International Journal of Research Publication and Reviews, Vol 5, no 7, pp 1941-1950 July 2024

International Journal of Research Publication and Reviews

Journal homepage: www.ijrpr.com ISSN 2582-7421

N

WWW.IJRPR.COM

A Study on Navigating Turbulence: Challenges and Strategies for
NBFCs in India

Dr. B. Paramesha

Associate professor, APS College of Commerce, (affiliated with Bengaluru city university), N R colony Basavangudi, Bangalore
Ph.no: 9620839765, Email ID: bparamesha@rediffmail.com
DOI: https://doi.org/10.55248/gengpi.5.0724.1759

ABSTRACT

In the intricate fabric of India’s financial system, Non-bank financial companies (NBFCs) occupy a crucial niche, offering vital financial services to individuals and
businesses traditionally underserved by conventional banks. Their role in providing flexible financing solutions has been instrumental in fostering economic growth
and inclusivity. However, the NBFC sector has recently faced a series of challenges that have profoundly affected its ability to operate effectively.

This paper aims to comprehensively examine the multifaceted landscape of NBFCs, focusing on both the advantages and disadvantages inherent in their operations.
By exploring these dynamics, the study seeks to illuminate the pivotal role NBFCs play in India's financial ecosystem and their impact on broader economic
stability. Furthermore, the research delves into the evolving nature of risks associated with NBFC activities, offering fresh insights and contributing to the ongoing
discourse on financial sector resilience and regulatory frameworks.

Through a detailed analysis of these themes, this paper not only enhances our understanding of NBFCs' operational intricacies but also provides a nuanced
perspective on their contributions to financial inclusion and economic development. By critically evaluating the challenges faced and opportunities presented, it
underscores the importance of fostering a robust regulatory environment that supports the sustainable growth of NBFCs while safeguarding financial stability.
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Introduction

The Non-Bank Financial Company (NBFC) sector, which is entirely distinct from the banking sector, plays a key role in the economy. The regulatory
framework for non-bank financial companies has been messed up by the RBI over time, with registration requirements improving reporting and
supervision having their expanding size and interconnectedness raising possible concerns about financial stability.

Non-bank financial companies were primarily created because India needed to formalize its economy and inculcate financial responsibility among all of
its citizens.

Nonbank Financial Company.

As other financial institutions, particularly banks, have been serving the societal funding needs, non-bank financial companies have been offering
complementary services to the economy.

The funds of NBFC'S are not directly obtained from the public's savings as debt; rather, this non-bank financial firm channels the public's savings for the
provision of other financial services.

The majority of NBFCs are institutions that conduct higher buy, housing, lending, asset financing, leasing, and mutual benefit activities. Insurance, stock
exchange, and brokerage firms are not covered by financial companies.

The study provides background information on the circumstances that cause significant problems for nonbank financial institutions.
Objectives

e  To assess the difficult situation that a non-bank financial organization is currently facing.
e  Recognising the opportunities and problems that non-bank financial companies will face in the future.

e  The aim of this study is to evaluate the possible outcomes of this action from a theoretical perspective.
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Purpose

To evaluate the challenging circumstances that a non-bank financial companies is presently dealing with and identifying the challenges and opportunities
that non-bank financial institutions will face in the future

Literature review

1. The article by Afroze Nazneen and Sanjeev Dhawan, titled "A Review of Role and Challenges on Non-Banking Financial Companies
in Economic Development," was published in the international journal for Finance and economic issues in October 2018. The Indian
financial system includes NBFCs as a crucial component. They have been giving retail consumers who live in underserved or unbanked areas
credit. It is well known for them to be able to innovate items that meet the wants of their customers. They have been instrumental in the growth
of crucial industries like road transportation and infrastructure, which are the arteries of our economy. All of the Expert Committees and
Taskforces established to date by the Government of India and Reserve Bank of India have actively supported and acknowledged this
responsibility. NBFCs are becoming more popular as a banking option.

2. The June 2022 research paper "A Study of the Non-Banking Finance Companies in India" was written by Rajeswari Sengupta, Lei Leli
Son, and Harsh Vardhan. A system to assist NBFCs in coping with episodic liquidity shocks needs to be developed, which is related to the
regulatory monitoring argument. Contrary to banks, which can access the repo operations run by the RBI, NBFCs lack an institutionalized
mechanism that gives them access to short-term liquidity. As a result, NBFCs would experience a severe credit shortage in the case of a
systemic liquidity shock, such as that which followed the IL&FS crisis in 2018. As previously mentioned, NBFCs are primarily funded through
wholesale transactions and are consequently susceptible to liquidity shocks when the wholesale markets freeze. For otherwise solvent NBFCs,
persistent liquidity pressure could cause solvency issues. The long-term survival of the NBFC model depends on the structural diversification
of funding sources. Currently, their only sources of liabilities are domestic debt capital markets and banks. Mutual funds and, to a lesser extent,
insurance firms are the biggest buyers of debt instruments issued by NBFCs on the domestic capital markets. They need to have access to a
larger pool of domestic and foreign debt capital in order to develop a sustainable and reliable finance model. A reassessment of the rules
governing NBFCs' external commercial borrowing may be necessary. Additionally, legislative adjustments to support techniques like asset-
backed securitization could make it easier for NBFCs to access sizable pools of debt capital like pension funds.

3. The article by Dr. Kishore Kumar Das and Sworup Ranjan Palai, titled "THE ROLE OF NBFC IN DEVELOPMENT OF INDIAN
ECONOMY: A CASE STUDY," was published in the December 2019 issue of the International Journal of Advanced Research in
Commerce, Management & Social Science (IJARCMSS). NBFCs are increasingly seen as a crucial component of our financial system.
Due to their poor credit standing and inadequate or missing documentation, those institutions have been providing credit to retail customers
who are ineligible for loans from banks and other complementary financial institutions. As a result, they are referred to as undeserved
customers from the perspective of banks. They are particularly effective at bringing cutting-edge financial solutions to bridge the gap between
the wants of the customer and the availability of financial services from banks and other financial institutions. They have been making
significant contributions to key industries including infrastructure and road transportation, which are regarded as the engine of the nation's
economic expansion and progress.

4.  “Taxation of Non-Banking Finance Companies” is a topic covered by Thacker on the year 2013 in his article describes that NBFCs are
regulated financial institutions, and the RBI has provided instructions and norms governing their operations and how financial statements
should be presented. However, unlike in the case of banks or insurance firms, the Income Tax Act of 1961 did not contain any specific
provisions that would be pertinent in determining the taxable income of an NBFC. However, the NBFCs' provisions for calculating their
income were comparable to those of other businesses. Unlike banks and insurance companies, NBFCs also drew up their accounts in
accordance with Schedule VI of the Companies Act of 1956. The study came to the conclusion that NBFCs faced challenges with regard to
taxation provisions that were more or less comparable to those faced by other tax payers in the same categories. However, in the absence of a
specific policy, NBFCs' compliance with taxation provisions was complicated by their adherence to the Income Tax Act's requirements for
the proper application and interpretation of the law's existing tax provisions.

5. In 2010, Sundaram wrote an article titled "A Study on Growth, Profitability and Financial Performance of NBFCs."In order to formalise
its economy and instill financial responsibility among all of its citizens, India needed non-bank financial enterprises. They argue that in order
for NBFCs and commercial banks to grow as quickly as banks, the RBI must assert full control over both entities.

6. Non-Banking Financial Companies (NBFCs): A Review research paper by Arun Kumar. B, was organised by Research Scholar
Department of Management Gulbarga University. An analysis of October 2014 Published in the PARIPEX , Indian journal of research.
NBFC policies also provide investors with investment security. It is mentioned that because of Reserve Bank of India regulations, NBFCs are
still not extending more loans. The NBFC should take this advice. It is simpler for small firms to receive loans for their diverse capital needs
when credit policy has lower interest rates. As many of the published research publications only cover the fundamentals of NBFCs, the study
given above shows that the research on NBFCs is not particularly advanced. However, it is critical to study and evaluate how well NBFCs are
performing in India.
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7. The study by Vijaya Kittu Manda & DR. P. SAl RANI on the subject of the Crisis In The Indian Nonbanking Finance Firms (NBFC)
Sector was published in the International Journal of Recent Technology and Engineering (IJRTE) in November 2019.This study shows
that the 2018 Indian NBFC crisis is primarily a liquidity problem, but if it is not resolved promptly, it might develop into a solvency problem
and seriously harm the industry, which is already losing customers to banks in a different category. Mutual funds that lend the money and the
housing finance sector that borrowed it are the most affected. By imposing a liquidity coverage ratio for NBFCs, restricting mutual funds'
ability to lend to any industry above a certain threshold, or defining a capital adequacy ratio for HFCs, regulators have chosen to make changes
to the law in order to achieve long-term gains at the expense of immediate discomfort.

Background of NBFC In India

In the 1960s, non-banking financial companies (NBFCs) were founded in India as a substitute for investors and savers whose needs were not fully met
by the country's then-existing banking system. NBFCs initially operated on a small scale and had little effect on the financial sector. A regulation
governing NBFCs that accept deposits was added to the Reserve Bank of India Act, 1934, in 1964. The 1980s and 1990s saw a significant increase in
NBFCs. NBFCs come in a variety of forms today in India, including investment and credit firms, asset finance firms, loan firms, and investment firms.
Within the parameters of the Reserve Bank of India Act, 1934, and the directives it has issued, the Reserve Bank of India (RBI) regulates the functioning
and operations of NBFCs.

The Reserve Bank Amendment Act, 1963 amended the Reserve Bank of India Act, 1934 on December 1st, 1964. This brand-new "Chapter 111-B" is used
to regulate NBFCs that accept deposits.Various Committees to Review the NBFCs' Current Framework:

Committee of James S. Raj: Early in the 1970s, the Indian government asked the Banking Commission to examine the operations of non-banking
financial intermediaries and study the operation of chit funds. The Banking Commission advised the entire nation to adopt uniform chit fund legislation
in 1972.The Reserve Bank of India created a Model Bill to govern the operation of chit funds and forwarded it to a study group headed by James S. Raj.
A study group recommended banning Prize Chit and other schemes in June 1974. directed the Parliament to pass a measure ensuring consistency in the
rules that apply to chit funds across the nation.Two acts were passed by parliament. Chit Funds Act of 1982 and the Prize Chits and Money Circulation
Schemes (Banning) Act of 1978.

Committee of Chakravarty: The Reserve Bank of India made every effort to "manage money" and develop a "sound monetary" system throughout the
Planning Era, but there was little progress towards achieving the social goals of the nation's monetary policy. Dr. Manmohan Singh, Governor of the RBI,
convened a group in December 1982 to examine how the Indian monetary system operated. The committee was led by Prof. Sukhamoy Chakravarty. The
committee advised evaluating the relationships between the banking industry, non-banking financial institutions, and the unorganised sector in order to
analyse the effects of different monetary and credit policy instruments on the economy and the credit system.The number of NBFCs increased during this
time from 7,000 in 1981 to over 30,000 in 1992.

Meaning and Definition Of NBFC’s

A Non-Banking Financial Corporation is a business that is registered under the Companies Act, 1956 of the Companies Act, 2013 and engages in the
lending, hire-purchase, leasing, insurance, and, in some situations, the receipt of deposits, as well as the acquisition of stocks, shares, and chit funds.

According to RBI Act NBFC is defined as if a business engages in any of the financial activities described under clauses (i) to (vi) of section 45 | (c) of
the Act, it is regarded as an NBFC. if the company's primary business activities are non-financial ones, such as real estate, agriculture, etc.

Types of NBFC’s in India

There are various types of Non-Banking Financial Companies (NBFCs) in India that provide various financial services. The various types of NBFCs are:
o  Investment Companies (ICs),
o Indiainclude Asset Finance Companies (AFCs),
o  Loan Companies (LCs),
o Infrastructure Finance Companies (IFCs),
o  Mortgage Guarantee Companies,
o Mutual Benefit Financial Companies,
o  Systematically Important Core Investment Companies (CICs-ND-SI),
o Infrastructure Debt Fund-Non-Banking Financial Companies (IDF-NBFCs),
o Micro Finance Institutions (MFIs),

o Non-Operative Financial Holding Companies (NOFHCs)1
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Recent regulation framework to NBFC by RBI
Several of the points are only briefly listed below::

. It is made clear that current NBFC-ND-SIs with asset sizes of at least 500 crore but less than 1000 crore (apart from those wholly required
to be featured in Middle Layer) will be referred to as NBFC-BL.

. For outstanding loans on personal home loans and loans to small and micro businesses, NBFCs are required to keep a 0.25% reserve.
. In the case of interest rate mortgages, CBFCs are required to deduct 2% at the start and 0.4% a year following the rate reset.
. It is made clear that NBFCs registered in the North East Region must comply with the NOF rule without exception.

. IDF and IFC: 300 crore; MGC: 100 crore; HFCs: 20 crore; SPDs: 150 crore for those who solely carry out core activities; 250 crore for
those who also carry out non-core activities.

. No home financing firm may invest more than 20% of its capital fund in land or structures, excluding those for its own use.
e the total amount of exposure a housing financing company has to the capital market, including.
Reasons NBFCS are permitted to offer financial services
. Increased Access to Credit
=  Diversification of Financial Services
. Promoting Financial Inclusion
. Encouraging Competition
. Reducing Systemic Risk
Challenges faced by NBFC In India:

Even with the legal structure in place, there are still many difficulties that NBFCs in India must overcome. Lack of accessible funding choices is one of
their primary problems, which makes it difficult for them to compete with banks. The high cost of compliance is another problem that may be difficult
for smaller NBFCs.

Additionally, the COVID-19 pandemic has made matters worse for NBFCs, as many are now having trouble maintaining enough liquidity and making
loan repayments. To assist the industry through these difficult circumstances, the RBI has taken a number of actions, including as reducing some
regulatory restrictions and offering liquidity support.

The challenges of NBFC is categorized in following ways:
. Financial & Debt recovery challenges
L] Regulatory Restrictions
. Economic challenges

Financial & debt recovery challenges:

It is one of the most significant challenges that nonbanking financial companies face. The financial challenges in this case are maintaining a certain level
of adequate capital and profitability. Debt recovery difficulties include collecting interest and principal amounts on time or period. As well as managing
NPAs (non-performing assets). Credit growth rate analysis highlights major debt recovery issues. The nonperforming assets, capital sufficient percentage,
and loan growth rate of the top five NBFCs are examined in order to understand the financial and debt recovery issues.

Top 5 organisations are choosed to analyse the Financial and Debt recovery challenges of NBFC are:
. Shriram Finance
e  Bajaj Finance
e  Power finance corporation
. India bulls Finance
. PNB housing Finance
For the analysis of financial and Debt recovery challenges which can be descrided with the use of the graphical representation.

1. Shriram finance
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SHRIRAM FINANCE

25.00%

20.00%

15.00%

Axis Title

10.00%

H NPA 2.68% 3.22% 3.20% 3.20% 3.20%
m CAR 23.12% 22.00% 22.50% 23.10% 22.99%
mCGR 13.20% 5.50% 5.90% 8.10% 8.18%

according to Shriram Finance, one of the top five NBFCs, study. From the financial year 2019 through the financial year 2023, the NPA proportion
continues to rise. In the year 2023, the NPA rises from a starting percentage of 2.68% to 3.20.The 3.22 is greater in the FY 2020 than it was in the previous
five years. The remaining three years remain the same, or 3.20 percent of the years 2021, 2022, and 2023.

Additionally, Shriram Finance's credit growth rate gradually declines from 2019 (13.20%) to 2013 (8.18%) in the fiscal year 2020, when it drastically
decreases from 13.20% to 5.50%. The CGR then gradually increases beyond this point.

According to the standards, Shriram Finance maintains an acceptable level of capital in its perspective capital adequacy ratio (CAR). Literally, it moves
between 23.12% and 22.99% from 2019 to 2023.Here, the organization is keeping a sufficient level of capital within a limit.

2. Bajaj Finance

BAJAJ FINANCE

35.00%
30.00%
25.00%
w
= 20.00%
'_
£ 15.00%
<
10.00%
5.00%
0.00%
2019 2020 2021 2022 2023
NPA 0.04% 0.50% 2.45% 1.17% 1.14%
HCAR 25.01% 26.40% 27.68% 25.13% 24.97%
B CGR 14.10% 23.00% 29.00% 20.00% 10.00%

based on a study of Bajaj Finance's financial report. According to our study, the term NPA increased steadily from FY 2019 (0.04%) to FY 2023
(1.14%).In the previous five financial years, Bajaj Finance's NPA has significantly increased.

Additionally, the CAR is within the range of the accepted norm. Thus, while the ratio is 24.9% in the current fiscal year 2023, it is 25.01% in the year
20219. The CAR is moving in this area with abrupt ups and downs. When compared to the previous five financial years, Bajaj Finance's CAR in FY 2021
is exceptionally high at 27.68%.

From the financial year of 2019(14.10%) to 2021(29.00%), it continues to increase from the perspective of credit growth rate (CGR). Laterally following
the FY 2021. Bajaj Finance's CGR continues to drop dramatically till it reaches 10% in 2023.

3. Power finance corporation
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Power finance corporation
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m NPA 4.55% 3.80% 2.09% 1.76% 1.31%
mCAR 17.09% 19.32% 23.48% 23.50% 23.50%
= CGR 13.20% 5.90% 5.50% 16.80% 13.00%

power finance corporation statements. The NPA decreased from the 2019 fiscal year through the 2023 fiscal year.The proportion was (4.55%) in the year
2019 and fell to (1.31%) in the fiscal year 2023.Additionally, the CAR (capital adequacy ratio) was increased to 2023 (23.50%) from the preceding five
years. (17.09%) in the year 2019. The CAR proportion has literally gone up.

Power Finance Corporation credit growth is expected to gradually decline from 2019 (13.20%) to 2020 and 2021 (5.90% and (5.50%), respectively).and
increased once more at 2022 (16.80%); nevertheless, in this fiscal year 2023 (13.00%), the CGR has been lowered to 3.80%.

4.  India Bulls Finance

IndiaBulls
40.00%
35.00%
30.00%
L 25.00%
= 20.00%
Z 15.00%
10.00%
5.00%
0.00% 2019 2020 2021 2022 2023

mNPA 0.69% 1.24% 1.59% 1.80% 2.18%

® CAR 26.50% 27.10% 30.70% 32.60% 34.00%

B CGR 7.10% 5.90% 16.80% 11.50% 13.00%

The NPA percentage has been increasing over the past five years, according to a financial report review. Here, the increase in NPA from the financial
year 2019 (0.69%) to the financial year 2023 (2.18%) shows that India has been growing.

The view from the capital sufficiency ratio From FY2019 (6.50%) toFY 2023 (34.00%), the India bull maintains a more than acceptable level of capital,
which has steadily expanded over the previous five years to the current year.

According to assessments of the credit growth rate, the CGR climbed steadily for the first three years, from FY 2019 (7.10%) to FY2021 (16.80%). In
the current financial year 2023, it continued to decline laterally, and as compared to the prior five years, it produced a result of 13.00%

5. PNB housing Finance
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PNB housing finance
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ENPA  0.48% 2.75% 4.44% 3.22% 3.22%
mCAR  18.30% 17.98% 18.73% 23.90% 21.00%
CGR 11% 12% 8% 12% 17%

Based on an analysis of the financial report for PNB housing finance. Our research indicates that the NPA has from the fiscal year 2019 (0.48%) to the
fiscal year 2021 (4.44%), it grew. Moreover, it barely changed from the fiscal year 2022 (3.22%), and it did not change in the fiscal year 2023 (3.22%).
It demonstrates that NPA has changed.

The PNB home finance has undergone continual alteration in the financial year 2019 (18.30%) at the point of capital adequacy ratio. 2020 will see a
slight reduction (17.98%). The ratio was then raised for the following two years, in 2021 (18.73%) and 2022 (23.90%), before being lowered to (21.00%)
in 2023. Dramatic fluctuations in the capital adequacy ratio, it claims.

The data shows that the credit growth rate grew in the first two years of the 2019 fiscal year (11%) and in the following year (12%).The following year,
the FY 2021, has been cut to 8%. In the fiscal year 2023, the CGR grew (17%). PNB's mortgage financing has a higher rate than in prior years.

Conclusion :

the term study of the credit growth rate, NPA, and capital adequacy ratios from five NBFCs' past five-year financial reports. The growth rates of NPAs
and credit are different over time; sometimes they rise and sometimes they fall. Five NBFCs' five-year data study shows that they are maintaining more
than or close to an acceptable level of capital in accordance with industry standards. The NBFC may have significant financial difficulties in surviving
and turning a profit as a result of an increase in NPA and credit growth rates. Therefore, even when NPA and credit growth rates rise, they will be
controlled or covered by sufficient capital. to make the risk disappear.

The focus of nbfcs must be on capital sufficiency in order to ensure that they have enough capital to absorb losses and maintain solvency. As it tightens
rules for shadow banks, the RBI has been concentrating on capital needs and governance norms.Non-performing assets (npas): nbfcs must replace labor-
intensive, outdated manual processes with cutting-edge technology solutions for debt recovery and collections that will both boost efficiency and cut
costs. Nbfcs must embrace technological platforms to improve their debt recovery process in light of the current intensive focus on accelerating debt
recoveries, reducing collection costs, and reducing NPAs.

Other financial and debt recovery challenges are mentioned below in term:

1. financial: Due to the long-term loss of considerable revenue from borrowers, particularly during the lockdown period, NBFCs may experience financial
issues.

2. Strict restrictions: The RBI's strict regulations, which have eliminated the previously accessible benefit of regulatory arbitrage, could cause NBFCs to
have a difficult year in 2023.

3. Inadequate statutory recovery instrument: The NBFCs have been plagued by the absence of a statutory recovery mechanism for a long period.

4. Rising borrowing costs: The Reserve Bank of India (RBI) warns that as financial conditions become tighter, NBFCs should be cautious of rising
borrowing prices.

5. Debt recovery: NBFCs must abandon antiquated manual methods that rely on labor-intensive work and adopt highly advanced debt recovery and
collections technology platforms that not only increase efficiency but also lower costs.

Regulatory challenges:

According to RBI norms, a master circular titled "Bank finance to non-banking financial companies"” was approved on April 3 by chief general manager
Manorajan Mishra.
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Under Section 35A of the Banking Regulation Act of 1949, this circular or set of recommendations was published.

1.

2.

Bank finance to NBFC’S registered with RBI
Bank finance to NBFC’S not requiring registration
Activities not eligible for bank credit
Leased and sub-leased assets
Bank finance to factoring companies
Other prohibitions on bank finance to NBFC’S
. Bridge loans /interim finance
e Advances against collateral security of shares to NBFCs

. Restriction on guarantees for placement of funds with NBFCs

7.prudential cellings for exposure of banks to NBFCs

8.restrictions regarding investments made by banks in securities/instruments issued by NBFCs

The following is framed by an examination of the most recent RBI master circular, which was published on April 3, 2023.

NBFCs are permitted to make their own credit decisions based on aspects such as asset purpose, quality, and borrower repayment capacity
because they are exempt from several requirements of the RBI Act of 1934. However, this may result in high interest rates and unethical credit
collecting practices.

Additionally, NBFCs are able to provide financial support to equipment leasing firms without concluding lease agreements, but they are unable
to do so in order to demonstrate the actual leasing of the equipment.

The RBI1/2023-24/09 notification states that “investments in land and building, and unquoted shares" are among the activities that are not
eligible for bank credit.

An NBFC is not allowed to conduct its main business in the areas of agriculture, industry, the acquisition or sale of any goods (other than
securities), the provision of any services, or the sale, purchase, or construction of real estate.

A business sells its receivables to a factor in a financial transaction known as factoring at a discount. If they adhere to the RBI's streamlined
regulations, Non-Banking Financial Company-Factors (NBFC-Factors) may register as NBFC-Factors. Selling corporate receivables due to
banks or NBFCs for quick cash is known as factoring. Over 9500 NBFCs now have access to a new financing market thanks to the government
opening factoring gates.

In a master circular published by the RBI, the rules for bank lending to NBFCs are outlined, along with restrictions on lending to organisations
that don't need to be registered and on activities that aren't eligible for bank credit.

To NBFCs registered with the RBI, banks can offer need-based working capital arrangements. They can also finance factoring companies that
meet specific requirements.

NBFCs offer unregulated, bank-like financial services without a banking license. Due to their lack of ongoing AML programs and compliance
with reporting requirements, they are subject to harsher prudential regulations and a higher risk of money laundering. The Dodd-Frank Wall
Street Reform and Consumer Protection Act covers the shadow banking sector, which is primarily made up of NBFCs.

The industry has expanded tremendously even as it is under more scrutiny.

Some other regulatory challenges faced by NBFC’s:

1. Added compliance burden: The NBFCs' new prompt corrective action (PCA) framework has added compliance requirements.

2. Tighter restrictions: The RBI's tightening of regulations has presented difficulties for NBFCs by eliminating the previously accessible benefit of
regulatory arbitrage.

3. Scrutiny and divergence: NBFCs face a number of difficulties, including increased oversight and improvement, regulatory democratisation, and
regulatory divergence.

4. Climate and sustainability: NBFCs must concentrate on concerns relating to the environment and sustainability, such as regulatory focus, interactions
with consumer protection, and changing risks.

5. Strengthening rules: The RBI has made reference to tightening NBFC rules for the fiscal year 2023-2024.

6. Data and cybersecurity: NBFCs must concentrate on concerns relating to data and cybersecurity, such as transparency and reporting
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7 NBFCs must concentrate on regulatory authorities and safeguards, quick payments and controls, and disputes, complaints, and claims when it comes
to payments and cryptocurrency.

It is significant to note that these difficulties are not all inclusive and could differ based on the particular NBFC and how it does operations.
Economy Challenges:

. Rigid rules: The Reserve Bank of India (RBI)'s (the "Regulator™) rigid rules may cause NBFCs to have a difficult year in 2023. The central
bank has been tightening regulations for shadow banks in the wake of the failure of the former Dewan Housing Finance Ltd. and Infrastructure
Leasing & Financial Services (IL&FS), emphasising capital requirements and governance standards.

. NBFCs may encounter financial difficulties, but they are utilising a variety of strategies, including as selling assets through loan pools and
forming co-lending partnerships, to meet their capital requirements.

. Increasing regulatory rigour For the fiscal year 2023-2024, the RBI has made mention of tightening NBFC restrictions.

. Economic recovery that is uncertain: Despite the slow economic recovery, non-banking financial institutions (NBFIs) may still face difficult
circumstances in 2023, according to a report by Fitch Ratings.

e  Absence of financing Despite being vital to the development of the nation's economy, the NBFC sector still has challenges in terms of
enjoyment

Research Gap

Growing study and literature are emerging as the current NBFC issues are being revealed. Following the pandemic condition, the environment and work
flow of NBFC have completely changed. The paper addresses a few issues and offers NBFC solutions for the current environment where some
developments have become significant difficulties to the organization's operation.

Research methodology

The investigation used secondary NBFC data from publications published in journals, newspapers, conferences, and financial reports over the previous
five years. It includes information about the five-year NBFC scenario. It is made up of information taken from the websites of the RBI, the Ministry of
Corporate Affairs, and other organisations related to the NBFC industry. The challenges faced by NBFC can be categorised into three main categories:
financial, debt recovery, and economic.

In this section, the information from the yearly reports of the nonbank financial sector is presented. analysis and evaluation. To support any
recommendations made throughout the research, secondary data from journals, online articles, and other sources is gathered.

The positive and negative present scenario which is faced by NBFC in 2023

L] Loan growth: Despite funding issues, it is anticipated that NBFCs' loan growth will continue in 2023-24. To meet their finance demands,
NBFCs are using a variety of strategies, including as selling assets through loan pools and forming co-lending relationships.

L] Market expansion: From 2019 to 2022, the NBFC market saw growth from USD million to USD million, and with a CAGR 0f%, it is predicted
to reach a value of USD million by 2029.

= promoting growth Given their last-mile connectivity and adaptable structure, NBFCs' crucial role in fostering sustainable fiscal development
is well known.

= Positive outlook: According to India Ratings, the assets under management of NBFCs would expand at a rate of 15-16%, and lenders with
greater access to capital and a lower cost of funds are anticipated to perform better than peers.

Conclusion:

NBFCs have been facing financial difficulties due to a decrease in revenue from borrowers, tighter rules, and a lack of statutory recovery tools. The
Reserve Bank of India issues a warning about growing borrowing prices and calls for cutting-edge technologies for debt recovery. Regulatory obstacles
include heavier compliance requirements, stricter limitations, and worries about the environment and sustainability.

NBFCs are employing tactics like selling assets through loan pools and co-lending partnerships despite these obstacles. India Ratings predicts a 15-16%
growth rate in assets under management, with lenders with greater access to capital and lower cost of funds performing better than peers.

The RBI's rigid rules may cause NBFCs to face financial difficulties in 2023 due to tightening regulations for shadow banks. Despite the slow economic
recovery, NBFIs are using strategies like selling assets through loan pools and co-lending partnerships to meet capital requirements.
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In 2023-2024, NBFCs are anticipated to continue growing their loan portfolios by utilising tactics including asset sales and co-lending arrangements. By

2029, the market is anticipated to reach USD million, with a promising future because of rising assets under management and declining capital expenses.

Without a banking licence, NBFCs provide unregulated, bank-like financial services. They are subject to stricter prudential laws and a higher risk of
money laundering as a result of their lack of continuous AML initiatives and compliance with reporting requirements. The industry has grown significantly
while also coming under increased scrutiny.
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