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Section |
Introduction

Chapter |

Preliminary

1. Short Title and Commencement and applicability of the Directions

1.1. These directions shall be called the Non-Banking Financial Company —Housing

Finance Company (Reserve Bank) Directions, 2021.

1.2. These directions shall come into force with immediate effect.

2. Applicability

2.1. Unless otherwise directed by the Bank, these directions except directions

contained in Chapter Xll shall be applicable to every Housing Finance Company
(HFC) registered under Section 29 A of the NHB Act, 1987.
2.2. The directions contained in Chapter Xll shall be applicable to every auditor of an
HFC.
3. Applicability of directions

3.1. The following directions, as further detailed in the Annex | shall apply mutatis

mutandis to all HFCs:

3.1.1.

3.1.2.

Guidelines on Liquidity Risk Management Framework: All non-deposit
taking HFCs with asset size of 100 crore and above and all deposit taking
HFCs (irrespective of asset size) shall pursue liquidity risk management,
which inter alia should cover adherence to gap limits, making use of liquidity
risk monitoring tools and adoption of stock approach to liquidity risk. It will be
the responsibility of the Board of each HFC to ensure that the guidelines are
adhered to. The internal controls required to be put in place by HFCs as per
these guidelines shall be subject to supervisory review.

Guidelines on Maintenance of Liquidity Coverage Ratio (LCR): HFCs
shall maintain a liquidity buffer in terms of LCR, which will promote resilience
of HFCs to potential liquidity disruptions by ensuring that they have sufficient
High Quality Liquid Asset (HQLA) to survive any acute liquidity stress scenario



3.1.3.

3.1.4.

3.1.5.

3.1.6.

lasting for 30 days. Guidelines on LCR will be applicable to HFCs as per the

following timeline:

i) All non-deposit taking HFCs with asset size of ¥10,000 crore & above, and

all deposit taking HFCs irrespective of their asset size:

From December |December|December| December | December
01, 2021 01, 2022 | 01,2023 | 01,2024 | 01, 2025
'Ii"(';”ém“m 50% 60% 70% 85% 100%

ii) All non-deposit taking HFCs with asset size of 5,000 crore and above, but
less than 210,000 crore:

From December |December| December | December| December
01, 2021 01,2022 | 01,2023 | 01,2024 | 01, 2025
'Ii"(';”ém“m 30% 50% 60% 85% 100%

Loans against security of shares: HFCs lending against the collateral of
listed shares shall maintain a Loan to Value (LTV) ratio of 50% for loans
granted against the collateral of shares. Any shortfall in the maintenance of
the 50% LTV occurring on account of movement in the share price shall be
made good within seven working days.

Loans against security of single product - gold jewellery: HFCs shall
maintain a Loan-to-Value (LTV) Ratio not exceeding 75 per cent for loans
granted against the collateral of gold jewellery, and shall put in place a Board
approved policy for lending against gold.

Guidelines on Securitization Transactions and reset of Credit
Enhancement: HFCs shall carry out securitization of standard assets and
transfer of assets through direct assignment of cash flows and the underlying
securities. In doing so, HFCs, among other things, shall conform to the
minimum holding period (MHP) and minimum retention requirement (MRR)
standards.

Managing Risks and Code of Conduct in Outsourcing of Financial
Services: It is imperative for HFCs outsourcing their activities that they

ensure sound and responsive risk management practices for effective



oversight, due diligence and management of risks arising from such
outsourced activities.

3.1.7. Implementation of Indian Accounting Standards: HFCs shall maintain a
prudential floor in respect of impairment allowances and follow instructions
on regulatory capital.

3.1.8. Master Direction - Know Your Customer (KYC) Direction, 2016, as

amended from time to time.

3.1.9. Master Direction - Monitoring of Frauds in NBFCs (Reserve Bank)

Directions, 2016, as amended from time to time.

The guidelines contained in this master direction is applicable to all HFCs
irrespective of asset size.

3.1.10. Master Direction - Information Technology Framework for the NBFC

Sector dated June 08, 2017, as amended from time to time.

3.2. Any other directions/ guidelines issued by any other Department of the Bank, as

applicable to an HFC shall be adhered to.
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Chapter Il

Definitions

4. Definition

4.1. For the purpose of these directions, unless the context otherwise requires:

41.1.
41.2.

4.1.3.

41.4.

4.1.5.

4.1.6.

41.7.

4.1.8.

4.1.9.

"Act" means the Reserve Bank of India Act, 1934 (Act 2 of 1934).

"Bank" means the Reserve Bank of India constituted under Section 3 of the
Reserve Bank of India Act, 1934.

“‘Banking Company” means a banking company as defined in Section 5 (c)
of the Banking Regulation Act, 1949 (Act 10 of 1949).

“Break-up value” means the equity capital and reserves as reduced by
intangible assets and revaluation reserves, divided by the number of equity
shares of the investee company.

“Carrying cost” means book value of the assets and interest accrued
thereon but not received.

“‘Company” means a company registered under Section 3 of the Companies
Act, 1956 (Act 1 of 1956) or the corresponding provision under Companies
Act, 2013 (Act 18 of 2013).

“Companies in the group” shall mean an arrangement involving two or more
entities related to each other through any of the following relationships:
subsidiary — parent (defined in terms of AS 21), joint venture (defined in
terms of AS 27), associate (defined in terms of AS 23), promoter — promotee
(as provided in the SEBI (Acquisition of Shares and Takeover) Regulations,
1997) for listed companies, a related party (defined in terms of AS 18),
common brand name, and investment in equity shares of 20 per cent and
above.

“Conduct of business regulations” means the directions issued by the Bank
from time to time on Fair Practices Code and Know Your Customer.
"Control" shall have the same meaning as assigned to it under clause (e) of
sub-regulation (1) of regulation 2 of Securities and Exchange Board of India

(Substantial Acquisition of Shares and Takeovers) Regulations, 2011.



4.1.10.

41.11.

4.1.12.

41.13.

4.1.14.

4.1.15.

4.1.16.

“Current investment” means an investment which is by its nature readily

realizable and is intended to be held for not more than one year from the

date on which such investment is made.

“Customer interface” means interaction between the HFC and its customers

while carrying on its business.

“‘Depositor" means any person who has made a deposit with a company; or

an heir, legal representative, administrator or assignee of the depositor;

“Earning value” means the value of an equity share computed by taking the

average of profits after tax as reduced by the preference dividend and

adjusted for extra-ordinary and non-recurring items, for the immediately

preceding three years and further divided by the number of equity shares of

the investee company and capitalized at the following rate:

a. in case of predominantly manufacturing company, eight per cent;

b. in case of predominantly trading company, ten per cent; and

c. in case of any other company, including non-banking financial company/
housing finance company, twelve per cent;

Note: If, an investee company is a loss-making company, the earning value

will be taken at zero.

‘Fair value” means the arithmetic mean of the earning value and the

breakup value.

"Free reserves" means the aggregate of the balance in the share premium

account, capital and debenture redemption reserves and any other reserve

shown or published in the balance sheet of a company and created through

an allocation of profits not being a reserve created for repayment of any

future liability or for depreciation in assets or for bad debts or a reserve

created by revaluation of the assets of the company.

“‘Housing Finance” shall mean financing, for purchase/ construction/

reconstruction/ renovation/ repairs of residential dwelling units, which

includes:

a. Loans to individuals or group of individuals including co-operative

societies for construction/ purchase of new dwelling units.
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K.

Loans to individuals or group of individuals for purchase of old dwelling
units.

Loans to individuals or group of individuals for purchasing old/ new
dwelling units by mortgaging existing dwelling units.

Loans to individuals for purchase of plots for construction of residential
dwelling units provided a declaration is obtained from the borrower that
he intends to construct a house on the plot within a period of three years
from the date of availing of the loan.

Loans to individuals or group of individuals for renovation/ reconstruction
of existing dwelling units.

Lending to public agencies including state housing boards for
construction of residential dwelling units.

Loans to corporates/ Government agencies for employee housing.
Loans for construction of educational, health, social, cultural or other
institutions/ centres, which are part of housing projects and which are
necessary for the development of settlements or townships (see note
below).

Loans for construction meant for improving the conditions in slum areas,
for which credit may be extended directly to the slum-dwellers on the
guarantee of the Central Government, or indirectly to them through the
State Governments.

Loans given for slum improvement schemes to be implemented by Slum
Clearance Boards and other public agencies.

Lending to builders for construction of residential dwelling units.

All other loans including those given for furnishing dwelling units, loans

given against mortgage of property for any purpose other than buying/

construction of a new dwelling unit/s or renovation of the existing dwelling

unit/s as mentioned above, will be treated as non-housing loans and will not

be falling under the definition of “Housing Finance”.

Note: Integrated housing project comprising some commercial spaces (e.g.

shopping complex, school, etc.) can be treated as residential housing,
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provided that the commercial area in the residential housing project does
not exceed 10 per cent of the total Floor Space Index (FSI) of the project.
4.1.17. “Housing finance company” shall mean a company incorporated under the

Companies Act, 2013 that fulfils the following conditions:

a. It is an NBFC' whose financial assets, in the business of providing
finance for housing, constitute at least 60% of its total assets (netted off
by intangible assets). Housing finance for this purpose shall mean
providing finance as stated at clauses (a) to (k) of Paragraph 4.1.16.

b. Out of the total assets (netted off by intangible assets), not less than
50% should be by way of housing finance for individuals as stated at
clauses (a) to (e) of Paragraph 4.1.16.

Note: The above-mentioned conditions shall be treated as Principal

Business Criteria for HFCs and are applicable from the date of original

instructions issued vide circular DOR.NBFC (HFC).CC.No0.118/03.10.136/

2020-21 dated October 22, 2020.

4.1.18. “Hybrid debt” means capital instrument which possesses certain

characteristics of equity as well as of debt.

4.1.19. “Insurance Company” means any company registered under section 3 of
the Insurance Act, 1938 (Act 4 of 1938).

4.1.20. “Investment and Credit Company - (NBFC-ICC)" means any company
which is a financial institution carrying on as its principal business - asset
finance, the providing of finance whether by making loans or advances or
otherwise for any activity other than its own and the acquisition of securities;
and is not any other category of NBFC as defined by the Bank in any of its
Master Directions.

4.1.21. “Lending Public Financial Institution” means —

a. a public financial institution specified in or under Section 4A of the
Companies Act, 1956 or the corresponding provision of Companies Act,
2013; or

! The company will be treated as an NBFC if its financial assets are more than 50 per cent of its total assets (netted
off by intangible assets) and income from financial assets should be more than 50 per cent of the gross income.
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4.1.22.

4.1.23.

4.1.24.

4.1.25.

4.1.26.

4.1.27.
4.1.28.

b. a State Financial, Industrial or Investment Corporation; or

c. a scheduled commercial bank; or

d. the General Insurance Corporation of India established in pursuance of
the provisions of Section 9 of the General Insurance Business
(Nationalization) Act, 1972 (Act 57 of 1972); or

e. any other Institution which the Bank may, by notification, specify in this
behalf.

‘Long Term Investment” means an investment other than a current

investment.

“‘Net Asset Value” means the latest declared net asset value by the mutual

fund concerned in respect of a particular scheme.

“‘Net Book Value” means:

a. in the case of hire purchase asset, the aggregate of overdue and future
instalments receivable as reduced by the balance of unmatured finance
charges and further reduced by the provisions made as per Paragraph
12.2.1 of these directions.

b. inthe case of leased asset, aggregate of capital portion of overdue lease
rentals accounted as receivable and depreciated book value of the lease
asset as adjusted by the balance of lease adjustment account.

“‘Net Owned Fund” means net owned fund as defined under Section 29A of

the National Housing Bank Act, 1987 including paid up preference shares

which are compulsorily convertible into equity.

‘NHB” or “National Housing Bank® means the National Housing Bank

established under Section 3 of The National Housing Bank Act, 1987.

“‘NHB Act” means the National Housing Bank Act, 1987 (Act 53 of 1987).

“‘Owned Fund” means paid up equity capital, preference shares which are

compulsorily convertible into equity, free reserves including balance in

share premium account and capital reserves representing surplus arising
out of sale proceeds of asset, excluding reserves created by revaluation of
asset, as reduced by accumulated loss balance, book value of intangible

assets and deferred revenue expenditure, if any.
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4.1.29.

4.1.30.

4.1.31.

4.1.32.

“Problem housing finance company” means a housing finance company

which:

a. hasrefused or failed to meet within five working days any lawful demand
for repayment of the matured public deposits; or

b. intimates the Company Law Board under section 58AA of the
Companies Act, 1956 or the corresponding provision of Companies Act,
2013, about its default to a small depositor in repayment of any public
deposit or part thereof or any interest thereupon; or

c. approaches the Bank for withdrawal of the liquid asset securities to meet
its deposit obligations; or

d. approaches the Bank for any relief or relaxation or exemption from the
provisions of these directions for avoiding default in meeting public
deposit or other obligations; or

e. has been identified by the Bank or the NHB to be a problem housing
finance company either suo moto or based on the complaints from the
depositors about non-repayment of public deposits or on complaints
from the company’s lenders about non-payment of dues.

“Public Deposit” means same as contained in Paragraph 3 (xiii) of Master

Direction - Non-Banking Financial Companies Acceptance of Public

Deposits (Reserve Bank) Directions, 2016. Additionally, any amount

received from NHB or any Public Housing Agency shall also be exempted
from the definition of public deposit.

“‘Public Funds” includes funds raised either directly or indirectly through
public deposits, inter-corporate deposits, bank finance and all funds
received from outside sources such as funds raised by issue of Commercial
Papers, debentures etc. but excludes funds raised by issue of instruments
compulsorily convertible into equity shares within a period not exceeding
five years from the date of issue.

“Public Housing Agency” shall include any authority, constituted in India by
or under any law, engaged either for the purpose of dealing with and

satisfying the need for housing accommodation or for the purpose of

-9-
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4.1.33.

4.1.34.

4.1.35.

4.1.36.

4.1.37.

planning, development or improvement of cities, towns and villages or for
both.

"Securities" means securities as defined in Section 2(h) of the Securities
Contracts (Regulation) Act, 1956 (Act 42 of 1956).

"Subordinated Debt" means an instrument, which is fully paid up, is
unsecured and is subordinated to the claims of other creditors and is free
from restrictive clauses and is not redeemable at the instance of the holder
or without the consent of NHB. The book value of such instrument shall be

subjected to discounting as provided hereunder:

Remaining Maturity of the instruments Rate of discount
a. Up to one year 100 per cent
b. More than one year but up to two years 80 per cent
c. More than two years but up to three years 60 per cent
d. More than three years but up to four years 40 per cent
e. More than four years but up to five years 20 per cent

to the extent such discounted value does not exceed fifty per cent of Tier |
capital.

“Substantial Interest” means holding of a beneficial interest by an
individual or his spouse or minor child, whether singly or taken together in
the shares of a company, the amount paid up on which exceeds ten per
cent of the paid-up capital of the company; or the capital subscribed by all
the partners of a partnership firm.

“Tier | Capital” means owned fund as reduced by investment in shares of
other non-banking financial companies including housing finance
companies and in shares, debentures, bonds, outstanding loans and
advances including hire purchase and lease finance made to and deposits
with subsidiaries and companies in the same group exceeding, in
aggregate, ten per cent of the owned fund.

“Tier Il capital” includes the following:

a. Preference shares other than those which are compulsorily convertible

into equity;
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4.2

43.

44,

b. Revaluation reserves at discounted rate of fifty-five per cent.

c. General provisions (including that for Standard Assets) and loss
reserves to the extent these are not attributable to actual diminution in
value or identifiable potential loss in any specific asset and are available
to meet unexpected losses, to the extent of one and one fourth per cent
of risk weighted assets;

d. Hybrid debt capital instruments, provided the instrument complies with
the regulatory requirements specified in Annex Il; and

e. Subordinated debt;

to the extent the aggregate does not exceed Tier | capital.

4.1.38. “Tiny deposit” means the aggregate amount of public deposits not
exceeding ¥10,000/- standing in the name of the sole or the first named
depositor in the same capacity in all the branches of the HFC.

Words or expressions used but not defined herein and defined in the RBI Act, the

NHB Act, Non-Banking Financial Company-Systemically Important Non-Deposit

taking Company and Deposit taking Company (Reserve Bank) Directions, 2016 or

Non-Banking Financial Companies Acceptance of Public Deposits (Reserve Bank)

Directions, 2016 shall have the same meaning as assigned to them therein. Any

words or expressions used and not defined in the aforesaid statutes or directions
issued by the Reserve Bank of India, shall have the meanings assigned to them
under the Banking Regulation Act, 1949, the Companies Act, 1956 or the
Companies Act, 2013.

If any question arises as to whether a company is a financial institution or not, such
question shall be decided by the Bank in consultation with the Central Government
and the decision of the Bank shall be final and binding on all the parties concerned.
If any question arises as to whether a company which is a financial institution, is a
housing finance company or not, such question shall be decided by the Bank,
having regard to the principal business of the company and other relevant factors,

and the decision of the Bank shall be final and binding on all the parties concerned.
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Chapter Il

Registration

5. Net Owned Fund (NOF) Requirement 2

5.1.

5.2.

5.3.

In exercise of the powers conferred by clause (b) of sub-section (1) of Section 29A
of the National Housing Bank Act, 1987, and all powers enabling it in that behalf,
the Reserve Bank hereby specifies Rupees Twenty crore as the minimum net
owned funds required for a company to commence housing finance as its principal
business or carry on the business of housing finance as its principal business.
Provided that a housing finance company holding a Certificate of Registration
(CoR) and having net owned fund of less than Rupees twenty crore, may continue
to carry on the business of housing finance, if such company achieves net owned
fund of Rupees fifteen crore by March 31, 2022 and Rupees twenty crore by March
31, 2023.

It will be incumbent upon such HFCs whose NOF currently stands below Rupees
twenty crore, to submit a statutory auditor's certificate to Reserve Bank within a
period of one month evidencing compliance with the prescribed levels as at the
end of the period indicated above. HFCs failing to achieve the prescribed level
within the stipulated period shall not be eligible to hold the Certificate of
Registration (CoR) as HFCs and registration for such HFCs shall be liable to be
cancelled. Such companies, who wish to be treated as NBFC — Investment and
Credit Companies (NBFC-ICCs), will be required to approach RBI for conversion
of their Certificate of Registration from HFC to NBFC-ICC. Application for such
conversion should be submitted with all supporting documents meant for new
registration together with an auditor's certificate on principal business criteria
(PBC) and necessary Board resolution approving the conversion.

The registered HFCs which do not currently fulfil the criteria as specified in
Paragraph 4.1.17, but wish to continue as HFCs, shall be provided with the

following timeline for transition:

2 Gazette notification No. DOR.048/ED(SS)-2020 dated November 18, 2020
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Timeline

Minimum percentage of
total assets towards
housing finance

Minimum percentage
of total assets towards
housing finance for

individuals
March 31, 2022 50% 40%
March 31, 2023 55% 45%
March 31, 2024 60% 50%

Such HFCs were required to submit to the Reserve Bank, a Board approved plan
within three months from the date of original instructions issued vide circular
DOR.NBFC (HFC).CC.N0.118/03.10.136/2020-21 dated October 22, 2020,

including a roadmap to fulfil the above-mentioned criteria and timeline for
transition. HFCs unable to fulfil the above criteria as per the timeline shall be
treated as NBFC — Investment and Credit Companies (NBFC-ICC) and they will
be required to approach the Reserve Bank for conversion of their Certificate of

Registration from HFC to NBFC-ICC. Application for such conversion should be

submitted with all supporting documents meant for new registration together with

an auditor’s certificate on principal business criteria and necessary Board

resolution approving the conversion.
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Section ll
Prudential Regulation
Chapter IV
Capital
6. Capital Requirement
6.1. Every housing finance company shall, maintain a minimum capital ratio on an
ongoing basis consisting of Tier-l and Tier-Il capital which shall not be less than
13 per cent as on March 31, 2020;
14 per cent on or before March 31, 2021; and
15 per cent on or before March 31, 2022 and thereafter
of its aggregate risk weighted assets and of risk adjusted value of off-balance sheet
items. The Tier-l capital, at any point of time, shall not be less than 10 per cent.
The total of Tier-1l capital, at any point of time, shall not exceed 100 per cent of

Tier-1 capital.

On balance sheet assets:

6.2. In these directions, degree of credit risk expressed as percentage weightages
have been assigned to balance sheet assets. Hence, the value of each asset/ item
requires to be multiplied by the relevant risk weights to arrive at risk adjusted value
of assets. The aggregate shall be taken into account for reckoning the minimum
capital ratio. The risk weighted assets shall be calculated as the weighted

aggregate of funded items as detailed hereunder:

Sr. Weighted risk assets - On balance Sheet % Weight
No. items
(1) Cash and bank balances including fixed 0

deposits and certificates of deposits with

banks
(2) Investments:
a) | Approved Securities as defined in National 0
Housing Bank Act, 1987 [Except at (c) below]
b) | Bonds of public sector banks 20
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Sr.
No.

Weighted risk assets - On balance Sheet

items

% Weight

Fixed deposits/ certificate of deposits/ bonds

of public financial institutions

100

d)

Mortgage backed security, receipt or other
security evidencing the purchase or
acquisition by a housing finance company of
an undivided right, title or interest in any debt
or receivable originated by a housing finance
company recognised by the Bank or NHB and
supervised by NHB or a scheduled
commercial bank and secured by mortgage of
residential immovable property, provided the
conditions specified below in Paragraph 6.2.4
are fulfilled.

50

Shares of all companies and debentures/
bonds/ commercial papers of all companies/

units of all mutual funds.

100

HFC’s investments in innovative perpetual
debt of other HFCs/ banks/ financial

institutions.

100

Domestic Sovereign:

i) Fund based claims on the Central

Government

ii) Direct loan/ credit/ overdraft exposure and

investment in State Government securities

iii) Central Government guaranteed claims

iv) State Government guaranteed claims,
which have not remained in default/ which are

in default for a period not more than 90 days

20
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Sr.
No.

Weighted risk assets - On balance Sheet

items

% Weight

v) State Government guaranteed claims,
which have remained in default for a period of

more than 90 days

100

b)

(b)(i) Outstanding Housing loans to
individuals up to %30 lakh secured by
mortgage of immovable property, which are
classified as standard assets with LTV Ratio
< 80%

35

(b)(ii) Outstanding Housing loans to
individuals up to %30 lakh secured by
mortgage of immovable property, which are
classified as standard assets with LTV Ratio
> 80% and < 90%

50

(b)(iii) Outstanding Housing loans to
individuals above %30 lakh and upto %75 lakh
secured by mortgage of immoveable property
which are classified as standard assets with
LTV ratio < 75% (loan sanctioned before 01-

08-2017)

35

(b)(iv) Outstanding Housing loans to
individuals above %30 lakh and upto %75 lakh
secured by mortgage of immoveable property
which are classified as standard assets with
LTV ratio > 75% and < 80% (loan sanctioned
before 01-08-2017)

50

(b)(v) Outstanding Housing loans to
individuals above %30 lakh and upto %75 lakh
secured by mortgage of immoveable property

which are classified as standard assets with

35
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Sr.
No.

Weighted risk assets - On balance Sheet

items

% Weight

LTV ratio < 80% (loan sanctioned on or after
01-08-2017)

b)(vi) Outstanding Housing loans to
individuals above 75 lakh secured by
mortgage of immoveable property, which are
classified as standard assets with LTV ratio <
75% (loan sanctioned before 01-08-2017)

75

(b)(vii) Outstanding Housing loans to
individuals above 75 lakh secured by
mortgage of immoveable property, which are
classified as standard assets with LTV ratio <
75% (loan sanctioned on or after 01-08-2017)

50

(b)(viii) Outstanding amount of Loans given
for the purpose of insurance of the property/

borrower in case of individual housing loans

Same as applicable
to the respective

housing loan

Other housing loans

100

Note : Housing loans referred to in item b)
and c) above are excluding any portion of
such housing loans guaranteed by (i) a
mortgage guarantee company registered with
the Bank in accordance with the Reserve
Bank of India Guidelines for Mortgage
Guarantee Companies; and/or (ii) the Credit
Risk Guarantee Fund Trust

ca) Any portion of housing loans referred to in
item b) and c) of sub-explanation (3)
guaranteed by mortgage guarantee company
registered with the Reserve Bank of India, the

risk weight assets for such guaranteed portion
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Sr.
No.

Weighted risk assets - On balance Sheet

items

% Weight

shall be calculated as per cent weight
mentioned against the rating of the mortgage

guarantee company as below

Long term ratings of the mortgage guarantee
company by the approved credit rating

agencies

AAA or its equivalent

20

AA or its equivalent

30

Below AA or its equivalent or unrated

As applicable to
unguaranteed

portion

Where ‘+’ or ‘-’ notation is attached to the
rating, the corresponding main rating category
risk weight should be used.

When a guaranteed exposure is classified as
nonperforming in accordance with the
applicable directions, the guarantee will cease
to be a credit risk mitigant and no adjustment

would be permissible under this provision

cb) Any portion of housing loans referred to in
item (b)(b)(i), (b)(b)(ii) and (c) and
guaranteed by Credit Risk Guarantee Fund
Trust

(d)

(d)(i) (@) Fund based and non-fund based
exposures to  Commercial Real Estate-

Residential Building

75

(d)(i)(b) Fund based and non-fund based
exposures to all other Commercial Real

Estate

100
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Sr. Weighted risk assets - On balance Sheet % Weight
No. items
(i) Investments in Mortgage Backed 125

Securities (MBS) and other securitised

exposures backed by exposures as at (i)

above
e) | Restructured housing loans An additional risk
weight of 25% to
the risk weight
prescribed above
(4) Current Assets:
a) | Stock on hire (please see note in Paragraph 100
6.2.2 below)
b) | Inter corporate loans/ deposits 100
c) | Loans and advances fully secured by 0
company’s own deposits
d) | Loan to staff 0
e) | Other secured loans and advance considered 100
good
f) | Bills purchased/ discounted 100
g) | Others (to be specified) 100
(5) Fixed Assets (net of depreciation):
a) | Assets leased out (net book value) 100
b) | Premises 100
¢) | Furniture & Fixtures 100
d) | Other Fixed Assets (to be specified) 100
(6) Other Assets:
a) | Income tax deducted at source (net of 0
provision)
b) | Advance tax paid (net of provision) 0
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Sr. Weighted risk assets - On balance Sheet % Weight
No. items
c) | Interest due on Government Securities and 0

approved securities

d) | Others (to be specified) 100

Notes:

6.2.1. Netting shall be done only in respect of assets where provisions for

depreciation or for bad and doubtful debts have been made.

6.2.2. Stock on hire shall be shown net of finance charges i.e. interest and other

charges recoverable.

6.2.3. Assets which have been deducted from owned fund to arrive at Tier-l capital

pursuant to Paragraph 4.1.36 shall have a weightage of “0”.

6.2.4. For being eligible for risk weight of 50 per cent, investments in mortgage

backed security, receipt or other security referred to in item (d) of Sr. No. (2)

in
6.2.4.1.

6.2.4.2.

6.2.4.3.

the table above should fulfill the following terms and conditions, namely:-
The assignment of debt together with the securities therefor and the
receivables there under by the originating housing finance company or
scheduled commercial bank in favour of the trust or the securitization
company as defined in clause (za) of sub-section (1) of section 2 of the
Securitization and Reconstruction of Financial Assets and Enforcement of
Security Interest Act, 2002 (Act 54 of 2002) issuing such receipt or other
security is complete and irrevocable.
The trust or the securitization company is holding the debt together with the
securities therefor exclusively for the benefit of the investors in such receipt
or other security.
The originating housing finance company or scheduled commercial bank
participating in the securitization transaction, in which such mortgage
backed security, receipt or other security has been issued, as a seller,
manager, servicer or provider of credit enhancement or liquidity facilities;
a. does not own any equity or preference share in the capital of the
securitisation company or is the beneficiary of the trust;
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b. has not named the trust or the securitisation company in such manner
which implies any connection with it;

c. does not have any of its director, officer or employee on the Board of
securitisation company unless the Board is made up of at least three
members and there is a majority of independent directors and the official
representing the originating institution in the Board of the securitisation
company does not have veto powers;

d. does not directly or indirectly control the trust or the securitisation
company; and

e. has not agreed to support any losses arising out of the securitisation
transaction or to be suffered by the investors involved in it or agreed to
bear recurring expenses of the transaction.

6.2.4.4. Each debt securitised is a loan advanced to an individual for the acquisition/
construction of residential immovable property which has been mortgaged
in favour of the originating housing finance company or scheduled
commercial bank on exclusive basis.

6.2.4.5. Securitised debt had investment grade credit rating by any of the credit
rating agencies at the time of assignment to the trust/ securitisation
company.

6.2.4.6. The investors are entitled to call upon the issuer — the trust/ securitization
company to take steps for recovery in the event of default and distribute the
net proceeds to the investors as per the terms of issue of receipt or other
security.

6.2.4.7. The trust or the securitisation company undertaking the issue in which
investment has been made is not engaged in any business other than the
business of issue and administration of securitisation of housing loans.

6.2.4.8. The trustees appointed to manage the issue is governed by the provisions

of Indian Trusts Act, 1882 (Act 2 of 1882).

6.2.5. LTV ratio as a percentage shall be calculated as per Paragraph 19 of these

directions.
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6.3. Off-Balance Sheet items :

General

6.3.1. HFCs shall calculate the total risk weighted off-balance sheet credit exposure
as the sum of the risk-weighted amount of the market related and non-market
related off-balance sheet items. The risk-weighted amount of an off-balance
sheet item that gives rise to credit exposure shall be calculated by means of a
two-step process:

Step 1: the notional amount of the transaction is converted into a credit
equivalent amount, by multiplying the amount by the specified credit
conversion factor or by applying the current exposure method; and

Step 2: the resulting credit equivalent amount is multiplied by the risk weight
applicable, viz. zero per cent for exposure to Central Government/State

Governments, 20 per cent for exposure to banks and 100 per cent for others.

Non-market-related off- balance sheet items:
6.3.2. The credit equivalent amount in relation to a non-market related off-balance
sheet item shall be determined by multiplying the contracted amount of that

particular transaction by the relevant credit conversion factor (CCF).

Item Item Description CCF
No.

i. Undisbursed amount of housing loans/ other loans 50
ii. Financial & other guarantees 100
iii. Share/ debenture underwriting obligations 50
iv. Partly-paid shares/ debentures 100
V. Bills discounted/ rediscounted 100
Vi. Lease contracts entered into but yet to be executed 100

Vii. Sale and repurchase agreement and asset sales with recourse, | 100
where the credit risk remains within the HFC

viii. Forward assets purchases, forward deposits and partly paid | 100
shares and securities, which represents commitments with
certain draw down
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Item Item Description CCF
No.

iX. Lending of HFC securities or posting of securities as collateral | 100

by HFC, including instances where these arise out of repo style

transactions.

X. Other commitments (e.g., formal standby facilities and credit
lines (including project loans)) with an original maturity of

Up to one year 20
Over one year 50
Xi. Similar commitments that are unconditionally cancellable atany | 0

time by the HFC without prior notice or that effectively provide
for automatic cancellation due to deterioration in a borrower’s

creditworthiness

Xii. Take-out finance in the books of taking-over institutions
(a) Unconditional take-out finance 100
(b) Conditional take-out finance 50

Note: As the counter party exposure will determine the risk
weight, it will be 100 per cent in respect of all borrowers or zero

per cent if covered by government guarantee.

Xiii. Commitment to provide liquidity facility for securitization of | 100
standard asset transaction

Xiv. Second loss credit enhancement for securitization of standard | 100

asset transactions provided by the third party

XV. Other contingent liabilities (To be specified) 50
XVi. Non-fund based claims on the Central Government 0
Note:

6.3.2.1. Cash margins/ deposits shall be deducted before applying the conversion
factor.

6.3.2.2. Where the non-market related off-balance sheet item is an undrawn or
partially undrawn fund-based facility, the amount of undrawn commitment

to be included in calculating the off-balance sheet non-market related credit
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exposures is the maximum unused portion of the commitment that could be
drawn during the remaining period to maturity. Any drawn portion of a
commitment forms a part of HFC’s on-balance sheet credit exposure.

For example:

A term loan of ¥100 crore is sanctioned for a large housing project which
can be drawn down in stages over a three year period. The terms of sanction
allow draw down in three stages — %25 crore in Stage |, ¥25 crore in Stage
Il and %50 crore in Stage lll, where the borrower needs the HFC’s explicit
approval for draw down under Stages Il and Il after completion of certain
formalities. If the borrower has drawn already %10 crore under Stage |, then
the undrawn portion would be computed with reference to Stage | alone i.e.,
it will be 15 crore. If Stage | is scheduled to be completed within one year,
the CCF will be 20 per cent and if itis more than one year then the applicable
CCF will be 50 per cent.

Market Related Off-Balance Sheet ltems:

6.3.3. HFCs shall take into account all market related off-balance sheet items (OTC

derivatives and Securities Financing Transactions such as repo/ reverse repo/

CBLO etc.) while calculating the risk weighted off-balance sheet credit

exposures. The credit risk on market related off-balance sheet items is the

cost to an HFC of replacing the cash flow specified by the contract in the event

of counterparty default. This shall depend, among other things, upon the

maturity of the contract and on volatility of rates underlying the type of

instrument.

6.3.4. Market related off-balance sheet items would include:

a.

Interest rate contracts — including single currency interest rate swaps, basis
swaps, forward rate agreements, and interest rate futures;

Foreign exchange contracts, including contracts involving gold - includes
cross currency swaps (including cross currency interest rate swaps),
forward foreign exchange contracts, currency futures, currency options;

Credit Default Swaps; and
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d. Any other market related contracts specifically allowed by the Bank which

give rise to credit risk.

6.3.5. Exemption from capital requirements is permitted for:

a. Foreign exchange (except gold) contracts which have an original maturity
of 14 calendar days or less; and
b. Instruments traded on futures and options exchanges which are subject to

daily mark-to-market and margin payments.

6.3.6. The exposures to Central Counter Parties (CCPs), on account of derivatives

6.3.7.

trading and securities financing transactions (e.g. Collateralised Borrowing
and Lending Obligations — CBLOs, Repos) outstanding against them shall be
assigned zero exposure value for counterparty credit risk, as it is presumed
that the CCPs’ exposures to their counterparties are fully collateralized on a
daily basis, thereby providing protection for the CCP’s credit risk exposures.
A CCF of 100 per cent shall be applied to the corporate securities posted as
collaterals with CCPs and the resultant off-balance sheet exposure shall be
assigned risk weights appropriate to the nature of the CCPs. In the case of
Clearing Corporation of India Limited (CCIL), the risk weight shall be 20 per
cent and for other CCPs, the risk weight will be 50 per cent.

Current Exposure Method

6.3.8.

6.3.9.

The total credit exposure to a counterparty in respect of derivative transactions
should be calculated according to the current exposure method as explained
below.

The credit equivalent amount of a market related off-balance sheet transaction
calculated using the current exposure method is the sum of:

a. current credit exposure; and

b. potential future credit exposure of the contract.

Current credit exposure is defined as the sum of the gross positive mark-to-
market value of all contracts with respect to a single counterparty (positive and
negative marked-to-market values of various contracts with the same

counterparty shall not be netted). The current exposure method requires
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periodical calculation of the current credit exposure by marking these contracts

to market.

6.3.10. Potential future credit exposure is determined by multiplying the notional

principal amount of each of these contracts, irrespective of whether the
contract has a zero, positive or negative mark-to-market value by the relevant
add-on factor indicated below according to the nature and residual maturity of

the instrument.

Credit Conversion Factors for interest rate related, exchange rate

related and gold related derivatives

Credit Conversion Factors (%)
Interest Rate Exchange Rate
Contracts Contracts & Gold
One year or less 0.50 2.00
Over one year to five years 1.00 10.00
Over five years 3.00 15.00

Notes:

a.

For contracts with multiple exchanges of principal, the add-on factors are to be
multiplied by the number of remaining payments in the contract.

. For contracts that are structured to settle outstanding exposure following

specified payment dates and where the terms are reset such that the market
value of the contract is zero on these specified dates, the residual maturity would
be set equal to the time until the next reset date. However, in the case of interest
rate contracts which have residual maturities of more than one year and meet
the above criteria, the CCF or add-on factor is subject to a floor of 1.0 per cent.
No potential future credit exposure would be calculated for single currency
floating/ floating interest rate swaps; the credit exposure on these contracts

would be evaluated solely on the basis of their mark-to-market value.

. Potential future exposures should be based on ‘effective’ rather than ‘apparent

notional amounts’. In the event that the ‘stated notional amount’ is leveraged or
enhanced by the structure of the transaction, the ‘effective notional amount’
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must be used for determining potential future exposure. For example, a stated
notional amount of USD 1 million with payments based on an internal rate of
two times the lending rate of the HFC would have an effective notional amount
of USD 2 million.

Credit conversion factors for Credit Default Swaps (CDS)
6.3.11. A CDS creates a notional short position for specific risk in the reference asset/
obligation for the protection buyer. This position will attract a Credit Conversion
Factor of 100 and a risk weight of 100. The add on factor shall be fixed as 10

per cent (of notional principal of CDS) in relation to potential future exposure.
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Chapter V

Asset Classification and Provisioning

7. Accounting Standards

8.

HFCs that are required to implement Indian Accounting Standards (Ind AS) as per the

Companies (Indian Accounting Standards) Rules, 2015 shall prepare their financial

statements in accordance with Ind AS notified by the Government of India and shall

comply with the regulatory guidance specified in terms of Paragraph 3.1.7 of these

directions. Other HFCs shall comply with the requirements of notified Accounting

Standards (AS) insofar as they are not inconsistent with any of these directions.

Asset Classification

The asset classification norms as given below shall apply to every HFC:

8.1. Every HFC shall, after taking into account the degree of well-defined credit

weaknesses and extent of dependence on collateral security for realisation,

classify its lease/ hire purchase assets, loans and advances and any other forms

of credit into the following classes, namely:

a.
b.
C.
d.

Standard assets
Sub-standard assets
Doubtful assets and
Loss assets.

8.2. The class of assets referred to above shall not be upgraded merely as a result of

rescheduling, unless it satisfies the conditions required for the upgradation.

8.3. Classes of Assets

8.3.1.

8.3.2.

“‘Standard asset” shall mean the asset in respect of which, no default in

repayment of principal or payment of interest is perceived and which does not

disclose any problem or carry more than normal risk attached to the business.

“Sub-standard asset” shall mean:

a. an asset which has been classified as non-performing asset for a period not
exceeding 12 months;

b. an asset, where the terms of the agreement regarding interest and/ or

principal have been re-negotiated or rescheduled after release of any
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instalment of loan or an inter-corporate deposit which has been rolled over,
until the expiry of one year of satisfactory performance under the re-
negotiated or rescheduled terms.

Provided that where a delay in completion of a project is caused on account
of factors beyond the control of the project implementing agency, terms of
the loan agreement regarding interest and/or principal may be rescheduled
once before the completion of the project and such loans may be treated as
standard asset, subject to the condition that such reschedulement shall be
permitted only once by the Board of Directors of the concerned housing
finance company and that interest on such loan is paid regularly and there
is no default.

Provided further that where natural calamities impair the repaying capacity
of a borrower, terms of the loan agreement regarding interest and/or
principal may be rescheduled and such loans shall not be classified as sub-
standard; the classification of such loans would thereafter be governed by
the revised terms and conditions.

Explanation: Extension in repayment tenor of a floating rate loan on reset of
interest rate, so as to keep the EMI unchanged provided it is applied to a
class of accounts uniformly, will not render the account to be classified as
re-negotiated or rescheduled account. In other words, extension or
deferment of EMIs to individual borrowers as against to an entire class,
would render the accounts to be classified as re-negotiated or rescheduled

accounts.

8.3.3. “Doubtful asset” shall mean:

a.
b.
c.
d.

a term loan, or

a lease asset, or

a hire purchase asset, or
any other asset,

which remains a sub-standard asset for a period exceeding 12 months.
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8.3.4. “Loss asset” shall mean:

a. an asset which has been identified as loss asset by the HFC or its internal

or external auditor or by the Bank or by the NHB during the inspection of the
HFC, to the extent it is not written off by the HFC; and

b. an asset which is adversely affected by a potential threat of non-

recoverability due to any one of the following, namely:

vi.

non-availability of security, either primary or collateral, in case of secured

loans and advances;

. erosion in value of security, either primary or collateral, is established;

iii. insurance claim, if any, has been denied or settled in part;

fraudulent act or omission on the part of the borrower;
the debt becoming time barred under Limitation Act, 1963 (Act 36 of
1963);

inchoate or defective documentation.

Explanation: For the removal of doubt, it is clarified that mere right of the

housing finance company to file suit against the borrower/ guarantor for

recovery of dues does not debar the Bank, NHB or the auditors to consider

the asset or part thereof as loss asset due to aforesaid reasons.

8.3.5. “Non-Performing Asset” (referred to in these directions as “NPA”) shall mean:

a. an asset, in respect of which, interest has remained overdue for a period of

more than ninety days.

b. a term loan (other than the one granted to an agriculturist or to a person

whose income is dependent on the harvest of crops) inclusive of unpaid

interest, when the instalment is overdue for a period of more than ninety

days or more or on which interest amount remained overdue for a period of

more than ninety days.

c. a demand or call loan, which remained overdue for a period of more than

ninety days from the date of demand or call or on which interest amount

remained overdue for a period of more than ninety days.

d. a bill which remains overdue for a period of more than ninety days.
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e. the interest in respect of a debt or the income on receivables under the head
'other current assets' in the nature of short term loans/ advances, which
facility remained overdue for a period of more than ninety days.

f. any dues on account of sale of assets or services rendered or
reimbursement of expenses incurred, which remained overdue for a period
of more than ninety days.

g. the lease rental and hire purchase instalment, which has become overdue
for a period of more than ninety days.

h. an inter corporate deposit, in respect of which interest or principal has
remained overdue for a period of more than ninety days.

i. a term loan granted to an agriculturist or to a person whose income is
dependent on the harvest of crops if the installment of principal or interest
thereon remains unpaid:

i. for two crop seasons beyond the due date if the income of the borrower
is dependent on short duration crops, or

ii. for one crop season beyond the due date if the income of the borrower is
dependent on long duration crop.

Explanation:

i. For the purpose of this sub-clause “long duration” crops would be crops
with crop season longer than one year and crops, which are not “long
duration” crops, would be treated as “short duration” crops.

ii. The crop season for each crop means the period up to harvesting of the
crops raised, would be as determined by the State Level Bankers’
Committee in each State.

j. in respect of loans, advances and other credit facilities (including bills
purchased and discounted), the balance outstanding under the credit
facilities (including accrued interest) made available to the same borrower/
beneficiary when any of the above credit facilities becomes non-performing
asset.

Provided that in the case of lease and hire purchase transactions, an HFC

shall classify each such account on the basis of its record of recovery.
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9. Income Recognition

9.1.
9.2

9.3.

9.4.

The income recognition shall be based on recognised accounting principles.
Income including interest/ discount or any other charges on NPA shall be
recognised only when it is actually realised. Any such income recognised before
the asset became non-performing and remaining unrealised shall be reversed.

In respect of hire purchase assets, where instalments are overdue for more than
twelve months, income shall be recognised only when hire charges are actually
received. Any such income taken to the credit of profit and loss account before the
asset becoming non-performing and remaining unrealised, shall be reversed.

In respect of lease assets, where lease rentals are overdue for more than twelve
months, the income shall be recognised only when lease rentals are actually
received. The net lease rentals taken to the credit of profit and loss account before
the asset became non-performing and remaining unrealised shall be reversed.
Explanation: For the purpose of this paragraph, ‘net lease rentals’ mean gross
lease rentals as adjusted by the lease adjustment account debited/credited to the
profit and loss account and as reduced by depreciation at the rate applicable under
schedule XIV of the Companies Act, 1956.

10. Income from Investment

10.1.

10.2.

10.3.

Income from dividend on shares of corporate bodies and units of mutual funds
shall be taken into account on cash basis.

Provided that the income from dividend on shares of corporate bodies shall be
taken into account on accrual basis when such dividend has been declared by
the corporate body in its annual general meeting and the HFC'’s right to receive
payment is established.

Income from bonds and debentures of corporate bodies and from Government
securities/ bonds shall be taken into account on accrual basis.

Provided that the interest rate on these instruments is pre-determined and
interest is serviced regularly and is not in arrears.

Income on securities of corporate bodies or public-sector undertakings, the

payment of interest and repayment of principal of which have been guaranteed
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by Central Government or a State Government shall be taken into account on

accrual basis.

11. Investment Policy and Accounting for Investments
11.1. The Board of Directors of every HFC shall frame investment policy for the
company and shall implement the same. The criteria to classify the investments
into current and long-term investments shall be spelt out by the Board of the
company ex-ante in the investment policy. Investments in securities shall be
classified into current and long term, at the time of making each investment. In
case of inter-class transfer —

a. There shall be no such transfer on ad-hoc basis.

b. Such transfer, if warranted, shall be effected only at the beginning of each half
year, on April 1 or October 1, with the approval of the Board.

c. The investments shall be transferred scrip-wise, from current to long term or
vice-versa, at book value or market value, whichever is lower.

d. The depreciation, if any, in each scrip shall be fully provided for and
appreciation, if any, shall be ignored.

e. The depreciation in one scrip shall not be set off against appreciation in another
scrip, at the time of such inter-class transfer, even in respect of the scrips of
the same category.

11.2. Accounting for Investments
11.2.1. Quoted current investments shall, for the purpose of valuation, be grouped
into the following categories, viz.
a. equity shares
b. preference shares,
c. debentures and bonds,
d. Government securities including treasury bills,
e. units of mutual fund, and
f. others.
11.2.2. Quoted current investments for each category shall be valued at cost or
market value whichever is lower. For this purpose, the investments in each

category shall be considered scrip-wise and the cost and market value
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aggregated for all investments in each category. If the aggregate market
value for the category is less than the aggregate cost for that category, the
net depreciation shall be provided for or charged to the profit and loss
account. If the aggregate market value for the category exceeds the
aggregate cost for the category, the net appreciation shall be ignored.
Depreciation in one category of investments shall not be set off against
appreciation in another category.

11.2.3. Unquoted equity shares in the nature of current investments shall be valued
at cost or breakup value, whichever is lower. Where the balance sheet of the
investee company is not available for two years, such shares shall be valued
at one Rupee only.

11.2.4. Unquoted preference shares in the nature of current investments shall be
valued at cost or face value or the net asset value, whichever is lower. In
case the net asset value is negative or the balance sheet of the investee
company is not available for two years, it should be valued at Rupee one per
company.

11.2.5. Investments in unquoted Government securities or Government guaranteed
bonds shall be valued at carrying cost.

11.2.6. Unquoted investments in the units of mutual funds in the nature of current
investments shall be valued at the net asset value declared by the mutual
fund in respect of each particular scheme.

11.2.7. Commercial papers shall be valued at carrying cost.

11.2.8. A long-term investment shall be valued in accordance with the notified
Accounting Standards.

Note: Unquoted debentures shall be treated as term loans or other type of credit
facilities depending upon the tenure of such debentures for the purpose of income

recognition and asset classification.

12. Provisioning Requirements
The provisioning requirements as given below shall apply to every HFC.
Every HFC shall, after taking into account the time lag between an account

becoming non-performing, its recognition as such, the realisation of the security and
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the erosion over time in the value of security charged, make provision against
standard assets, sub-standard assets, doubtful assets and loss assets as provided
hereunder:

Loans, advances and other credit facilities including bills purchased and discounted-

12.1. The provisioning requirement in respect of loans, advances and other credit

facilities including bills purchased and discounted shall be as under:

Loss Assets The entire asset shall be written off. If the assets are
permitted to remain in the books for any reason, 100%

of the outstanding shall be provided for.

Doubtful Assets | (a) 100% provision to the extent to which the advance
is not covered by the realisable value of the security to
which the HFC has a valid recourse shall be made. The

realisable value is to be estimated on a realistic basis;

(b) In addition to item (a) above, depending upon the
period for which the asset has remained doubtful,
provision to the extent of 25% to 100% of the secured
portion (i.e. estimated realisable value of the

outstanding) shall be made on the following basis:

Period for which the asset has been Per cent of
considered as doubtful provision (%)
Up to one year 25
One to three years 40
More than three years 100
Sub-standard A general provision of 15 per cent of total outstanding
assets shall be made.

Standard assets | (a) Standard Assets in|2% provision on the
respect of housing loans at | total outstanding
teaser/ special rates i.e. | amount of such loans.
housing loans at | The provisioning of

comparatively lower rates of | these loans to be reset
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interest in the first few years
after which rates are re-set at
higher rates

after one year at the
applicable rates from
the date on which the
rates are reset at higher
rates if the accounts

remain ‘standard’

(b)(i) Standard Assets in
respect of Commercial Real
Estates - Residential

Housing (CRE-RH)

0.75% the

outstanding amount of

on total

such loans

(b)(ii) Standard Assets in

respect of all other
Commercial Real Estates
(CRE)

1.00% on the total
outstanding amount of
such loans

(b)(iii) Standard Assets in
respect of Individual Housing

Loans

0.25% the

outstanding amount of

on total

such loans

(c) Standard Assets in

respect of all loans other
than (a) & (b) above

A general provision of
0.4% of the

outstanding amount of

total

loans which are
standard assets shall

be made
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Provided that no provision need be made towards the portion of housing loan
guaranteed by Credit Risk Guarantee Fund for Low Income Housing (hereinafter
referred as ‘Credit Risk Guarantee Fund Trust’) created by Declaration of Trust
dated May 1, 2012 executed by Government of India and registered as document
no. 1984 dated May 1, 2012 with the Sub-Register V, New Delhi, in case the

housing loan guaranteed by Credit Risk Guarantee Fund Trust becomes non-




performing. However, the amount outstanding in excess of the guaranteed portion

should be provided for as per the extent directions on provisioning requirement.

Note:

a.

Loans under Rural Housing Funds Scheme/ Urban Housing Funds Schemes are
not to be regarded as loans given at teaser/ special rates.

Commercial Real Estate — Residential Housing (CRE—RH) would consist of loans
to builders/ developers for residential housing projects (except for captive
consumption) under CRE segment. Such project should ordinarily not include
non-residential commercial real estate. However integrated housing project
comprising of some commercial spaces (e.g. shopping complex, school etc.) can
also be specified under CRE-RH, provided that the commercial area in the
residential housing project does not exceed 10 per cent of the total Floor Space
Index (FSI) of the project. In case the FSI of the commercial area in the
predominantly residential housing complex exceed the ceiling of the project
loans, the entire loan should be classified as CRE and not CRE-RH.

Other commercial real estate (CRE) would consist of loan to builders/ developers/
other for office building, retail space, multi-purpose commercial premises, multi-
tenanted commercial premises, industrial or warehouse space, hotels, land
acquisition, development and construction etc. other than those covered by note
(b) above.

Loans for third dwelling unit onwards to an individual will also be treated as CRE
exposure.

The revised provisioning norms relating to standard category of individual
housing loans would be effective prospectively but the provisions held at present
towards such loans should not be reversed. However, in future, if by applying the
revised provisioning norms, any provisions are required over and above the level
of provisions currently held for the standard category of such loans, these should
be duly provided for.

The provisions on standard assets should not be reckoned for arriving at net
NPAs.
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g. The provisions towards standard assets need not be netted from gross advances
but shown separately as ‘Contingent Provisions against Standard Assets’ in the
balance sheet.

Lease and hire purchase assets —

12.2. The provisioning requirements in respect of hire purchase and leased assets shall
be as under:
12.2.1. Hire purchase assets - In respect of hire purchase assets, the total dues
(overdue and future instalments taken together) as reduced by

a. the finance charges not credited to the profit and loss account and
carried forward as unmatured finance charges; and

b. the depreciated value of the underlying asset, shall be provided for.

Explanation: For the purpose of this paragraph,

i. the depreciated value of the asset shall be notionally computed as the
original cost of the asset to be reduced by depreciation at the rate of
twenty per cent per annum on a straight-line method; and

ii. in the case of second hand asset, the original cost shall be the actual
cost incurred for acquisition of such second-hand asset.

Additional provision for hire purchase and leased assets

12.2.2. In respect of hire purchase and leased assets, additional provision shall be

made as under:

Where hire charges or lease rentals are overdue Nil
(a) up to 12 months
Where hire charges or lease rentals are overdue | 10 per cent of the
(0) | for more than 12 months up to 24 months net book value
Where hire charges or lease rentals are overdue | 40 per cent of the
(©) for more than 24 months but up to 36 months net book value
q Where hire charges or lease rentals are overdue | 70 per cent of the
(d) for more than 36 months but up to 48 months net book value
Where hire charges or lease rentals are overdue | 100 per cent of the
(e) for more than 48 months net book value
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12.2.3. On expiry of a period of 12 months after the due date of the last instalment of
hire purchase/ leased asset, the entire net book value shall be fully provided
for.

Notes:

a. The amount of caution money/ margin money or security deposits kept by the
borrower with the HFC in pursuance of the hire purchase agreement shall be
deducted against the provisions stipulated under Paragraph 12.2.1 above, if not
already taken into account while arriving at the equated monthly instalments
under the agreement. The value of any other security available in pursuance to
the hire purchase agreement shall be deducted only against the provisions
stipulated under Paragraph 12.2.2 above.

b. The amount of security deposits kept by the borrower with the HFC in pursuance
to the lease agreement together with the value of any other security available in
pursuance to the lease agreement shall be deducted only against the provisions
stipulated under Paragraph 12.2.2 above.

c. ltis clarified that income recognition on and provisioning against NPAs are two
different aspects of prudential norms and provisions as per the norms are
required to be made on NPAs on total outstanding balances including the
depreciated book value of the leased asset under reference after adjusting the
balance, if any, in the lease adjustment account. The fact that income on an
NPA has not been recognised shall not be taken as reason for not making
provision.

d. An asset which has been renegotiated or rescheduled as referred to in Sub-
paragraph (b) of Paragraph 8.3.2 of these directions shall be a sub-standard
asset or continue to remain in the same category in which it was prior to its
renegotiation or re-schedulement as a doubtful asset or a loss asset as the case
may be. Necessary provision shall be made as applicable to such asset till it is
upgraded. In case where an asset has been rescheduled on account of natural
calamities having impaired the repaying capacity of the borrower as provided in

Sub-paragraph (b) of Paragraph 8.3.2, any provisioning made prior to such
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rescheduling shall neither be written back nor adjusted against any provisioning

requirements that may arise in future.

e. Allfinancial leases written on or after April 1, 2002 shall attract the provisioning

requirements as applicable to hire purchase assets.

13. Policy on Demand/ Call Loans

13.1. The Board of Directors of every HFC granting/ intending to grant demand/ call

loans shall frame a policy for the company and implement the same.

13.2. Such policy shall, inter alia, stipulate guidelines in respect of the following -

a.

A cut-off date within which the repayment of demand or call loan shall be
demanded or called up.

The sanctioning authority shall, record specific reasons in writing at the time
of sanctioning demand or call loan, if the cut-off date for demanding or calling
up such loan is stipulated beyond a period of one year from the date of

sanction.

c. The rate of interest which shall be payable on such loans.

d. Interest on such loans, as stipulated shall be payable either at monthly or

quarterly basis.

The sanctioning authority shall, record specific reasons in writing at the time
of sanctioning demand or call loan, if no interest is stipulated or a moratorium
is granted for any period.

A cut-off date, for review of performance of the loan, not exceeding six months

commencing from the date of sanction.

. Such demand or call loans shall not be renewed unless the periodical review

has shown satisfactory compliance with the terms of sanction.

14. Disclosure Norms

HFCs should disclose the items specified in these directions, which are intended to

supplement, and not to replace disclosure requirements specified by statute,

accounting standards or other regulatory authorities. HFCs are also encouraged to

make more comprehensive disclosures than the minimum required if they become

significant and aid in the understanding of the financial position and performance of

the company.
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15. Disclosure of Non-Performing Assets and Provisions in balance sheet

15.1.

15.2.

15.3.

The outstanding amount and the provisions made as per Paragraph 12 above,

without netting them from the income or against the value of assets, shall be

distinctly disclosed under separate heads of accounts for housing and non-

housing finance business and individually for each type of assets in the balance

sheet as under:

a. for standard, sub-standard, doubtful and loss assets separately for housing
and non-housing finance business along with total; and

b. for depreciation in investments.

Such provisions shall not be appropriated from the general provisions and loss

reserves held, if any, by the housing finance company.

Such provision for each year shall be debited to the profit and loss account. The

excess of provisions, if any, held under the heads general provisions and loss

reserves shall be written back without making adjustment against them.

16. Other Disclosures

16.1.

16.2.

16.3.

16.4.

Every HFC shall disclose in their notes to accounts to the balance sheet, details
on Principal Business Criteria as per Paragraph 4.1.17, CRAR, exposure to real
estate sector (both direct and indirect), maturity pattern of assets & liabilities,
percentage of outstanding loans against collateral of gold jewellery to their
outstanding total assets, details of levy of penalty by the Bank or NHB, adverse
comments, if any, on HFC made in writing by the Bank or NHB on regulatory
compliances with a specific communication to disclose the same to public, etc.
(please refer to formats in Annex lll and Annex IV)

HFCs are advised to prominently display on their website any penalty levied on
the company by the RBI/ NHB.

Every HFC shall append to its balance sheet prescribed under the Companies
Act, 2013, the details prescribed under in Annex lil.

With regards to the presentation of Reserve Fund in the annual accounts of the
HFCs, the annual statements shall contain the disclosures as prescribed under

Paragraph 3.2 of Annex IV in the 'Notes forming part of the financial statements'.
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17. Accounting year
Every HFC shall prepare its financial statements for the year ending on the 315t day
of March.
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Chapter VI

Regulatory Restrictions and Limits

18. Loans against HFCs own shares prohibited
No HFC shall lend against its own shares.
19. Loan to Value (LTV) Ratio for housing loans
19.1. No housing finance company shall grant housing loans to individuals:

a. up to %30 lakh with LTV ratio exceeding 90 per cent,

b. above %30 lakh and up to %75 lakh with LTV ratio exceeding 80 per cent, and,

c. above X75 lakh with LTV ratio exceeding 75 per cent

Note:

a. The LTV ratio shall be computed as a percentage with total outstanding in the
account (viz, “principal + accrued interest + other charges pertaining to the
loan” without any netting) in numerator and the realizable value of the
residential property mortgaged to the HFC in the denominator. HFCs shall not
include stamp duty, registration and other documentation charges in the cost
of the housing property they finance so that the effectiveness of LTV norms is
not diluted. However, with a view to encourage availability of affordable
housing to borrowers like economically weaker sections (EWS) and low
income groups (LIG), in cases where the cost of the house/ dwelling unit does
not exceed %10 lakh, HFCs may add stamp duty, registration and other
documentation charges to the cost of the house/ dwelling unit for the purpose
of computing LTV ratio.

b. HFCs shall be guided by Paragraph 104 of these Directions on valuation of

properties and empanelment of valuers.

20. Concentration of credit/ investment
20.1. No housing finance company shall-
20.1.1. lend to-
a. any single borrower exceeding fifteen per cent of its owned fund; and
b. any single group of borrowers exceeding twenty-five per cent of its owned
fund;
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20.1.2. investin-
a. the shares of another company exceeding fifteen per cent of its owned
fund;
b. the shares of a single group of companies exceeding twenty-five per cent
of its owned funds;
20.1.3. lend and invest (loans/ investments together) exceeding —
a. twenty-five per cent of its owned fund to a single party; and
b. forty per cent of its owned fund to a single group of parties.
Provided that within the overall ceiling prescribed under Sub- paragraph 20.1,
investment of a housing finance company in the shares of another housing
finance company (other than its subsidiary/ies) shall not exceed fifteen per cent
of the equity capital of the investee company.
Provided that the ceiling on the investment in shares of another company shall
not be applicable in respect of investment in the equity capital of an insurance
company up to the extent specifically permitted, in writing, by the Bank.
20.2. Provided further that nothing contained in Sub-paragraph 20.1 shall apply to-
20.2.1. investments of a housing finance company in shares of
a. its subsidiaries;
b. companies in the same group,
to the extent they have been reduced from owned funds for the calculation of
Net Owned Fund and
20.2.2. the book value of debentures, bonds, outstanding loans and advances
(including hire-purchase and lease finance) made to, and deposits with-
a. subsidiaries of a housing finance company; and
b. companies in the same group,
to the extent they have been reduced from owned fund for the calculation of
Net Owned Fund.
Notes:
a. For determining the abovementioned limits, off-balance sheet exposures shall be
converted into credit risk by applying the conversion factors, as explained in

Paragraph 6.3.

-44-



. The investment in debentures for the above purpose shall be treated as credit and
not investment.

. The above ceilings on credit/ investments shall be applicable to the own group of
the housing finance company as well as to the other group of borrowers/ investee
companies, subject to the ceiling prescribed in Paragraph 21.

. “Shares” shall mean and include investment in various instruments such as Equity
Shares, Preference Shares eligible for capital status, Subordinated Debt
Instruments, Hybrid Debt Capital Instruments and any other quasi-capital
instruments approved as in the nature of capital.

. Investment of a housing finance company in the shares of its subsidiaries,
companies in the same group and other housing finance companies, to the extent
of ten per cent of its owned fund, shall carry a risk weight of 100 per cent as
prescribed at item (2) (e) of ‘Weighted Risk Assets- on balance sheet items in
Paragraph 6.2 of these directions. Such investment in excess of ten per cent of its
owned fund shall continue to be deducted from the Net Owned Fund of the housing
finance company as prescribed at item (I) of ‘Explanation’ to Section 29A of the
National Housing Bank Act, 1987.

. Owned fund shall mean 'owned fund' as defined under Paragraph 4.1.28 of these
directions and with respect to its position as per the published accounts as on March
31st of the previous year.

. The infusion of capital, after such published balance sheet date may be taken into
account for determining the exposure ceiling but the housing finance company shall
not take exposure in excess of the ceiling in anticipation of infusion of capital at a
future date. The housing finance company shall furnish to the NHB, statutory
auditor’s certificate on completion of the augmentation of capital before reckoning
the same for above purpose.

. Other accretions to capital funds by way of quarterly profits, shall not be eligible to
be reckoned to compute 'owned fund' for the purpose of determining the exposure

ceiling.

i. Every HFC shall formulate a policy in respect of exposures to a single party/ a single

group of parties.
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21.

22,

Exposure of HFCs to group companies engaged in real estate business

In case of companies in a group engaged in real estate business, HFCs may
undertake exposure either to the group company engaged in real estate business or
lend to retail individual home buyers in the projects of such group companies. In
case HFC prefers to undertake exposure in group companies, such exposure by
way of lending and investing, directly or indirectly, cannot be more than 15% of
owned fund for a single entity in the group and 25% of owned fund for all such group
entities. The HFC would in all such cases follow arm’s length principles in letter and
spirit. Every HFC shall disclose in their notes to accounts to the balance sheet,
details of these exposures as per format prescribed under Paragraph 3.7.6 of Annex
Iv.

Restrictions on investment in real estate

No housing finance company, shall invest in land or buildings, except for its own
use, an amount exceeding twenty per cent of its capital fund (i.e. sum of Tier | and
Tier Il capital),

Provided that such investment over and above ten per cent of its owned fund, shall
be made only in residential units.

Provided that the land or buildings acquired in satisfaction of its debts shall be
disposed of by the housing finance company within a period of three years or within
such a period as may be extended by the NHB, from the date of such acquisition, if
the investment in these assets together with such assets already held by the housing

finance company exceeds the above ceiling.

23. Exposure to capital market

23.1. Limits on housing finance companies’ exposure to capital market

23.1.1. The aggregate exposure of a housing finance company to the capital market
in all forms (both fund based, and non-fund based) should not exceed 40 per
cent of its net worth as on March 31 of the previous year.

23.1.2. Within the overall ceiling specified in Paragraph 23.1.1 above, direct
investment in shares, convertible bonds/ debentures, units of equity-oriented

mutual funds and all exposures to Venture Capital Funds (VCFs) [both
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registered and unregistered] of the housing finance company should not
exceed 20 per cent of its net worth.
23.1.3. Net worth for the purpose of this paragraph would comprise of Paid-up capital
plus Free Reserves including Share Premium but excluding Revaluation
Reserves, plus credit balance in Profit & Loss account, less debit balance in
Profit and Loss account, Accumulated Losses and Intangible Assets. No
general or specific provisions should be included in computation of net worth.
Infusion of capital through equity shares after the published balance sheet
date, may also be taken into account for determining the ceiling on exposure
to capital market. However, before reckoning such infusion, the HFC shall
furnish to the NHB, a certificate from its statutory auditors certifying
completion of the augmentation of capital.
23.2. Components of Capital Market Exposure
23.2.1. Capital market exposure of an HFC shall include both direct exposures and
indirect exposures. The items which are to be included and excluded are

enumerated in the table below.

Items included in capital market

Items excluded from capital market

exposure exposure
a.Direct investment in equity shares, |a. Investment of an HFC in its own
convertible bonds, convertible subsidiaries, joint ventures, and
debentures and units of equity- investments in unlisted shares and

oriented mutual funds, the corpus of
which is not exclusively invested in
corporate debt;
b.Advances against shares/ bonds/
debentures or other securities or on
clean basis to individuals for
investment in shares (including Initial
Public Offers/ Stock

Options), bonds,

Employees

convertible

convertible debentures, convertible bonds
issued by institutions forming crucial
financial infrastructure and other All India
Financial Institutions as detailed below.
After listing, the exposures in excess of the
original investment (i.e. prior to listing) shall
form part of the Capital Market Exposure.
(i) National Securities Depository Ltd. (NSDL)
(i)Central Depository Services (India) Ltd.

(CDSL)
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Items included in capital market

exposure

Items excluded from capital market

exposure

convertible debentures, and units of
equity oriented mutual funds;
c.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;
d.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
bonds/

of

than shares/ convertible

convertible debentures/ units
equity oriented mutual funds does not
fully cover the advances;
e.Secured and unsecured advances to
stockbrokers and guarantees issued
on behalf of stockbrokers and market
makers;
f. 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;

(iii) National Securities Clearing Corporation
Ltd. (NSCCL)
(iv) National Stock Exchange (NSE)
(v) Clearing Corporation of India Ltd., (CCIL)
(vi) Credit Information Bureau of India Ltd.
(CIBIL)
(vii) Multi Commodity Exchange Ltd. (MCX)
(viii) National
Exchange Ltd. (NCDEX)
(ix) National Multi-Commodity Exchange of
India Ltd. (NMCEIL)
(x) National Collateral Management Services
Ltd. (NCMSL)
(xi) Industrial Finance Corporation of India,
Ltd. (IFCI)
(xii)Tourism Finance Corporation of India Ltd.
(TFCI)
(xiii) Risk Capital & Technology Finance
Corporation Ltd. (RCTC)
(xiv) Technology Development & Information
Co. of India Ltd. (TDICI)
(xv) National Housing Bank (NHB)
(xvi) Small Industries Development Bank of
India (SIDBI)
(xvii) National Bank for Agriculture & Rural
Development (NABARD)
(xviii)Export Import Bank of India (EXIM
Bank)

(xix) Industrial Investment Bank of India (l1Bl)

Commodity and Derivatives
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Items included in capital market

exposure

Items excluded from capital market

exposure

. All

g.Bridge loans to companies against
expected equity flows/ issues;
h.Underwriting commitments taken up
by the housing finance companies in
respect of primary issue of shares or
convertible bonds or convertible
debentures or units of equity oriented
mutual funds;

i. Financing to stockbrokers for margin
trading; and

exposures to Venture Capital
(both

unregistered). These will be deemed

Funds registered and
to be on par with equity and hence will
be reckoned for compliance with the

capital market exposure ceilings (both

(xx) Life Insurance Corporation of India (LIC)
(xxi) General Insurance Corporation of India
(GIC)

b. Investments in Tier | and Tier Il debt
instruments issued by other HFCs;

c. Investment in Certificates of Deposit (CDs)
of other housing finance companies;

d. Investments in Preference Shares, non-
convertible  debentures  and non-
convertible bonds;

e. Investments in units of Mutual Funds under
schemes where the corpus is invested

exclusively in debt instruments;

f. Shares acquired by housing finance

companies as a result of conversion of

debt/ overdue interest into equity under a

direct and indirect). Corporate Debt Restructuring (CDR)

mechanism.

23.2.2. Computation of Exposure
For computing the exposure to the capital markets, loans/ advances
sanctioned and guarantees issued for capital market operations shall be
reckoned with reference to sanctioned limits or outstanding, whichever is
higher. Further, direct investment of a housing finance company in shares,
convertible bonds, convertible debentures and units of equity oriented mutual

funds shall be calculated at their cost price.

24. Engagement of Brokers
For engagement of brokers to deal in investment transactions, the housing finance

companies shall observe the following:
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24 1.

24.2.

24.3.

24 .4,

24.5.

24.6.

Transactions should not be put through the brokers’ accounts. The brokerage on
the deal payable to the broker, if any (if the deal was put through with the help of
a broker), should be clearly indicated on the notes/ memorandum put up to the
top management seeking approval for putting through the transaction and
separate account of brokerage paid, broker-wise, should be maintained.

If a deal is put through with the help of a broker, the role of the broker should be
restricted to that of bringing the two parties to the deal together.

While negotiating the deal, the broker is not obliged to disclose the identity of the
counterparty to the deal. On conclusion of the deal, he should disclose the
counterparty and his contract note should clearly indicate the name of the
counterparty.

Based on the contract note disclosing the name of the counterparty, settlement of
deals, viz. both fund settlement and delivery of security should be directly between
the parties and the broker should have no role to play in the process.

With the approval of their top management, HFCs should prepare a panel of
approved/ authorized brokers which should be reviewed annually or more often if
so warranted. Clear-cut criteria should be laid down for empanelment of brokers,
including verification of their creditworthiness, market reputation, etc. A record of
broker-wise details of deals put through and brokerage paid, should be
maintained.

A disproportionate part of the business should not be transacted through only one
or a few brokers. Housing finance companies should fix aggregate contract limits
for each of the approved brokers. A limit of 5 per cent of total transactions (both
purchase and sales) entered into by a housing finance company during a year
should be treated as the aggregate upper contract limit for each of the approved
brokers. This limit should cover both, the business initiated by a housing finance
company and the business offered/ brought to the housing finance company by a
broker. Housing finance companies should ensure that the transactions entered
into through individual brokers during a year normally do not exceed this limit.
However, if for any reason it becomes necessary to exceed the aggregate limit

for any broker, the specific reasons therefore should be recorded, in writing, by
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24.7.

24.8.

the authority empowered to put through the deals. Further, the Board should be

informed of this, post facto.

However, the norm of 5 per cent would not be applicable:

a. toahousing finance company whose total transactions in a year do not exceed
%20 crore; and

b. to housing finance companies’ dealings through Primary Dealers/ NDS-OM.

The auditors who audit the treasury operations should scrutinize the business

done through brokers also and include it in their monthly report to the Chief

Executive Officer of the housing finance company. Besides, the business put

through any individual broker or brokers in excess of the limit, with the reasons

therefor, should be covered in the half-yearly review to the Board of Directors.

Housing finance companies shall undertake securities transactions through stock

brokers only on National Stock Exchange/ Bombay Stock Exchange/ Over the

Counter Exchange of India.
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Chapter Vi

Acceptance of Public Deposits

25. Acceptance/ renewal of public deposits
25.1. No housing finance company shall accept or renew public deposit unless the HFC
has obtained minimum investment grade rating for fixed deposits from any one of
the approved credit rating agencies, at least once a year and a copy of the rating
is sent to the NHB and it is complying with all the prudential norms.
25.2. The names of approved credit rating agencies and the minimum investment
grade credit rating are as follows: -
Name of the agency Minimum Investment
Grade Credit Rating

(a) The Credit Rating Information Services of FA- (FA Minus)
India Ltd. (CRISIL)

(b) ICRA Ltd. MA- (MA Minus)
(c) Credit Analysis & Research Ltd. (CARE) CARE BBB (FD)
(d) Fitch Ratings India Private Ltd. tA-(ind)(FD)

(e) Brickwork Ratings India Pvt. Ltd. (Brickwork) | BWR FA

25.3. In the event of downgrading of the credit rating to any level below the minimum
specified investment grade as provided for in the paragraph above, an HFC shall:
a. with immediate effect, stop accepting fresh public deposits;
b. reduce such excess deposit by repayment on maturity; and
c. report the position within fifteen working days, to NHB.

26. Maintenance of a minimum percentage of liquid assets?®
26.1. Every housing finance company accepting public deposits shall:
26.1.1. invest and continue to invest in India in unencumbered approved securities,
valued at a price not exceeding the current market price of such securities,

an amount which, at the close of business on any day, shall not be less than

3 Gazette Notification No.NHB.HFC.LA-2/MD&CEQ/2019 No. 183 dated June 03, 2019 issued by NHB.
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six and a half per cent of the public deposits outstanding at the close of
business on the last working day of the second preceding quarter.

26.1.2. maintain in India an account with a scheduled bank in term deposits or
certificate of deposits (free of charge or lien) or in deposits with/ subscription
to bonds issued by the NHB, or partly in such an account or in such deposit
or partly by way of such subscription, a sum which, at the close of business
on any day, together with the investment made under Paragraph 26.1.1 shall
not be less than thirteen per cent of the public deposits outstanding at the
close of business on the last working day of the second preceding quarter.

26.1.3. All other provisions of Section 29B of NHB Act shall mutatis mutandis be
applicable to the above requirement as if the expression “public deposit” is
the same as the expression “deposit” as contemplated under the said
provision.

26.2. Valuation of Approved Securities
With a view to putting in place a uniform practice for valuation of the approved
securities, HFCs shall adopt the following procedure for valuation of approved
securities on a daily basis:

26.2.1. Quoted Securities
The ‘market value’ of such securities will be as available from the trades/
quotes on the stock exchanges, SGL account transactions, price list of RBI,
the price declared by Primary Dealers Association of India (PDAI)/ Fixed
Income Money Market and Derivatives Association of India (FIMMDA)/
Financial Benchmark India Pvt Ltd (FBIL).

26.2.2. Unquoted Securities

26.2.2.1. Central Government Securities
a. HFCs should value the unquoted Central Government securities on
the basis of the prices/ Yield to Maturity (YTM) rates put out by the
FBIL at periodical intervals.
b. Treasury Bills should be valued at carrying cost.

26.2.2.2. State Government Securities
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HFCs should value the unquoted State Government securities on the
basis of the prices/ Yield to Maturity (YTM) rates put out by the FBIL at
periodical intervals.

26.2.2.3. Other ‘approved’ Securities
Other approved securities will be valued applying the YTM method by
marking it up by 25 basis points above the yields of the Central
Government Securities of equivalent maturity put out by FBIL

periodically.

27. Ceiling on quantum of deposit

27.1.

27.2.

A housing finance company having obtained credit rating for its public deposits
not below the minimum investment grade rating and complying with all the
prudential norms, may accept public deposits not exceeding three times of its
NOF.

Provided no matured public deposit shall be renewed without the express and
voluntary consent of the depositor.

No housing finance company shall have deposits inclusive of public deposits, the
aggregate amount of which together with the amounts, if any, held by it which are
referred in clauses (iii) to (vii) of sub-section (bb) of Section 45 | of the Reserve
Bank of India Act, 1934 as also loans or other assistance from the NHB, in excess
of

a. fourteen times of its NOF on or after March 31, 2020;

b. thirteen times of its NOF on or after March 31, 2021; and

c. twelve times of its NOF on or after March 31, 2022.
Note:
NOF for the purpose of determination of the above limits shall be as at March 31t
of the previous financial year based on the audited financial statements for that
year. Infusion of capital after such balance sheet date may, however, be reckoned
for determining the limits, subject to certification of the same by the statutory

auditors.
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27.3. Where a housing finance company holds public deposits or deposits inclusive of
the items mentioned in Paragraph 27.2 in excess of the limits specified above, it
shall

a. not accept fresh deposit or open new deposit account; or

b. not renew the existing deposit or where the deposits are received under any
recurring scheme, receive instalments under such scheme after the expiry of
the scheme period;

c. reduce such excess deposit by repayment on maturity.

28. Period of Public Deposit
No housing finance company shall accept or renew any public deposit:
28.1. Which is repayable on demand or on notice; or
28.2. unless such deposit is repayable after a period of twelve months or more but not
later than one hundred and twenty months from the date of acceptance or renewal
of such deposits.
Explanation
Where a public deposit is in instalments, the period of such deposit shall be

computed from the date of receipt of first instalment.

29. Ceiling on the rate of interest & brokerage and Deposits from Non-Resident
Indians
29.1. No HFC shall invite or accept or renew public deposit at a rate of interest
exceeding twelve and half per cent per annum or as revised by the Reserve Bank.
Interest may be paid or compounded at rests which shall not be shorter than
monthly rests.
29.2. No HFC shall pay to any broker on public deposit collected by or through him, -
a. brokerage, commission, incentive or any other benefit by whatever name
called, in excess of two per cent of the deposit so collected; and
b. expenses by way of reimbursement on the basis of relative vouchers/ bills
produced by him, in excess of 0.5 percent of the deposit so collected.
29.3. No HFC shall invite or accept or renew repatriable deposits from Non-Resident
Indians in terms of Notification No.FEMA.5/2000-RB dated May 03, 2000, as
amended from time to time, under Non-Resident (External) Account Scheme at
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a rate exceeding the rate specified by the Bank for such deposits with scheduled
commercial banks.

Explanation - The period of above deposits shall be not less than one year and
not more than three years.

30. Payment of interest on overdue public deposits:

30.1. An HFC may, at its discretion, allow interest on an overdue public deposit or a
portion of the said overdue deposit from the date of maturity of the deposit subject
to the conditions that
a. the total amount of overdue deposit or the part thereof is renewed in

accordance with other relevant provisions of these directions, from the date
of its maturity till some future date; and

b. the interest allowed shall be at the appropriate rate operative on the date of

maturity of such overdue deposit which shall be payable only on the amount
of deposit so renewed:
Provided that where an HFC fails to repay the deposit along with interest on
maturity on the claim made by the depositor, the HFC shall be liable to pay
interest from the date of claim till the date of repayment at the contracted rate
as applicable to the deposit.

30.2. In regard to the payment of interest on such deposit which have either been
seized by the government authorities, and/or have been frozen till further
clearance is received by the concerned government authorities, the HFCs shall
follow the procedure mentioned below:

a. A request letter shall be obtained from the depositor on maturity. While
obtaining the request letter from the depositor for renewal, HFCs shall also
advise the depositor to indicate the term for which the deposit is to be
renewed. In case the depositor does not exercise his option of choosing the
term for renewal, HFCs shall renew the same for a term equal to the original
term.

b. No new receipt shall be issued. However, suitable note shall be made

regarding renewal in the deposit ledger.
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c. Renewal of deposit shall be advised by registered letter/ speed post/ courier
service to the concerned Government department under advice to the
depositor. In the advice to the depositor, the principal amount and the rate of
interest at which the deposit is renewed shall also be mentioned.

d. If overdue period does not exceed 14 days on the date of receipt of the
request letter, renewal shall be done from the date of maturity. If it exceeds
14 days, HFCs shall pay interest for the overdue period as per the policy
adopted by them, and keep it in a separate interest free account which shall
be released when the original fixed deposit is released.

However, the final repayment of the principal and the interest so accrued shall be

done only after the clearance regarding the same is obtained by the HFCs from

the respective Government agencies.

31. Renewal of public deposit

Where an HFC permits an existing depositor to renew the deposit before maturity

for availing of the benefit of higher rate of interest, such company shall pay the

depositor the increase in the rate of interest provided that, -

a. the depositis renewed in accordance with the other provisions of these directions
and for a period longer than the remaining period of the original contract; and

b. the interest on the expired period of the deposit is reduced by one percentage
point from the rate which the company would have ordinarily paid, had the
deposit been accepted for the period for which such deposit had run; any interest

paid earlier in excess of such reduced rate is recovered/ adjusted.

32. Joint deposit
Where so desired, deposits may be accepted in joint names with or without any of
the clauses, namely, "Either or Survivor", "Number One or Survivor/s", "Anyone or

Survivor/s".

33. Nomination rules
33.1. Nomination in favor of one person can be made by the depositor/s in respect by
the deposits held by him/them with an HFC in terms of section 36B of the National

Housing Bank Act, 1987. Such nomination can be made in the manner prescribed
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in the Banking Companies (Nomination) Rules, 1985 made by the Central
Government u/s 45ZA of the Banking Regulation Act 1949. In terms of the Rule
2(9) of the said rules, the companies are required to acknowledge in writing to
the depositor/s the filling of the relevant duly completed form of nomination,
cancellation and/or variation of the nomination.

33.2. HFCs which are accepting public deposits shall strictly comply with the above
provision of the Banking Companies (Nomination) Rules, 1985 and devise a
proper system of acknowledging the receipt of duly completed form of
nomination, cancellation and/or variation of the nomination. Such
acknowledgement shall be given to all the customers irrespective of whether the
same is demanded by the customers.

33.3. HFCs shall introduce the practice of recording on the face of the RD passbooks/
FDRs the position regarding availment of nomination facility with the legend
“‘Nomination Registered” and they shall also indicate the name of the Nominee in

the RD passbook/ FDRs, in case the customer is agreeable to the same.

34. Particulars to be specified in application form soliciting public deposits
34.1. No housing finance company shall accept or renew any public deposit except on
a written application from the depositors in the form to be supplied by the housing
finance company, which shall contain all the particulars specified in the Non-
Banking Financial Companies and Miscellaneous Non-Banking Companies
(Advertisement) Rules, 1977, made under section 58A of the Companies Act,
1956 and also contain the particulars of the specific category of the depositors,
i.e. whether the depositor is a shareholder or a director or a promoter of the
housing finance company or a member of public or a relative of a director of the
company.
34.2. The application form shall also contain the following:-
a. the credit rating assigned for its deposits and the name of the credit rating
agency which rated the housing finance company;
b. a statement to the effect that in case of any deficiency of the housing finance
company in servicing its deposits, the depositor may approach NHB, the

National Consumers Disputes Redressal Forum, the State Level Consumers

-58-



Disputes Redressal Forum or the District Level Consumers Dispute
Redressal Forum for relief;

. a statement to the effect that in case of non-repayment of the deposit or part
thereof in accordance with the terms and conditions of the deposit, the
depositor may make an application to authorised officer of the National
Housing Bank;

. a statement to the effect that the financial position of the housing finance
company as disclosed and the representations made in the application form
are true and correct and that the housing finance company and its Board of
Directors are responsible for the correctness and veracity thereof;

. a statement to the effect that the housing finance company is within the
regulatory framework of the Reserve Bank of India. It must, however, be
distinctly understood that the Reserve Bank of India or National Housing Bank
does not undertake any responsibility for the financial soundness of the
housing finance company or for the correctness of any of the statements or
the representations made or opinions expressed by the housing finance
company; and for repayment of deposit/ discharge of liabilities by the housing
finance company;

the information relating to and the aggregate dues from the facilities, both
fund and non-fund based, extended to, and the aggregate dues from
companies in the same group or other entities or business ventures in which
the directors and/or the housing finance company are/is holding substantial
interest and the total amount of exposure to such entities;

. at the end of application form but before signature of the depositor, the
following verification clause by the depositor shall be appended. “| have gone
through the financial and other statements/ particulars/ representations
furnished/ made by the housing finance company and after careful
consideration | am making the deposit with the housing finance company at
my own risk and volition.”

. the form should solicit the details of the bank account of the depositor or

depositor/s in case of deposits accepted in joint names.

-59-



35. Advertisement and statement in lieu of advertisement

35.1. Every HFC soliciting public deposit shall comply with the provisions of the Non-

35.2.

Banking Financial Companies and Miscellaneous Non-Banking Companies

(Advertisement) Rules, 1977 and shall also specify in every advertisement to be

issued thereunder, the following: -

a.

® o o T

the actual rate of return by way of interest, premium, bonus, other advantage
to the depositor;

the mode of repayment of deposit;

the maturity period of deposit;

the interest payable on deposit;

the rate of interest which will be payable to the depositor in case the depositor
withdraws the deposit prematurely;

the terms and conditions subject to which a deposit will be renewed;

any other special features relating to the terms and conditions subject to
which the deposit is accepted/ renewed;

the information, relating to the aggregate dues (including the non-fund based
facilities provided to) from companies in the same group or other entities or
business ventures in which, the directors and/or the HFC are holding
substantial interest and the total amount of exposure to such entities; and
that the deposits solicited by it are not insured.

Where an HFC displays any advertisement in electronic media such as TV, even

without soliciting deposits, it shall incorporate a caption/ band in such

advertisements indicating the following:

a.

As regards deposit taking activity of the company, the viewers may refer to
the advertisement in the newspaper/ information furnished in the application
form for soliciting public deposits;

The company is having a valid Certificate of Registration dated

issued under Section 29A of the National Housing Bank Act, 1987. However,
the Reserve Bank of India or the National Housing Bank does not accept any
responsibility or guarantee about the present position as to the financial

soundness of the company or for the correctness of any of the statements or
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representations made or opinions expressed by the company and for
repayment of deposits/ discharge of the liabilities by the company.

35.3. Where an HFC intends to accept public deposit without inviting or allowing or
causing any other person to invite such deposit, it shall, before accepting such
deposit, deliver to NHB for record, a statement in lieu of advertisement containing
all the particulars required to be included in the advertisement pursuant to the
Non-Banking Financial Companies and Miscellaneous Non-Banking Companies
(Advertisement) Rules, 1977 and also the particulars stated in paragraph 35.1,
duly signed in the manner provided in the aforesaid Rules.

35.4. A statement delivered under paragraph 35.3 above shall be valid till the expiry of
six months from the date of closure of the financial year in which it is so delivered
or until the date on which the balance sheet is laid before the company in general
meeting or where the annual general meeting for any year has not been held, the
latest day on which that meeting should have been held in accordance with the
provisions of the Companies Act, 1956 or the Companies Act, 2013, whichever is
earlier, and a fresh statement shall be delivered after the expiry of the validity of
the statement, in each succeeding financial year before accepting public deposit

in that financial year.

36. General provisions regarding repayment of deposits

36.1. No HFC shall grant any loan against a public deposit or make premature
repayment of a public deposit within a period of three months (lock-in period) from
the date of its acceptance.
Provided that in the event of death of a depositor, an HFC shall repay the public
deposit prematurely, even within the lock — in period, to the surviving depositor/s
in the case of joint holding with survivor clause, or to the nominee or the legal
heir/s of the deceased depositor, on the request of the surviving depositor/s/
nominee/ legal heir, and only against submission of proof of death, to the
satisfaction of the company, with interest at the contracted rate up to the date of
repayment.

36.2. Subject to the above provisions, an HFC not being a problem HFC may,

36.2.1. permit premature repayment of a public deposit at its sole discretion:
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36.2.2.

Provided such HFC shall, if so permitted by the terms and conditions of
acceptance of such deposit, repay it prematurely at the request of the
depositor, after the expiry of three months from the date of deposit;

grant a loan up to seventy-five percent of the amount of public deposit to
a depositor after the expiry of three months from the date of deposit at a
rate of interest two percentage points above the interest rate payable on

the deposit.

36.3. Subject to the above provisions, in order to enable a depositor to meet expenses

of an emergent nature, a problem HFC may make premature repayment of, or

grant a loan against, a public deposit in the following cases only, namely:

36.3.1.

36.3.2.

repay a tiny deposit in entirety or repay any other public deposit up to an
amount not exceeding ¥10,000/-; or

grant a loan against a tiny deposit or up to an amount not exceeding
%10,000/- against any other deposit, at a rate of interest two percentage

points above the interest rate payable on the deposit.

36.4. All deposit accounts standing to the credit of sole/ first named depositor in the

36.5.

same

capacity shall be clubbed and treated as one deposit account for the

purpose of premature repayment or grant of loan by a problem HFC.

Provided that this clause shall not apply to premature repayment in the event of

death of depositor as provided in the paragraph.

In order to meet certain expenses of an emergent nature, subject to the

satisfaction of the housing finance company concerned about such

circumstances —

36.5.1.

36.5.2.

‘Tiny deposits’ may prematurely be paid to individual depositors, at the
request of the depositor, before the expiry of three months from the date
of acceptance of such deposits, in entirety, without interest;

In case of other public deposits, not more than fifty per cent of the amount
of the principal sum of deposit or %5 lakh, whichever is lower, may be
prematurely paid to individual depositors, at the request of the depositors,
before the expiry of three months from the date of acceptance of such

deposits, without interest; the remaining amount with interest at the
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contracted rate shall be governed by the provisions of the extant directions
as applicable for public deposits;

Provided further that in cases of critical iliness, hundred per cent of the
amount of the principal sum of deposit, may be prematurely paid to
individual depositors, at the request of the depositors, before the expiry of
three months from the date of acceptance of such deposits, without
interest.

Explanation:

a. Forthe purpose of Sub-paragraph 36.5, expenses of an emergent nature includes
medical emergency or expenses due to natural calamities/ disaster as notified by
the concerned Government/ authority.

b. For the definition of ‘Critical illness’, HFCs shall be guided by the IRDAI (Health
Insurance) Regulations, 2016 and the guidelines issued thereunder, as amended
from time to time.

c. The amount of these provisions shall also apply to the existing deposit contracts
wherein the individual depositor does not have a right to premature withdrawal of
the deposit before the expiry of three months.

36.6. Where a housing finance company at the request of depositor/s repays a public

deposit before its maturity, it shall pay interest at the following rate:

Sl. Period for which Rate of interest

No. deposit has run

1. Within three months | No interest
subject to lock-in (Please also refer Paragraph 36.1)

period requirements

2. | After three months The maximum interest payable shall be four per
but before or up to cent per annum for individual depositor, and no
six months interest in case of other depositors

3. | After six months but | The interest payable shall be one per cent lower
before the date of than the interest rate applicable to a public deposit

maturity for the period for which the deposit has run or if no

rate has been specified for that period, then two
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36.7.

SI. Period for which Rate of interest

No. | deposit has run

per cent lower than the minimum rate at which the

public deposits are accepted by that HFC

It shall be the obligation of the housing finance company to intimate the details of
maturity of the deposit to the depositor at least fourteen days before the date of
maturity of the deposit. However, in the absence of any specific maturity
instruction, the maturity amount shall be remitted to the designated bank account

maintained in the name of the depositor/s.

37. Furnishing of receipt to depositor

37.1.

37.2.

Every HFC shall furnish to every depositor or his agent or group of joint
depositors, a receipt for every amount received by the company by way of
deposit.

The said receipt shall be duly signed by an officer authorised by the company in
that behalf and shall state the date of deposit, the name of the depositor, the
amount in words and figures received by the company by way of deposit, rate of
interest payable thereon and the date on which the deposit is repayable:
Provided that, if such receipts pertain to instalments subsequent to the first
instalment of a recurring deposit it may contain only name of the depositor and

date and amount of deposit.

38. Register of deposit

38.1.

Every HFC shall keep one or more registers in respect of all deposits in which
shall be entered separately in case of each depositor or group of joint depositors
the following particulars, namely: -

a. name and address of the depositor or group of joint depositors, their
nominees,

date and amount of each deposit,

duration and the due date of each deposit,

date and amount of accrued interest or premium on each deposit,

® o 0 T

date of claim made by the depositor,
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f. date and amount of each repayment, whether of principal, interest or
premium,

g. the reasons for delay in repayment beyond five working days and

h. any other particulars relating to the deposit.

38.2. The register or registers aforesaid shall be kept at each branch in respect of the

deposit accounts opened by that branch of the company and a consolidated
register for all the branches taken together at the registered office of the company
and shall be preserved in good order for a period of not less than eight calendar
years following the financial year in which the latest entry is made of the
repayment or renewal of any deposit of which particulars are contained in the
register.
Provided that, if the company keeps the books of account referred to in sub-
section (1) of section 209 of the Companies Act, 1956 or the corresponding
provision of Companies Act, 2013, at any place other than its registered office in
accordance with the proviso to that sub-section, it shall be deemed to be sufficient
compliance with this clause if the register aforesaid is kept at such other place,
subject to the condition that the company delivers to NHB a copy of the notice
filed with the Registrar of Companies under the proviso to the said sub-section
within seven days of such filing.

38.3. HFCs which maintain the particulars/ details of the deposits, as required under
these direction, on centralized computer database may continue to do so;
provided the authenticated particulars of public deposits are sent to the respective
branches, updating the information on quarterly basis i.e. as on March 31, June
30, September 30 and December 31, every year irrespective of the fact that the
branch does not open deposit accounts. The information pertaining to a quarter

should reach the branch concerned before the 10th day of the next quarter.

39. Closure of branches
39.1. No deposit-taking HFC shall close its branch/ office without publishing such
intention in any one national level newspaper and in one vernacular newspaper

in circulation in the relevant place indicating therein the purpose and
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arrangements being made to service depositors etc. and without advising the

NHB, before ninety days of the proposed closure.

39.2. An intimation along with a copy of the notice in respect of above should be sent

within 7 days of its publication in the newspapers to NHB.

40. Safe custody of approved securities

40.1.

40.2.

Every housing finance company shall entrust to one of the scheduled commercial
banks designated by it on that behalf, in the place where the registered office of
the housing finance company is situated, the unencumbered approved securities
required to be maintained by it in pursuance of Section 29B of the National
Housing Bank Act, 1987;
Provided that where a housing finance company intends to entrust these
securities to the Stock Holding Corporation of India Ltd. or to its designated
bankers at a place other than the place at which its registered office is situated or
to keep them in the form of Constituent’s Subsidiary General Ledger Account with
a schedule commercial bank, or with a depository participant registered with
Securities and Exchange Board of India established under Securities and
Exchange Board of India Act, 1992 (15 of 1992), it shall obtain the prior approval
in writing, of the NHB.
the securities mentioned in Sub-paragraph 40.1 above shall continue to be
entrusted to such designated banker or to the Stock Holding Corporation of India
Ltd. or the depository participant or held in the constituent’s subsidiary General
Ledger Account with the scheduled commercial bank for the benefit of the
depositors and shall not be withdrawn or encashed or otherwise dealt with by the
housing finance company except for repayment to the depositors.
Provided that,
a. an HFC shall be entitled to withdraw a portion of such securities proportionate
to the reduction of its deposits duly certified to that effect by its auditors;
b. where the HFC intends to substitute such securities, it may do so by entrusting
substitute securities of equal value to the designated bank before such

withdrawal.
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41.

Explanation:

‘scheduled commercial bank’ means a bank included in the Second Schedule to
the Reserve Bank of India Act, 1934 excluding a Regional Rural Bank or a Co-

operative Bank.

Employees Security Deposit

An HFC receiving any amount in the ordinary course of its business as security

deposit from any of its employees for due performance of his duties shall keep such

amount in an account with a scheduled commercial bank or in a post office in the

joint names of the employee and the company on the conditions that -

a.

b.

it shall not withdraw the amount without the consent in writing of the employee;
and

the amount shall be repayable, as per the HFC’s internal rules, to the employee
along with interest payable on such deposit account unless such amount or any
part thereof is liable to be appropriated by the company for the failure on the part

of the employee for due performance of his duties.

42. Full cover for public deposits - Creation of Floating Charge in favour of the

Depositors

42.1. HFCs should ensure that at all times there is full cover available for public deposits

accepted by them. While calculating this cover the value of all debentures
(secured and unsecured) and outside liabilities other than the aggregate liabilities
to depositors may be deducted from the total assets. Further, the assets should
be evaluated at their book value or realizable/ market value whichever is lower for

this purpose.

42.2. All HFCs accepting/ holding public deposits shall create floating charge on the

assets invested by them in terms of sub-sections (1) and (2) of Section 29B of the
National Housing Bank Act, 1987 in favour of their depositors through the
mechanism of a “Trust Deed”. The charge so created shall also be registered with
the Registrar of Companies and the information in this regard shall be furnished
to the Trustees and to NHB. A copy of the ‘Trust Deed’ proforma containing the

details and the ‘Trustee Guidelines’ are enclosed in Annex V.
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43. HFCs failing to repay public deposit prohibited from making loans and
investments
An HFC which has failed to repay any public deposit or part thereof in accordance
with the terms and conditions of such deposit, as provided in Section 36A (1) of NHB
Act, 1987, shall not grant any loan or other credit facility by whatever name called or

make any investment or create any other asset as long as the default exists.

44. Information to be included in the Board's report:

44 .1. In every report of the Board of Directors laid before the company in a general
meeting under sub-section (1) of section 217 of the Companies Act, 1956 or the
corresponding provision of Companies Act, 2013, there shall be included in the
case of an HFC, the following particulars or information, namely:-

a. the total number of accounts of public deposit of the company which have not
been claimed by the depositors or not paid by the company after the date on
which the deposit became due for repayment; and

b. the total amount due under such accounts remaining unclaimed or unpaid
beyond the date referred to in clause (a) as aforesaid.

44.2. The said particulars or information shall be furnished with reference to the position
as on the last day of the financial year to which the report relates and if the
amounts remaining unclaimed or undisbursed as referred to in Paragraph 44.1
(b) exceed in the aggregate a sum of rupees five lakhs, there shall also be
included in the report a statement on the steps taken or proposed to be taken by
the Board of Directors for the repayment of the amounts due to the depositors

remaining unclaimed or undisbursed.
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45.

Section lli
Governance
Chapter Vi

Acquisition/ Transfer of Control

Prior written permission of Reserve Bank of India shall be required for the following:

45.1. any takeover or acquisition of control of an HFC, which may or may not result in

change of management;

45.2. any change in the shareholding of an HFC accepting/ holding public deposits,

including progressive increases over time, which would result in acquisition/
transfer of shareholding of 10 per cent or more of the paid-up equity capital of the
HFC by/to a foreign investor

or

any change in the shareholding of an HFC, including progressive increases over
time, which would result in acquisition/ transfer of shareholding of 26 per cent or
more of the paid-up equity capital of the HFC;

Provided that, prior approval would not be required in case of any shareholding
going beyond 10 per cent or 26 per cent, as applicable, due to buyback of shares/
reduction in capital where it has approval of a competent Court. However, the
same is to be reported to the NHB not later than one month from the date of its

occurrence.

45.3. any change in the management of the HFC which would result in change in more

than 30 per cent of the directors, excluding independent directors.

Provided that, prior approval would not be required in case of directors who get
re-elected on retirement by rotation.

Note: Notwithstanding Paragraph 45, HFCs shall continue to inform the NHB

regarding any change in their directors/ management.

46. Application for prior approval

46.1. HFCs shall submit an application, in the company’s letter head, for obtaining prior

approval of the Bank, along with the following documents:

46.1.1. Information about the proposed directors/ shareholders as per Annex VI,
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46.1.2. Sources of funds of the proposed shareholders acquiring the shares in the

HFC;

46.1.3. Declaration by the proposed directors/ shareholders that they are not

associated with any unincorporated body that is accepting public deposits;

46.1.4. Declaration by the proposed directors/ shareholders that they are not

associated with any company, the application for Certificate of Registration
(CoR) of which has been rejected by the Reserve Bank of India/ National
Housing Bank;

46.1.5. Declaration by the proposed directors/ shareholders that there is no criminal

case, including for offence under Section 138 of the Negotiable Instruments

Act, against them; and

46.1.6. Bankers’ Report on the proposed directors/ shareholders.

46.1.7. Declaration on the status of supervisory compliances.

46.2.

Applications in this regard shall be submitted to the Chief General Manager-in-
Charge, Department of Regulation, Reserve Bank of India, 2" Floor, Main Office
Building, Fort, Mumbai — 400 001.

47. Requirement of Prior Public Notice about change in control/ management.

47.1.

47.2.

A public notice of at least 30 days shall be given before effecting the sale of, or
transfer of the ownership by sale of shares, or transfer of control, whether with or
without sale of shares. Such public notice shall be given by the HFCs and also by
the other party or jointly by the parties concerned, after obtaining the prior
permission of the Bank.

The public notice shall indicate the intention to sell or transfer ownership/ control,
the particulars of transferee and the reasons for such sale or transfer of
ownership/ control. The notice shall be published in at least one leading national
and in one leading local (covering the place of registered office) vernacular
newspaper.

Provided that nothing contained in this paragraph shall apply in case of any
change in shareholding of an HFC accepting/ holding public deposits, including

progressive increases over time, which would result in acquisition/ transfer of
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shareholding of 10 per cent or more and less than 26 per cent of the paid-up

equity capital of the HFC by/to a foreign investor.

48. Permission to accept public deposits in cases of acquisition or transfer of
control of HFCs holding CoR valid for accepting public deposits
In cases of acquisition or transfer of control of HFCs holding CoR valid for accepting
public deposits, the Bank reserves the right to review the grant of permission to
accept public deposits.
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Chapter IX

Corporate Governance

49. Applicability

The directions prescribed in this Chapter shall apply to all public deposit accepting/

holding HFCs and every non-public deposit accepting HFC with assets size of

Rupees Fifty crore and above, as per the last audited balance sheet. HFCs with

asset size lower than Rupees Fifty crore are encouraged to follow the guidelines.

50. Constitution of Committees of the Board
50.1. Audit Committee

50.1.1.

50.1.2.

All HF Cs shall constitute an Audit Committee, consisting of not less than three
members of its Board of Directors.

Explanation |: The Audit Committee constituted by a housing finance
company as required under Section 177 of the Companies Act, 2013 shall be
the Audit Committee for the purpose of this paragraph.

Explanation II: The Audit Committee constituted under this paragraph shall
have the same powers, functions and duties as laid down in Section 177 of
the Companies Act, 2013.

The Audit Committee must ensure that an Information System Audit of the
critical and significant internal systems and processes is conducted at least
once in two years to assess operational risks faced by the HFC.

Note: The Information System Audit as prescribed shall be carried out

separately through a Certified Information System Auditor (CISA).

50.2. Nomination and Remuneration Committee

All HFCs shall form a Nomination and Remuneration Committee and have a policy

to ensure 'fit and proper' status of proposed/ existing directors and proper

framework in relation to remuneration of directors, Key Managerial Personnel and

senior management personnel.

The Nomination and Remuneration Committee shall ensure that there is no

conflict of interest in appointment of directors and their independence is not

subject to potential threats.
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Explanation I: The Nomination and Remuneration Committee constituted under

this paragraph shall have the same powers, functions and duties as laid down in

relevant provisions of Section 178 of the Companies Act, 2013.

50.3. Risk Management Committee

To manage the integrated risk, all HFCs shall form a Risk Management

Committee, besides the Asset Liability Management Committee.

51. Appointment of Chief Risk Officer
51.1. HFCs with asset size of more than 5000 crore are required to appoint a Chief

Risk Officer (CRO) with clearly specified role and responsibilities. The CRO is

required to function independently so as to ensure highest standards of risk

management.

51.2. The HFCs shall strictly adhere to the following instructions in this regard:

51.2.1.

51.2.2.

51.2.3.

51.2.4.

The CRO shall be a senior official in the hierarchy of an HFC and shall
possess adequate professional qualification/ experience in the area of risk
management.

The CRO shall be appointed for a fixed tenure with the approval of the Board.
The CRO can be transferred/ removed from his post before completion of the
tenure only with the approval of the Board and such premature transfer/
removal shall be reported to the NHB. In case the HFC is listed, any change
in incumbency of the CRO shall also be reported to the stock exchanges.
The Board shall put in place policies to safeguard the independence of the
CRO. In this regard, the CRO shall have direct reporting lines to the MD &
CEO/ Risk Management Committee (RMC) of the Board. In case the CRO
reports to the MD & CEO, the RMC/ Board shall meet the CRO without the
presence of the MD & CEO, at least on a quarterly basis. The CRO shall not
have any reporting relationship with the business verticals of the HFC and
shall not be given any business targets. Further, there shall not be any ‘dual
hatting’ i.e. the CRO shall not be given any other responsibility.

The CRO shall be involved in the process of identification, measurement and

mitigation of risks. All credit products (retail or wholesale) shall be vetted by
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the CRO from the angle of inherent and control risks. The CRO’s role in

deciding credit proposals shall be limited to being an advisor.

51.2.5. In HFCs that follow committee approach in credit sanction process for high

value proposals, if the CRO is one of the decision makers in the credit
sanction process, the CRO shall have voting power and all members who are
part of the credit sanction process, shall individually and severally be liable

for all the aspects, including risk perspective related to the credit proposal.

52. Fit and Proper Criteria
All HFCs shall

52.1.

52.2.

52.3.

52.4.

ensure that a policy is put in place with the approval of the Board of Directors for
ascertaining the ‘fit and proper’ criteria of the directors at the time of appointment,
and on a continuing basis. The policy on the ‘fit and proper’ criteria shall be on the
lines of the guidelines contained in Annex VII;

obtain a declaration and undertaking from the directors giving additional
information on the directors. The declaration and undertaking shall be on the lines
of the format given in Annex VIil;

obtain a Deed of Covenant signed by the directors, which shall be in the format
as given in Annex IX;

furnish to the NHB a quarterly statement on change of directors, and a certificate
from the Managing Director of the HFC that fit and proper criteria in selection of
the directors has been followed. The statement must reach NHB within 15 days
of the close of the respective quarter. The statement submitted by HFCs for the
quarter ending March 31, should be certified by the auditors. Further, in case of
no change in the directors during a quarter, a ‘Nil’ statement should be submitted.

Provided that the Bank, if it deems fit and in public interest, reserves the right to

examine the ‘fit and proper’ criteria of directors of any HFC irrespective of the asset

size of such HFCs.

53. Disclosure and transparency

53.1.

All HFCs shall put up to the Board of Directors, at regular intervals, as may be

prescribed by the Board in this regard, the following:
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the progress made in putting in place a progressive risk management system
and risk management policy and strategy followed by the HFC;

conformity with corporate governance standards viz., in composition of
various committees, their role and functions, periodicity of the meetings and

compliance with coverage and review functions, etc.

53.2. All HFCs shall also disclose the following in their Annual Financial Statements:

a.

registration/ license/ authorisation, by whatever name called, obtained from
other financial sector regulators;
ratings assigned by credit rating agencies and migration of ratings during the

year;

c. penalties, if any, levied by any regulator/ supervisor/ enforcement authority;

d. information namely, area, country of operation and joint venture partners with

regard to joint ventures and overseas subsidiaries; and

Asset-Liability profile, extent of financing of parent company products, NPAs
and movement of NPAs, details of all off-balance sheet exposures, exposure
to real estate, exposure to capital market, structured products issued by them
as also securitization/ assignment transactions and other disclosures, as

given in Annex IV,

54. Rotation of partners of the Statutory Auditors’ Audit Firm

55.

All HFCs shall rotate the partner/s of the Chartered Accountant firm conducting the
audit, every three years so that same partner shall not conduct audit of the company
continuously for more than a period of three years. However, the partner so rotated
shall be eligible for conducting the audit of the HFC after an interval of three years,
if the HFC, so decides. The HFC shall incorporate appropriate terms in the letter of

appointment of the firm of auditors and ensure its compliance.

Framing of Internal Guidelines

All HFCs shall frame their internal guidelines on corporate governance with the
approval of the Board of Directors, enhancing the scope of the guidelines without
sacrificing the spirit underlying the above guidelines and it shall be published on the

company's website, for the information of various stakeholders.
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Section IV

Miscellaneous Instructions

Chapter X
Opening of Branches/ Offices

56. Opening of Branches/Offices

56.1.

56.2.
56.3.

56.4.

An HFC shall, before opening a branch or an office in India, inform the NHB in
writing, of its intention to open a branch or an office.

No housing finance company shall open a branch outside India.

No housing finance company shall open a representative office outside India
without obtaining prior approval in writing from the NHB.

The application from HFC seeking approval shall be considered keeping in view

the Chapter XII of Master Direction - Non-Banking Financial Company —

Systemically Important Non-Deposit taking Company and Deposit taking

Company (Reserve Bank) Directions, 2016 as updated from time to time, issued

by the Reserve Bank of India and shall be subject to the following:

a. The representative office can be set up outside India for the purpose of liaison
work, undertaking market study and research but not undertaking any activity
which involves outlay of funds, provided it is subject to regulation by a
regulator in the host country. As it is not envisaged that such office would be
carrying on any activity other than liaison work, no line of credit should be
extended.

b. The HFC shall obtain periodical reports about the business undertaken by the
representative office outside India. If the representative office has not
undertaken any activity or such reports are not forthcoming, the approvals

given for the purpose shall be reviewed/ recalled.
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Chapter XI

Guidelines on Private Placement of Non-Convertible Debentures (NCDs)

57. Purpose of the issue

57.1.

57.2.

A housing finance company shall issue non-convertible debentures for
deployment of funds for creation of own assets.
No housing finance company shall issue non-convertible debentures to facilitate

resource requests of or utilization by group entities/ parent company/ associates.

58. Maturity

58.1.

58.2.

58.3.
58.4.

NCDs shall not be issued for maturities of less than 12 months from the date of
issue.

The exercise date of option (put/call), if any, attached to the non- convertible
debentures shall not fall within the period of one year from the date of issue.

No roll-over of non-convertible debentures is permitted.

The tenor of the non-convertible debentures shall not exceed the validity period

of the credit rating of the instrument, if any.

59. Rating Requirement

59.1.

59.2.

59.3.

A housing finance company having minimum NOF as prescribed in Paragraph 5
and intending to issue non-convertible debentures shall obtain credit rating for the
same from one of the credit rating agencies, viz., the Credit Rating Information
Services of India Ltd. (CRISIL) or the Investment Information and Credit Rating
Agency of India Ltd. (ICRA) or the Credit Analysis and Research Ltd. (CARE), or
the FITCH Ratings India Pvt. Ltd or Brickwork Ratings India Pvt. Ltd or such other
agencies registered with Securities and Exchange Board of India (SEBI) or such
other credit rating agencies as may be specified by the Reserve Bank of India
from time to time, for the purpose.

The housing finance company should have minimum credit rating of moderate
degree of safety regarding timely servicing of financial obligations.

The housing finance company shall ensure at the time of issuance of the non-
convertible debentures that the rating so obtained is current and has not fallen

due for review.
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60. Maximum number of investors and minimum amount of subscription per

investor

60.1.

60.2.

60.3.
60.4.

There shall be a limit of 200 subscribers for every financial year, for issuance of
NCDs with a maximum subscription of less than %1 crore, and such subscription
shall be fully secured.

There shall be no limit on the number of subscribers in respect of issuances with
a minimum subscription of 21 crore and above; and the option to create security
in favour of subscribers will be with the issuers. Such unsecured debentures shall
not be treated as public deposits as defined in these directions.

The minimum subscription per investors shall be ¥20,000/-.

The issuance of private placement* of NCDs shall be in two separate categories,
those with a maximum subscription of less than %1 crore and those with a

minimum subscription of ¥1 crore and above per investor.

61. Limits and the amount of Issue of non-convertible debentures

61.1.

61.2.

The aggregate amount of non-convertible debentures issued by a housing finance
company shall be within such limit as may be approved by the Board of Directors
of the housing finance company or the quantum indicated by the Credit Rating
Agency for the rating granted, whichever is lower.

The total amount of non-convertible debentures proposed to be issued shall be
completed within a period of 30 days from the date on which the housing finance

company opens the issue for subscription.

62. Conditions for issue of non-convertible debentures

62.1.

62.2.

A housing finance company shall have in place, a Board approved policy for
resource planning which, inter alia, should cover the planning horizon and the
periodicity of private placement of non-convertible debentures.

The offer document for private placement should be issued within a maximum

period of 6 months from the date of the Board resolution authorizing the issue.

63. Procedure for Issuance

4 “Private Placement” means non-public offering of Non-Convertible Debentures (NCDs) by housing finance
companies to such number of select subscribers and such subscription amounts, as may be specified by the Reserve
Bank of India, from time to time.
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63.1. The housing finance company shall disclose to the prospective investors, its
financial position as per the standard market practice. In particular, the offer
document should include the names and designations of the officials who are
authorized to issue such offer document. The Board resolution and the offer
document must contain information on purpose for which the resources are being
raised. The offer document may be printed or typed "For Private Circulation Only".
General information including the address of the Registered Office of the HFC,
date of opening/ closing of the issue, maturity period, rate of interest, etc. shall be
clearly mentioned in the offer document.

63.2. The auditors of the housing finance company shall certify to the investors that all
the eligibility conditions set forth in these directions for the issue of non-convertible
debentures are met by the housing finance company.

63.3. The requirements of all the provisions of the Companies Act, 2013 and the
Securities and Exchange Board of India (Issue and Listing of Debt Securities)
Regulations, 2008, or any other law, that may be applicable, shall be complied
with by the housing finance company.

63.4. The Debenture Certificate shall be issued within the period prescribed in the
Companies Act, 2013 or any other law as in force at the time of issuance.

63.5. Non-convertible debentures may be issued at face value carrying a coupon rate
or at a discount to face value as zero-coupon instruments as determined by the

housing finance company.

64. Debenture Trustee
64.1. Every housing finance company issuing non-convertible debentures shall appoint
a Debenture Trustee for each issue.

64.2. Any entity that is registered as a Debenture Trustee with the Securities and
Exchange Board of India under the Securities and Exchange Board of India
(Debenture Trustees) Regulations, 1993, shall be eligible to act as Debenture
Trustee for issue of the non-convertible debentures.

64.3. Any information as required by NHB, HFCs shall procure such information from
Debenture Trustee and shall submit it to the NHB from time to time.

65. Security Cover for non-convertible debentures
65.1. A housing finance company issuing non-convertible debentures shall ensure that

at all points of time such debentures are fully secured.
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65.2.

65.3.

65.4.

In case, at the stage of issue, the security cover is insufficient/ not created, the
issue proceeds shall be placed under escrow until creation of security, which in
any case should be within one month from the date of issue.

The provisions of the above paragraph shall not apply to any amount received as
‘hybrid debt’ or ‘subordinated debt’, as defined in these directions having the
minimum maturity period of which is not less than sixty months.

The provisions of the above paragraph shall not apply to any amount raised by
issuance of non-convertible debentures with a maturity more than one year and
having the minimum subscription per investor at ¥1 crore and above, provided
that such debentures have been issued in accordance with the guidelines issued
by the Reserve Bank of India as in force from time to time in respect of such non-
convertible debentures.

66. Preference for Dematerialization

While option is available to the housing finance companies to issue non- convertible

debentures in dematerialized or physical form, they are encouraged to issue

debentures in dematerialized form.

67. Loan against debentures

No housing finance company shall extend loans against the security of its own

debentures issued either by way of private placement or public issue®.

68. Board’s report

The Board’s report attached to every balance sheet laid before a housing finance

company in general meeting shall include a statement showing:

68.1.

68.2.

The total number of non-convertible debentures which have not been claimed by
the Investors or not paid by the housing finance company after the date on which
the non-convertible debentures became due for redemption; and

The total amount in respect of such debentures remaining unclaimed or unpaid

beyond the date referred to in Paragraph 68.1 as aforesaid.

5 “Public Issue” means an invitation by a housing finance company to public to subscribe to the securities offered
through a prospectus.
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Chapter XIi
Auditor’s Report

69. Auditors to submit additional Report to the Board of Directors

In addition to the report made by the auditor under Section 143 of the Companies

Act, 2013 on the accounts of a housing finance company examined for every

financial year ending on any day on or after the commencement of these directions,

the auditor shall also make a separate report to the Board of Directors of the

Company on the matters specified in Paragraphs 70 and 71 below.

70. Material to be included in the Auditor’s Report to the Board of Directors

70.1. The auditor’s report on the accounts of a housing finance company shall include

a statement on the following matters, namely:

70.1.1.

70.1.2.

70.1.3.

70.1.4.

70.1.5.

Conducting housing finance activity without a valid Certificate of Registration
(CoR) granted under Section 29 A of the NHB Act, 1987 is an offence under
Chapter VIl of the NHB Act, 1987. Therefore, if the company is engaged in
the business of Housing Finance Institution as defined in Section 2 (d) of the
NHB Act and meeting Principal Business Criteria as laid down under
Paragraph 4.1.17 of these directions, the auditor shall examine whether the
company has obtained a CoR under Section 29 A of the NHB Act, 1987. The
auditor shall also certify the Principal Business Criteria as specified in
Paragraph 4.1.17.

Whether the housing finance company is meeting the Net Owned Fund
(NOF) requirement as prescribed under Section 29A of the National Housing
Bank Act, 1987 including paid-up preference shares which are compulsorily
convertible into equity.

Whether the housing finance company has complied with Section 29C of the
National Housing Bank Act, 1987.

Whether the total borrowings of the housing finance company are within the
limits prescribed under Paragraph 27.2 of these directions.

Whether the housing finance company has complied with the prudential

norms on income recognition, accounting standards, asset classification,
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loan-to-value ratio, provisioning requirements, disclosure in balance sheet,
investment in real estate, exposure to capital market and engagement of
brokers, and concentration of credit/investments as specified in these
directions;

70.1.6. Whether the capital adequacy ratio as disclosed in the half-yearly statutory
return, submitted to the NHB, as per the directions issued by NHB in this
regard, has been correctly determined and whether such ratio is in
compliance with the prescribed minimum capital to risk weighted asset ratio
(CRAR);

70.1.7. Whether the housing finance company has furnished to the NHB within the
stipulated period the half-yearly statutory return, as specified in the directions
issued by NHB;

70.1.8. Whether the housing finance company has furnished to the NHB within the
stipulated period the quarterly statutory return on Statutory Liquid Assets, as
specified in the directions issued by NHB;

70.1.9. Whether, in the case of opening of new branches/ offices or in the case of
closure of existing branches/ offices, the housing finance company has
complied with the requirements contained in these directions.

70.1.10. Whether the housing finance company has complied with the provisions
contained in Paragraph 3.1.3, Paragraph 3.1.4 and Paragraph 18 of these
directions.

70.1.11. Whether the Board of Directors of the housing finance company has passed
a resolution for non-acceptance of any public deposits;

70.1.12. Whether the housing finance company has accepted any public deposits
during the relevant period/ year;

70.2. In case of a housing finance companies accepting/ holding public deposits:
Apart from the matters enumerated in Paragraph 70.1 above, the auditor shall
include a statement on the following matters, namely: -

70.2.1. Whether the public deposits accepted by the housing finance company
together with other borrowings indicated below viz.

a. from public by issue of unsecured non-convertible debentures/ bonds;
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70.2.2.

70.2.3.

70.2.4.

b. from its shareholders (if it is a public limited company); and

c. which are not excluded from the definition of ‘public deposit’ as per
Paragraph 4.1.30 of these directions,

are within the limits admissible to the company as per the provisions of these

directions;

Whether the public deposits held by the housing finance company in excess

of the quantum of such deposits permissible to it under the provisions of these

directions are regularised in the manner provided in the direction;

Whether the housing finance company is accepting/ holding "public deposits”

without minimum investment grade credit rating from an approved credit

rating agency;

In respect of housing finance company referred to in Paragraph 70.2.3 above,

70.2.4.1. whether the credit rating, for each of the fixed deposit schemes that has

been assigned by one of the Credit Rating Agencies mentioned in these

directions are in force; and

70.2.4.2. whether the aggregate amount of deposits outstanding as at any point

70.2.5.

70.2.6.

70.2.7.

during the year has exceeded the limit specified by the such Credit Rating
Agency;
Whether the housing finance company has defaulted in paying to its
depositors the interest and/or principal amount of the deposits after such
interest and/or principal became due;
Whether the housing finance company has complied with the liquid assets
requirement as prescribed by the Bank in exercise of powers under section
29B of the National Housing Bank Act, 1987 and the requirements as
specified in Paragraphs 40 and 42 of these directions;
Whether the housing finance company has violated any provisions contained
under restriction on acceptance of public deposits, period of public deposits,
joint public deposit, particulars to be specified in application form soliciting
public deposits, ceiling on the rate of interest and brokerage and interest on
overdue public deposits, renewal of public deposits before maturity as

provided in these directions.
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71. Reasons to be stated for unfavourable or qualified statements/ remarks/ notes
Where, in the auditor’s report, the statement/ remarks/ notes regarding any of the
items referred to in Paragraph 70 above is unfavourable or qualified, the auditor’s
report shall also state the reasons for such unfavourable or qualified statement, as
the case may be. Where the auditor is unable to express any opinion on any of the
items referred to in Paragraph 70 above, his report shall indicate such fact together

with reasons therefor.

72. Obligation of auditor to report to the Reserve Bank of India and the National
Housing Bank

72.1. Where, in the case of a housing finance company, the statement regarding any
of the items referred to in Paragraph 70 above, is unfavourable or qualified, or in
the opinion of the auditor the company has not complied with:

a. the provisions of Chapter V of the National Housing Bank Act, 1987;

b. the provisions of Chapter Ill B of the RBI Act, except Sections 45-IA, 45-I1B
and 45-IC; or

c. the provisions contained in these directions (i.e. Master Direction Non -
Banking Financial Company — Housing Finance Company (Reserve Bank of
India) Directions, 2021)

It shall be the obligation of the auditor to make a report containing the details of

such unfavourable or qualified statements and/or about the noncompliance, as

the case may be, in respect of the housing finance company to the NHB and

Department of Regulation, Reserve Bank of India, Mumbai.

72.2. The duty of the auditor under Sub-paragraph 72.1 shall be to report only the
contraventions of the provisions of NHB Act, 1987, the RBI Act, 1934 and
directions, guidelines, instructions referred to in Sub-paragraph 72.1 and such
report shall not contain any statement with respect to compliance of any of those

provisions.
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Chapter XIil

Fair Practice Code

73. Application of the Code

This Code shall apply to all the products and services, whether they are provided by

the HFCs, its subsidiaries or Digital Lending Platforms (self-owned and/or under an

outsourcing arrangement) across the counter, over the phone, by post, through

interactive electronic devices, on the internet or by any other method.

74. Applications for loans and their processing

74.1. All communications to the borrower shall be in the vernacular language or a

74.2.

74.3.

74.4.

language as understood by the borrower.

HFCs shall transparently disclose to the borrower all information about fees/
charges payable for processing the loan application, the amount of fees
refundable if loan amount is not sanctioned/ disbursed, pre-payment options and
charges, if any, penal interest/ penalty for delayed repayment, if any, conversion
charges for switching loan from fixed to floating rates or vice-versa, existence of
any interest reset clause and any other matter which affects the interest of the
borrower. In other words, HFCs must disclose ‘all in cost’ inclusive of all charges
involved in processing/ sanctioning of loan application in a transparent manner. It
should also be ensured that such charges/ fees are non-discriminatory.

Loan application forms shall include necessary information which affects the
interest of the borrower, so that a meaningful comparison with the terms and
conditions offered by other HFCs can be made and informed decision can be
taken by the borrower. The loan application form may indicate the list of
documents required to be submitted with the application form.

The HFCs shall devise a system of giving acknowledgement for receipt of all loan
applications. Preferably, the time frame within which loan applications will be
disposed should also be indicated in the acknowledgement.
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75. Loan appraisal, terms/ conditions and communication of rejection of loan

application

75.1.

75.2.

75.3.

75.4.

75.5.

Normally all particulars required for processing the loan application shall be
collected by the HFCs at the time of application. In case it needs any additional
information, the customer should be told immediately that he would be contacted
again.

HFCs shall convey in writing to the borrower in the vernacular language or a
language as understood by the borrower by means of sanction letter or otherwise,
the amount of loan sanctioned along with all terms and conditions including
annualized rate of interest, method of application, EMI Structure, prepayment
charges, penal interest (if any) and keep the written acceptance of these terms
and conditions by the borrower on its record.

HFCs shall mention the penal interest charged for late repayment in bold in the
loan agreement.

HFCs shall invariably furnish a copy of the loan agreement along with a copy of
each of the enclosures quoted in the loan agreement to every borrower at the time
of sanction/ disbursement of loans, against acknowledgement.

If an HFC cannot provide the loan to the customer, it shall communicate in writing

the reason(s) for rejection.

76. Disbursement of loans including changes in terms and conditions

76.1.

76.2.

Disbursement should be made in accordance with the disbursement schedule
given in the Loan Agreement/ Sanction Letter.

The HFCs shall give notice to the borrower in the vernacular language or a
language as understood by the borrower of any change in the terms and
conditions including disbursement schedule, interest rates, penal interest (if any),
service charges, prepayment charges, other applicable fee/ charges etc. HFCs
should also ensure that changes in interest rates and charges are effected only
prospectively. A suitable condition in this regard should be incorporated in the

loan agreement.
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76.3.

76.4.

76.5.

If such change is to the disadvantage of the customer, he/ she may within 60 days
and without notice close his/ her account or switch it without having to pay any
extra charges or interest.

Decision to recall/ accelerate payment or performance under the agreement or
seeking additional securities, should be in consonance with the loan agreement.
HFCs shall release all securities on repayment of all dues or on realization of the
outstanding amount of loan subject to any legitimate right or lien for any other
claim HFCs may have against borrower. If such right of set off is to be exercised,
the borrower shall be given notice about the same with full particulars about the
remaining claims and the conditions under which HFCs are entitled to retain the

securities till the relevant claim is settled/ paid.

77. Responsibility of Board of Directors

771.

77.2.

The Board of Directors of HFCs should lay down the appropriate grievance
redressal mechanism within the organization to resolve complaints and
grievances. Such a mechanism should ensure that all disputes arising out of the
decisions of lending institution’s functionaries are heard and disposed of at least
at the next higher level.

The Board of Directors of each HFC should provide for periodical review of the
compliance of the Fair Practices Code and the functioning of the grievances
redressal mechanism at various levels of management. A consolidated report of
such reviews may be submitted to the Board at regular intervals, as may be

prescribed by it.

78. Complaints and Grievance Redressal

78.1.

78.2.

Every HFC shall have a system and a procedure for receiving, registering and
disposing of complaints and grievances in each of its offices, including those
received on-line.

If a complaint has been received in writing from a customer, an HFC shall
endeavor to send him/ her an acknowledgement/ response within a week. The
acknowledgement should contain the name & designation of the official who will
deal with the grievance. If the complaint is relayed over phone at HFC’s

designated telephone helpdesk or customer service number, the customer shall
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be provided with a complaint reference number and be kept informed of the
progress within a reasonable period of time.

78.3. After examining the matter, an HFC shall send the customer its final response or
explain why it needs more time to respond and shall endeavor to do so within six
weeks of receipt of a complaint and he/ she should be informed how to take his/
her complaint further if he/ she is still not satisfied.

78.4. Every HFC shall publicize its grievance redressal procedure (e-mail id and other
contact details at which the complaints can be lodged, turnaround time for
resolving the issue, matrix for escalation, etc.) for lodging the complaints by the
aggrieved borrower and ensure specifically that it is made available on its website.
HFC shall clearly display in all its offices/ branches and on the website that in
case the complainant does not receive response from the company within a
period of one month or is dissatisfied with the response received, the complainant
may approach the Complaint Redressal Cell of National Housing Bank by lodging
its complaints online on the website of NHB or through post to NHB, New Delhi.

79. Language and mode of communicating Fair Practice Code
Fair Practices Code (which shall preferably be in the vernacular language or a
language as understood by the borrower) based on the directions outlined
hereinabove shall be put in place by all HFCs with the approval of their Boards.
HFCs will have the freedom of drafting the Fair Practices Code, enhancing the scope
of the directions but in no way sacrificing the spirit underlying the above directions.
The same shall be put up on their website, for the information of various

stakeholders.

80. Regulation of excessive interest charged by HFCs
80.1. The Board of each HFC shall adopt an interest rate model taking into account
relevant factors such as cost of funds, margin and risk premium and determine
the rate of interest to be charged for loans and advances. The rate of interest and
the approach for gradation of risk and rationale for charging different rate of
interest to different categories of borrowers shall be disclosed to the borrower or

customer in the application form and communicated explicitly in the sanction
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letter. The Board of the HFC shall also have clearly laid down policy for penal

interest/ charges (if any).

80.2. The rates of interest and the approach for gradation of risks, and penal interest (if

any) shall also be made available on the website of the companies or published
in the relevant newspapers. The information published in the website or otherwise

published shall be updated whenever there is a change in the rates of interest.

80.3. The rate of interest and penal interest (if any) must be annualised rate so that the

borrower is aware of the exact rates that would be charged to the account.

80.4. Instalments collected from borrowers should clearly indicate the bifurcation

81.

82.

between interest and principal.

Excessive interest charged by HFCs

Though interest rates are not regulated by the Bank, rates of interest beyond a
certain level may be seen to be excessive and can neither be sustainable nor be
conforming to normal financial practice. HFCs shall lay out appropriate internal
principles and procedures in determining interest rates and processing and other
charges (including penal interest, if any). In this regard the directions in the Fair
Practices Code about transparency in respect of terms and conditions of the loans
are to be kept in view. HFCs are also advised to put in place an internal mechanism
to monitor the process and the operations so as to ensure adequate transparency

in communications with the borrowers.

Advertising, Marketing and Sales
HFC shall;

82.1. Ensure that all advertising and promotional material is clear, and factual.

82.2. In any advertising in any media and promotional literature that draws attention to

a service or product and includes a reference to an interest rate, HFCs shall also
indicate whether other fees and charges will apply and that full details of the

relevant terms and conditions are available on request or on the website.

82.3. HFCs shall provide information on interest rates, common fees and charges

(including penal interest, if any) through putting up notices in their branches;
through telephone or help-lines; on the company’s website; through designated

staff/ help desk; or providing service guide/ tariff schedule.
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82.4.

82.5.

82.6.

82.7.

82.8.

If HFCs avail of the services of third parties for providing support services, HFCs
shall require that such third parties handle customer’s personal information (if any
available to such third parties) with the same degree of confidentiality and security
as the HFCs would.

HFCs may, from time to time, communicate to customers various features of their
products availed by them. Information about their other products or promotional
offers in respect of products/ services, may be conveyed to customers only if he/
she has given his/ her consent to receive such information/ service either by mail
or by registering for the same on the website or on customer service number.
Prescribe a code of conduct for their Direct Selling Agencies (DSAs) whose
services are availed to market products/ services which amongst other matters
require them to identify themselves when they approach the customer for selling
products personally or through phone.

HFCs shall adopt the Model Code of Conducts for Direct Selling Agents (DSAs)/
Direct Marketing Agents (DMAs) as per Annex X with the approval of their Board.
In the event of receipt of any complaint from the customer that HFC'’s
representative/ courier or DSA has engaged in any improper conduct or acted in
violation of this Code, appropriate steps shall be initiated to investigate and to

handle the complaint and to make good the loss.

83. Guarantors

When a person is considering being a guarantor to a loan, he/ she should be

informed about

a.

b
C.
d

his/ her liability as guarantor;

. the amount of liability he/ she will be committing him/herself to the company;

circumstances in which HFC will call on him/her to pay up his/ her liability;

. whether HFC has recourse to his/her other monies in the company if he/ she fail

to pay up as a guarantor;

whether his/her liabilities as a guarantor are limited to a specific quantum or are
they unlimited; and

time and circumstances in which his/ her liabilities as a guarantor will be

discharged as also the manner in which HFC will notify him/ her about this.
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g. In case the guarantor refuses to comply with the demand made by the creditor/

lender, despite having sufficient means to make payment of the dues, such

guarantor would also be treated as a wilful defaulter.

HFCs shall keep him/her informed of any material adverse change/s in the financial

position of the borrower to whom he/ she stands as a guarantor.

84. Privacy and Confidentiality

All personal information of customers, both present and past, shall be treated as

private and confidential and shall be guided by the following principles and policies.

84.1. HFCs shall not reveal information or data relating to customer accounts, whether

provided by the customers or otherwise, to anyone, including other companies/

entities in their group, other than in the following exceptional cases:

a.
b.

C.

If the information is to be given by law.

If there is a duty towards the public to reveal the information.

If the HFC’s interests require them to give the information (for example, to
prevent fraud). However, it should not be used as a reason for giving
information about customer or customer accounts (including customer name
and address) to anyone else, including other companies in the group, for

marketing purposes.

. If the customer asks the HFC to reveal the information, or with the customer’s
permission.
If HFCs are asked to give a reference about customers, they shall obtain his/

her written permission before giving it.

84.2. The customer shall be informed the extent of his/ her rights under the existing

legal framework for accessing the personal records that an HFC holds about him/

her.

84.3. HFCs shall not use customer’s personal information for marketing purposes by

anyone including HFCs, unless the customer specifically authorizes them to do

SO.
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85. General

85.1.

85.2.

85.3.

85.4.

85.5.

85.6.

HFCs shall refrain from interference in the affairs of the borrower except for the

purposes provided in the terms and conditions of the loan agreement (unless

information, not earlier disclosed by the borrower, has been noticed).

In case of receipt of request from the borrower for transfer of borrowal account,

the consent or otherwise i.e. objection of the HFC, if any, shall be conveyed within

21 days from the date of receipt of request. Such transfer shall be as per

transparent contractual terms in consonance with law.

Whe