17 April, 2020

RBI Policy - Proactively Boosting Liquidity

RBI announced a slew of measures more targeted for cash starved NBFCs/MFIs/other lending
institutions to give them sufficient liquidity. Also, lending institutions will be allowed similar asset
classification benefit like banks i.e. 90 day asset classification will exclude the moratorium period.
Also, DCCO extended further by 1 yr for commercial real estate projects granted by NBFCs. However,
banks will have to maintain additional 10% provisioning on these standstill accounts over the next 2
quarters, which can be drag on the profitability of the banks. On the whole, measures are positive for
NBFCs, banks and lending institutions.

Below are the measures announced by RBI today
TLTRO for NBFCs amounting to Rs500 bn - In order to boost liquidity for cash starved NBFCs and other
financial institutions, RBI to conduct targeted long term repo operations (TLTRO 2.0) amounting to Rs500 bn.
The funds availed by banks under TLTRO 2.0 should be invested in investment grade bonds, CPs, and NCD
of NBFCs, of this, minimum 50% of the total amount should be available for small and mid-sized NBFCs and
MFIs. There is possibility of similar liquidity infusion in future as well. This is sizeably positive for small NBFCs/
MFIs that would have faced constraints in raising money from the markets
Refinancing facilities for all All India Financial Institutions (AIFIs) - RBI has made available special
refinancing window amounting to Rs500 bn to these AIFIs as these are facing difficulties in raising resources
from the market. This will comprise Rs250 bn to NABARD for refinancing RRBs, cooperative banks and micro
finance institutions (MFIs); Rs150 bn to SIDBI and Rs100 bn to NHB for supporting HFCs.
Reverse repo rate reduced further by 25 bps to 3.75% - In order to encourage banks to lend in productive
sectors of the economy, RBI has reduced down further reverse repo rate further by 25 bps from 4% to 3.75%
while keeping all other rates like repo rate (4.4%), marginal standing facility rate and bank rate unchanged
(4.65% each)
Asset classification benefit for lending institutions - RBI had earlier permitted lending institutions (LIs)
to grant a moratorium of three months on payment of current dues falling between March 1 and May 31,
2020. Now, RBI has given further asset classification benefit i.e. 90 day asset classification will exclude the
moratorium period. This is also a big positive for lending institutions. On the other hand, the banks will have
to maintain additional 10% provisioning on these standstill accounts over the next 2 quarters. While these
provisions can be later adjusted against provisioning requirements for actual slippages.
Extension of resolution timeline - Under RBI’s framework, in the case of large accounts under default,
Scheduled Commercial Banks, AIFIs, NBFC-ND-SIs and NBFC-D are currently required to hold an additional
provision of 20% if a resolution plan has not been implemented within 210 days. Recognizing the current
challenges, resolution timeline has been extended further by 90 days.
Banks shall not pay dividends from the profits for the period FY20 - SCBs and cooperative banks shall
not make any further dividend payouts from profits pertaining to the financial year ended March 31, 2020. This
restriction shall be reviewed again post Q2FY21 results of the banks.
Reduction of LCR for SCBs - Liquidity Coverage Ratio (LCR) requirement for Scheduled Commercial Banks
is being brought down from 100% to 80% with immediate effect. The requirement shall be gradually restored
back in two phases – 90% by October 1, 2020 and 100% by April 1, 2021.
DCCO extended further by 1 yr for commercial real estate projects granted by NBFCs - Currently, this
benefit was available for banks only which now has been given to NBFCs as well. This will provide relief to
NBFCs as well as the real estate sector.
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