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Guidelines on Private Placement of NCDs by NBFCs: A relook in the offing? 

Casts a shadow on funding flexibility of NBFCs 

RBI; in its notification titled “Raising Money through Private Placement by NBFCs-

Debentures etc.”, dated June 27, 2013; introduced new guidelines for private placement of 

debentures by NBFCs. Higher reliance on retail participation in privately placed debentures 

and certain adverse features of such an arrangement observed by RBI were the reasons 

given for introduction of such guidelines. In 2011, lending to NBFCs by banks was excluded 

from eligible priority sector lending. Since then, banks’ stand on lending to NBFCs has 

become defensive. In such a scenario, capping private placement of debt would make 

NBFCs again look towards banks to meet their funding requirements. In the opinion of 

CARE Research, time-limiting the issuance of privately placed NCDs by NBFCs (i.e. once in 

six months) would lead to: 

1) Liquidity crunch for NBFCs 

2) Higher reliance on banks for funding requirement 

a. systemic risk in banking system 

b. pricing power to banks 

3) Higher cost of funds (as yields on bonds are lower by ~50-100bps v/s banks’ base rate) 

4) Pressure on NIMs of NBFCs 

NBFCs have significantly relied on private placement route… 

Our analysis of asset financing and other NBFCs shows that the proportion of privately placed NCDs 

in total borrowing is >20%. In the light of removal of PSL status for loans made to NBFCs, the 

restriction on frequency of issuance under private placement route will result into concentrated 

borrower profile (i.e. banks only), inefficient working capital fund management and onset of 

liquidity issues. NBFCs may either have to continue with dependence on bank borrowing or 

maintain higher cash in their books. 

Table1: NBFCs have significant dependence for borrowing on privately placed debts (FY13) 

 
Source: Company annual reports, BSE, NSE, SEBI, CARE Research 

* refers to o/s total borrowing figures obtained from FY12 Company Annual Report  

 

 

Issuers
No.of 

Issuance

Amount of Debt 

Raised (Rs. Lacs)

O/s Total Borrowing  

(Rs. Lacs)

% of Total 

Borrowing

Sundaram Finance LTD. 36 2,17,700                   5,04,154                            43.2%

Reliance Captal Limited 157 4,22,572                   10,86,500                          38.9%

Manappuram Finance* 13 39,200                      1,07,174                            36.6%

PFC* 15 30,27,690                95,86,689                          31.6%

Magma Fincorp LTD. 11 1,03,000                   3,28,647                            31.3%

Bajaj Finance Ltd. 15 2,31,710                   7,50,308                            30.9%

IDFC Ltd. 58 11,32,920                36,80,333                          30.8%

Rural Electrification Corporation* 8 2178215 76,55,368                          28.5%

Shriram Transport Finance 78 5,39,640                   19,05,305                          28.3%

Cholamandalam Investment & Finance Co.Ltd. 44 2,22,970                   8,29,871                            26.9%

Mahindra Finance 37 2,40,830                   13,01,533                          18.5%
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Limit diversification of funds: NBFCs dependence on banks to increase? 

NBFCs typically source funds from banks, NCDs issuance and deposit from public (for deposit 

taking NBFCs). Once the guidelines come into effect, non-deposit taking NBFCs will be majorly 

dependent on banks for meeting their funding requirement due to restrictions on frequency of 

private placement. However, banks will also have to work along their own prudential limit for their 

sector exposure when lending to NBFCs. 

Higher cost of fund: bond yield < banks’ base rate 

CARE Research notes that bond yield of AAA and AA+ rated NBFCs are lower than the banks’ base 

rate. The 10 year AAA/AA+ rated bond yield is hovering around 8.89%/9.36% v/s. the SBI/ICICI 

bank base rate of 9.70% and IDBI/AXIS, BoB base rate of 10.25%. Hence, NBFCs prefer to borrow 

from the debt market than resorting to bank finance for their funding requirements. In addition, 

the private placement of debt has been the preferred route to raise funds due to 1) less 

operational challenges, and 2) less time consuming process while making the frequent public 

issuances 3) easier regulatory regime. Industry experts concede that the total percentage cost of 

raising debt through the private placement route (including marketing and compliance expenses) 

is lower as compared to banks’ base rate, further incentivising the cause of the former. 

Table2: Bond yield v/s. banks base rate: what is better for NBFCs? 

 
Source: Company website, FIMMDA, CARE Research 

The recent guidelines, if implemented in situ, may lead to pressure on NIMs of NBFCs in the wake 

of elevated cost of funds led by higher base rate of banks (since they will source required funds 

from banks) v/s. lower yield of bonds (at which they could have borrow from market) and liquidity 

crunch. 

Private placement market: could have been a big set-off before a good take-off! 

As per SEBI statistics, the privately placed debt market in India grew at a CAGR of 25% during 

FY08-13. The overall private placement of debt issued stood at Rs. 3,61,462 crores, witnessing a 

growth of 38% in FY13 (yoy) v/s 19% in FY12 (yoy). Also, there were 2,489 privately placed debts 

issued in FY13, growing at a CAGR 27% during FY08-13. RBI has been very keen on the 

development of the debt market in India and has taken several supportive measures towards it. 

The Indian debt market is in its infancy as compared to the debt market of developed counties like 

USA, UK, and other European countries and emerging nations like China and Brazil. This, amongst 

other reasons, is also due to absence of retail participation and lack of product innovation/offering 

in debt segment. However, the restriction on the frequency of private placement of debts issued 

by NBFCs may leave a deep impact on this market, defeating the intentions of the RBI. 

Banks Base Rate NBFC Company
Bond Yield (ZCYC + 

rating based spread)
Comment

SBI 9.70% STFC (Rating: AA+) 9.36%

ICICI 9.75% Mahindra Finance ( Ratings : AA+) 9.36%

BoB 10.25% IDFC Ltd. (Ratings : AAA) 8.89%

IDBI Bank 10.25% RCL (Ratings : AAA) 8.89%

Axis  Bank 10.25% Sundaram Finance (Ratings : AA+) 9.36%

The difference in base 

rate of banks v/s. 10-

year bond yield of AAA 

and AA+ rated NBFC 

entity is around 136bps 

and 89bps respectively. 
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Table3: Total issuance of privately placed debt Table4: Number of privately placed debt  

  
Source: SEBI, CARE Research Source: SEBI, CARE Research 

Our analysis suggests that NBFCs accounts for ~44% of total private placement of debt in FY13 

followed by other financial institutions and corporates representing another ~40%. CARE Research 

understands that limiting the frequency of issuance under private placement route for NBFCs may 

impact the overall debt market growth considerably and hamper RBI’s broader vision for debt 

market development. 

Table5: NBFCs have higher % in total privately placed debt market in FY13 

 
Source: SEBI, BSE, NSE , CARE Research 

And now amendment of the guidelines issued last month: The back and forth 

The clarification issued on Jul 2, 2013 tried to justify the guidelines by stating its aim to be 

promoting discipline in resource planning and raising. The RBI has clarified that such guidelines are 

applicable only to private placement of NCDs, and not to ‘preferential allotment or private 

placement of capital’. By doing so, it has excluded raising cash through preference shares and 

unsecured borrowing from holding/group companies from within the ambit of these regulations. 

RBI has put on hold the restriction of private placement of debt by NBFCs due to adverse impact 

on asset liability management until any decision in due course. It has sought Board approved 

policy for resource planning (covering planning horizon and periodicity of private placement) 
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before the Sep 30, 2013 from NBFCs. Such a stipulation may lead to RBI not including periodicity 

of private placements within its scope.  

The clarification document has kept the primary dealers (PDs) out of the guidelines of the said 

notification/circular due to their obligation towards G-Sec market. It has also permitted Core 

Investment Companies to issue debentures to facilitate resource requests of related entities. It has 

excluded ‘subordinated debt’ of Non-Deposit (Accepting/holding) Companies from providing 

security cover for the monies borrowed. 

 

Conclusion: Expect more clarifications... 

CARE Research believes that the guidelines are well-intended and long overdue. The genesis of 

these guidelines is to restrict the use of private placement of NCDs as an on-demand source of 

funds by Non-Deposit Taking NBFCs.  

However, the absence of such guidelines has let the NBFCs exploit private placement of NCDs as 

an unchecked means to funds. The companies have suitably leveraged the interest arbitrage by 

borrowing by means of private placement of NCDs at lower yields as compared to borrowing from 

banks at comparatively higher base rates. The sector model is over-dependent on continuity of 

such conditions. The regulator may permit some leeway in implementation of these guidelines to 

incentivize re-alignment of business practices with regulatory requirements.  

Further, these guidelines have unintentionally impacted the genuine private placements of 

deposit taking NBFCs as it has not provided for any distinction between the two. Though the step 

of defining the minimum amount of investment and the maximum number of investors per private 

placement is laudable and prevents regulatory arbitrage, the lack of any concession to institutional 

investors in these guidelines may be a dampener.  

 

 

 

 

 

 

 

 

 

Disclaimer 
This report is prepared by CARE Research, a division of Credit Analysis & REsearch Limited [CARE]. CARE Research has taken utmost care to ensure 
accuracy and objectivity while developing this report based on information available in public domain. However, neither the accuracy nor completeness of 
information contained in this report is guaranteed. CARE Research operates independently of ratings division and this report does not contain any 
confidential information obtained by ratings division, which they may have obtained in the regular course of operations. The opinion expressed in this 
report cannot be compared to the rating assigned to the company within this industry by the ratings division. The opinion expressed is also not a 
recommendation to buy, sell or hold an instrument. 
 
CARE Research is not responsible for any errors or omissions in analysis/inferences/views or for results obtained from the use of information contained in 
this report and especially states that CARE (including all divisions) has no financial liability whatsoever to the user of this report. This report is for the 
information of the intended recipients only and no part of this report may be published or reproduced in any form without prior written permission of 
CARE Research. 
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