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RBI norms to carve Rs.1.4 lakh crore headroom for bank credit
Rating based risk weightage to provide some funding respite to NBFCs

The Reserve Bank of India’s (RBI's) move to align risk weights! of banks’ exposure to non-banking finance
companies (NBFCs)?2 with their respective credit ratings beneficial for both banks and NBFCs. Firstly, the release of
capital for banks should increase deployment opportunities for banks. Secondly it enhances funding access for
NBFCs.

So far banks have had to set aside capital assuming 100% risk weight uniformly for most NBFCs, barring specific
categories such as asset finance companies (AFCs), infrastructure finance companies (IFCs) — including
infrastructure debt funds structured as NBFCs (IDF-NBFCs) — and housing finance companies. This is set to be
altered in the revised rating-based paradigm (see Annexure 1 for illustrative calculations for difference in capital
requirements under the earlier and changed dispensation).

Says Krishnan Sitaraman, Senior Director, CRISIL Ratings, “The rating based approach for assigning risk
weights will lead to capital savings for banks of ~Rs 13,000 crore, which will create additional lending
headroom of ~Rs. 1.4 lakh crore? for the banking system. Of this, banks could deploy a portion towards
higher rated NBFCs given the lower risk weight for these entities.”

Bank debt to the NBFC sector has logged a compound annual growth rate of 20% in the past decade and reached
a high of 55% as of December 2018. The first half of the current fiscal, saw a sharp increase in bank credit to NBFCs
as bond yields spurted significantly, making market borrowings costlier thus spurring a rush for bank credit.

But then the IL&FS default resulted in an increase in negative sentiment towards NBFCs and reduction in funding
access for them.

As a result, NBFCs resorted to higher securitisation, more of retail bond issuances and slowing down business
growth to conserve liquidity as measures to meet the challenge. In this backdrop, the change in risk-weights should
provide some respite for higher rated NBFCs.

Says Vydianathan Ramaswamy, Associate Director, CRISIL Ratings, “Our analysis of the top 30 NBFCs,
covering more than two-third of the NBFC asset base, shows that 60% of them, stand to benefit from the RBI
move. These are mainly diversified NBFCs and wholesale NBFCs, which are rated ‘A’ and above by domestic
rating agencies. That’s because their risk weights will drop to 20-50% range compared to 100% earlier.”

The remaining 40% of the companies in the analysis set are in the asset finance and infra finance segments, for
which risk weights were already lower (20-50% range) (see Annexure 2 for distribution of top 30 NBFCs in different
rating categories).

Overall, the capital release emanating from the revision in risk weights is bound to whet banks’ appetite for loans to
higher rated NBFCs which in turn could ease their funding challenges to some extent.

I As announced by the Reserve Bank of India (RBI) in its monetary policy announcement earlier this month.
2 Excluding Core investment companies
3 Assuming the risk weightage of ~100% for the incremental advances
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Annexure
Annexure 1

lllustration of capital savings by banks under revised risk weight norms for NBFCs

Under earlier norms Under revised norms
Credit rating AAA AA A AAA AA A
Risk weight (%) 100 100 100 20 30 50
Regulatory  capital
required on Rs 100 €0/ — 9 *30% = *E0/A —
crore NBFC exposure 9 9 9 9720% =18 2.7 9750% =4.5
(Rs crore)
Savings onregulatory | NA NA 7.2 6.3 45
capital (Rs crore)
5 .
% osavings onl oA | NA NA 80% 70% 50%
regulatory capital

Annexure 2

Rating distribution of top NBFCs
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H Risk weight (20-50%) under previous norms H Risk weight of 100% under previous norms

Note: Based on published ratings from credit rating agencies
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About CRISIL Limited

CRISIL is a leading agile and innovative, global analytics company driven by its mission of making markets function better. We
are India’s foremost provider of ratings, data, research, analytics and solutions. A strong track record of growth, culture of
innovation and global footprint sets us apart. We have delivered independent opinions, actionable insights, and efficient
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solutions to over 100,000 customers.

We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics
and data to the capital and commodity markets worldwide.

For more information, visit www.crisil.com
Connect with us: LINKEDIN | TWITTER | YOUTUBE | FACEBOOK

About CRISIL Ratings

CRISIL Ratings is part of CRISIL Limited (“CRISIL”). We pioneered the concept of credit rating in India in 1987. CRISIL is
registered in India as a credit rating agency with the Securities and Exchange Board of India (“SEBI”). With a tradition of
independence, analytical rigour and innovation, CRISIL sets the standards in the credit rating business. We rate the entire
range of debt instruments, such as, bank loans, certificates of deposit, commercial paper, non-convertible / convertible / partially
convertible bonds and debentures, perpetual bonds, bank hybrid capital instruments, asset-backed and mortgage-backed
securities, partial guarantees and other structured debt instruments. We have rated over 24,500 large and mid-scale corporates
and financial institutions. CRISIL has also instituted several innovations in India in the rating business, including rating municipal
bonds, partially guaranteed instruments and microfinance institutions. We also pioneered a globally unique rating service for
Micro, Small and Medium Enterprises (MSMESs) and significantly extended the accessibility to rating services to a wider market.
Over 110,000 MSMEs have been rated by us.
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