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Tighter capital norms to structurally strengthen HFCs
Access to debt the larger-near term challenge than capital cushion for most HFCs

CRISIL’s analysis of 25 housing finance companies (HFCs), which account for over 90% of the industry’s assets
under management (AUM), shows that all of them are currently complying with the 400 basis points’ (bps) higher
Tier 1 capital adequacy ratio (CAR) requirement announced by the National Housing Bank (NHB) recently.

The NHB'’s revised guidelines make three key amendments: the minimum Tier 1 capital adequacy to be maintained
by HFCs has been increased from 6% to 10% while the overall CAR requirement has been increased from 12% to
15% in a graded manner; the maximum leverage that HFCs can take up has been reduced to 12 times from 16
times over a period of three years; and, the ceiling on the deposits that HFCs can mobilise has been lowered to
three times of net owned funds from five times (refer to Annexure 1).

“The new framework will structurally strengthen the HFC sector and increase investor confidence at a time
of liquidity stress among non-banks,” said Krishnan Sitaraman, Senior Director, CRISIL Ratings. “Stronger
balance sheets and increased capital levels will make HFCs better placed to absorb asset-side risks in
future.”

With mortgage growth expectations also muted, the new norms are not expected to constrain too many players.
Additionally, as on March 31, 2019, many HFCs had a cushion of at least 250 basis points over the 10% Tier 1
CAR requirement (refer to Annexure 2). The smaller lot, especially those backed by private equity, enjoy significant
cushion over the revised regulatory requirements as of now.

As for leverage 1, most of the HFCs analysed were well within the stipulated 12 times required to be adhered to by
March 2022, while the industry average is below 7 times. To be sure, some have levered beyond 12 times in the
past couple of years but those have been few and far between. In any case, such gearing is no longer an option in
the road ahead.

On public deposits, too, most HFCs are well below the stipulated requirement.

“HFCs have grown at a CAGR of ~20% over the past 3 years, despite the slowdown in growth in second
half of fiscal 2019. Even if this growth were to be maintained over the next couple of years, existing net
worth and internal accruals should be adequate for the vast majority of players” said Subha Sri Narayanan,
Director, CRISIL Ratings. “Nevertheless, we believe growth will be lower over the next few quarters on
account of funding access challenges.”

The NHB’s amendments come at a time when the sector has been facing challenges in access to debt funding.
Over the past few months, this has remained tough for many non-banks, which has forced them to curtail
disbursements to conserve liquidity. That, in turn, has curbed their growth prospects.

Annexure

Annexure 1 - Revised CAR and borrowings guidelines

. . . . - Total borrowings as a Public deposits as a
Timeline Tier 1 ratio Minimum CAR ratio of NOE ratio of NOE
Current 6% 12% 16 times 5 times
March 31, 2020 10%* 13% 14 times
March 31, 2021 10% 14% 13 times 3 times
March 31, 2022 10% 15% 12 times

*effective immediately

1 Calculated as total borrowings / net worth




Annexure 2 - Distribution of HFCs as per leverage ratio and cushion over 10% Tier 1 CAR (as on March 31,
2019)
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Note: Above charts are based on 25 HFCs which account for more than 90% of the industry
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About CRISIL Limited

CRISIL is a leading agile and innovative, global analytics company driven by its mission of making markets function better. We
are India’s foremost provider of ratings, data, research, analytics and solutions. A strong track record of growth, culture of
innovation and global footprint sets us apart. We have delivered independent opinions, actionable insights, and efficient
solutions to over 100,000 customers.

We are majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics
and data to the capital and commodity markets worldwide.

For more information, visit www.crisil.com
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About CRISIL Ratings

CRISIL Ratings is part of CRISIL Limited (“CRISIL”). We pioneered the concept of credit rating in India in 1987. CRISIL is
registered in India as a credit rating agency with the Securities and Exchange Board of India (“SEBI”). With a tradition of
independence, analytical rigour and innovation, CRISIL sets the standards in the credit rating business. We rate the entire
range of debt instruments, such as, bank loans, certificates of deposit, commercial paper, non-convertible / convertible / partially
convertible bonds and debentures, perpetual bonds, bank hybrid capital instruments, asset-backed and mortgage-backed
securities, partial guarantees and other structured debt instruments. We have rated over 24,500 large and mid-scale corporates
and financial institutions. CRISIL has also instituted several innovations in India in the rating business, including rating municipal
bonds, partially guaranteed instruments and microfinance institutions. We also pioneered a globally unique rating service for
Micro, Small and Medium Enterprises (MSMESs) and significantly extended the accessibility to rating services to a wider market.
Over 110,000 MSMEs have been rated by us.
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CRISIL has taken due care and caution in preparing this Press Release. Information has been obtained by CRISIL from sources which it considers reliable. However,
CRISIL does not guarantee the accuracy, adequacy or completeness of information on which this Press Release is based and is not responsible for any errors or
omissions or for the results obtained from the use of this Press Release. CRISIL, especially states that it has no financial liability whatsoever to the subscribers/
users/ transmitters/ distributors of this Press Release. CRISIL or its associates may have other commercial transactions with the company/entity.




