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The Reserve Bank of India (RBI) released its discussion paper, 
Discussion Paper on Revised Regulatory Framework for NBFCs 
– A Scale-Based Approach, on 22 January 2021. The paper 
provides the background of regulatory arbitrage between the 
banks and non-banking financial companies (NBFCs) and 
why it doesn’t exist anymore. The premise for the regulatory 
arbitrage was the lower scale of operations of NBFCs vis-à-vis 
banks. The paper also provides some very useful statistics to 
demonstrate how the NBFCs have grown significantly over 
the years. Re-producing an extract from page 13 of the paper 
to elucidate the point: “NBFCs have become more and more 
interconnected with the financial system. NBFCs were the 
largest net borrowers of funds from the financial system, with 
gross payables of INR 9.37 lakh crore and gross receivables of 
INR 0.93 lakh crore as at end-September 2020. They obtained 
more than half of their funding from SCBs, followed by AMC-
MFs (Mutual Funds) and insurance companies. HFCs were the 
second-largest borrowers of funds from the financial system, 
with gross payables of around INR 6.20 lakh crore and gross 
receivables of INR 0.53 lakh crore as at end-September 2020.”

This will help understand the level of inter-connectedness 
that NBFCs have with the banks today, which poses a very 
high level of systemic risk. This is why the RBI has applied the 
principle of proportionality to come out with a scale-based 
regulatory framework. There are three triggers that the RBI has 
determined for determining the scale-based regulations for the 
level of regulations to be applied to the NBFC:

1. Comprehensive risk perception 

2. Size of operations 

3. Activity of NBFCs

The categorisation of NBFCs for applying scale-based 
regulation shall be: 

The application of the first two triggers of risk perception and 
size of operations usually results in an NBFC-UL categorisation 
and the application of the last trigger on the activity of 
the NBFCs usually results in a ML or BL categorisation. The 
NBFC-TL category is ideally expected to be empty. While the 
RBI has not mentioned anything explicitly, it is our view that 
this category may be looked at for keeping an NBFC till it is 
converted into a Scheduled Commercial Bank (SCB). Further, 
the RBI has categorised Standalone Primary Dealers (SPD) in 
the NBFC-ML category, and it is our view that the same should 
be categorised under the NBFC-BL category, as the level of 
regulatory application for a Standalone Primary Dealers (SPD) 
is similar to a Bank Primary Dealer (Bank PD) with respect 
to their core business of primary dealers. Since the basis of 
classification and thereby a need for scale-based regulation, is 
the inherent regulatory arbitrage, the same is being suggested 
for SPDs as there is inherently no regulatory arbitrage. 

A detailed assessment methodology of identifying NBFC-UL 
has been specified in the discussion paper. The Top 10 NBFCs 
by asset size, will be included by default in the NBFC-UL 
category. Further, a sample of 50 NBFCs will be selected 
by the supervisor to apply the assessment methodology for 
categorisation into NBFC-UL. The NBFC-UL categorisation will 
be reviewed once in four years, with an annual assessment 
done on all the NBFCs between September and October of the 
year basis the previous March-end financial data. 

Some of the key components of the suggested regulatory 
framework in the new NBFC categories, which may warrant 
some discussion, are given below. While there are many 
changes covered in the discussion paper, and the same is 
detailed in Annexure 2 of the discussion paper, we are focusing 
on a few aspects, which, in our view, are important:

Background

NBFC Top Layer 
(NBFC-TL) 

NBFC Middle Layer 
(NBFC-ML)

NBFC Upper Layer 
(NBFC-UL)

NBFC Base Layer 
(NBFC-BL)

NBFCs were the largest net borrowers of funds 
from the financial system

INR 9.37 
lakh crore 

INR 6.20
lakh crore 

0

1

2

3

4

5

6

7

8

9

10

NBFCs HFCs

Big borrowings

Gross receivablesGross payables

INR 0.93 
lakh crore INR 0.53

lakh crore 



Financial services risk insights 03  

While a scale-based regulatory framework has been suggested 
as per the discussion paper, it is also important that the RBI 
considers the implications on its supervisory bandwidth. 
While supervisory tech is something that the RBI is leveraging 
and exploring further, it must start partnering with external 

professionals for augmenting its bandwidth. Regulation without 
adequate supervision renders a regulation ineffective and 
augmenting supervisory bandwidth is an important attribute to 
be addressed. Some of the leading regulators in the world have 
chosen this path and the RBI may also consider it. 

• NBFC – BL – NPA classification norms shall be 
harmonised from 180 days to 90 days.

 – It is our view, while this is prudent, the timing of this 
implementation would be important and it would make 
sense to do the classification from 1 April 2022. It may 
be important to bring about this change, once the 
stabilisation sets in the post-pandemic period. 

• NBFC – ML – Credit Concentration Norms were 
prescribed for NBFCs on net owned funds, which shall 
be switched to Tier 1 Capital to harmonise it with the 
requirements of banks. The NBFCs have separate 
credit and investment limits and now the limits would 
be merged irrespective of whether the same is credit or 
investment. (Note: The same is also a suggestion provided 
for NBFC-TL category)

• NBFC – ML – ICAAP process to be introduced for the 
categories for NBFCs for more holistic management of 
risks within NBFCs. If supervisors are not satisfied with 
the results of the procedures, they can also suggest 
maintenance of additional capital. (Note: The same is 
also a suggestion provided for the NBFC-TL category, as 
per Annexure 2 of the discussion paper)

 – While an ICAAP framework has been suggested 
for these categories of NBFC-ML, the requirement 

seems to be too onerous, as the complexity of NBFC 
exists largely on the asset side of the balance sheet, 
while that of a bank exists on both sides of the 
balance sheet. In our view, while an ICAAP is always 
a beneficial assessment, the compliance costs may 
far outweigh the benefits. In our suggestion, the same 
could be applied to NBFC-TL category, but not to an 
NBFC-ML category. 

• NBFC – ML – Rotation of statutory auditors’ 
guidelines to be harmonised with bank statutory auditor 
appointment guidelines. This is a good suggestion as this 
will democratise the market beyond the existing few firms 
and bring greater diversity in professional opinion. 

• NBFC – TL – Minimum requirements of CET-1 capital 
as applicable for banks are proposed to be suggested for 
this NBFC category, to improve the quality of regulatory 
capital. 

• NBFC – TL – Leverage requirements – In addition 
to capital to risk (weighted) asset ratio (CRAR) 
requirements, leverage requirements are also proposed. 

• NBFC – TL – Differential asset provisioning is being 
proposed for NBFCs in line with what is proposed for 
banks from the current standard asset provisioning 
requirements. 



04 Financial services risk insights

Acknowledgements

For media queries, please contact

Rohit Nautiyal 
E: rohit.nautiyal@in.gt.com

Editorial review

Adrija Shukla

Design

Swati Rawat

Author

Vivek Ramji Iyer
Partner, Financial Services- Risk
E: vivek.iyer@in.gt.com

References
• Discussion paper on Revised Regulatory Framework for NBFCs- A 

Scale Based Approach dated January 22, 2021.
• Author Analysis based on understanding of the Financial Services 

Sector



Financial services risk insights 05  

 
© 2021 Grant Thornton Bharat LLP. All rights reserved.

“Grant Thornton Bharat” means Grant Thornton Advisory Private Limited, the sole member firm of Grant Thornton International Limited (UK) in India, and those legal entities which are its related 
parties as defined by the Companies Act, 2013, including Grant Thornton Bharat LLP.

Grant Thornton Bharat LLP, formerly Grant Thornton India LLP, is registered with limited liability with identity number AAA-7677 and has its registered office at L-41 Connaught Circus,  
New Delhi, 110001. 

References to Grant Thornton are to Grant Thornton International Ltd. (Grant Thornton International) or its member firms. Grant Thornton International and the member firms are not a 
worldwide partnership. Services are delivered independently by the member firms.

Contact us

To know more, please visit www.grantthornton.in or contact any of our offices as mentioned below:

Follow us @GrantThorntonIN

NEW DELHI
National Office,
Outer Circle, L 41,  
Connaught Circus,
New Delhi - 110001
T +91 11 4278 7070

NEW DELHI
6th Floor, Worldmark 2, 
Aerocity,
New Delhi - 110037 
T +91 11 4952 7400

AHMEDABAD
7th Floor, Heritage Chambers,  
Nr Azad Society,  
Nehru Nagar,  
Ahmedabad - 380015

BENGALURU
5th Floor, 65/2, Block A, 
Bagmane Tridib, Bagmane 
Tech Park, CV Raman Nagar, 
Bengaluru - 560093
T+91 80 4243 0700

CHANDIGARH
B-406A, 4th Floor,  
L&T Elante Office Building, 
Industrial Area Phase I,
Chandigarh - 160002
T +91 172 4338 000

CHENNAI
7th Floor, Prestige Polygon, 
471, Anna Salai, Teynampet, 
Chennai - 600018
T +91 44 4294 0000

DEHRADUN
Suite No 2211, 2nd Floor,  
Building 2000, Michigan Avenue,  
Doon Express Business Park,  
Subhash Nagar,  
Dehradun - 248002 
T +91 135 2646 500

GURGAON
21st Floor, DLF Square, 
Jacaranda Marg,  
DLF Phase II,
Gurgaon - 122002
T +91 124 462 8000

HYDERABAD
7th Floor, Block III,  
White House,
Kundan Bagh, Begumpet,
Hyderabad - 500016
T +91 40 6630 8200

KOCHI
6th Floor, Modayil Centre Point, 
Warriam Road Junction,  
MG Road
Kochi - 682016
T +91 484 406 4541

KOLKATA
10C Hungerford Street,
5th Floor,
Kolkata - 700017
T +91 33 4050 8000

MUMBAI
11th Floor, Tower II,
One International Center,
SB Marg Prabhadevi (W),
Mumbai - 400013
T +91 22 6626 2600

MUMBAI
Kaledonia, 1st Floor, C Wing, 
(Opposite J&J Office), 
Sahar Road, Andheri East, 
Mumbai - 400 069

NOIDA
Plot No 19A, 2nd Floor,
Sector - 16A,
Noida - 201301
T +91 120 485 5900

PUNE
3rd Floor, Unit No 309-312,  
West Wing, Nyati Unitree,  
Nagar Road, Yerwada 
Pune - 411006
T +91 20 6744 8800


