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Abstract— Over extra than four decades on account that 

1964, while Chapter III B became included in the Reserve 

Bank of India Act, 1934, assigning limited government to the 

Bank to regulate deposit taking companies, the Reserve Bank 

of India has initiated measures to deliver the non-banking 

economic quarter (NBFC) zone of the economy in the realm 

of its regulation. January 1997 witnessed drastic changes 

within the RBI Act, 1934, especially Chapters III-B, III-C, 

and V of the Act with the fundamental goal of installing 

location a complete regulatory and supervisory structure, 

aimed at protecting the pastimes of depositors as nicely as 

making sure the sturdy functioning of NBFCs. In the length 

following the change of the Act in 1997, the non-banking 

economic region has evolved significantly in terms of 

operations, variety of market merchandise and instruments, 

technological sophistication etc. Further, in latest years the 

NBFCs have won paramount significance by using adding 

considerable intensity to the overall economic zone. In light 

of the growing importance of NBFCs as a key player in 

broadening the economic base of India, it generates 

paramount educational and studies pursuits to delve deep into 

its onset, growth and performance. 
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I. INTRODUCTION 

Monetary Company (NBFC) can be a business enterprise 

registered below the agencies Act, 1956 engaged in the 

business of loans and advances, acquisition of 

stocks/stocks/bonds/debentures/securities issued by means of 

Government or employer or one of a kind marketable 

securities of a like nature, leasing, time plan, coverage 

enterprise, bill business however would not include any 

established order whose major enterprise is that of agriculture 

pastime, industrial activity, buy or sale of any products (other 

than securities) or presenting any services and 

sale/purchase/production of motionless belongings. A non-

banking status quo that could be a business enterprise and has 

primary business of receiving deposits beneath any subject 

matter or association in a single charge or in installments via 

contributions or inside the different way, is moreover a non-

banking financial corporation (Residuary non-banking 

company).  

A Non-Banking monetary Company (NBFC) is a 

business enterprise registered below the businesses Act, 2013 

of Bharat, engaged in the commercial enterprise of loans and 

advances, acquisition of shares, inventory, bonds, rent-

purchase insurance commercial enterprise or chit-fund 

business, however does not include any status quo whose 

foremost enterprise is that of agriculture, industrial interest, 

buy or sale of any goods (aside from securities) or providing 

any services and sale/buy/construction of immobile 

belongings. 

 
Working and operations of NBFCs ar regulated by 

using the Federal reserve financial institution depository 

financial group bank banking subject banking employer of 

Bhara tunited states Asian country (RBI) in the framework of 

the Reserve Bank of India Act, 1934 (Chapter III-B) and 

consequently the directions issued with the aid of it. On Nov 

nine, 2017, financial institution of Bharat (RBI) issued a 

notification outlining norms for outsourcing of 

functions/offerings by way of Non-Bank financial 

organization (NBFCs) As in line with the new norms, NBFCs 

cannot source center management capabilities like inner 

audit, management of funding portfolio, strategic and 

compliance capabilities for understand your customer (KYC) 

norms and sanction of loans. Staff of provider suppliers must 

have access to customer information totally up to accomplice 

quantity this is had to carry out the outsourced perform. 

Boards of NBFCs need to approve a code of conduct for 

direct income and healing sellers. For debt assortment, 

NBFCs and their outsourced sellers shouldn't hotel to 

intimidation or harassment of any kind. All NBFCs’ are 

directed to line up a complaint redressal machinery, which 

can conjointly trot out the troubles regarding offerings 

furnished with the aid of the outsourced business enterprise.  

A. Liquidity or solvency risks are restricted to some pockets, 

but they need to be addressed 

Given that the NBFC sector plays a critical role in powering 

consumption and ensuring credit flow to unbanked segments, 

its troubles need objective assessment and quick resolution. 

Here’s an attempt to examine the NBFC issue as it stands 

today. 

B. The ALM issue 

While it hasn’t set off a domino effect across the sector, the 

IL&FS debacle has served to underline the high business risks 

inherent in NBFC business models that rely on short-term 

market borrowings for long-term loans. The resulting risk 

aversion by lenders has landed NBFCs and HFCs with high 

asset-liability mismatches in hot water (Reliance ADAG 

firms and DHFL, for instance). 
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C. No domino effect 

After the dramatic default by IL&FS in September 2018, the 

market was rife with fears that its collapse would set off a 

chain reaction of business failures across the NBFC space. 

Nine months later, however, this domino effect hasn’t quite 

played out. The funds crunch caused by IL&FS has led to 

isolated credit downgrades of some NBFCs/HFCs. There 

have been two cases of actual default (the Reliance ADAG 

and DHFL groups). 

II. PROBLEMS TO BE FOUND IN NBFC SECTOR 

A. Composition of the Board of Directors 

It means at least one of the directors of the company should 

an experienced person with a financial background. For 

example, he/she must have worked in the Bank. 

B. Quality of Capital 

net worth of Rs. 2 crores is mandatory to start an NBFC in 

India which is quite high. However, the most important thing 

to consider is the quality of capital. Whether it is white money 

or black. Therefore, thorough verification is done on the 

source of capital applicant brings.  Another most important 

thing and the challenge in starting an NBFC in India. The 

director must not be convicted of any charge. If he/she is, then 

the person can’t be the director of the company.  Browse 

through our articles on servies provided at Swarit Advisors, 

and just let us know if we can help you with your NBFC 

registration or NBFC for Sale or RBI Advisory Services. 

C. Difficult compliances for NBFC in India 

Once you have incorporated your NBFC, you need to follow 

its compliances strictly. There are a number of NBFC 

compliances for different types of NBFCs which they have to 

file quarterly, half-yearly, and annually. Therefore, if you are 

running a company of loan and advances, etc., then it 

becomes quite tough to look at all the things at own. 

Furthermore, it becomes really difficult to figure out how and 

when to file the prescribed returns. 

D. Absence of flexibility in the classification of loan NPAs 

For large corporates, the NPA (Non-Performing Assets) 

norms are quite relevant. However, businesses with irregular 

cash flow have a cascading impact regarding all the delays in 

payments. 

Although, in the revised categorization, assets are 

re-categorized; therefore, classification under NPA and 

greater flexibility, w.r.t scheduling is much required. The 

classification of NPA norms must be based on the assets 

financed instead and the borrowers’ profile or uniform system 

of asset classification.  

E. Lack of statutory recovery tool 

After the asset classification norms are revised, something 

which still lacks is the recovery tool at par with banks. 

However, NBFCs today lack statutory recovery tool 

available. 

F. Limited leverage ratio for NBFCs-ND with assets sizes 

less than Rs. 500 crores 

Small NBFCs are exempted from the maintenance of the 

Capital Adequacy Ratio (CRAR). But they can’t exceed the 

leverage ratio beyond 7 which is quite restrictive. 

Furthermore, such NBFCs borrow largely from financial 

institutions and banks which in turn carry out due diligence 

on the NBFCs that borrow. 

G. Several representative bodies 

The NBFC sector is at the development stage. Therefore, in 

the interest of developing its various segments in a harmony, 

setting a single representative body could be a better 

alternative. However, one must always ensure that every 

segment is represented adequately in such an apex body that 

promotes the balanced growth of the NBFC sector without 

any inner conflicts. However, in the present situation, there 

are a number of representative bodies. For instance, the 

Finance Industry Development Council for AFCs, 

Association of Gold Loan Companies for Gold Loan NBFCs, 

etc. 

H. Requirement of capacity building 

NBFCs need to work on creating a receptive ecosystem for 

capacity building on both a collective and individual basis. 

And that’s what NBFCs are nowadays lacking and need to 

work up on. 

I. Disparate tax treatment 

It’s a well-known fact that there exists a big inequality in the 

tax structures for Banks vs. NBFCs. For example, TDS (Tax 

deduction at Source), Dual taxation on lease/hire purchase, 

and income recognition on NPAs. However, the current legal 

framework for NBFCs doesn’t allow a tax deduction for the 

non-performing assets. 

J. Scarcity of defaulter database 

NBFC doesn’t get defaulter lists from Banks. In turn, this 

leaves NBFCs susceptible to credit risk on account of the lack 

of crucial information. Moreover, there is a requirement for 

bringing the essential legislative amendments so that these 

companies can leverage the utility payments database in the 

credit assessment process. 

K. Removal of Priority Sector Status to Bank Lending to 

NBFCs 

It’s one of the biggest issues that NBFCs face. The Priority 

Sector status to Bank Lending to NBFCs must be stored. 

Hence, the collaboration model “wholesaler/retailer” 

between the NBFCs and Banks ensures the credit flow to 

under-served sections of the society. This, in turn, helps 

NBFCs in creating assets and wealth in semi-urban and rural 

parts of the country. However, RBI could specify a cap to 

route a maximum of a fixed percentage of the total bank 

lending priority sector through NBFC. 
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III. SOLUTIONS TO THE ABOVE NBFC CHALLENGES 

Now that you are have encountered the challenges, here we 

have provided solutions to almost all of them. 

A. Co-Originating disposition for funding problems 

With the assistance of Co-originating disposition, the NBFCs 

will avoid the funding risk and such many problems. Further, 

with co-origination, such corporations will leverage their 

balance sheets which can not solely improve their come back 

on equity (ROE) however also will allow them to offer a far 

better rate and knowledge to the client. Acute ratings believes 

that the run tips on co-origination of priority sector loans by 

NBFCs associate degreed banks could be a vital step towards 

an economical framework for microfinance and MSME 

disposition in Asian country. Acuité estimates Rs.25,000 -

30,000 Cr. of potential disposition each year below this 

origination mechanism over medium terms. 

B. Partner with Fintech Players 

Fintech companies have always gained promising 

opportunities and the ability to enhance the capabilities of the 

lender. Moreover, their offerings are better, faster, and 

cheaper across several domains such as lending, brokerage, 

payments, personal finance, and credit scoring. Paytm is 

making AN scheme with life style and money services. ... 

From user transaction data, we have created fintech services 

such as banking, loans and wealth management. The 

foundation of Paytm remains the same. The Fintech players 

can help NBFCs significantly drive competitive advantage 

and boost capabilities in a crowded market. NBFCs 

partnering with Fintechs can widen their customer database, 

increase their operational efficiency, etc. 

C. Business plan and continuous monitory 

For a beginner company/NBFC, NPAs are a big hurdle to the 

organization’s growth. Therefore, even before you start, you 

require a great business plan and need to monitor every 

activity continuously. 

D. “Name and Shame” guarantors for loan defaulters 

Along with Banks, NBFCs too can join the naming and 

shaming of wilful loan defaulters. According to bankers, the 

company needs to publish the name, address, and 

photographs of the guarantors if they don’t clear the dues 

within the 15 days of the notice which contains the details of 

the original borrower. 

E. Risk management framework 

A company, especially a start-up, is always at some kinds of 

risk. Hence, it’s important for the company to implement a 

risk management framework. It will aid the organization with 

a structured process to help the company identify the potential 

threats to the organization. 

Furthermore, it helps the entity to define the strategy and 

tactic to minimize or eliminate the impact of such risks. 

F. Hire consultants for NBFC Documentation, License, and 

Compliances 

Yes, it is that simple. Consultants like Enterslice and Swarit 

Advisors, which are considered a brand for NBFC 

registration and compliances can help NBFC applicants to 

excel in their business. 

These consultants have good hands-on tackling 

every obstacle in the path of NBFC licensing, documentation, 

and compliances. Dealing with RBI is really difficult but 

professionals make this easy for you. Hence, you must hire 

one professional for obtaining NBFC license and complying 

with the compliances of NBFC. 

 

IV. CONCLUSION 

It’s evident from the above discussion that starting an NBFC 

in India is an arduous task. There are several hurdles in the 

way that entrepreneurs must overcome. Because the process 

of NBFC registration requires approval from the RBI, so it 

becomes hard to acquire the license. Furthermore, the NBFC 

documentation process is quite complicated. Apart from the 

licensing, following the compliances of NBFC is also a 

challenging task in itself. 

Therefore, we suggest you contact the most trusted 

professionals in the market for getting the NBFC license. 

Besides, if you have any queries regarding the NBFC 

registration process, please leave the comment below. We 

will get back to you very soon. 

REFERENCE 

[1] Vaibhavi Dhotkar, Tanmay Chhapparghare, Pratik 

Wankhede, Vishal Jangade, Shantanu Zade, " 

Developing new insights for the development of gramin 

Bharat (rural India) in IJSRD Volume 7 issue 9 2019 

[2] Dipawali Randive,"impact of economic reforms on the 

growth of Indian economy" October 10 2019. 

[3] Howe,J.D.,& Richards,P.J.(1984). Rural roads and 

poverty all eviation :A study prepared for ILO within the 

framework of world employment programme. London: 

Intermediate TechnologyPublications. 

[4] Prof. Manoj Jagnade,Vaibhavi Dhotkar, Tanmay 

Chhapparghare, Pratik Wankhede, Kartik Salve, 

Shantanu Zade, "dominance of automation over 

traditional managerial practices" in IJTSRD Volume 4 

Issue 1 2009 

[5] Hirschman, A.O. (1958). The strategy of economic 

development. New Haven, CT: Yale University Press. 

(2013). India rural development report 2012–13. Delhi: 

Orient BlackSwan. 

[6] Jacoby, H. (1998). Access to markets and therefore the 

edges of rural roads. Washington, DC: Development 

Research Group-Rural Development, World Bank. 

[7] Jahan, S., & McCleery,R.(2005).Making infrastructure 

work for the poor.NewYork:United Nations 

DevelopmentProgramme. 

[8] Jayaraman, R., & Lanjouw, P. (1998). The evolution of 

poorness and difference in Indian villages. Policy 

Research Working Paper No. 1870, Washington, DC: 

Development Research Group-Rural Development, 

World Bank. 


