificate of Registration (CoR) from the
Bank to commence/carry on business of NBFI in terms of Section 45-IA of the RBI
Act, 1934. The said section also prescribes the minimum Net Owned Fund (NOF)
requirement. In terms of Notification No.DNBS.132/CGM(VSNM)-99 dated April
21, 1999, the minimum NOF requirement for new companies applying for grant of
CoR to commence business of an NBFC is stipulated at Rs. 200 lakh. Although
the requirement of minimum NOF at present stands at Rs. 200 lakh, the minimum
NOF for companies that were already in existence before April 21, 1999 was
retained at Rs. 25 lakh. Given the need for strengthening the financial sector and
technology adoption, and in view of the increasing complexities of services offered
by NBFCs, it shall be mandatory for all NBFCs to attain a minimum NOF of Rs.
200 lakh by the end of March 2017, as per the milestones given below:

e Rs. 100 lakh by the end of March 2016
¢ Rs. 200 lakh by the end of March 2017

4.2 It will be incumbent upon such NBFCs, the NOF of which currently falls
below Rs. 200 lakh, to submit a statutory auditor's certificate certifying compliance

to the revised levels at the end of each of the two financial years as given above.

4.3 NBFCs failing to achieve the prescribed ceiling within the stipulated time
period shall not be eligible to hold the CoR as NBFCs. The Bank will initiate the

process for cancellation of CoR against such NBFCs.
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5. Deposit Acceptance

5.1 As per extant NBFCs Acceptance of Public Deposit (Reserve Bank)
Directions, 1998, an unrated Asset Finance Company (AFC) having NOF of Rs.
25 lakh or more, complying with all the prudential norms and maintaining capital
adequacy ratio of not less than fifteen per cent, is allowed to accept or renew
public deposits not exceeding one and half times of its NOF or up to Rs. 10 crore,
whichever is lower. AFCs which are rated and complying with all the prudential
regulations are allowed to accept deposits up to 4 times of their NOF.

5.2 In order to harmonise the deposit acceptance regulations across all deposit
taking NBFCs (NBFCs-D) and move over to a regimen of only credit rated
NBFCs-D accessing public deposits, existing unrated AFCs shall have to get
themselves rated by March 31, 2016. Those AFCs that do not get an investment
grade rating by March 31, 2016, will not be allowed to renew existing or accept
fresh deposits thereafter. In the intervening period, i.e. till March 31, 2016, unrated
AFCs or those with a sub-investment grade rating can only renew existing
deposits on maturity, and not accept fresh deposits, till they obtain an investment

grade rating.

5.3 It has been decided to harmonise the limit for acceptance of deposits
across the sector by reducing the same for rated AFCs from 4 times to 1.5 times
of NOF, with effect from the date of this circular. While AFCs holding deposits in
excess of the revised limit should not access fresh deposits or renew existing
ones till they conform to the new limit, the existing deposits will be allowed to run
off till maturity. It must be mentioned here that the data available with the
Reserve Bank indicates that most AFCs are already complying with the revised
norms and very few NBFCs have deposits in excess of 1.5 times of the NOF.
Also, in cases where this limit is exceeded, the excess is not substantial. It is
therefore expected, that this harmonization measure will not be disruptive.



6. Systemic Significance

6.1  Currently, NBFCs are categorized into three groups for the purpose of
administering prudential regulations namely, NBFCs-D, non-deposit taking NBFCs
(NBFCs-ND) with assets less than Rs.100 crore and NBFCs-ND-SI with assets
Rs.100 crore and above, (categorised as non—deposit taking systemically
important NBFCs, vide circular DNBS.PD/CC.No0.86/03.02.089/2006-07, dated
December 12, 2006). The current prudential regulation mainly comprises the

following elements: a) Norms relating to Income Recognition, Asset Classification
and Provisioning norms; b) Capital to Risk Weighted Assets Ratio (CRAR); and
c) Credit Concentration Norms [norms at b) and c) are applicable to only NBFCs—
D and NBFCs-ND-SI].

6.2 The threshold for defining systemic significance for NBFCs-ND has been
revised in the light of the overall increase in the growth of the NBFC sector.
NBFCs-ND-SI will henceforth be those NBFCs-ND which have asset size of Rs.

500 crore and above as per the last audited balance sheet.

6.3  With this revision in the threshold for systemic significance, NBFCs-ND

shall be categorized into two broad categories viz.,

i. NBFCs-ND (those with assets of less than Rs. 500 crore) and
i. NBFCs-ND-SI (those with assets of Rs. 500 crore and above).

7. Multiple NBFCs

7.1 NBFCs that are part of a corporate group or are floated by a common set of
promoters will not be viewed on a standalone basis. The total assets of NBFCs in
a group including deposit taking NBFCs, if any, will be aggregated to determine if
such consolidation falls within the asset sizes of the two categories mentioned in
para 6.3 above. Regulations as applicable to the two categories will be applicable
to each of the NBFC-ND within the group. For this purpose, Statutory Auditors
would be required to certify the asset size of all the NBFCs in the Group.
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However, NBFC-D, within the group, if any, will be governed under the Non-
Banking Financial Companies Acceptance of Public Deposits (Reserve Bank)
Direction 1998 and Non-Banking Financial (Deposit Accepting or Holding)
Companies Prudential Norms (Reserve Bank) Directions, 2007 and other
applicable Directions.

7.2  The definition of the word “group” will be the same as per Accounting
Standards. “Companies in the Group”, shall mean an arrangement involving two

or more entities related to each other through any of the following relationships:

e Subsidiary — parent (defined in terms of AS 21),

e Joint venture (defined in terms of AS 27),

e Associate (defined in terms of AS 23),

e Promoter - promotee [as provided in the SEBI (Acquisition of Shares and
Takeover) Regulations, 1997],

e For listed companies, a related party (defined in terms of AS 18), common
brand name, and investment in equity shares of 20% and above.

8. Prudential Norms

8.1  One of the main objectives of prudential regulation is to address systemic
risks. The systemic risks posed by NBFCs functioning exclusively out of their own
funds and NBFCs accessing public funds cannot be equated and hence cannot
be subjected to the same level of regulation. Hence, as a principle, enhanced
prudential regulations shall be made applicable to NBFCs wherever public funds
are accepted and conduct of business regulations will be made applicable

wherever customer interface is involved.

8.2 In conformity with the above principles, the regulatory approach in respect
of NBFCs-ND with an asset size of less than Rs. 500 crore will be as under:

(i) They shall not be subjected to any regulation either prudential or conduct of
business regulations viz., Fair Practices Code (FPC), KYC, etc., if they have not
accessed any public funds and do not have a customer interface.
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(if) Those having customer interface will be subjected only to conduct of business
regulations including FPC, KYC etc., if they are not accessing public funds.

(iii) Those accepting public funds will be subjected to limited prudential regulations
but not conduct of business regulations if they have no customer interface.

(iv) Where both public funds are accepted and customer interface exist, such
companies will be subjected both to limited prudential regulations and conduct of
business regulations.

(v) Irrespective of whichever category the NBFC falls in, registration under Section
45 1A of the RBI Act will be mandatory.

(vi) All of the above will also be subjected to a simplified reporting system which

shall be communicated separately.

8.3 All NBFCs-ND with assets of Rs. 500 crore and above, irrespective of
whether they have accessed public funds or not, shall comply with prudential
regulations as applicable to NBFCs-ND-SI. They shall also comply with conduct of

business regulations if customer interface exists.

Note: For the purpose of this circular, the term ‘public funds’ includes “funds
raised directly or indirectly through public deposits, commercial papers,
debentures, inter-corporate deposits and bank finance, but excludes funds raised
by issue of instruments compulsorily convertible into equity shares within a period
not exceeding 5 years from the date of issue”.

Prudential Regulations Applicable to NBFCs-ND with Assets less than Rs.
500 crore

8.4  Consequent to the redefining of ‘systemic significance’ the NBFCs-ND with
asset size of less than Rs. 500 crore, are exempted from the requirement of

maintaining CRAR and complying with Credit Concentration Norms.



8.5 Aleverage ratio of 7 is being introduced for all such NBFCs-ND to link their
asset growth with the capital they hold. For this purpose, leverage ratio is defined
as Total Outside Liabilities / Owned Funds.

Prudential Regulations Applicable to NBFCs-ND-SI (asset of Rs. 500 crore
and above) and all NBFCs-D

Tier 1 Capital

8.6 At present, all NBFCs-D and NBFCs-ND with asset size of Rs.100 crore
and above are required to have minimum CRAR of 15%. Consequently, Tier 1
capital cannot be less than 7.5%. For Infrastructure Finance Companies (IFCs),
however, Tier 1 capital cannot be less than 10%. Similarly, NBFCs primarily
engaged in lending against gold jewellery have to maintain a minimum Tier 1
capital of 12% w.e.f. April 01, 2014.

8.7  Given the business activities of NBFCs, being generally ‘niche’ in nature,
concentration risk associated with such businesses, and on account of the re-
definition of systemic importance, all NBFCs-ND which have an asset size of Rs.
500 crore and above, and all NBFCs-D, shall maintain minimum Tier 1 Capital of

10%. The compliance to the revised Tier 1 capital will be phased in as follows:

e 8.5% by end of March 2016.
e 10% by end of March 2017.

Asset Classification

8.8 At present, an asset is classified as Non-Performing Asset when it has
remained overdue for a period of six months or more for loans; and overdue for
twelve months or more in case of lease rental and hire purchase instalments, as
compared to 90 days for banks. In the interest of harmonisation, the asset
classification norms for NBFCs-ND-SI and NBFCs-D are being brought in line with
that of banks, in a phased manner, as given below.



8.9

8.10
NPA:

8.11

mean:

8.12

mean:

Lease Rental and Hire-Purchase Assets shall become NPA:

if they become overdue for 9 months (currently 12 months) for the financial
year ending March 31, 2016;

if overdue for 6 months for the financial year ending March 31, 2017; and

if overdue for 3 months for the financial year ending March 31, 2018 and

thereafter.

Assets other than Lease Rental and Hire-Purchase Assets shall become

if they become overdue for 5 months for the financial year ending March
31, 2016;

. if overdue for 4 months for the financial year ending March 31, 2017; and

if overdue for 3 months for the financial year ending March 31, 2018 and

thereafter.

For all loan and hire-purchase and lease assets, sub-standard asset would

an asset that has been classified as NPA for a period not exceeding 16
months (currently 18 months) for the financial year ending March 31, 2016;

. an asset that has been classified as NPA for a period not exceeding 14

months for the financial year ending March 31, 2017; and
an asset that has been classified as NPA for a period not exceeding 12

months for the financial year ending March 31, 2018 and thereafter.

For all loan and hire-purchase and lease assets, doubtful asset would

an asset that has remained sub-standard for a period exceeding 16 months
(currently 18 months) for the financial year ending March 31, 2016;

. an asset that has remained sub-standard for a period exceeding 14 months

for the financial year ending March 31, 2017; and
an asset that has remained sub-standard for a period exceeding 12 months

for the financial year ending March 31, 2018 and thereafter.
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8.13 For the existing loans, a one-time adjustment of the repayment schedule,
which shall not amount to restructuring will, however, be permitted.

Provisioning for Standard Assets

8.14 At present, every NBFC is required to make a provision for standard assets
at 0.25% of the outstanding. On a review of the same, the provision for standard
assets for NBFCs-ND-SI and for all NBFCs-D, is being increased to 0.40%. The
compliance to the revised norm will be phased in as given below:

e 0.30% by the end of March 2016
e 0.35% by the end of March 2017
e 0.40% by the end of March 2018

Credit / Investment Concentration Norms for AFCs

8.15 As a step towards meeting the broad objective of harmonizing regulations
to the extent possible within the NBFC sector, the credit concentration norms for
AFCs are now being brought in line with other NBFCs. This will be applicable with
immediate effect for all new loans excluding those already sanctioned. All existing

excess exposures would be allowed to run off till maturity.

9. Corporate Governance and Disclosure norms for NBFCs

9.1  The need for adoption of good corporate governance practices continues to
engage the regulator and stakeholder attention. In this connection, in continuation
of previous circulars DNBS(PD) CC. No0.61/02.82/2005-06 dated December 12,
2005, DNBS(PD) CC. No0.94/03.10.042/2006-07 dated May 8. 2007 and
DNBS(PD) CC. No0.104/03.10.042/2007-08 dated July 11, 2007 on Corporate

Governance, certain amendments to the Corporate Governance guidelines are

made as given below.



9.2 In terms of the above mentioned circulars, NBFCs-D with deposits of Rs.
20 crore and above, and NBFCs-ND with asset size of Rs. 50 crore and above
are required to constitute an Audit Committee; NBFCs-D with deposits of Rs. 20
crore and above, and NBFCs-ND with assets of Rs. 100 crore and above are
advised to consider constituting Nomination Committee to ensure ‘fit and proper’
status of proposed/ existing Directors and Risk Management Committee. Further,
NBFCs-D with deposits of Rs. 50 crore and above were advised that it was
desirable that they stipulate rotation of partners of audit firms appointed for

auditing the company every three years.

Board Committees

9.3 As part of harmonisation, the constitution of the three Committees of the
Board and instructions with regard to rotation of partners have now been made
applicable to all NBFCs-ND-SI, as also all NBFCs-D. Other NBFCs are

encouraged to observe such practices, if already being followed.

9.4 In addition, the Audit Committee of all NBFCs-ND-SI, as also all NBFCs-D
must ensure that an Information Systems Audit of the internal systems and
processes is conducted at least once in two years to assess operational risks
faced by the company.

Fit and Proper Criteria for Directors

9.5 With the increasing integration of NBFCs in the financial sector and their
growing systemic significance, it has become important that the Directors and
shareholders who are responsible for steering the affairs of the companies are fit
and proper, besides having the necessary qualifications. In view of this, the
following additional requirements are being put in place, which shall be applicable
to all NBFCs-ND-SI, as also all NBFCs-D, with effect from March 31, 2015.

i.  NBFCs shall ensure that there is a policy put in place for ascertaining the fit

and proper criteria at the time of appointment of Directors and on a
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continuing basis. The policy on the fit and proper criteria should be on the
lines of the Guidelines contained in Annex 1.

ii. A declaration and undertaking shall be obtained from the Directors by the
NBFC, the draft of which is given in Annex 2.

iii.  In addition, the Directors shall sign a Deed of Covenant as given in Annex
3.

iv.  NBFCs shall furnish to the Reserve Bank a quarterly statement on change
of Directors certified by the auditors and a certificate from the Managing
Director that fit and proper criteria in selection of directors have been
followed. The statement must reach the Regional Office concerned of the

Reserve Bank within 15 days of the close of the quarter.

Disclosures in Financial Statements — Notes to Account

9.6 A reference is invited to DNBS.(PD)C.C.No.25/ 02.02/ 2002-03 March 29,
2003 and DNBS(PD).CC.No.125/ 03.05.002/ 2008-2009 August 1, 2008 under
which NBFCs with assets of Rs. 100 crore and above were required to make

additional disclosures in their balance sheets from the year ending March 31,
2009 relating to CRAR, exposure to real estate sector (both direct and indirect),
and maturity pattern of assets and liabilities respectively. The above disclosures
are now applicable for NBFCs-ND-SI (as redefined) and for all NBFCs-D.
However, other NBFCs already disclosing the above are encouraged to continue
to do so, in line with prudent practice.

9.7 The extant disclosures are however far from comprehensive. There is need
for greater transparency to provide enhanced information to the market and retain
stakeholder confidence. It has hence been decided that in addition to the above
disclosures, all NBFCs-ND-SI (as redefined), as also all NBFCs-D shall
additionally disclose the following in their Annual Financial Statements, with effect
from March 31, 2015:

I Registration/ licence/ authorisation obtained from other financial sector

regulators;

11



i. Ratings assigned by credit rating agencies and migration of ratings
during the year;

iii. Penalties, if any, levied by any regulator;

iv. Information viz., area, country of operation and joint venture partners
with regard to Joint Ventures and Overseas Subsidiaries; and

V. Asset liability profile, extent of financing of parent company products,
NPAs and movement of NPAs, details of all off-balance sheet
exposures, structured products issued by them as also securitization/

assignment transactions and other disclosures as given in Annex 4.

10. Off-Site Reporting

In view of the revised regulations, NBFCs-ND, with assets less than Rs. 500
crore, including investment companies, shall henceforth be required to submit
only a simplified Annual Return, the details of which shall be separately
communicated. Till such time, they may continue to submit the existing Returns.
NBFCs-ND-SI (as redefined), as also NBFCs-D, shall continue to submit the

existing Returns.

11. Exemptions

11.1 In the circular dated March 21, 2014 on Early Recognition of Financial
Distress, Prompt Steps for Resolution and Fair Recovery for Lenders: Framework
for Revitalizing Distressed Assets in the Economy, ‘Notified NBFCs’ in the circular
shall henceforth be defined as a) NBFCs with assets of Rs. 100 crore and above,
b) NBFCs-D, and c) all NBFC-Factors.

11.2 The revisions brought through this circular shall be applicable to NBFCs-
MFI also except wherever in conflict with the provision of Non-Banking Financial
Company- Micro Finance Institutions (Reserve Bank) Directions, 2011, in which

case the Directions ibid will be followed.
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11.3 The minimum Tier 1 capital requirement for NBFCs primarily engaged in
lending against gold jewellery remains unchanged for the present. This shall be

reviewed for harmonization in due course.

11.4 The above revisions shall be applicable to registered Core Investment
Companies except wherever contrary with the provisions of Core Investment
Companies (Reserve Bank) Directions, 2011, in which case the Directions ibid will

be followed.

Application of other Laws not barred

12.  The provisions of these Directions shall be in addition to, and not in
derogation of the provisions of any other law, rules, regulations or directions, for
the time being in force.

13.  The RBI may, if it considers necessary for avoiding any hardship or for any
other just and sufficient reason, exempt any NBFC or class of NBFCs, from all or
any of the provisions of these Directions either generally or for any specified

period, subject to such conditions as the RBI may impose.

14.  The Notifications in this regard shall follow.

Yours faithfully

(A Mangalagiri)
General Manager
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Annex-1

‘Fit and Proper’ Criteria for Directors of NBFCs

Reserve Bank had issued a Directive in June 2004 to banks on undertaking due
diligence on the persons before appointing them on the Boards of banks based on
the ‘Report of the Consultative Group of Directors of Banks / Financial Institutions’.

Specific ‘fit and proper’ criteria to be fulfilled by the directors were also advised.

2. The importance of due diligence of directors to ascertain suitability for the post by
way of qualifications, technical expertise, track record, integrity, etc. needs no
emphasis for any financial institution. It is proposed to follow the same guidelines
mutatis muntandis in case of NBFCs also. While the Reserve Bank does carry out
due diligence on directors before issuing Certificate of Registration to an NBFC, it is
necessary that NBFCs put in place an internal supervisory process on a continuing
basis. Further, in order to streamline and bring in uniformity in the process of due
diligence, while appointing directors, NBFCs are advised to ensure that the
procedures mentioned below are followed and minimum criteria fulfilled by the

persons before they are appointed on the Boards:

(@)  NBFCs should undertake a process of due diligence to determine the
suitability of the person for appointment / continuing to hold appointment as a
director on the Board, based upon qualification, expertise, track record,
integrity and other ‘fit and proper’ criteria. NBFCs should obtain necessary
information and declaration from the proposed / existing directors for the
purpose in the format given at Annex- 2.

(b) The process of due diligence should be undertaken by the NBFCs at the

time of appointment / renewal of appointment.

() The boards of the NBFCs should constitute Nomination Committees to

scrutinize the declarations.



(d) Based on the information provided in the signed declaration, Nomination
Committees should decide on the acceptance or otherwise of the Directors,
where considered necessary.

(e) NBFCs should obtain annually as on 31%' March a simple declaration
from the directors that the information already provided has not undergone
change and where there is any change, requisite details are furnished by
them forthwith.

(f) The Board of the NBFC must ensure in public interest that the
nominated/ elected directors execute the deeds of covenants in the format

given in Annex-3.

(9) Independent /non-executive Directors nominated to the board of NBFC
should be between 35 to 70 years of age.

*kkkkk



Annex-2

Name of NBFC:

Declaration and Undertaking by Director (with_enclosures as appropriate as

on )

l.  Personal details of director

Full name

Date of Birth

Educational Qualifications

Relevant Background and Experience

Permanent Address

-~ ® o o0 T p

Present Address

E-mail Address / Telephone Number

= @

Permanent Account Number under the Income Tax
Act and name and address of Income Tax Circle

Relevant knowledge and experience

j- Any other information relevant to Directorship of the
NBFC

I Relevant Relationships of director

a. List of Relatives if any who are connected with the
NBFC (Refer Section 6 and Schedule 1A of the
Companies Act, 1956 and corresponding provisions
of New Companies Act, 2013)

b. List of entities if any in which he/she is considered
as being interested (Refer Section 299(3)(a) and
Section 300 of the Companies Act, 1956 and
corresponding provisions of New Companies Act,
2013)

c. List of entities in which he/she is considered as
holding substantial interest within the meaning of
NBFC Prudential Norms Directions, 2007

d. Name of NBFC in which he/she is or has been a
member of the board (giving details of period during
which such office was held)

e. Fund and non-fund facilities, if any, presently availed
of by him/her and/or by entities listed in Il (b) and (c)



above from the NBFC

Cases, if any, where the director or entities listed in
Il (b) and (c) above are in default or have been in
default in the past in respect of credit facilities
obtained from the NBFC or any other NBFC / bank.

[l Records of professional achievements

a.

Relevant professional achievements

IV. Proceedings, if any, against the director

a.

If the director is a member of a professional
association/body, details of disciplinary action, if
any, pending or commenced or resulting in
conviction in the past against him/her or whether
he/she has been banned from entry into any
profession/ occupation at any time.

Details of prosecution, if any, pending or
commenced or resulting in conviction in the past
against the director and/or against any of the entities
listed in Il (b) and (c) above for violation of economic
laws and regulations

Details of criminal prosecution, if any, pending or
commenced or resulting in conviction in the last five
years against the director

Whether the director attracts any of the
disqualifications envisaged under Section 274 of the
Companies Act 1956 and corresponding provisions
of New Companies Act, 2013?

Has the director or any of the entities at Il (b) and (c)
above been subject to any investigation at the
instance of Government department or agency?

Has the director at any time been found guilty of
violation of rules/regulations/ legislative
requirements by customs/ excise /income tax/foreign
exchange /other revenue authorities, if so give
particulars

Whether the director has at any time come to the
adverse notice of a regulator such as SEBI, IRDA,
MCA.

(Though it shall not be necessary for a candidate
to mention in the column about orders and
findings made by the regulators which have
been later on reversed/set aside in toto, it would



be necessary to make a mention of the same, in
case the reversal/setting aside is on technical
reasons like limitation or lack of jurisdiction, etc
and not on merit, If the order of the regulator is
temporarily stayed and the appellate/ court
proceedings are pending, the same also should
be mentioned.)

V. Any other explanation / information in regard to

VI.

items | to Il and other information considered
relevant for judging fit and proper

Undertaking

| confirm that the above information is to the best of my knowledge and belief true
and complete. | undertake to keep the NBFC fully informed, as soon as possible, of
all events which take place subsequent to my appointment which are relevant to the
information provided above.

| also undertake to execute the deed of covenant required to be executed by all
directors of the NBFC.

Place : Signature

Date :

Remarks of Chairman of Nomination Committee/Board of Directors of NBFC

Place : Signature
Date:



Annex-3

Form of Deed of Covenants with a Director

THIS DEED OF COVENANTS is made this day of Two

thousand BETWEEN , having its registered office at
(hereinafter called the ‘NBFC") of the one part and Mr /

Ms of (hereinafter called the "Director") of the

other part.

WHEREAS

A. The director has been appointed as a director on the Board of Directors of the
NBFC (hereinafter called "the Board") and is required as a term of his / her
appointment to enter into a Deed of Covenants with the NBFC.

B. The director has agreed to enter into this Deed of Covenants, which has been
approved by the Board, pursuant to his said terms of appointment.

NOW IT IS HEREBY AGREED AND THIS DEED OF COVENANTS WITNESSETH
AS FOLLOWS :

1. The director acknowledges that his / her appointment as director on the Board of
the NBFC is subject to applicable laws and regulations including the Memorandum
and Articles of Association of the NBFC and the provisions of this Deed of
Covenants.

2. The director covenants with the NBFC that :

(i) The director shall disclose to the Board the nature of his / her interest, direct or
indirect, if he / she has any interest in or is concerned with a contract or arrangement
or any proposed contract or arrangement entered into or to be entered into between
the NBFC and any other person, immediately upon becoming aware of the same or
at meeting of the Board at which the question of entering into such contract or
arrangement is taken into consideration or if the director was not at the date of that
meeting concerned or interested in such proposed contract or arrangement, then at
the first meeting of the Board held after he / she becomes so concerned or interested
and in case of any other contract or arrangement, the required disclosure shall be
made at the first meeting of the Board held after the director becomes concerned or
interested in the contract or arrangement.

(i) The director shall disclose by general notice to the Board his / her other
directorships, his / her memberships of bodies corporate, his / her interest in other
entities and his / her interest as a partner or proprietor of firms and shall keep the
Board apprised of all changes therein.

(iii) The director shall provide to the NBFC a list of his / her relatives as defined in the
Companies Act, 1956 or 2013 and to the extent the director is aware of directorships
and interests of such relatives in other bodies corporate, firms and other entities.



(iv) The director shall in carrying on his / her duties as director of the NBFC:

(a) use such degree of skill as may be reasonable to expect from a person with
his / her knowledge or experience;

(b) in the performance of his / her duties take such care as he / she might be
reasonably expected to take on his / her own behalf and exercise any power
vested in him / her in good faith and in the interests of the NBFC;

(c) shall keep himself / herself informed about the business, activities and
financial status of the NBFC to the extent disclosed to him / her;

(d) attend meetings of the Board and Committees thereof (collectively for the
sake of brevity hereinafter referred to as "Board") with fair regularity and
conscientiously fulfil his / her obligations as director of the NBFC,;

(e) shall not seek to influence any decision of the Board for any consideration
other than in the interests of the NBFC;

(f) shall bring independent judgment to bear on all matters affecting the NBFC
brought before the Board including but not limited to statutory compliances,
performance reviews, compliances with internal control systems and
procedures, key executive appointments and standards of conduct;

(g) shall in exercise of his / her judgement in matters brought before the Board or
entrusted to him / her by the Board be free from any business or other
relationship which could materially interfere with the exercise of his / her
independent judgement; and

(h) shall express his / her views and opinions at Board meetings without any fear
or favour and without any influence on exercise of his / her independent
judgement;

(v) The director shall have :

(a) fiduciary duty to act in good faith and in the interests of the NBFC and not for
any collateral purpose;

(b) duty to act only within the powers as laid down by the NBFC’s Memorandum
and Articles of Association and by applicable laws and regulations; and

(c) duty to acquire proper understanding of the business of the NBFC.

(vi) The director shall :

(a) not evade responsibility in regard to matters entrusted to him / her by the
Board;

(b) not interfere in the performance of their duties by the whole-time directors and
other officers of the NBFC and wherever the director has reasons to believe
otherwise, he / she shall forthwith disclose his / her concerns to the Board;
and

(c) not make improper use of information disclosed to him / her as a member of
the Board for his / her or someone else’s advantage or benefit and shall use
the information disclosed to him / her by the NBFC in his / her capacity as
director of the NBFC only for the purposes of performance of his / her duties
as a director and not for any other purpose.

3. The NBFC covenants with the director that:

(i) the NBFC shall apprise the director about:



(a) Board procedures including identification of legal and other duties of Director
and required compliances with statutory obligations;

(b) control systems and procedures;

(c) voting rights at Board meetings including matters in which Director should not
participate because of his / her interest, direct or indirect therein;

(d) qualification requirements and provide copies of Memorandum and Articles of
Association;

(e) corporate policies and procedures;

(f) insider dealing restrictions;

(g9) constitution of, delegation of authority to and terms of reference of various
committees constituted by the Board;

h) appointments of Senior Executives and their authority;

i) remuneration policy,

j) deliberations of committees of the Board, and

k) communicate any changes in policies, procedures, control systems,
applicable regulations including Memorandum and Articles of Association of
the NBFC, delegation of authority, Senior Executives, etc. and appoint the
compliance officer who shall be responsible for all statutory and legal
compliance.

(
(
(
(

(i) the NBFC shall disclose and provide to the Board including the director all
information which is reasonably required for them to carry out their functions and
duties as a director of the NBFC and to take informed decisions in respect of matters
brought before the Board for its consideration or entrusted to the director by the
Board or any committee thereof;

(iii) the disclosures to be made by the NBFC to the directors shall include but not be
limited to the following :

(a) all relevant information for taking informed decisions in respect of matters
brought before the Board;

(b) NBFC’s strategic and business plans and forecasts;

(c) organisational structure of the NBFC and delegation of authority;

(d) corporate and management controls and systems including procedures;

(e) economic features and marketing environment;

(f) information and updates as appropriate on NBFC’s products;

(g) information and updates on major expenditure;

(h) periodic reviews of performance of the NBFC; and

(i) report periodically about implementation of strategic initiatives and plans;

(iv) the NBFC shall communicate outcome of Board deliberations to directors and

concerned personnel and prepare and circulate minutes of the meeting of Board to

directors in a timely manner and to the extent possible within two business days of

the date of conclusion of the Board meeting; and

(v) advise the director about the levels of authority delegated in matters placed
before the Board.

4. The NBFC shall provide to the director periodic reports on the functioning of
internal control system including effectiveness thereof.



5. The NBFC shall appoint a compliance officer who shall be a Senior executive
reporting to the Board and be responsible for setting forth policies and procedures
and shall monitor adherence to the applicable laws and regulations and policies and
procedures including but not limited to directions of Reserve Bank of India and other
concerned statutory and governmental authorities.

6. The director shall not assign, transfer, sublet or encumber his / her office and his /
her rights and obligations as director of the NBFC to any third party provided that
nothing herein contained shall be construed to prohibit delegation of any authority,
power, function or delegation by the Board or any committee thereof subject to
applicable laws and regulations including Memorandum and Articles of Association
of the NBFC.

7. The failure on the part of either party hereto to perform, discharge, observe or
comply with any obligation or duty shall not be deemed to be a waiver thereof nor
shall it operate as a bar to the performance, observance, discharge or compliance
thereof at any time or times thereafter.

8. Any and all amendments and / or supplements and / or alterations to this Deed of
Covenants shall be valid and effectual only if in writing and signed by the director
and the duly authorised representative of the NBFC.

9. This Deed of Covenants has been executed in duplicate and both the copies shall
be deemed to be originals.

IN WITNESS WHEREOF THE PARTIES HAVE DULY EXECUTED THIS
AGREEMENT ON THE DAY, MONTH AND YEAR FIRST ABOVE WRITTEN.

For the NBFC Director
By oo,

Name: Name:
Title:

In the presence of:
1. 2



Annex -4

Indicative List of Balance Sheet Disclosure for NBFCs with Asset Size Rs.1,000

Crore and Above and Deposit Taking NBFCs

1. Minimum Disclosures
At a minimum, the items listed in this Annex should be disclosed in the NTA by all
applicable NBFCs. The disclosures listed are intended only to supplement, and not

to replace, other disclosure requirements as applicable.

2. Summary of Significant Accounting Policies

NBFCs should disclose the accounting policies regarding key areas of operations at
one place along with NTA in their financial statements. A suggestive list includes -
Basis of Accounting, Transactions involving Foreign Exchange, Investments -
Classification, Valuation, etc, Advances and Provisions thereon, Fixed Assets and
Depreciation, Revenue Recognition, Employee Benefits, Provision for Taxation, Net

Profit, etc.
3.1 Capital
(Amount in Rs. crore)
Particulars Current Previous
Year Year
i) ICRAR (%)
i) |CRAR - Tier | Capital (%)
iii)|CRAR - Tier Il Capital (%)
iv) Amount of subordinated debt raised as Tier-II
capital
v) [Amount raised by issue of Perpetual Debt
Instruments
3.2 Investments
(Amount in Rs.crore)
. Current Previous
Particulars Year Year
(1) [Value of Investments




Gross Value of Investments

(a)|In India

(b)|Outside India,

(i) |Provisions for Depreciation

(a)|In India

(b)[Outside India,

(iii) INet Value of Investments

(a)|In India

(b)|Outside India.

(2) [Movement of provisions held towards
depreciation on investments.

(i)

Opening balance

(i) f{Add : Provisions made during the year

(iii) [lLess : Write-off / write-back of excess

provisions during the year

(iv

~—

Closing balance

3.3
3.3.1

Derivatives
Forward Rate Agreement / Interest Rate Swap

(Amount in Rs crore)

Particulars

Current
Year

Previous
Year

The notional principal of swap agreements

Losses which would be incurred if counterparties
failed to fulfill their obligations under the
agreements

Collateral required by the NBFC upon entering
into swaps

Concentration of credit risk arising from the
swaps $

v)

The fair value of the swap book @

Note :Nature and terms of the swaps including information on credit and
market risk and the accounting policies adopted for recording the swaps
should also be disclosed.

$ Examples of concentration could be exposures to particular industries
or swaps with highly geared companies.

@ If the swaps are linked to specific assets, liabilities, or commitments,
the fair value would be the estimated amount that the NBFC would
receive or pay to terminate the swap agreements as on the balance sheet
date.




3.3.2 Exchange Traded Interest Rate (IR) Derivatives

(Amount in Rs.crore)
S.
No.
(i) [Notional principal amount of exchange traded IR derivatives
undertaken during the year (instrument-wise)
a)
b)
c)

(i) |Notional principal amount of exchange traded IR derivatives
outstanding as on 31st March ..... (instrument-wise)

a)
b)
C)

(ii) |Notional principal amount of exchange traded IR derivatives
outstanding and not "highly effective" (instrument-wise)

a)
b)
C)

(iv) IMark-to-market value of exchange traded IR derivatives outstanding
and not "highly effective" (instrument-wise)

a)
b)
C)

Particulars Amount

3.3.3 Disclosures on Risk Exposure in Derivatives

Qualitative Disclosure

NBFCs shall describe their risk management policies pertaining to derivatives
with particular reference to the extent to which derivatives are used, the
associated risks and business purposes served. The discussion shall also
include:

a) the structure and organization for management of risk in derivatives
trading,

b) the scope and nature of risk measurement, risk reporting and risk

monitoring systems,



c)

policies for hedging and / or mitigating risk and strategies and processes for

monitoring the continuing effectiveness of hedges / mitigants, and

d)

recognition of income, premiums and discounts; valuation of outstanding

accounting policy for recording hedge and non-hedge transactions;

contracts; provisioning, collateral and credit risk mitigation.

Quantitative Disclosures

(Amount in Rs. crore)

Sl.
No.

Particular

Currency
Derivatives

Interest
Rate
Derivatives

Derivatives (Notional Principal Amount)

For hedging

Marked to Market Positions [1]

a)|Asset (+)

b)|Liability (-)

~—

Credit Exposure [2]

Unhedged Exposures

3.4 Disclosures relating to Securitisation

3.4.1 The NTA of the originating NBFCs should indicate the outstanding amount of
securitised assets as per books of the SPVs sponsored by the NBFC and total amount
of exposures retained by the NBFC as on the date of balance sheet to comply with the
Minimum Retention Requirements (MRR). These figures should be based on the
information duly certified by the SPV's auditors obtained by the originating NBFC from

the SPV. These disclosures should be made in the format given below.

S.
No.

Particulars

No. / Amount
in ¥ crore

1.

No of SPVs sponsored by the NBFC for securitisation

transactions®

Total amount of securitised assets as per books of the

SPVs sponsored

Total amount of exposures retained by the NBFC to

comply with MRR as on the date of balance sheet

a)|Off-balance sheet exposures




First loss

Others

b)|On-balance sheet exposures
First loss

Others

4. |Amount of exposures to securitisation transactions
other than MRR

a)|Off-balance sheet exposures

i) |Exposure to own securitizations

First loss

Loss

ii)| Exposure to third party securitisations
First loss

Others

b)|On-balance sheet exposures

i) [Exposure to own securitisations

First loss

Others

i) |Exposure to third party securitisations
First loss

Others

*Only the SPVs relating to outstanding securitisation transactions may be
reported here

~—

3.4.2 Details of Financial Assets sold to Securitisation / Reconstruction

Company for Asset Reconstruction

(Amount in Rs. crore)

Current |Previous

Particulars
year Year

(i) |No. of accounts

(i) JAggregate value (net of provisions) of accounts
sold to SC/ RC

(iii) |JAggregate consideration

(iv)]Additional consideration realized in respect of
accounts transferred in earlier years

(v) |Aggregate gain / loss over net book value

3.4.3 Details of Assignment transactions undertaken by NBFCs
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(Amount in Rs. crore)

Particulars

Current

year

Year

No. of accounts

sold

Aggregate value (net of provisions) of accounts

Aggregate consideration

accounts transferred in earlier years

Additional consideration realized in respect of

Aggregate gain / loss over net book value

3.4.4 Details of non-performing financial assets purchased / sold

NBFCs which purchase non-performing financial assets from other NBFCs shall
be required to make the following disclosures in the NTA to their Balance

sheets:

A. Details of non-performing financial assets purchased :

(Amount in Rs.crore)
Particulars Current |Previous
year Year
1. |(a) INo. of accounts purchased during
the year
(b) |Aggregate outstanding
2. |(a) |Of these, number of accounts
restructured during the year
(b) |Aggregate outstanding
B. Details of Non-performing Financial Assets sold :
(Amount in Rs. crore)
Particulars Current |Previous
year Year

1. |No. of accounts sold

2. |Aggregate outstanding

Previous




3.5

3.6

3. |Aggregate consideration received
Asset Liability Management Maturity pattern of certain items of Assets
and Liabilities
Over 2 | Over | Over | Over | Over
Up months 3 6 1 3
to mog;’:l: 1t02 upto |month|Month| year |years O\éer Total
30/31 Montrr)i 3months| &up | & up | &up | & up ears
days to6 | to1 |to3 |to5 [Y
month| year |years|years

Deposits
Advances
Investments
Borrowings
Foreign
Currency
assets
Foreign
Currency
liabilities

Exposures
3.6.1 Exposure to Real Estate Sector

(Amount in Rs. crore)

Catedor Current|Previous
gory Year Year

a)

Direct Exposure

Residential Mortgages -

Lending fully secured by mortgages on residential
property that is or will be occupied by the
borrower or that is rented

Commercial Real Estate -

Lending secured by mortgages on commercial
real estates (office buildings, retail space, multi-
purpose commercial premises, multi-family
residential buildings, multi-tenanted commercial
premises, industrial or warehouse space, hotels,
land acquisition, development and construction,
etc.). Exposure would also include non-fund
based limits

(i)

lnvestments in— Morigage Backed Securities
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(MBS) and other securitised exposures -

a. |Residential

b. |Commercial Real Estate

Total Exposure to Real Estate Sector

3.6.2 Exposure to Capital Market

(Amount in Rs. crore)

Particulars

Current
Year

Previous
Year

direct investment in equity shares, convertible bonds,
convertible debentures and units of equity-oriented
mutual funds the corpus of which is not exclusively
invested in corporate debt;

advances against shares / bonds / debentures or other
securities or on clean basis to individuals for
investment in shares (including IPOs / ESOPSs),
convertible bonds, convertible debentures, and units of
equity-oriented mutual funds;

(i)

advances for any other purposes where shares or
convertible bonds or convertible debentures or units of
equity oriented mutual funds are taken as primary
security;

(iv)

advances for any other purposes to the extent secured
by the collateral security of shares or convertible
bonds or convertible debentures or units of equity
oriented mutual funds i.e. where the primary security
other than shares / convertible bonds / convertible
debentures / units of equity oriented mutual funds
'does not fully cover the advances;

secured and unsecured advances to stockbrokers and
guarantees issued on behalf of stockbrokers and
market makers;

loans sanctioned to corporates against the security of
shares / bonds / debentures or other securities or on
clean basis for meeting promoter's contribution to the
equity of new companies in anticipation of raising
resources;

(vii)

bridge loans to companies against expected equity
flows / issues;

(viii)

all exposures to Venture Capital Funds (both
registered and unregistered)

Total Exposure to Capital Market




3.6.3 Details of financing of parent company products

3.6.4 Details of Single Borrower Limit (SGL) / Group Borrower Limit (GBL)
exceeded by the NBFC
The NBFC should make appropriate disclosure in the NTA to the annual
financial statements in respect of the exposures where the NBFC had exceeded
the prudential exposure limits during the year. The sanctioned limit or entire
outstanding, whichever is high, shall be reckoned for exposure limit.

3.6.5 Unsecured Advances

a) For determining the amount of unsecured advances the rights, licenses,
authorisations, etc., charged to the NBFCs as collateral in respect of projects
(including infrastructure projects) financed by them, should not be reckoned as
tangible security. Hence such advances shall be reckoned as unsecured.

b) NBFCs should also disclose the total amount of advances for which
intangible securities such as charge over the rights, licenses, authority, etc. has
been taken as also the estimated value of such intangible collateral. The
disclosure may be made under a separate head in NTA. This would differentiate
such loans from other entirely unsecured loans.

4. Miscellaneous
4.1 Registration obtained from other financial sector regulators

4.2 Disclosure of Penalties imposed by RBI and other regulators
Consistent with the international best practices in disclosure of penalties
imposed by the regulators, placing the details of the levy of penalty on the
NBFC in public domain will be in the interests of the investors and depositors.
Further, strictures or directions on the basis of inspection reports or other
adverse findings should also be placed in the public domain. The penalties
should also be disclosed in the NTA.

4.3 Related Party Transactions



a) Details of all material transactions with related parties shall be disclosed in the
annual report

b) The company shall disclose the policy on dealing with Related Party
Transactions on its website and also in the Annual Report.

4.4 Ratings assigned by credit rating agencies and migration of ratings during
the year

4.5 Remuneration of Directors
All pecuniary relationship or transactions of the non-executive directors vis-a-vis the
company shall be disclosed in the Annual Report.

4.6 Management
As part of the directors’ report or as an addition thereto, a Management Discussion and
Analysis report should form part of the Annual Report to the shareholders. This
Management Discussion & Analysis should include discussion on the following matters
within the limits set by the company’s competitive position:

a) Industry structure and developments.
Opportunities and Threats.

)
c) Segment—wise or product-wise performance.
) Outlook

) Risks and concerns.

f) Internal control systems and their adequacy.

g) Discussion on financial performance with respect to operational performance.

h) Material developments in Human Resources / Industrial Relations front, including

number of people employed.

4.7 Net Profit or Loss for the period, prior period items and changes in
accounting policies

Since the format of the profit and loss account of NBFCs does not specifically provide
for disclosure of the impact of prior period items on the current year's profit and loss,
such disclosures, wherever warranted, may be made in the NTA.

10



4.8 Revenue Recognition
An enterprise should also disclose the circumstances in which revenue recognition has
been postponed pending the resolution of significant uncertainties.

4.9 Accounting Standard 21 -Consolidated Financial Statements (CFS)

NBFCs may be guided by general clarifications issued by ICAI from time to time.

A parent company, presenting the CFS, should consolidate the financial statements of
all subsidiaries - domestic as well as foreign. The reasons for not consolidating a
subsidiary should be disclosed in the CFS. The responsibility of determining whether a
particular entity should be included or not for consolidation would be that of the
Management of the parent entity. In case, its Statutory Auditors are of the opinion that
an entity, which ought to have been consolidated, has been omitted, they should

incorporate their comments in this regard in the "Auditors Report".

5. Additional Disclosures
5.1 Provisions and Contingencies
To facilitate easy reading of the financial statements and to make the
information on all Provisions and Contingencies available at one place, NBFCs
are required to disclose in the NTA the following information:

(Amount in Rs. crore)

Break up of 'Provisions and Contingencies'| Current | Previous
shown under the head Expenditure in Profit}{ Year Year
and Loss Account

Provisions for depreciation on Investment
Provision towards NPA
Provision made towards Income tax

Other Provision and Contingencies (with
details)

Provision for Standard Assets

5.2 Draw Down from Reserves

Suitable disclosures are to be made regarding any draw down of reserves in the
NTA.
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5.3 Concentration of Deposits, Advances, Exposures and NPAs

5.3.1 Concentration of Deposits (for deposit taking NBFCs)

(Amount in Rs. crore)

Total Deposits of twenty largest depositors

Percentage of Deposits of twenty largest depositors
to Total Deposits of the NBFC

5.3.2 Concentration of Advances

(Amount in Rs. crore)

Total Advances to twenty largest borrowers

Percentage of Advances to twenty largest borrowers
to Total Advances of the NBFC

5.3.3 Concentration of Exposures

(Amount in Rs. crore)

Total Exposure to twenty largest borrowers /
customers

Percentage of Exposures to twenty largest
borrowers / customers to Total Exposure of the
NBFC on borrowers / customers

5.3.4 Concentration of NPAs

(Amount in Rs. crore)
Total Exposure to top four NPA accounts

5.3.5 Sector-wise NPAs

Sl. Percentage of NPAs to

No. Sector Total Advances in that
sector

1. |Agriculture & allied activities

2. |MSME

3. |Corporate borrowers

4. |Services

2. |Unsecured personal loans

3. |Auto loans

4. |Other personal loans
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5.5

5.6

5.4 Movement of NPAs

(Amount in Rs. crore)

Current |Previous

Particulars
Year Year

(i) [Net NPAs to Net Advances (%)
(i) {IMovement of NPAs (Gross)
(a)|Opening balance
(b)[Additions during the year
(c)|Reductions during the year
(d)[Closing balance

(iii) IMovement of Net NPAs
(a)|Opening balance
(b)|Additions during the year
(c)|Reductions during the year
(d)[Closing balance

(iv)]Movement of provisions for NPAs (excluding provisions on
standard assets)

(a)|Opening balance
(b)|Provisions made during the year

(c)[Write-off / write-back of excess
provisions

(d)[Closing balance

Overseas Assets (for those with Joint Ventures and Subsidiaries abroad)
Name of the Joint Other Country Total
Venture/ Subsidiary | Partner in Assets
the JV

Off-balance Sheet SPVs sponsored (which are required to be consolidated as

per accounting norms)

6.

Name of the SPV sponsored

Domestic Overseas

Disclosure of Complaints
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6.1

Customer Complaints

No. of complaints pending at the beginning of the
year

No. of complaints received during the year

No. of complaints redressed during the year

No. of complaints pending at the end of the year
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