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Supreme Court ruling on NBFC regulations: Five
key points explained

The court order ends dual regulation of NBFCs, making them less vulnerable to interference by state
governments and enabling them to focus on their business, say industry leaders and experts
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The Supreme Court ruled May 10 that state moneylending laws will no longer apply to nonbanking

finance companies. This means only the Reserve Bank of India can oversee non-banking financial

companies (NBFCs) and the order ends the dual regulation of such entities.

Previously, there used to be tussles between the RBI and state governments over certain aspects of

NBFC regulation. Now, without state interference, both NBFCs and their customers are likely to

benefit, according to experts.

Moneycontrol spoke to experts to help understand five key implications of the court’s ruling:

No contradictory regulations

Cases in the Kerala and Gujarat high courts over regulation of NBFCs resulted in contradictory

verdicts. This placed a question mark over regulation of the moneylending business of NBFCs.

“This drove huge confusion and caused some chaos and NBFCs tried to understand who they

reported to and what laws to follow. The matter was mainly surrounding the interest charged on

the money lent,” said HP Singh, chairman of Satin Creditcare Network, an NBFC.

Industry leaders pointed out that certain state laws contradicted the RBI’s regulations and this

caused confusion within the sector. However, with the Supreme Court’s verdict, there is now clarity

on oversight of NBFCs.

Zero political interference

According to regulatory experts, small NBFCs often came under political pressure due to alleged

interference by the states. This vulnerability will now be minimised.

“Small NBFCs can now avoid political intervention.

There could be both formal and informal intervention

from the state. That unsaid push by the state can now

be avoided,” said Shriram Subramanian, founder of
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InGovern, a corporate governance research and

advisory firm.

No capping of interest rates

State governments could previously mandate the

capping of interest rates and set additional norms for

know-your-customer (KYC) processes. Such state

regulations used to increase the cost of compliance for

NBFCs.

“We had to run extra operational procedures… and it

became difficult,” said Rahul Sekar, cofounder of

MyShubhLife, an NBFC.

With clarity on regulation of NBFCs, they will now be

free to focus on their business.

“With the cap on interest rates, they failed to reach out

to certain sections of customers. Now they can reach

out to a larger set of customers,” said Sanjay Kumar

Agarwal, senior director at Care Ratings.

Better risk profile analysis

Analysing the risk profile of borrowers is a key element

in moneylending. Now, with zero state interference,

NBFCs can decide the rate of interest based on their

assessment of a borrower’s risk profile.

“If a borrower has a higher risk, NBFCs tend to charge higher rates of interest. But that was not

possible with state intervention and it became a tough balancing act for the NBFCs,” said Karamveer

Singh Dhillon, cofounder of Perpetuity Capital.

Enhanced customer experience

Now, NBFCs will be able to reach out to a larger customer base and borrowers, too, will have a

wider choice. Experts said that with uniform regulations for NBFCs, an individual can explore

options before taking a loan. Moreover, there will be a centralised grievance redressal system.

“Like banks, customers of NBFCs can also lodge complaints with the RBI. RBI-registered NBFCs are

well-governed and disciplined. The grievance system will be similar to banks,” said Mahesh Thakkar,

director general of the Finance Industry Development Council.

Download your money calendar for 2022-23 here and keep your dates with your moneybox,
investments, taxes (https://www.moneycontrol.com/news/business/personal-finance/your-money-
calendar-for-2022-23-keep-your-dates-with-your-moneybox-investments-taxes-8303531.html)
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