VI

NON-BANKING FINANCIAL
INSTITUTIONS

The balance sheet of non-banking financial companies (NBFCs) expanded at a fast pace in 2022-23, led
by double digit credit growth. Housing finance companies (HFCs) exhibited vesilience in 2022-23, with
enhanced asset quality, improved profitability and vobust growth in credit disbursement. The consolidated
balance sheet of all India financial institutions (AIFIs) expanded in 2022-23 on the back of growth in loans
and advances. With the implementation of scale based regulation (SBR), the Reserve Bank has further
strengthened regulation and supervision of the NBFC sector:

1. Introduction

VI.1  During 2022-23, non-banking financial
institutions (NBFIs) exhibited robust balance
sheet growth, accompanied by improved asset
quality and enhanced -capital buffers. This
chapter reviews the operations and financial
performance of NBFIs regulated by the Reserve
Bank!, comprising of non-banking financial
companies (NBFCs), housing finance companies
(HFCs), all India financial institutions (AIFIs)
and primary dealers (PDs) (Chart VI.1). NBFCs?
encompass diverse entities, both government
and private, and play an important role in credit
intermediation, including niche activities like
micro-finance, factoring and FinTech. HFCs?®
extend housing finance to individuals, co-
operative societies and corporate bodies. AIFIs,
i.e., the National Bank for Agriculture and Rural
Development (NABARD); the Export-Import
Bank of India (EXIM Bank); the Small Industries
Development Bank of India (SIDBI); the National

Housing Bank (NHB); and National Bank for

Financing Infrastructure and Development
(NaBFID)* are the apex financial institutions (FIs)
which provide long-term funding to agriculture,
foreign trade, small industries, housing finance
companies and infrastructure, respectively. PDs
are, inter alia, market makers in the government

securities (G-secs) market.

VI.2  The rest of the chapter is ordered into
four sections. An overview of the regulatory and
balance sheet developments of NBFCs and HFCs
during 2022-23 is provided in Section 2. Sections
3 and 4 assess the performance of AIFIs and
PDs, respectively, with concluding observations
in Section 5.

2. Non-Banking Financial Companies
(NBFCs)®

VI.3 NBFCs are an integral part of the Indian
financial system. They have consolidated their
position in recent years, as reflected in a gradual

Although merchant banking companies, stock exchanges, companies engaged in the business of stock-broking/sub-broking, nidhi

companies, alternative investment fund companies, insurance companies and chit fund companies are NBFCs, they have been
exempted from the requirement of registration with the Reserve Bank under Section 45-IA of the RBI Act, 1934.

In this chapter, usage of the term ‘category’ refers to NBFC-D and NBFC-ND, while the term ‘classification’ refers to grouping of

NBFCs according to activity, i.e., NBFC-ICC, NBFC-MFI, NBFC-IDF etc.

% The Finance (No.2) Act, 2019 (23 of 2019) amended the National Housing Bank Act, 1987, conferring certain powers for regulation
of HFCs with the Reserve Bank of India. HFCs are now treated as NBFCs for regulatory purposes.

* NaBFID has been set up as a Development Financial Institution (DFI) under the NaBFID Act, 2021, and shall be regulated and
supervised as an AIFI by the Reserve Bank under Sections 45L and 45N of the RBI Act, 1934.

° This section focuses only on NBFCs-D and NBFCs-ND-SI, excluding CICs and PDs.
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Chart VI.1: Structure of NBFIs under the Reserve Bank’s Regulation
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Notes: 1. Figures in parentheses indicate the number of institutions (Provisional).

SBR framework.

5. NBFCs-ND includes 53 CICs.
Source: RBI.

2. The number of NBFCs is at end-September 2023 and the number of HFCs is at end-March 2023.

3. Based on asset/liability structure, NBFCs are categorised into deposit-taking NBFCs (NBFCs-D) and non-deposit taking NBFCs (NBFCs-
ND). Within NBFCs-ND, NBFCs with asset size of Y500 crore or more are called non-deposit taking systemically important NBFCs (NBFCs-
ND-SI) and the remaining are other NBFCs-ND. Under scale based regulation (SBR), a layer-wise regulatory structure is envisaged for
NBFCs. Accordingly, all references to NBFC-ND, NBFC-ND-SI and NBFC-D shall mean NBFC-BL,NBFC-ML or NBFC-UL, as laid out in the

4. Although standalone PDs are registered as NBFCs under Section 45-IA of RBI Act, 1934, they have also been kept under PDs in this chart.

rise in their credit intensity (credit to Gross
Domestic Product (GDP) ratio) as well as the
relative importance in credit provision vis-a-vis
scheduled commercial banks (SCBs) (Charts

VI1.2a and b).

V1.4 With the implementation of Scale Based
Regulation (SBR) from October 2022, NBFCs
have been segregated into four layers, namely, a
Base Layer (NBFC-BL), a Middle Layer (NBFC-
ML), an Upper Layer (NBFC-UL) and a Top
Layer (NBFC-TL), based on size, activity, and the

perceived level of riskiness (Chart VI.3). The top
ten eligible NBFCs in terms of asset size shall
always reside in the upper layer, along with
other NBFCs that are identified on the basis of
a set of parameters and scoring methodology.
Accordingly, 15 NBFCs® (including five HFCs)
have been placed in the upper layer and are
subjected to enhanced regulatory oversight.
The top layer will ideally remain empty unless
the Reserve Bank identifies a considerable rise
in potential systemic risk from any NBFC in the
upper layer, which will be moved to the top layer.

5 As per the Reserve Bank's press release dated September 14, 2023.
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Chart VI.2: NBFCs’ Credit vis-a-vis SCBs’ Credit and GDP
(At end-March)
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VL5
risks and strengthen internal risk management
NBFC-ML and NBFC-UL are
required to make internal capital assessments

To ensure adequate capital to mitigate
techniques,

on lines similar to the Internal Capital Adequacy
Assessment Process (ICAAP) prescribed for

Chart VI.3: Scale-Based Regulation for NBFCs

Top
Layer

Upper Layer -
NBFCs identified
by RBI

Middle Layer -
NBFC-D, NBFC-ND with assets >
%1000 crore, SPDs, IDFs, CICs,
HFCs and IFCs

not having any custo:

Notes: 1. NBFCs-D, CICs, NBFC-IFCs and HFCs will be included in
the middle or the upper layer.

2. The remaining NBFCs, viz., NBFC-ICC, NBFC-MFI, NBFC-
Factors and NBFC-MGC could lie in any of the layers
depending on the parameters of SBR.

3. Government owned NBFCs shall be placed in the Base
Layer or Middle Layer, as the case may be.

Source: RBI.

commercial banks under Pillar 2 of Basel-III
norms. While Pillar 2 capital has not been made
mandatory, NBFCs are expected to factor in credit
risk, market risk, operational risk, and all other
residual risks to decide the level of capital, as per
an internally determined methodology. A large
exposure framework has also been prescribed
for NBFC-UL to limit concentration risks arising
from exposure to a single counterparty or a
group of connected counterparties. The Prompt
Corrective Action (PCA) framework for NBFCs
in the upper and middle layer, which became
operational from October 2022, will also be
extended to government NBFCs (except those in
the base layer) from October 2024. The extant
regulations prescribe that companies intending
to commence NBFC activities must have at least
%10 crore as net owned funds (NOF)?. The NOF
requirement for existing NBFC-ICC, NBFC-MFI
and NBFC-Factors will be raised to ¥10 crores by
March 2027 following a glide-path. Apart from
scale, the new regulatory framework retains
activity-based regulation (Table VI.1).

7 For NBFC-P2E NBFC-AA, and NBFCs with no public funds and no customer interface, the NOF remains at 32 crore. Further, there
is no change in the existing regulatory minimum NOF for IDFs, IFCs, MGCs, HFCs, and SPDs.
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Table VI.1: Classification of NBFCs by Activity under the New Regulatory Framework

Classification Activity Layer
1 2 3
1. Investment and Credit Company Lending which supports productive/economic activities and  Any layer, depending on the parameters of
(NBFC-ICC) acquisition of securities for investment. the scale based regulatory framework.
2. NBFC-Infrastructure Finance Infrastructure loans. Middle layer or Upper layer, as the case
Company (NBFC-IFC) may be.
3. Core Investment Company (CIC) Investment in equity shares, preference shares, debt, or loans  Middle layer or Upper layer, as the case
of group companies. may be.
4. NBFC-Infrastructure Debt Fund Facilitation of flow of long-term debt post commencement Middle layer
(NBFC-IDF) operations date (COD) infrastructure projects which have
completed at least one year of satisfactory performance and
finance toll operate transfer project as the direct lender.
5. NBFC-Micro Finance Institution Providing collateral free small ticket loans to economically  Any layer, depending on the parameters of
(NBFC-MFI) disadvantaged groups. the scale based regulatory framework.
6. NBFC-Factors Acquisition of receivables of an assignor or extending loans  Any layer, depending on the parameters of
against the security interest of the receivables at a discount. the scale based regulatory framework.
7. NBFC-Non-Operative Financial  Facilitation of promoters/ promoter groups in setting up new  Base layer
Holding Company (NBFC-NOFHC)  banks.
8. Mortgage Guarantee Company Undertaking of mortgage guarantee business. Any layer, depending on the parameters of
(MGC) the scale based regulatory framework.
9. NBFC-Account Aggregator (NBFC-  Collecting and providing information about a customer’s Base layer
AA) financial assets in a consolidated, organised, and retrievable
manner to the customer or others as specified by the customer.
10. NBFC-Peer to Peer Lending Providing an online platform to bring lenders and borrowers Base layer
Platform (NBFC-P2P) together to help mobilise funds.
11. Housing Finance Company (HFC) Financing for purchase/ construction/ reconstruction/ Middle layer or Upper layer, as the case

renovation/ repairs of residential dwelling units.

may be.

Notes: 1. Standalone Primary Dealers (SPDs) lie in the middle layer.
2. Government NBFCs lie in either base or middle layer.

Source: RBI.

VL6 The number of registrations and Chart VI.4: Registrations and Cancellations of
cancellations of Certificate of Registrations S DO e L G ] A0
(CoR) of NBFCs rose in 2022-23 (Chart VI.4). 2,000 - B

Apart from cancellation of CoR by the Reserve g

Bank, many NBFCs surrendered their licences ey

for business reasons or other considerations. -

Violations of extant regulations and guidelines § 1,000 |

on outsourcing and Fair Practices Code (FPC)

by some NBFCs had led to cancellation of S 2 §
their licenses. To address concerns relating to 35 82 8% = 2 P "
unbridled engagement of third parties, mis- ' ' ' ' ' ' ' '
selling, breach of data privacy, unfair business 4 5 & 7 3 5 § 003
conduct, charging of exorbitant interest rates, S 8§ & § % § & §
and unethical recovery practices, the Reserve ressirations Conecliations

Bank released guidelines on digital lending in otes: ;: gggcasr: ;rre(;fsfforrf;.NBch_D A NBres D
September 2022 to support orderly growth of R

credit delivery through digital lending methods.
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2.1 Ownership Pattern

V1.7
deposit taking systemically important NBFCs
(NBFCs-ND-SI), with a share of 85.4 per cent in
the total assets of the sector at end-March 2023.
This category mainly consists of non-government

The NBFC sector is dominated by non-

companies, although a few large government
companies have a significant share in assets
(Table VI.2).

VI.8 taking NBFCs (NBFCs-D)
accounted for 14.6 per cent of the total assets
of the NBFCs at end-March 2023. This category
is dominated by non-government public limited

Deposit

companies, comprising 88 per cent of total assets
of NBFCs-D (Table VI.2). As deposits accepted
by NBFCs-D are not insured by the Deposit
Insurance and Credit Guarantee Corporation
(DICGC), the Reserve Bank has adopted a
cautionary approach, mandating that NBFCs-D
with minimum investment grade rating for their
fixed deposits shall accept fixed deposits from
the public up to a limit of 1.5 times of their NOF
and for a tenure of 12 to 60 months only, with
interest rates capped at 12.5 per cent. In May
2022, it was mandated that minimum investment
grade credit rating of ‘BBB-’ from any of the
SEBI-registered credit rating agencies would be
necessary for deposits of NBFCs.

2.2 Balance Sheet

VI.9 The pace of expansion in the balance
sheet of NBFCs accelerated in 2022-23 (Table
VI1.3). This was led by double digit credit growth,
mainly on account of unsecured loans. Growth
in investments decelerated while cash and bank
balances contracted. NBFCs improved their
capital positions to cater to the rise in credit
demand. Amidst tightening liquidity conditions
and increasing competition from banks in
segments like vehicle loans and loans against
gold, NBFCs focused on lending to segments
such as unsecured loans, micro-finance loans
and MSMEs. The growth of unsecured loans
(28.1 per cent) was more than twice that of
secured loans (11.5 per cent). As a result, the
share of secured loans in total NBFCs credit fell
from 72.4 per cent at end-March 2022 to 69.5 per
cent at end-March 2023, while that of unsecured
loans inched up from 27.6 per cent to 30.5 per
cent over the same period. NBFCs-D have a
relatively higher share of secured loans in their
lending portfolio, in contrast to NBFCs-ND-SI
(Chart VI.5). Credit growth accelerated further
at end-September 2023, while investments
declined (Appendix Tables VI.1, VI.2 and VI.3).

VI.10 Maturity-wise, there has been a gradual
shift towards shorter tenure loans (receivable

Table VI.2: Ownership Pattern of NBFCs
(At end-March 2023)

(Amount in ¥ crore)

NBFC-ND-SI NBFC-D

Type Number Asset Size Asset share in Number Asset Size Asset share in
per cent per cent

1 2 3 4 5) 6 7
A. Government Companies 19 16,66,326 43.0 5 74,335 11.2
B. Non-government Companies (1+2) 473 22,09,876 57.0 31 5,86,602 88.8
1. Public Limited Companies 54 5,12,337 13.2 10 5,81,466 88.0

2. Private Limited Companies 419 16,97,539 43.8 21 5,136 0.8
Total (A+B) 492 38,76,202 100.0 36 6,60,937 100.0

Notes: 1. The number of NBFCs-D registered with RBI at end-March 2023 was 39. The data in the table pertain to the reporting entities.

2. Data are provisional.
Source: Supervisory Returns, RBI.
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Chart VI.5: Nature of NBFCs’ Loans and Advances, by Category
(At end-March)
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within 12 months) in credit extended by NBFCs. (more than two-thirds of the loan book), albeit
The longer tenure loans (receivable after 12 with a declining share (Chart VI.6a). NBFCs have
months) remained the predominant category maximum exposures to corporates, followed by

Table VI.3: Abridged Balance Sheet of NBFCs

(Amount in ¥ crore)

Items At end-March 2022 At end-March 2023 At end-September 2023

NBFCs NBFCs- NBFCs-D NBFCs NBFCs- NBFCs-D NBFCs NBFCs- NBFCs-D
ND-SI ND-SI ND-SI

1 2 (3+4) 3 4 5 (6+7) 6 7 8 (9+10) 9 10
1. Share Capital and Reserves 9,77,245 8,65,235 1,12,011 11,06,643 9,70,241 1,36,402 10,72,556 9,32,744 1,39,812
(19.3) (20.5) (10.6) (13.2) (12.1) (21.8) (3.6) (1.8) (17.0)
2. Public Deposits 70,539 - 70,539 85,254 - 85,254 96,156 - 96,156
(13.3) - (13.8) (20.9) - (20.9) (23.2) - (23.2)
3. Debentures 10,14,611 9,05,609 1,09,003 11,10,234 9,93,194 1,17,039 11,45,536 10,22,363 1,23,173
(3.3) (2.4) (11.3) (9.4) (9.7) (7.4) (10.6) (10.6) (10.6)
4. Bank Borrowings 9,20,555 8,00,735 1,19,820 11,338,221 10,01,960 1,31,260 11,97,626 10,50,013 1,47,612
(18.8) (21.2) (4.6) (23.1) (25.1) (9.5) (22.3) (25.1) (5.5)
5. Commercial Paper 70,266 62,366 7.899 84,366 67,778 16,589 1,14,109 85,671 28,438
(-3.2) (-2.7) (-7.3) (20.1) (8.7) (110.0) (47.1) (36.5) (92.4)
6. Others 8.99,347 7.63,893 1,35,453 10,17,422 8,43,029 1,74,393 10,84,158 9,02,478 1,81,680
(10.1) (11.8) (1.4) (13.1) (10.4) (28.7) (13.4) (10.7) (29.1)
Total Liabilities/Assets 39,52,564 33,97,838 5,54,726 45,37,139 38,76,202 6,60,937 47,10,141 39,93,270 7,16,871
(12.0) (12.9) (7.0) (14.8) (14.1) (19.1) (13.2) (12.2) (18.6)
1. Loans and Advances 29,562,442 24,88,611 4,63,831 34,26,970 28,74,066 5,562,904 36,93,921 30,73,905 6,20,016
(9.0) (9.0) (8.9) (16.1) (15.5) (19.2) (20.0) (19.3) (23.6)
2. Investments 5,88,527 5,42,574 45,953 6,57,723 5,97,851 59,872 5,79,903 5,26,114 53,790
(27.2) (30.4) (-1.4) (11.8) (10.2) (30.3) (-8.3) (-8.9) (-1.6)
3. Cash and Bank Balances 1,79,031 1,46,282 32,750 1,74,972 1,45,649 29,323 1,86,057 1,638,093 22,964
(12.6) (17.4) (-4.7) (-2.3) (-0.4) (-10.5) (-2.0) (3.4) (-28.5)
4. Other Assets 2,32,564 2,20,371 12,192 2,77,474 2,568,637 18,838 2,50,260 2,30,158 20,102
(17.6) (18.3) (7.1) (19.3) (17.4) (54.5) (-4.2) (-6.1) (25.8)

Notes: 1. Data are provisional.
2. Figures in parentheses indicate Y-o-Y growth in per cent.
Source: Supervisory Returns, RBI.
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Chart VI.6: NBFCs’ Loans and Advances
(At end-March)
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retail customers, which together account for
almost 69 per cent of their loan book (Chart
VI.6b). In 2022-23, retail loans grew twice as
fast as loans to corporates.

VI.11 Taken together, NBFC-ICCs and IFCs
accounted for more than 95 per cent of the assets
of the sector at end-March 2023 (Chart VI.7a).
ICCs mainly operate in the retail space, while
IFCs provide infrastructure loans. Some large
government NBFCs are registered as NBFC-

IFCs and work in the infrastructure space.
Two government IFCs with focus on the power
sector saw higher credit growth in 2022-23. In
line with the government's Panchamrit agenda
which aims for non-fossil energy capacity of
500 GW by 2030, their renewable portfolio is
expected to get a push in the coming years. The
Ministry of Power has also allowed these NBFCs
to lend to non-power infrastructure and to the

logistics sector.

Chart VI.7: Total Assets of NBFCs, by Classification
(At end-March)
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Table VI.4: Major Components of Liabilities and Assets of NBFCs by Classification

(Amount in X crore)

Liabilities As at end-March 2022 As at end-March 2023 As at end-September 2023 Percentage Variation
Borrowings Total ~ Borrowings Total  Borrowings Total Borrowings
Liabilities Liabilities Liabilities

March 2022 over March 2023 over
March 2021 March 2022
1 2 3 4 5 6 7 8 9
NBFC-ICC 13,61,713 24,26,544 16,28,268 28,31,352 17,38,838 29,08,844 12.0 19.6
NBFC-Factors 1,477 2,895 1,361 2,762 1,231 2,253 -19.7 -7.8
NBFC-IDF 34,641 42,644 31,985 39,023 37,157 44,755 21.8 7.7
NBFC-IFC 11,10,763 13,75,340 12,39,073 15,27,270 12,91,860 16,18,457 6.6 11.6
NBFC-MFI 75,907 1,05,142 1,01,552 1,36,731 1,00,873 1,35,831 20.0 33.8
Total 25,84,500 39,52,564 30,02,239 45,37,139 31,69,959 47,10,141 9.9 16.2

Assets Loans and Total Loans and Total Loans and Total Loans and advances

Advances Assets Advances Assets Advances Assets

March 2022 over March 2023 over
March 2021 March 2022
NBFC-ICC 15,91,476 24,26,544 18,97,266 28,31,352 20,60,590 29,08,844 10.7 19.2
NBFC-Factors 2,296 2,895 2,116 2,762 1,800 2,253 -22.5 -7.8
NBFC-IDF 34,475 42,644 36,506 39,023 42,589 44,755 13.4 5.9
NBFC-IFC 12,41,520 13,75,340 13,78,969 15,27,270 14,78,976 16,18,457 6.2 11.1
NBFC-MFI 82,676 1,05,142 1,12,113 1,36,731 1,09,966 1,35,831 20.1 35.6
Total 29,52,442 39,52,564 34,26,970 45,37,139 36,93,921 47,10,141 9.0 16.1

Note: Data are provisional.
Source: Supervisory Returns, RBI.

VI.12 NBFC-MFIs, an important segment in the
NBFC universe, have been growing their share
in total assets in recent years. In 2022-23, MFIs
registered the highest growth in assets (30.0
per cent), followed by ICCs (16.7 per cent). The
assets of IDFs, however, contracted in 2022-23
after growing at a healthy pace a year ago (Chart
VI.7b). NBFC-Factors registered a contraction in
credit in 2022-23 (Table VI.4).

2.3 Sectoral Credit of NBFCs

VI.13 In the sectoral distribution of NBFC
credit, industry accounted for around two-fifth of
the overall lending portfolio at end-March 2023,
attributable to infrastructure lending by large
government-owned NBFCs, followed by retail
lending with a share of around 31 per cent (Chart
VI.8a). In 2022-23, growth in credit to industry

Chart VI.8: Distribution of NBFC Credit
(At end-March)
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Chart VI.9: NBFCs’ Credit to MSME Sector
(At end-March)
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by NBFCs (12.8 per cent) was above that of the
banking system (5.7 per cent). Credit to the retail
segment by both NBFCs and banks grew at over
20 per cent. Credit by NBFCs to the services
sector rose at a robust rate, albeit marginally
lower than that of banks (Chart VI.8b).

VI1.14 NBFCs have steadily expanded
their micro, small and medium enterprises
(MSMEs) portfolio, addressing the credit
needs of the sector and contributing to overall
financial inclusion and economic growth.
MSMEs engaged in services account for a

preponderant share of NBFC credit to the sector

(Chart VI.9a). Credit growth by NBFCs to the
MSME sector was more than three times that
of banks, benefitting from their ability to offer
customised financing solutions (Chart VI.9b).
The co-lending framework for priority sector
lending has also facilitated flow of credit by
NBFCs to the MSME sector, leveraging on the
low cost of funds of banks and greater reach of
NBFCs.

VI.15 1In 2022-23, NBFC credit to the vehicles
segment rose by double digits as it emerged
from the challenges of the COVID-19 pandemic
(Chart VI.10).

Chart VI.10: Vehicle Loans-
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VI.16 NBFCs remain the dominant provider
of gold loans although their growth trailed
banks (Chart VI.11).
banks and NBFCs are increasingly partnering

In this space as well,

with each other to realise the synergies from
collaboration.

VI.17 NBFC credit to the services sector
expanded, driven by transport operators and
retail trade, in 2022-23 (Appendix VI.4). Credit
to agriculture and allied activities also grew
steadily (Table VI.5). Credit growth to major
sectors remained in double digits on a year-on-
year basis at end- September 2023.

VI.18 Amongst the various classifications
of NBFCs, the lending portfolio of ICCs is

NON-BANKING FINANCIAL INSTITUTIONS
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Table VI.5: Sectoral Credit Deployment by NBFCs

(Amount in ¥ crore)

Items End- March End- March End- September Percentage Variation
2022 2023 2023
2021-22 2022-23
1 2 3 4 B 6
I. Gross Advances (II + III) 29,52,442 34,26,970 36,93,921 9.0 16.1
II. Food Credit 1,739 - - - -
III. Non-Food Credit (1 to 5) 29,50,703 34,26,970 36,93,921 8.9 16.1
1. Agriculture and Allied Activities 53,759 60,760 70,603 17.0 13.0
2. Industry (2.1 to 2.4) 11,31,558 12,76,666 13,45,347 6.1 12.8
2.1 Micro and Small 44,329 71,638 83,879 16.5 61.6
2.2 Medium 17,411 20,068 18,546 16.7 15.3
2.3 Large 8,94,541 10,20,441 10,98,821 4.6 14.1
2.4 Others 1,75,277 1,64,519 1,44,101 10.2 -6.1
3. Services 4,07,367 4,76,728 4,90,536 12.2 17.0
Of which
3.1 Retail Trade 41,190 59,470 68,001 52.5 44.4
3.2 Commercial Real Estate 87,566 84,666 83,325 6.8 -3.3
4. Retail Loans (4.1 to 4.10) 8,38,528 10,54,530 11,96,757 12.5 25.8
4.1 Housing Loans (incl. priority sector Housing) 23,280 32,425 39,223 8.9 39.3
4.2 Consumer Durables 24,789 31,543 38,484 33.9 27.2
4.3 Credit Card Receivables 32,710 44,007 49,231 25.8 34.5
4.4 Vehicle/Auto Loans 3.35,460 3.84,475 4,33,653 B2 14.6
4.5 Education Loans 14,162 25,352 36,330 52.7 79.0
4.6 Advances against Fixed Deposits (incl. FCNR(B), etc.) 43 215 247 37.0 406.9
4.7 Advances to Individuals against Shares, Bonds, etc. 13,023 14,053 18,532 56.8 7.9
4.8 Advances to Individuals against Gold 1,19,311 1,31,165 1,40,901 5.7 99
4.9 Micro Finance Loan/SHG Loan 81,599 1,18,752 1,16,908 22.6 45.5
4.10 Other Retail Loans 1,94,153 2,72,543 3.23,248 19.0 40.4
5. Other Non-Food Credit 5,19,491 5,58,287 5,90,677 6.4 7.5

Note: Data are provisional.
Source: Supervisory Returns, RBI.
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Chart VI.12: Sectoral Distribution of Credit,
by Classification (At end-March)
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dominated by retail lending, while NBFC-MFIs
are leading providers of small, collateral-free
loans to unserved and underserved groups who
have little or no access to traditional financial
services. In contrast, IFCs lend primarily to
the infrastructure segment of industry, mostly
power and railways (Chart VI.12).

VI.19 In 2022-23, NBFC-MFIs outpaced banks
in micro-credit disbursements, emerging as the
largest provider of credit with nearly 40 per cent
share in the microfinance segment aided, inter
alia, by regulatory changes (Chart VI.13).

2.4 Resource Mobilisation

VI.20 NBFCs rely on borrowings, primarily
from markets and banks, to finance their
operations. At end-March 2023, bank borrowings
displaced debentures as the largest source of
funds for NBFCs (Table VI.6). Borrowings from
banks continued to exhibit high growth at end-
September 2023. Around two-third of NBFCs’
borrowings is payable in more than 12 months.
At end-March 2023, there was a marginal uptick
in short-term borrowings which are payable in

three months or less (Chart VI.14).

VI.21 More than 80 per cent of non-convertible
debentures (NCDs) issued by private NBFCs
were rated either AAA or AA. NCD issuances
increased in 2022-23 (Chart VI.15a).
Q1:2023-24, NCDs of 2-3 year tenor constituted

In

Chart VI.13: Micro-credit Outstanding across Regulated Entities
(At end-March)
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Table VI.6: Sources of Borrowings of NBFCs

(Amount in ¥ crore)

Items At end- At end- At end- Percentage Variation
March March September—
2022 2023 9023 2021-22 2022-23
1 2 3 4 5
1. Debentures 10,14,611 11,10,234 11,45,536 3.3 9.4
(39.3) (37.0) (36.1)
2. Bank 9,20,555 11,33,221 11,97,626 18.8 23.1
borrowings (35.6) (37.7) (37.8)
3. Borrowings 69,078 89,982 99,844 21.3 30.3
from Fls (2.7) (3.0) (3.1)
4. Inter- 89,896 1,05,184 1,04,148 15.5 17.0
corporate (3:5) (3:5) (3-3)
borrowings
5. Commercial 70,266 84,366 1,14,109 -3.2 20.1
paper (2.7) (2.8) (3.6)
6. Borrowings 18,562 18,750 18,758 -3.0 1.0
from (0.7) (0.6) (0.6)
Government
7. Subordinated 72,349 72,510 68,285 45 0.2
debts (2.8) (2.4) (2.2)
8. Other 3,29,182 3,87,991 4,21,653 10.6 17.9
borrowings (12.7) (12.9) (18.3)
9. Total 25,84,500 30,02,239 31,69,959 9.9 16.2
borrowings

Notes: 1. Data are provisional.
2. Figures in parentheses indicate share in total borrowings.
Source: Supervisory Returns, RBI.

about 50 per cent of the total NCDs issued
while longer tenor issuances (greater than 10
years) had a share of around 20 per cent
(Chart VI.15 b).

NON-BANKING FINANCIAL INSTITUTIONS

Chart VI.14: Repayment of NBFCs’ Borrowings
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VI1.22 The spreads on bonds issued by NBFCs
remained below their levels in the pre-pandemic
period, reflecting an improvement in activity and
market confidence (Chart VI.16a and b).

VI.23 The interconnectedness of NBFCs’ with
banks has increased in recent years in view
of their growing reliance on banks for funding
needs (Box VI.1).

Chart VI.15: NCD Private Placements of Private NBFCs
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Chart VI.16: Spread of NBFC Bonds over G-Sec of Corresponding Maturity
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2.5 NBFCs-D: Deposits due to competitive interest rates offered and

VI.24 The share of public deposits in the total robust credit ratings. The number of NBFCs

borrowings of NBFCs-D has increased steadily permitted to accept deposits has been declining,

Box VI.1: Rising Interconnectedness of NBFCs with Banks in India

The rapid growth experienced by NBFCs is associated
with growing with other FIs,
including banks. While allowing surplus savings to
move to sectors which are credit deficient, growing
interconnectedness can also amplify systemic risks
Direct

interconnectedness

during periods of stress. interconnectedness
occurs when two entities are direct counterparties
through debt instruments, shares or other contractual
relationships. Indirect interconnectedness can arise when
FIs hold common exposures to certain sectors, markets
or instruments or a part of the same collateral chains,
same corporate groups, or are exposed to reputational
risk owing to financial support provided to subsidiaries

or similar entities (José Alonso, 2019).

While indirect interconnectedness is difficult to ascertain
due to data limitations, the FSB (Financial Stability
Board, 2022) provides an intertemporal cross-country
perspective of direct interconnectedness between banks
and NBFIs®. Two facets emerge in this regard. First, banks
remain globally net borrowers from NBFIs. Second, the

interconnectedness between them has continued to fall.
The opposite holds true for India, however, where banks
are net lenders to NBFIs (Chart VI.1.1). Furthermore,
the interconnectedness between them has increased. The
main interconnectedness in India is between banks and

Chart VI.1.1: Banks Exposure and Funding from NBFIs
(At end-December 2021)

S.Africa
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China

EMEs

India

0 10 20 30 40
Per cent of Bank Assets
m Banks' exposure to NBFIs ®Banks' use of funding from NBFIs
Note: Global refers to group of 21 individual non-Euro area jurisdictions and 19-member

Euro area as a whole.
Source: Calculated from Global Monitoring Report on Non-Bank Financial Intermediation,

2022 published by Financial Stability Board.

(Contd...)

8 NBFI is a broad term which includes insurance corporations, pension funds, other financial intermediaries and financial

auxiliaries.
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Chart VI.1.2: Bank Lending to NBFCs
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Other Financial Intermediaries® (OFIs). Within OFIs, the
exposure of banks is concentrated in finance companies
(mainly NBFCs and HFCs), accounting around 89 per cent
of exposure of banks to NBFIs at end-December 2021.
They are also the largest borrowers from the financial
system (RBI, 2023a).

The direct interconnectedness of NBFCs with banks has
been rising in India due to higher borrowings from banks
(Chart VI.1.2a). Banks’ exposure to NBFCs is primarily
through direct lending (around 88 per cent of their exposure
to the sector at end-March 2023). They also subscribe to
debentures and commercial paper issued by NBFCs. Bank-
group-wise, public sector banks remain the largest lenders
to NBFCs, although their share has been declining with a
rise in that of private sector banks (Chart VI.1.2b).

Around 90 per cent of bank lending is to NBFCs rated A
and above (RBI, 2023b). The implementation of SBR has
brought in stronger regulatory oversight, based on size,
activity, and riskiness. Further, effective November 16,

however (Chart VI.17a). At end-March 2023, four
NBFCs-D accounted for nearly 90 per cent of the
public deposit corpus of NBFCs, with each of
them having aggregate deposits of over ¥5,000
crores (Chart VI.17b).

2023, the Reserve Bank increased the risk weights on loans
by SCBs to NBFCs by 25 percentage points (over and above
the risk weight associated with the given external rating) in
all cases where the extant risk weight as per external rating
of NBFCs is below 100 per cent. Going forward, NBFCs
need to diversify and look beyond banks for their funding
requirements.
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2.6 Loan Sales and Securitisation

VI.25 Loan sales are resorted to by lending
institutions for reasons ranging from liquidity
management, rebalancing their exposures or
strategic sales. Loan sales grew swiftly in 2022-

9 OFlIs include money market funds, hedge funds, other investment funds, captive financial institutions and money lenders, central
counterparties, broker-dealers, finance companies, trust companies, and structured finance vehicles.
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Chart VI.17: Public Deposits with NBFCs- D
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Note: 1. NBFCs-D have been grouped into different buckets on the basis of size of their aggregate public deposits. No NBFCs-D had deposits in the

23, mainly due to one NBFC (Chart VI.18a). In
securitisation, FIs sells its assets to a special
purpose entity which funds the acquisition
by issuing debt securities. It allows efficient
distribution of credit risk amongst FIs in line with
their risk appetite. Securitisation has emerged
as a major source of funding for NBFCs and
crossed pre-COVID levels in March 2023 (Chart

VI.18b). Banks have been a major participant in
both the above segments.

2.7 Asset Liability Profile of NBFCs

VI.26 Short-term structural liquidity position
in the 1-30/31 days bucket is critical for liquidity
NBFCs a
comfortable liquidity position in this bucket at

risk management'®. maintained

Chart VI.18: Loan Sales and Securitisation by NBFCs-ND-SI
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19 Structural liquidity position is arrived at by deducting cash outflows from cash inflows across various time buckets. A positive
mismatch highlights a comfortable structural liquidity position which can be attributed to either an increase in cash inflows or a
decrease in cash outflows in the corresponding time bucket, whereas a negative mismatch points towards shortage of cash inflows

against cash outflows in the corresponding time bucket.
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Chart VI.19: Structural Liquidity Statement of NBFCs
(At end- March)
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end-March 2023, albeit at a lower level than a
year ago. Furthermore, NBFCs also had a net
positive position across all buckets at end-March
2023, except for 2-3 months and over five years
(Chart VI.19).

NON-BANKING FINANCIAL INSTITUTIONS

2.8 Financial Performance of NBFCs

VI.27 Aggregate income of NBFCs grew steeply
in 2022-23, led by interest income. About 90 per
cent of the total income accruing to NBFCs in
2022-23 was from fund-based resources, even as
the share of fee-based income has seen a gradual
rise in recent years. Expenditure was driven
by interest expenses (around one-third of their
total expenditure during 2022-23) and operating
costs (around one-fourth of the total) (Appendix
VI.5 and VI.6). On the other hand, provisions
maintained against NPAs came down during the
year. With expenditure increasing at a slower
pace than total income, net profit of NBFCs grew
significantly. The cost to income ratio declined,
indicating improvement in operational efficiency.
In H1:2023-24, net profit growth remained
robust (Table VI.7).

VI.28 Key profitability indicators i.e., return
on assets (RoA), return on equity (RoE) and
net interest margin (NIM) improved during

Table VI.7: Financial Parameters of the NBFC Sector

(Amount in ¥ crore)

2021-22 2022-23 H1:2023-24
Items NBFCs  NBFCs- NBFCs-D NBFCs  NBFCs- NBFCs-D NBFCs  NBFCs- NBFCs-D
ND-SI ND-SI ND-SI

1 2 3 4 5 6 7 8 © 10
A. Income 3,91,017 3,17,992 73,025 4,75,216 3,88,011 87,205 2,55,124 2,05,541 49,583
(8.5) (9.7) (3.8) (21.5) (22.0) (19.4) (15.6) (13.8) (23.6)
B. Expenditure 3,03,445 2,47,713 55,732 3,37,665 2,78,321 59,344 1,77,352 1,43,068 34,284
(-0.1) (0.9) (-4.4) (11.3) (12.4) (6.5) (8.3) (5.1) (24.3)
C. Net Profit 66,139 53,151 12,988 1,10.625 89,680 20,946 61,208 49,639 11,569
(57.3) (60.9) (44.4) (67.3) (68.7) (61.3) (33.8) (37.0) (21.7)
D. Total Assets 39,562,564 33,97,838 5,564,726 45,37,139 38,76,202 6,60,937 47,10,141 39,93,270 7,16,871
(12.0) (12.9) (7.0) (14.8) (14.1) (19.1) (13.2) (12.2) (18.6)

E. Financial Ratios (as per cent of Total Assets)
(i) Income 9.9 9.4 13.2 10.5 10.0 13.2 10.8 10.3 13.8
(ii) Expenditure 7.7 7.3 10.0 7.4 7.2 9.0 7.5 7.2 9.6
(iii) Net Profit 1.7 1.6 283 2.4 283 &2 2.6 225 &2
F. Cost to Income Ratio (Per cent)* 77.6 77.9 76.3 71.1 71.7 68.1 69.5 69.6 69.1

*: Cost to Income Ratio = Total Expenditure / Total Income.
Notes: 1. Data are provisional.

2. Figures in parentheses indicate Y-o-Y growth in per cent.
Source: Supervisory Returns, RBI.
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Chart VI.20: Profitability Ratios of NBFCs
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2022-23 (Chart VI.20a). All classifications of
NBFCs-ND-SI, except IFCs, registered increase
in profitability ratios at end-March 2023
(Chart VI.20Db).

2.9 Asset Quality

VI.29 The Reserve Bank allowed NBFCs
time till September 30, 2022 to follow NPA
upgradation norms, which clarified that loan
accounts classified as NPAs may be upgraded as
standard asset only if entire arrears of interest

and principal are paid by the borrower. In 2022-
23, the asset quality of NBFCs improved. Lower
slippages also contributed to a reduction in the
GNPA ratio to a five-year low in 2022-23. The
provision coverage ratio (PCR) increased from
51.5 per cent at end-March 2020 to 65.1 per
cent at end-March 2023 for NBFCs (Chart VI.21).
As at end-September 2023, asset quality of the
sector showed further improvement as the GNPA
and NNPA ratios fell to 4.1 per cent and 1.5 per
cent, respectively.

Chart VI.21: Asset Quality of NBFCs
(At end-March)
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Chart VI.22: Classification of NBFCs’ Assets
(At end-March)
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VI.30 In 2022-23 and H1:2023-24, the
proportion of standard assets improved. All
three categories of NPAs also moderated!!
(Chart VI.22).

VI.31 As the impact of the pandemic waned
and economic activity gained traction, the overall
delinquency in performing loans almost halved
from 12.3 per cent at end-March 2021 to 6.1
per cent at end-March 2023. The delinquency
ratios in all buckets came down during 2022-23,
with the maximum delinquency in the less than
30 days bucket (Chart VI.23). The proportion of
standard assets with no overdues increased from
87.7 per cent at end-March 2021 to 93.9 per cent
at end-March 2023.

VI.32 GNPA and NNPA ratios of ICCs, IFCs and
NBFC-MFIs moderated as at end-March 2023,
mirroring the overall improvement in asset

quality of the segment (Chart VI.24 a and b).
Similar trends were also exhibited by NBFCs-D,
with lower fresh accretion to NPAs and robust
growth in credit (Chart VI.24c). Asset quality
of both NBFCs-ND-SI and NBFCs-D improved
further at end-September 2023.

VI1.33 Sector-wise, the GNPA for

agriculture and allied activities, industry and

ratio

services at end-March 2023 remained above the
overall GNPA ratio of NBFCs, while for the retail
sector, it was below the overall average. MSMEs
registered high GNPA ratios, although they were
lower than a year ago. Within the services sector,
commercial real estate showed a deterioration
in asset quality. In retail loans, the vehicle loan
segment registered an improvement during the
period under review (Chart VI.25). Asset quality
improved further across major sectors by end-
September 2023.

' Based on their performance, assets can be classified into standard or non-performing, with the latter further categorised into sub-
standard (non-performing for a period not exceeding 12 months), doubtful (asset remains sub-standard for a period exceeding 12

months) and loss assets (adjudged non-recoverable by the NBFC).

129



Report on Trend and Progress of Banking in India 2022-23

Chart VI.24: NPA Ratios, by Category
(At end-March)
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V1.34 The share of large borrowal accounts
(exposure of ¥I5 crore and above) in gross
advances extended by NBFCs declined marginally
at end-March 2023. The large borrowal accounts
accounted for over two-thirds of the total NPAs
of the sector (Chart VI.26a). Special mention
accounts (SMAs) classification enables a timely
identification of incipient stress and remedial

Chart VI.25: Sectoral GNPA Ratios of NBFC Sector
(At end-March)
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actions to prevent potential slippage into NPAs.
At end-March 2023, while SMA-O witnessed an
uptick, SMA-1 and SMA-2 declined year-on-year.
The restructured books of these accounts also
expanded during the same period. The relatively
higher delinquency in large borrowal accounts is
reflected in a rise in their GNPA ratio to 7.2 per
cent at end-March 2023 against 4.6 per cent for
the NBFC sector as a whole (Chart VI.26b).

2.10 Capital Adequacy

VI.35 At end-March 2023, NBFCs
adequately capitalised, with capital to risk-
weighted assets ratios (CRARs) well above the
regulatory requirement (not less than 15 per cent
of aggregate risk-weighted assets, including both
on and off-balance sheet items) (Chart VI.27a).
Detailed guidelines on elements of common
equity Tier 1 (CET-1) capital applicable to all
NBFC-UL (except core investment companies)

WeEre

were issued on April 19, 2022 as a follow-up to
the SBR framework. The CRAR of NBFCs-ND-
SI, barring NBFC-IDF, improved during 2022-23
on the back of higher Tier I capital than a year
ago (Chart VI. 27b). CRAR of the sector stood
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Chart VI.26: Stress in Large Borrowal Accounts
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at a comfortable level of 27.6 per cent at end-
September 2023.

2.11 Exposure to Sensitive Sectors

VI.36 Sensitive sectors constitute
markets, real estate, investment in securities (IIS)
and advances against commodities (AAC). Capital
market exposure (CME) includes advances to
and investment in the capital market, while IIS

includes investment in quoted and un-quoted

capital

securities and equities. By end-March 2023, the
exposure of NBFCs to sensitive sectors grew by
around 15 per cent year-on-year although both
CME and IIS recorded marginal declines in their
shares (Chart VI.28).

2.12 Housing Finance Companies (HFCs)

VI.37 In India, housing finance companies
(HFCs) have about one-third of the market share
in housing finance (second only to SCBs). After

Chart VI.27: CRAR of NBFCs

a. NBFCs, by Category
o
oo) Aol o~ R <] N
307 © © © © RN &N
< — N & N i <
N ] (] B o
254 Q N
—
204 <
=
]
o
S 154
s}
=%
10
54
0 T T T
Mar-20 Mar-21 Mar-22 Mar-23
s NBFCs-ND-SI NBFCs-D
s NBFC Sector Stipulated Norm

b. NBFCs-ND-SI, by Classification

35 1

28.4
31.7
31.7

27.7

29.0

Per cent

Icc NBFC-IDF IFC

NBFC-MFI
= Mar-23

Overall

= Mar-21 Mar-22

Note: Data are provisional.
Source: Supervisory Returns, RBI.

131



Report on Trend and Progress of Banking in India 2022-23

Chart VI.28: Exposure to Sensitive Sectors
(At end-March)
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Chart VI.29: Credit to Housing Sector by HFCs and SCBs
(At end-March)
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the Reserve Bank assumed the role of regulator
of HFCs effective from August 2019, initiatives
have been undertaken to harmonise regulations
between HFCs and NBFCs, with glide paths
provided for existing HFCs to comply with the
principal business criteria'?, net owned fund
(NOF) requirements, and maintenance of liquidity
coverage ratio (LCR) and capital adequacy ratio
(CRAR).

VI.38 At end-March 2023, 72 per cent of
HFCs’ outstanding credit was in the form of
housingloans. HFCs’ credit growth to the housing
sector accelerated in 2022-23 due to the post-
COVID shift in preference for homeownership,
government initiatives to promote affordable
tax  incentives

housing, and  attractive

(Chart VI.29).

VI.39 At end-March 2023, 97 HFCs held CoRs
under section 29A of the NHB Act, 1987 of which
15 were deposit taking entities. Six of the latter

need to obtain prior written permission from
the NHB before accepting public deposits. Non-
government public limited companies dominate
the segment, with a share of around 95 per cent
(Table VI.8).

Table VI.8: Ownership Pattern of HFCs
(At end- March)

(X crore)
Type 2022 2023
Number Asset Size Number Asset Size
1 2 3 4 5
A. Government 1 80,939 1 83,054
Companies
B. Non-Government 94 14,46,022 96 16,04,245
Companies (1+2)
1. Public Ltd. 73  14,39,592 74 15,995,917
Companies
2. Private Ltd. 21 6,430 22 8,328
Companies
Total (A+B) 95 15,26,961 97 16,87,300

Notes: Data are provisional.
Source: NHB.

> HFCs are required to gradually attain minimum percentages of total assets towards housing finance and total assets towards
housing finance for individuals of 60 per cent and 50 per cent, respectively, by March 31, 2024.
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2.12.1. Balance Sheet

VI1.40 The consolidated balance sheet of HFCs
expanded by 10.5 per cent in 2022-23, reflecting
growth in loans and advances and investments.
On the liabilities side, debentures and bank
borrowings contributed to balance sheet growth.
The rise in share capital and reserves and
surplus also reflected the requirement for HFCs
to maintain ¥20 crore as minimum NOF by
March 31, 2023 (Table VI.9).

2.12.2. Resource Profile of HFCs

VI.41 Debentures and borrowings from banks
together constituted 69 per cent of the total
resources mobilised by HFCs at end-March 2023.
Their shares rose during the year (Chart VI.30).

NON-BANKING FINANCIAL INSTITUTIONS

Chart VI.30: Resources Mobilised by HFCs
(At end-March)
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Table VI.9: Consolidated Balance Sheet of HFCs
(At end- March)

(Amount in ¥ crore)

Items 2021 2022 2023 Percentage variation
2022 2023
1 2 3 4 5 6
1  Share Capital 37,696 40,357 42,773 7.1 6.0
2 Reserves and Surplus 1,70,359 2,24,698 2,565,168 31.9 13.6
3 Public Deposits 1,26,691 1,25,236 1,385,183 -1.1 7.9
4  Debentures 3,97,816 3,566,320 4,47,163 -10.4 25.5
5 Bank Borrowings 3.,29,835 3.74,803 4,18,501 13.6 11.7
6  Borrowings from NHB 67,341 59,551 67,267 -11.6 13.0
7  Inter-Corporate Borrowings 19,182 1,24,969 76,516 551.5 -38.8
8 Commercial Paper 54,554 50,216 61,847 -8.0 23.2
9 Borrowings from Government*** 19,313 2,587 431 -86.6 -83.3
10  Subordinated Debts 19,168 15,363 14,401 -19.9 -6.3
11  Other Borrowings 1,31,818 71,410 40,565 -45.8 -43.2
12 Current Liabilities 8,100 28,922 28,439 257.0 -1.7
13  Provisions 64,303 33,793 30,794 -47.4 -8.9
14  Other* 36,686 18,738 68,253 -48.9 264.3
15 Total Liabilities/Assets 14,82,863 15,26,961 16,87,300 3.0 10.5
16 Loans and Advances 12,77,653 13,28,070 14,57,842 3.9 9.8
17 Hire Purchase and Lease Assets 10 20 - 106.5 -100.0
18 Investments 1,29,961 1,04,625 1,41,089 -19.5 34.9
19  Cash and Bank Balances 36,864 39,968 27,695 8.4 -30.7
20 Other Assets** 38,375 54,277 60,673 41.4 11.8

*Includes deferred tax liabilities and other liabilities.

**Includes tangible & intangible assets, other assets, and deferred tax asset.

*** Includes borrowings from Foreign Government also.
Note: Data are provisional.
Source: NHB.
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Chart VI.31: Public Deposits with HFCs
(At end-March)
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VI.42 Public deposits, another important

source of funding, turned around in 2022-23
after declining in the previous year (Chart VI.31).

VI1.43 Deposits with HFCs in 2022-23 were
concentrated in the 6-9 per cent interest rate

bracket, with moderation in the share of deposits
below 6 per cent (Chart VI.32a). Maturity-wise,
the maximum share of deposits was in the tenure
of 1 to 5 years (Chart VI.32b).

2.12.3. Financial Performance

VI1.44 The consolidated income of HFCs grew
in 2022-23 on account of both fund income
and fee income. Expenditure growth trailed
income expansion, resulting in a decline in the
cost to income ratio. The overall profitability
of the sector rose above pre-COVID level'®
(Table VI.10).

2.12.4. Soundness Indicators

VI1.45 The asset quality of HFCs improved
considerably in 2022-23. Both GNPA and
NNPA ratios declined by end-March 2023 with
higher collections under the Securitisation
and Reconstruction of Financial Assets and
Enforcement of Securities Interest (SARFAESI)
Act and Dbetter
(Chart VI.33).

recovery more generally

Chart VI.32: Distribution of HFCs’ Public Deposits

(At end-March)
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13 For FY 2018-19.
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Table VI.10: Financial Parameters of HFCs
(At end-March)

(X crore)
2020-21 2021-22 2022-23 Percentage Variation

2021-22 2022-23

1 2 3 4 ) 6

Total Income* 1,29,472 1,25,425 1,55,197 -3.1 23.7

1. Fund Income 1,27,924 1,22,998 1,45,086 -3.9 18.0

2. Fee Income 1,537 1,376 1,950 -10.5 41.8

Total Expenditure** 98,965 1,00,264 1,14,841 1.3 14.5

1. Financial Expenditure 79,392 74,467 87,425 -6.2 17.4

2. Operating Expenditure 19,199 10,638 13,963 -44.6 31.3

Tax Provision 13,135 4,766 1,798 -63.7 -62.3

Net Profit (PAT) 210 20,395 28,692 - 40.7

Total Assets 14,82,863 15,26,961 16,87,300 3.0 10.5
Cost to Income Ratio (Total Exp./Total Income) 76.4 79.9 74.0
Return on Assets (RoA) (PAT/Total Assets) 0.0 1.3 1.7

* Total income also comprises income from non-financial business.
** Total expenditure also comprises depreciation/provisions.

Note: Data are provisional.

Source: NHB.

VI.46 To sum up, HFCs recorded improved
asset quality, better profitability and high
growth in credit disbursement in 2022-23.
Going forward, the government's emphasis on
affordable housing, favourable demographics
and rising urbanisation are expected to support
housing demand. HFCs are likely to play a
significant role in this regard. Some HFCs have

Chart VI.33: HFCs’ GNPA and NNPA Ratios
(At end-March)
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successfully operationalised co-lending models
(CLM) with banks for housing as well as MSME
loans. The inclusion of five HFCs in the upper
layer by the Reserve Bank for the year 2023-24 in
its scale -based regulatory framework highlights
the systemic importance of HFCs in the Indian
financial landscape.

3. All India Financial Institutions

VI1.47 At end-March 2023, five AIFIs namely,
the National Bank for Agriculture and Rural
Development (NABARD); the Export-Import
Bank of India (EXIM Bank); the Small Industries
Development Bank of India (SIDBI); the National
Housing Bank (NHB); and National Bank for
Financing Infrastructure and Development
(NaBFID) were registered with the Reserve
Bank. These FIs facilitate long-term financing
for a range of sectors and activities. NABARD
is a development bank which aims to promote
sustainable and equitable agriculture and rural
development. SIDBI acts as the principal FI for
promotion, financing and development of MSMEs

as well as of institutions engaged in similar
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activities. NHB operates as the primary FI for
promoting housing finance institutions at local
and regional levels while providing financial and
other support to such institutions. EXIM Bank
provides financial assistance to exporters and
importers with a view of promoting the country’s
international trade. NaBFID is a specialised FI
focused on addressing the long-term financing
needs of the infrastructure sector in India.

3.1. AIFIs’ Operations'*

VI1.48 Financial assistance sanctioned and
disbursed by AIFIs saw healthy growth during
2022-23 primarily on account of SIDBI, which
scaled up its operation to support the credit
needs of the MSME sector. Total disbursements
of AIFIs as a proportion of sanctions declined
in 2022-23, however (Table VI.11 and Appendix
VI1.7).

3.2. Balance Sheet

VI.49 The growth in the consolidated balance
sheet of AIFIs accelerated from 15.9 per cent

Table VI.11: Financial Assistance Sanctioned
and Disbursed by AIFIs

(X crore)
Institutions Sanctions Disbursements
2021-22 2022-23 2021-22 2022-23
1 2 3 4 5
EXIM Bank 68,863 79,765 56,189 68,787
NABARD 3,80,396  3,84,319 3,78,387 3,64,832
NHB 30,507 36,137 25,990 30,372
SIDBI 1,48,550 2,88,137 1,46,402 2,80,787
NaBFID - 18,561 - 10,045
Total 6,28,316 8,06,919 6,06,968 7,54,823

Note: Data are provisional.
Source: Respective Financial Institutions.

in 2021-22 to 19.8 per cent in 2022-23. On
the assets side, this was driven by loans and
advances. More than half of this expansion was
due to loans by SIDBI, followed by NABARD.
Aggregate investments by AIFIs declined due to
lower investments by NABARD. On the liabilities
side, borrowings grew sharply (58.5 per cent) in
2022-23, despite a high base. More than 80 per
cent of this expansion was on account of SIDBI
due to the enhancement in its borrowing limit
(Table VI.12).

Table VI.12: AIFIs’ Balance Sheet
(At end-March)

(X crore)
2021 2022 2023 Percentage variation
2021-22 2022-23

1 2 3 4 5 6
1. Capital 32,221 55,008 55,008 70.7 0.0
2. Reserves 71,025 86,658 99,638 22.0 15.0
3. Bonds & Debentures 3,10,340 3,40,616 3,62,319 9.8 6.4
4. Deposits 4,12,001 4,36,057 4,94,762 5.8 13.5
5. Borrowings 1,87,907 2,59,406 4,11,114 38.0 58.5
6. Other Liabilities 62,023 68,615 70,229 10.6 2.4
Total Liabilities / Assets 10,75,517 12,46,359 14,93,070 15.9 19.8
1. Cash & Bank Balances 34,595 43,370 46,041 25.4 6.2
2. Investments 79,275 1,16,334 1,00,427 46.7 -13.7
3. Loans & Advances 9,44,318 10,69,116 13,17,700 13.2 2313
4. Bills Discounted /Rediscounted 1,410 3,058 5,290 116.9 73.0
5. Fixed Assets 1,273 1,268 1,260 -0.4 -0.6
6. Other Assets 14,646 13,212 22,353 -9.8 69.2

Notes: 1. NaBFID started submitting supervisory data from 2022 onwards.
2. End-June for NHB.
3. Data are provisional.

Source: Respective Financial Institutions.

4 The financial year for EXIM Bank, SIDBI, NABARD and NaBFID runs from April to March, while for NHB, it is from July to June.
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Table VI.13: Resources Mobilised by
AIFIs in 2022-23

(% crore)

Institution Total Resources Raised Total
Outstand-
Long- Short- Foreign Total ing

Term Term Currency
1 2 3 4 B 6
EXIM Bank 6,630 39,397 28,479 74,506 1,28,423
NABARD 1,16,606 2,11,774 0 3,28,380 6,70,971
NHB* 22,478 7,684 (0] 30,162 84,422
SIDBI** 1,10,179 1,49,148 0 2,559,327 3,65,694
NaBFID - - (0] - -
Total 2,55,893 4,08,003 28,479 6,92,375 12,49,510

* Short-term resources figure represents the borrowing through
transactions in the overnight triparty repo dealing and settlement
(TREPS) on a roll-over basis (gross amount on roll-over basis).

** Short-Term under Total Resources Raised also include Short Term
Loans from Banks.

Notes: Long-term rupee resources comprise borrowings by way of

bonds/debentures; while short-term resources comprise CPs, term

deposits, ICDs, CDs and borrowings from the term money market.

Foreign currency resources largely comprise of borrowings by issuing

of bonds in the international market.

Source: Respective Financial Institutions.

VI.50 Total resources raised by all the
AIFIs, except NABARD, increased in 2022-
23. Nonetheless, NABARD, the largest AIFI by
asset size, accounted for almost half of the total
resources raised, followed by SIDBI. AIFIs’
reliance on short-term funds has been gradually
inching upwards, constituting about 59 per cent
of the total resources mobilised by end-March
2023.The share of long-term funds is declining,
EXIM Bank was the lone AIFIs to raise foreign
currency resources (Table VI.13).

VI.51 Resources raised by AIFIs from the
money market recorded rapid growth, driven
by CP issuances by SIDBI. NABARD and SIDBI
together accounted for around 90 per cent of the
total resources raised by AIFIs from the money
market. AIFIs can mobilise resources within the
overall umbrella limit linked to their net owned
funds (NOF). As per their latest audited balance
sheet, the utilisation under this limit declined in
2022-23 (Table VI.14).
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Table VI.14: Resources Raised by AIFIs from
the Money Market

(X crore)

2021-22 2022-23 Percentage

Variation

1 2 3 4

A.Total 1,01,099 1,53,255 51.6

i) Term Deposits 8,648 8,709 0.7

ii) Term Money 1,987 1,942 -2.3

iii) Inter-corporate Deposits = = =

iv) Certificate of Deposits 38,170 49,560 29.8

v) Commercial Paper 52,294 93,044 77.9
Memo:

B. Umbrella Limit ™ 1,32,241 2,15,631 63.1

C. Utilisation of Umbrella limit 76.5 71.1 -

(A as percentage of B)

~: post adoption of accounts by the Board
Notes: 1. The umbrella limit is applicable for five instruments— term
deposits; term money borrowings; certificates of deposits
(CDs); commercial paper (CPs); and inter-corporate deposits.
2. End-June for NHB.
Source: Respective Financial Institutions.

3.3. Sources and Uses of Funds

VI.52 Funds raised and deployed by AIFIs
declined in 2022-23. Internal funds, the dominant
source, fell in 2022-23 while external funds grew
strongly, led by SIDBI. Fresh deployment by AIFIs
almost doubled from the levels a year ago, driven
by SIDBI (Table VI.15).

Table VI.15: AIFIs’ Sources and Deployment

of Funds

(X crore)

Items 2021-22  2022-23 Percentage
variation

1 2 3 4
A.Sources of Funds (i+ii+iii) 59,10,95057,92,482 -2.0
i. Internal 46,08,972 34,74,360 -24.6
ii. External 12,31,854 22,48,393 82.5
iii. Others@ 70,125 69,729 -0.6
B. Deployment of Funds (i+ii+iii) 59,05,271 57,80,057 -2.1
i. Fresh Deployment 8,60,062 15,33,678 78.3
ii. Repaymentof Past Borrowings 34,42,379 35,62,866 3.5
iii. Other Deployment 16,02,830 6,83,512 -57.4
of which: Interest Payments 39,590 52,845 3315

@: Includes cash and balances with banks and the Reserve Bank of
India

Note: Data are provisional.

Source: Respective Financial Institutions.
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Chart VI.34: Weighted Average Cost and Maturity of Rupee Resources Raised by AIFIs
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3.4. Maturity Profile and Cost of Borrowings

VI1.53 The gradual
conditions led to a rise in the weighted average

tightening of financial

cost (WAC) of rupee resources raised by all AIFIs,
except for NHB, which had the highest weighted
average maturity of rupee resources (Chart
VI1.34). Long-term prime lending rates (PLR)
increased for all AIFIs (Chart VI.35).

Chart VI.35: Long-term PLR Structure of Select AIFIs
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Note: 1. EXIM Bank is using long-term minimum lending rate based
on the base rate.
2. Not applicable for NABARD.
3. Data are provisional.
Source: Respective Financial Institutions.
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3.5. Financial Performance

VI.54 Income of AIFIs rebounded in 2022-
23, driven up by interest income. Non-interest
income of AIFIs, however, declined further
due to contraction on account of NHB. Interest
expenditure grew at a strong pace, mainly owing to
SIDBI. Operating expenses, however, contracted
on account of NABARD. Both operating profit
and net profit of AIFIs recorded strong growth

during 2022-23 (Table VI.16).

VI.55
operating profit as a per cent of average working
funds improved for all AIFIs, except for NABARD
(Table VI.17).

During 2022-23, interest income and

VI.56 Profitability as indicated by return on
assets (RoA) improved for EXIM Bank and SIDBI
in 2022-23. Capital adequacy (CRAR) moderated
for all AIFIs, except for NABARD. However, all
AIFIs continue to maintain CRAR above the
regulatory requirement (Chart VI.36).

3.6. Soundness Indicators

VI.57 All AlFIs, barring EXIM Bank, reported
zero net NPA (NNPA) ratios in 2022-23 on account
of provisioning. Almost all assets of AIFIs were



Table VI.16: Financial Performance of AIFIs

(X crore)

2020-21 2021-22 2022-23 Percentage

Variation

2021-22 2022-23

1 2 8] 4 B 6
A) Income 59,291 59,144 75,411 -0.2 27.5
a) Interest 57,697 57,665 73,982 0.1 28.3
Income
b) Non-Interest 1,694 1,479 1,429 -12.7 -3.4
Income
B) Expenditure 42,913 43,674 56,679 1.8 29.8
a) Interest 39,829 40,281 53,353 1.1 32.5
Expenditure
b) Operating 3,084 3,393 3,326 10.0 -2.0
Expenses
of which
Wage Bill 2,203 2,269 1,997 3.0 -12.0
C) Provisions for 2,410 4,064 3,230 68.7 -20.5
Taxation
D) Profit
Operating Profit 16,378 15,471 18,732 -5.5 21.1
(PBT)
Net Profit (PAT) 7,635 9,817 12,568 28.6 28.0

Note: Data are provisional.
Source: Respective Financial Institutions.

standard assets, except for EXIM Bank, for which
the ratio of standard assets stood at 96 per cent
of total advances (Chart VI.37).

VI.58 The Bank
directions for prudential regulation of AIFIs,

Reserve issued master

extending the application of Basel III capital
framework to them. These directions also

Table VI.17: AIFIs’ Select Financial

Parameters
As a per cent of Average Working Funds Net Profit per
Employee
Interest Non-interest ~ Operating (% crore)
Income Income Profit
2022 2023 2022 2023 2022 2023 2022 2023
1 2 3 4 5 6 7 8 9
EXIM 6.3 7.8 03 0.4 2.5 2.6 2.2 4.3
Bank
NABARD 5.5 54 0.02 0.03 1.2 1.0 1.6 1.7
NHB 5.1 56 0.6 0.2 1.9 2.0 119 6.3
SIDBI 4.3 54 0.2 0.2 1.3 1.6 2.0 3.2
NaBFID - 5.3 - 0.02 - 5.2 - 233

Note: Data are provisional.
Source: Respective Financial Institutions.
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Chart VI.36:Select Financial Parameters of AIFIs
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consolidate and modify exposure norms,

significant investments, classification, valuation
and operation of investment portfolio norms
and resource raising norms. These directions
were issued in September 2023 and will become
applicable from April 1, 2024.

Chart VI.37: Asset Classification and NNPA Ratio of AIFIs
(At end-March 2023)
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4. Primary Dealers

VI.59 As on March 31, 2023, there were 21
Primary Dealers (PDs) — of which 14 function
departmentally as bank PDs and 7 as Standalone
PDs (SPDs), registered as NBFCs under Section
45 IA of the RBI Act, 1934.

4.1 Operations and Performance of PDs

VI.60 PDsaremandated tounderwriteissuances
of government-dated securities and participate
in primary auctions. They are also mandated to
achieve a minimum success ratio (bids accepted
as a proportion to bidding commitments) of 40
per cent in primary auctions of T-bills and Cash
Management Bills (CMBs), assessed on a half-
yearly basis. In 2022-23, all PDs achieved their
minimum bidding commitments, subscribing
to 68.9 per cent of the total quantum of T-Bills
issued during the year, as compared with 76.9
per cent achieved in the previous year. In 2023-
24 (till September 2023), the share of PDs stood
at 67.9 per cent in the total allotment in T-Bills.
PDs’ share of allotment in the primary issuance
of dated securities rose to 56.6 per cent in 2022-
23 from 47.3 per cent in the previous year. This
increased further to 60.9 per cent of the notified
amount in H1:2023-24 (Table VI.18).

VI.61 Partial devolvement on PDs took place on
eightinstances amountingto¥23,053 crore during
2022-23 as against 17 instances amounting to
97,938 crore in 2021-22. No devolvement has
taken place in 2023-24 (up to September 30,
2023). The underwriting commission paid to PDs
(exclusive of GST) during 2022-23 fell to ¥91.1
crore from ¥412.7 crore in the previous year;
it was ¥23.8 crore in H1:2023-24. The average
rate of underwriting commission decreased from
%3.89 paiseR100 in 2021-22 to %0.76 paise in
2022-23, and to %0.32 paise in 2023-24 (up to
September 2023) (Chart VI.38).
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Table VI.18: Performance of PDs in the
Primary Market

(Amount in % crore)

Items 2020-21 2021-22 2022-23 H1:2023-24

1 2 3 4 5

Treasury Bills and CMBs

(a) Bidding 17,35,783 15,37,735 16,27,045 8,33,560
Commitment

(b) Actual Bids 49,05,302 37,21,906 36,47,564 18,21,010
Submitted

(c) Bids Accepted 10,24,732 9,59,380 9,74,028 4,94,558

(d) Success Ratio 59.0 62.4 59.9 59.3
(c) / (a) (in Per
cent)

(e) Share of PDs in 68.9 76.9 68.9 67.9
Total Allotment
(in Per cent)

Central Government Dated Securities

(f) Notified Amount 12,85,000 10,80,000 14,37,000 8,88,000

(g) Actual Bids 24,54,253 22,22,924 25,55,668 16,71,715
Submitted

(h) Bids of PDs 6,80,763 5,33,201 8,03,600 5,40,804
Accepted

(i) Share of PDs 49.7 47.3 56.6 60.9
(h)/(f) (in per
cent) *

*Calculated with respect to the total issued amount
Source: Returns filed by PDs.

VI.62 The guidelines on minimum turnover
to be achieved by PDs in the secondary market

Chart VI 38: Average Rate of Underwriting
Commission of PDs
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were reviewed during the year. With effect from
April 01, 2022 the turnover targets have been
fixed as a specific percentage of the average of the
previous 3 years’ overall outright market turnover
in G-secs and T-bills, taken on an aggregate
basis. The targets for 2022-23 were fixed at one
per cent. All the PDs individually achieved the
minimum stipulated annual turnover ratio. The
targets for 2023-24 have been fixed at 1.5 per
cent.

4.2 Performance of Standalone PDs

VI.63 The turnover of SPDs increased in both
outright and repo segments, resulting in an
increase of their overall share in secondary
market turnover (Table VI.19).

4.3 Sources and Application of SPDs’ Funds

VI.64 Funds mobilised by SPDs rose by 44.4
per cent on a year-on-year basis in 2022-23.
Borrowings remained the major source of their
funding, accounting for 90.3 per cent of the total
sources of funds. Both secured and unsecured
loans increased during this period. The largest
share of assets for SPDs was in the form of

NON-BANKING FINANCIAL INSTITUTIONS

Table VI.19: Performance of SPDs in the G-secs
Secondary Market

(Amount in X crore)

Items 2020-21 2021-22 2022-23 H1:2023-24
1 2 3 4 5
Outright

Turnover of 24,71,523 25,91,788 36,02,796 28,30,564
SPDs

Market 1,00,32,187 87,98,428 1,01,21,207 72,53,900
Turnover

Share of SPDs 24.6 29.5 35.6 39.0
(Per cent)

Repo

Turnover of 90,75,360 95,60,700 1,32,57,623 97,022,961
SPDs

Market 2,27,70,547 2,55,25,641 3,40,48,195 2,01,24,528
Turnover

Share of SPDs 39.9 37.5 38.9 48.2
(Per cent)

Total (Outright

+ Repo)

Turnover of 1,15,46,883 1,21,52,488 1,68,60,419 1,25,33,525
SPDs

Market 3,28,02,734 3,43,24,069 4,41,69,402 2,73,78,427
Turnover

Share of SPDs 35.2 35.4 38.2 45.8

(Per cent)

Note: Total Turnover for Market Participants / Standalone PDs includes
Outright and Repo 1st Leg settlement volumes.
Source: CCIL.

current assets which increased by 46.3 per cent

during the year under review (Table VI.20).

Table VI.20: Sources and Application of SPDs Funds

(Amount in X crore)

Items 2020-21 2021-22 2022-23 H1:2023-24 Percentage variation
2022-23 over 2021-22
1 2 3 4 B 6
Sources of Funds 71,986 86,669 1,25,158 1,22,800 44.4
1. Capital 1,849 1,849 2,368 2,368 28.0
2. Reserves and Surplus 7,011 7,425 9,716 10,443 30.9
3. Loans (a+b)* 63,127 77,394 1,13,074 1,09,990 46.1
(a) Secured 50,374 61,188 96,432 88,524 57.6
(b) Unsecured 12,752 16,207 16,643 21,465 2.7
Application of Funds 71,986 86,669 1,25,158 1,22,800 44.4
1. Fixed Assets 44 71 91 111 29.1
2. HTM Investments (a+b) 154 2,870 6,273 6,086 118.5
(a) Government Securities 0 2,688 6,082 5,895 126.3
(b) Others 154 182 191 191 4.7
3. Current Assets 72,389 80,841 1,18,283 1,12,198 46.3
4. Loans and Advances 1,986 7,048 4,935 11,071 -29.9
5. Current Liabilities 2,616 4,118 4,367 6,517 6.06
6. Deferred Tax B33 -35 -50 -142 43.7

Note: *Outstanding borrowing of SPDs.
Source: Returns submitted by SPDs.
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Table VI.21: Financial Performance of SPDs

(Amount in T crore)

Items 2020-21 2021-22 2022-23 HI1:2023-24 Variation 2022-23 over 2021-22
Amount Per cent
1 2 3 4 5 6 7
A. Income (i to iii) 5,386 4,002 5,379 4,901 1,377 34.4
(i) Interest and Discount 4,173 4,139 5,816 4,451 1,677 40.5
(ii) Trading Profits 1,008 -244 -497 429 -254 104.1
(iii) Other Income 205 107 61 21 -46 -43.2
B. Expenses (i to ii) 2,493 2,622 5,070 4,067 2,448 93.4
(i) Interest 2,130 2,238 4,664 3,822 2,425 108.4
(ii) Other Expenses including Establishment and 364 384 407 245 23 6.0

Administrative Costs

C. Profit Before Tax 2,582 1,253 476 1,082 -777 -62.0
D. Profit After Tax 1,938 937 333 800 -604 -64.4

Note: Figures may not add up due to rounding-off.
Source: Returns submitted by PDs

4.4 Financial Performance of SPDs

VI.65 SPDs’ profit after tax decreased in 2022-
23 on account of lower trading profits and an
increase in interest expenses (Table VI.21). As
a result, SPDs’ return on net worth fell during
the year. Their profit after tax and return on
net worth, however, increased in H1: 2023-24
(Table VI 22 and Appendix Table VI.8).

VI.66 The combined CRAR for all SPDs
remained above the mandated 15 per cent,
although it fell slightly in 2022-23 on account of
an increase in their risk weighted assets vis-a-vis
their net capital funds (Chart VI.39 and Appendix
Table VI.9).

Table VI.22: SPDs’ Financial Indicators

(Amount in ¥ crore)

Indicators 2020-21 2021-22 2022-23 HI1:2023-24
1 2 3 4 B
(i) Net Profit 1,938 937 333 800
(ii) Average Assets 77,357 79,085 1,01,641 1,37,851
(iii) Return on Average 2.6 1.2 0.2 0.50
Assets (Per cent)
(iv) Return on Net
Worth (Per cent) 26.0 11.6 3.5 6.4
(v) Cost to Income 112 218 56.8 22.7

Ratio (Per cent)

Source: Returns submitted by PDs
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Chart VI.39: Capital and Risk Weighted Asset
Position of SPDs
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5. Overall Assessment

VI.67 Over the years, NBFCs have consolidated
their position in the Indian financial sector
by delivering credit and financial products
to unbanked and underserved areas. NBFCs
are steadily expanding their MSMEs portfolio,
thereby addressing the credit requirements
of the sector more actively and contributing to
overall financial inclusion and economic growth.
NBFCs’ double digit credit growth was driven by



unsecured loans which grew more than twice as
fast as secured loans. In this regard, the Reserve
Bank, as part of a calibrated and targeted
macroprudential measure, has increased the
risk weights on select retail loans by NBFCs
and on SCBs’ credit to NBFCs, which is pre-
emptive in nature and in the interest of overall
sustainability. NBFCs remain well capitalised
with CRAR well above the regulatory requirement.
With the implementation of SBR, there is a need
for further enhancing governance and internal
audit standards of NBFCs.
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VI.68 HFCs’ in 2022-
23 mainly due to a post-pandemic shift in

credit accelerated

preference for home ownership. AIFIs recorded
strong growth
line with the Reserve Bank’s endeavour to

in loans and advances. In
ensure smooth completion of the government
borrowing programme, all PDs achieved more
than their minimum bidding commitments in
2022-23 and individually achieved the minimum
stipulated annual secondary market turnover
ratios.
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