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C E N T R E  F O R  S T U D I E S  I N  B A N K I N G  A N D  F I N A N C E

The Reserve Bank of India (“RBI”) has lifted the
ceiling on bank credit tied to Non-Banking
Finance Companies (“NBFC”) Net Owned Fund
(“NOF”). This has been implemented for NBFCs
that are engaged in asset financing, loan,
factoring, and investment activities as their
primary business. As a result, this will allow
banks to extend need-based working capital
facilities and term loans to such NBFCs. It also
gave discretionary power to the banks to extend
finance to NBFCs against the secondhand assets
financed by concerned NBFCs. However, shares
and debentures cannot be accepted as collateral
securities for secured loans granted to NBFC for
any purpose. With respect to NBFCs that are
exempted from being registered with RBI, banks
are allowed to take credit decisions on the basis
of certain factors like purpose of credit, nature,
and quality of underlying assets, repayment
capacity of borrowers, risk perception, etc. Banks
are further allowed to extend financial assistance
to equipment leasing companies provided that
they do not enter into lease agreements
departmentally with them. Subject to certain
conditions, banks can even financially support the
business of Factoring Companies. 

Reserve Bank Of India issued Master

Circular on Bank Finance to Non-

Banking Finance Companies

Writ Petition not maintainable

against proceedings by Banks and

ARCs under SARFAESI Act

However, RBI has strictly warned against
granting bridge loans of any nature or interim
finance against capital/debenture issue to all
categories of NBFCs.
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The Supreme Court in Phoenix ARC Private

Limited v. Vishwa Bharati Vidya Mandir has held
that the borrowers aggrieved by proceedings
initiated under Securitisation and Reconstruction
of Financial Assets and Enforcement of Security
Interest Act, 2002 (“SARFAESI”) by the bank or
Asset Reconstruction Company (“ARCs”) have to
avail the remedy under this law and no writ
petition would be maintainable. A bench of
Justices MR Shah and BV Nagarathna opined that
filing of writ petitions by the borrowers before
the High Court under Article 226 of the
Constitution was an “abuse process” of the court.
Supreme Court (“SC”) also noted that a writ
petition against the private financial institution
such as ARC who is appellant herein under
Article 226 of the Constitution against the
proposed action under section 13(4) of
SARFAESI Act is not maintainable. For a writ
petition to be maintainable, the functions
performed by the bank and ARCs must be in the
nature of a public function which is normally 

https://m.rbi.org.in/Scripts/NotificationUser.aspx?Id=12218&Mode=0
https://main.sci.gov.in/supremecourt/2018/24969/24969_2018_42_1501_32513_Judgement_12-Jan-2022.pdf
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expected from the state authorities. However, the
commercial transactions of the bank and ARCs are
mainly to advance the money to the borrowers
which cannot be covered under the ambit of public
functions normally expected from state authorities.
Furthermore, if the stay is granted by the High
Court, it would have a serious adverse impact on
the financial health of the secured
creditor/assignor since the stay seriously prejudices
the rights of a secured creditor to recover the due
amount.

Bank frauds exceeding INR 3 crores need

panel nod for CBI probe

All bank fraud cases of over INR3 crores need to

be referred to an expert panel to decide if it

warrants an investigation by the Central Bureau of

Investigation. Earlier, only the fraud cases that

were over INR 50 crores in public sector banks

needed to be referred to such a panel. Bankers have

also approached the finance ministry seeking a

sunset period for investigations so that probe

agencies do not hound them for taking genuine

business decisions. The Central Vigilance

Commission (“CVC”) along with RBI and Finance

Ministry, decided that Advisory Board for Banking

and Financial Frauds (“ABBFF”) will examine the

role of all executives and whole-time directors in

cases of fraud of INR3-50 crores in state-run public

sector banks and financial institutions. CVC is

considering instituting a separate board for the

cases between INR 3 crores and INR 50 crores but

bankers opined that it should be done as soon as

possible because as per new guidelines the cases

being referred to ABBFF will rise tremendously. 

RBI proposes new norms for classification,

valuation of banks’ investment portfolio

RBI recently released the “Discussion Paper on
Review of Prudential Norms for Classification,
Valuation and Operations of Investment Portfolio
for Commercial Banks”, wherein it proposed to
comprehensively align the prudential framework
with the global standards while retaining some
elements considering the domestic context. RBI
proposed new norms for the classification and
valuation of the investment portfolio of banks,
with a view to align them with the global
prudential framework and accounting standards.
According to the proposed norms, the investment
portfolio of banks will be divided into three
categories: held-to-maturity (“HTM”), available for
sale (“AFS”), and fair value through profit and loss
account (“FVTPL”). Within FVTPL, held-for-
trading (“HFT”) shall be a sub-category aligned
with the specifications of ‘Trading Book’ as per the
Basel-III framework. The new bank portfolio
classification norms will come into effect from
April 1, 2023, the RBI paper said, while inviting
comments on a discussion paper in this regard
from stakeholders by February 15. The new norms
propose to bridge the gap between the existing
guidelines as well as global standards and practices
with regards to classification, valuation and
operations of the investment portfolio of
commercial banks. The extant instructions
pertaining to the prudential norms on the
classification and valuation of the investment
portfolio are largely based on the Report of
Informal Group on Valuation of Banks’ Investment
Portfolio submitted in 1999.

https://m.economictimes.com/industry/banking/finance/banking/bank-frauds-exceeding-rs-3-crore-to-need-panel-nod-for-cbi-probe/articleshow/88803753.cms
https://m.rbi.org.in/Scripts/PublicationsView.aspx?id=20993
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RBI approves appointment of Vinod Rai as

Independent Chairman of USFB

RBI has approved the appointment of Vinod Rai,

former Comptroller and Auditor General (CAG)

of India as independent chairman of Unity Small

Finance Bank Limited (“Unity Bank”), jointly

owned by Centrum and Bharat Pe that will take

over the failed Punjab and Maharashtra

Cooperative Bank (“PMC”).

Mr. Rai is a former IAS officer and has rich

experience in multiple capacities with the Ministry

of Finance, Commerce, Defense. He was also

chairman of the Banks Board Bureau, the body

which advises the government on top-level

appointments at public sector banks and ways to

address bad loans.
Digital Payments Record 40% Annual

Growth At Sep-End 2021: RBI Data

There was a 40 percent growth in digital payments
across the country in a year through September
2021, according to RBI’s digital payment index. The
index which measures the adoption of online
transactions was at 304.06 during September 2021
as against 270.59 in March 2021 and 217.74 in
September 2020.
The central bank had announced the construction
of a composite RBI – Digital Payments Index
(RBI-DPI) with March 2018 as a base to capture
the extent of digitisation of payments across the
country.

RBI-DPI 
The RBI-DPI consists of five broad parameters
that enable measurement of deepening and
penetration of digital payments in the country
over different periods.

These parameters are payment enablers
(weight 25 per cent), payment infrastructure –
demand-side factors (10 per cent), payment
infrastructure – supply-side factors (15 per
cent), payment performance (45 per cent), and
consumer centricity (5 per cent).
The index is published on a semi-annual basis
from March 2021 onwards with a lag of 4
months.

Paytm Payments Bank became most

preferred UPI beneficiary bank in India

According to data released by the National

Payments Corporation of India (“NPCI”), Paytm

Payments Bank Ltd (“PPBL”) became the largest

and fastest-growing UPI beneficiary bank in India.

It becomes the first beneficiary bank in the

country to achieve the landmark of over 926

million UPI transactions in a single month.

Beneficiary banks are the banks of the account

holder who is receiving money. Paytm Payments

Bank has also gained rapid traction as a remitter

bank for UPI payments.

According to the NPCI, 98.79 percent of the

transactions were approved on the PPBL platform.

State Bank of India (“SBI”) topped the chart of

being the biggest remitter in December 2021. It

followed PPBL as the second-largest beneficiary

with 664.89 million transactions.

https://bfsi.eletsonline.com/rbi-approves-appointment-of-vinod-rai-as-independent-chairman-of-unity-small-finance-bank/
https://www.ndtv.com/business/digital-payments-record-40-pc-annual-growth-at-sep-end-2021-rbi-data-2717512
https://m.rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=53123
https://m.rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=53123
https://www.ndtv.com/business/paytm-payments-bank-leads-upi-beneficiary-chart-sbi-biggest-remitter-in-dec-2706373
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PMC Bank Branches to Run as Unity Small

Finance Bank Entities

The Government of India has sanctioned and

notified the Scheme for the amalgamation of the

Punjab and Maharashtra Co-operative Bank Ltd

with Unity Small Finance Bank Ltd. This means

that from January 25, 2022 all the branches of the

PMC Bank will function as branches of Unity

Bank. Unity Bank is promoted by Centrum

Financial Services Limited along with Resilient

Innovation Private Limited. Both the promoters

have infused capital of INR 1105.10 crores in the

bank.

After the amalgamation of PMC Bank with Unity

Bank, Unity Bank will pay the customers of PMC

Bank the amount it receives from DICGC

(maximum up to amount insured by DICGC i.e.

INR 5 Lakhs) in installments of 10 years.

Section 45 of the Banking Regulation Act, 1949
empowers the RBI to prepare a scheme of
reconstruction or amalgamation of banking
companies (which include co-operative banks).

https://www.rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=53171


INSOLVENCY

Economic Survey 2022 underlines need

for standardized framework for cross

border insolvency

The Economic Survey 2021-22 presented before the
budget highlighted the need to provide a uniform
cross border insolvency framework. Cross Border
Insolvency signifies the circumstances in which an
insolvent debtor has assets and/or creditors in
more than one country. 

Currently, the Insolvency & Bankruptcy Code,
2016 (“IBC”) provides for domestic laws for
handling of an enterprise. There is no standard
instrument to restructure the firms involving cross
border jurisdictions in IBC. A foreign creditor can
make its claims against a domestic company in
India however, IBC does not allow for automatic
recognition of any insolvency proceedings in other
countries. 

The survey noted that Section 234 and 235 of the
IBC, which presently deals with cross-border
insolvency, are “ad-hoc in nature” and are
“susceptible to delay”. Section 234 empowers the
central government to enter into bilateral
agreements with other countries to resolve
situations about cross-border insolvency. Further,
the National Company Law Tribunal (“NCLT”)
can issue a letter of request to a court or an
authority, under Section 235, competent to deal
with a request for evidence or action in connection
with insolvency proceedings under the IBC in
countries with the agreement.

This leads to uncertainty of outcomes of claims for
creditors, debtors, and other stakeholders as well.
Therefore, there is a need for a standardized
framework for cross-border insolvency.
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Furthermore, the Insolvency Law Committee had

also recommended the adoption of the United

Nations Commission on International Trade Law

(“UNCITRAL”) legal framework with certain

modifications to make it suitable to the Indian

context.

UNCITRAL framework has been adopted by
49 countries as it deals with the main issue of
cross border insolvency cases having certain
core principles which are Access, Recognition,
Cooperation and Coordination.
This framework provides for cooperation
between insolvency professionals and courts of
countries and allows for coordination in the
conduct of concurrent proceedings in different
jurisdictions. It also allows foreign professionals
and creditors direct access to domestic courts
and enables them to participate in and
commence domestic insolvency proceedings
against a debtor. In order to enhance
coordination, it allows recognition of foreign
proceedings and enables courts to determine
relief accordingly.

https://www.financialexpress.com/budget/economic-survey-2022-underlines-need-for-standardised-framework-for-cross-border-insolvency/2421187/
https://www.indiabudget.gov.in/economicsurvey/doc/echapter.pdf
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Timely liquidation should be preferred over

fruitless, endless resolution proceedings,

says NCLAT

The National Company Law Appellate Tribunal

(“NCLAT”) in the case of Mr. Valllal Rck v. M/S

Siva Industries and Holdings Ltd. has upheld an order

to liquidate the debt-ridden Siva Industries and

Holdings Ltd, observing that “timely liquidation is

preferred over fruitless and endless resolution

proceeding”.

A two-member NCLAT bench, while dismissing a

petition filed by Vallal RCK, said if the NCLT is

not in receipt of a resolution plan after the expiry

of the maximum period of 330 days, then the

liquidation of the corporate debtor is to ensue.

As per the NCLAT, “If the time period for

Corporate Insolvency Resolution Period (CIRP)

was extended but the Resolution Plan was not

accepted by NCLT then liquidation of the

company can be ordered under Section 33 of the

IBC. Timely liquidation is preferred over fruitless

and endless Resolution proceeding.”

Income Tax cannot raise fresh claims after

resolution plan approved under IBC:

Bombay High Court

The Bombay High Court (“Bombay HC”) in the
case of Murli Industries Limited v. Assistant
Commissioner of Income Tax held that the tax
department cannot raise fresh claims after the
resolution plan is approved. The tax department
had issued fresh notices to the corporate debtor
after a resolution plan was approved. There is still
ambiguity over what would happen to pending tax
demand for the company under IBC, and what
would happen if the company were to get a refund
from the tax department after the new buyers take
over. The Bombay HC quashed the notice issued to
the company for reassessment of tax dues. It
opined that “The Income Tax Authorities ought to
have been diligent to verify the previous year
assessment of the corporate debtor as permissible
under the law and to raise the claim in the
prescribed form within the time before the
resolution professional. In the present case, the
income tax authorities failed to do so, and
therefore, the claim stood extinguished.” It was
stated that considering the ambiguity, it is
recommended that the rights of the corporate
debtor to such a claim are explicitly covered under
the resolution plan approved by NCLT.

Under Section 12A of the IBC, the NCLT can
allow withdrawal of an ongoing insolvency
course of towards an organization topic to sure
situations. Such software is filed by the
corporate with 90 per cent votes of the
Committee of Creditors (CoC).

https://ibbi.gov.in/uploads/order/e2c2c03beef23ddb071671a83876903f.pdf
https://www.livelaw.in/pdf_upload/murli-industries-limited-v-assistant-commissioner-of-income-tax-and-ors-408123.pdf


SECURITIES

SEBI issued new disclosure norms for

high-value debt listed entities

High-Value debt listed entities are those entities
that have listed non-convertible debt securities
and an outstanding value of such securities is INR
500 crores and above. The requirements are needed
to be placed before the audit committee and
shareholders for their consideration on Related
Party Transactions (“RPTs”). Such entities are
required to justify as to why the RPTs are in their
interest, disclose about the type, material, terms of
proposed transactions, name of RPT and its
relationship with the entity, its nature, and a copy
of the valuation or other external party report will
have to be submitted to the shareholders and audit
committee for their approval. Besides, information
is required to be placed before the committee and
shareholders about the tenure of the proposed
transactions, the percentage of the listed entity's
annual consolidated turnover, for the immediately
preceding financial year, which is represented by
the value of the proposed transaction. Such RPT
disclosures are also required to be made to the
stock exchange in prescribed format.
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period for submission of revised settlement term

form after the internal committee to 10 days.

Earlier, submission could be made within 10 days

which was extendable to another 20 days. 

To encourage the filing of settlement applications

during the early stages of the proceedings and to

deter forum shopping, SEBI has rationalised the

proceeding conversion factor (“PCF”) values range

from 0.40 to 1.50. Moreover, to ensure a speedy and

efficient resolution of disputes, an alleged

wrongdoer is allowed to settle a pending case with

the regulator without admission or denial of guilt

by paying a settlement fee.

SEBI overhauls preferential allotment

rules

In the backdrop of PNB Housing Finance proposed

allotment of preference shares to US-based Carlyle

Group and questions raised on the rationale

behind the fixing of the issue price, SEBI has

amended the Securities and Exchange Board of

India (Issue of Capital and Disclosure

Requirements) Regulations 2018 (“SEBI ICDR”).

SEBI has relaxed pricing norms and lock-in

requirements to make it easier for companies to

raise funds through preferential allotment of

shares. It has also allowed pledging of the shares

allotted to promoter or promoter group under

preferential issue during the lock-in period. In

addition, SEBI has said any preferential issue

resulting in a change in control or allotment of

more than a 5% stake will require a valuation

report from a registered valuer. A reasoned

recommendation along with the comments on all 

SEBI cuts time period for filing

settlement application to sixty days

In its effort to make the system more efficient,

SEBI has cut the time-period for filing settlement

application to just 60 days. Earlier, settlement

application could be filed within 60 days from the

date of receipt of the show-cause notice which

could be further extended to 180 days in case

applicants pay an additional 25% over the

settlement charges. SEBI also reduced the time 

https://www.sebi.gov.in/legal/circulars/jan-2022/disclosure-obligations-of-high-value-debt-listed-entities-in-relation-to-related-party-transactions_55225.html
https://www.sebi.gov.in/sebi_data/commondocs/subsection1_p.pdf
https://www.sebi.gov.in/legal/regulations/jan-2022/securities-and-exchange-board-of-india-settlement-proceedings-regulations-2018-last-amended-on-january-14-2022-_55387.html
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aspects is required from the committee of

independent directors if any preferential issue

allotment would result in a change in control.

Also, the voting pattern of the committee needs to

be disclosed to the shareholders or the public. 

It has set guidelines for determining the floor price

for frequently traded securities whereby it stated

that the floor price for preferential issue should be

higher of 90/10 trading days’ volume-weighted

average price of the scrip preceding the relevant

date. For infrequently traded security, a valuation

report by a registered independent valuer is

required. For promoters, SEBI reduced the lock-in

requirement to 18 months for allotment up to 20%

of the post issue paid-up capital. It also said that

consideration for a preferential issue, “other than

cash” would be permitted only for share swaps

backed by a valuation report from an independent

registered valuer. The issuer company will have to

necessarily apply for in-principle approval from

stock exchanges on the same day as the date of

dispatch of notice for AGM or EGM of the

shareholder.


