AMENDMENTS TO NBFC REGULATIONS  

Ref.DNBS.(PD).CC.No. 16 / 02.01/2000-01

June 27 , 2001

To
All Non-Banking Financial Companies including Residuary Non-Banking Companies 

Dear Sirs,

Amendments to NBFC Regulations

The Bank regulates the activities of NBFCs through five sets of Directions viz. 

i. Non-Banking Financial Companies Acceptance of Public Deposits (Reserve Bank) Directions, 1998 ……………………………………………………………………………………………………………………………………………………………………………………………..

9. 
Auditors to include violation of RBI Act/Directions in their report to the shareholders of the company 

Under the provisions of sub-section (2) of Section 227 of the Companies Act, 1956, the Statutory Auditor of a company is required to make a report to the members of the company on the accounts examined by him and certify that these accounts present a true and fair picture of the company. Under Section 45MA(2) of the RBI Act, 1934, the Statutory Auditor would also be making a report to the RBI regarding any contravention by an NBFC in respect of compliance with provisions of the RBI Act, 1934 and Directions issued thereunder. Section 45MA (2) also requires that such contravention should form part of the report under Section 227(2) of the Companies Act, 1956. Statutory auditors of NBFCs are advised that contravention of RBI Act / Directions should also form part of the reports submitted by them to the shareholders of the company under Section 227(2) of the Companies Act, 1956, besides directly reporting such contraventions to RBI. Such a measure is expected to improve the accountability of the management to the company shareholders. 

10. Conversion of NBFCs from the category of "deposit 
taking companies" to "non-deposit taking companies "

As you are aware the Bank issues (I) Certificates of Registration (CoR) to eligible companies with authorisation to accept public deposits and (ii) to companies not so eligible and not presently holding public deposits issues CoR without authorisation to accept public deposits. The companies at (i) above which are so authorised can accept public deposits to the extent of their eligibility as determined by Directions issued in this regard. It is observed that some of the NBFCs which have accepted and held public deposits have since repaid entire public deposits or placed necessary amounts in escrow accounts thus becoming a non-public deposit taking company. They do not submit the periodical returns to the Bank under the impression that they need not submit such returns since they are not holding public deposits any longer. It is clarified that the companies having CoR with authorisation to accept deposits, though they may no longer hold public deposit, are required to continue to furnish returns on liquid assets, prudential norms, annual return on deposits, etc. in terms of Directions. However, in order to give some operational freedom, it has been decided to give an option to these NBFCs holding CoR with authorisation to accept public deposits but not holding public deposits that –

i. the company may comply with all the requirements as applicable to a public deposit taking NBFC irrespective of their not holding public deposits viz.

a. it would have to submit all the returns namely, the quarterly return on liquid assets, half yearly return on the prudential norms and annual return on deposits. In case the company chooses to retain `A' category certificate but does not submit the statutory returns, an appropriate adverse action for not complying with the directions of Reserve Bank of India would be taken against it including a review of the CoR granted to it; 

b. it would have to comply with all the prudential norms including the CRAR and the exposure norms; so that there would be few supervisory concerns if the company chooses to accept public deposits again without prior specific approval of RBI; OR

ii. the company may surrender the CoR issued to it with authorisation to accept public deposits and obtain another CoR which does not authorise it to accept public deposits so that it can enjoy the freedom from submission of returns as also the exemptions from CRAR and exposure norms. Such company, when it intends to take public deposits, would obtain prior specific approval of RBI.

