BANSIS.MEHTA sco. Regulatory Update

C
May 09, 2026

hartered Accountants

RBI Revises NBFC Regulatory Framework Based on Risk
Exposure and Asset Size

Background

Currently, any company that satisfies the Principal Business Criteria namely, financial assets
exceeding 50% of total assets and financial income exceeding 50% of total income (the 50-50
test) is required to obtain a Certificate of Registration (CoR) as a Non-Banking Financial
Company (NBFC) under Section 45-1A of the RBI Act, 1934 (“the Act”), irrespective of its size
or risk profile. Under the Scale-Based Regulatory (SBR) Framework, NBFCs that do not
accept public funds and do not have a customer interface are recognised as having a distinct
and relatively lower risk profile and are accordingly placed in the Base Layer of the regulatory
structure. Nevertheless, such entities are statutorily required to seek registration if they meet
the principal business criteria.

Considering the peculiar business model and lower risk profile of these entities, particularly
those with an asset size of less than %1,000 crore, RBI has issued the Non-Banking Financial
Companies (Registration, Exemptions and Framework for Scale-Based Regulation)
Amendment Directions, 2026 (“Amendment Directions”) thereby amending the existing
framework under the Reserve Bank of India (Non-Banking Financial Companies -
Registration, Exemptions and Framework for Scale Based Regulation) Directions, 2025 dated
November 28, 2025 (“ Parent Directions, 2025 ).

Revised Scale-Based Framework for NBFCs'

The Amendment Directions introduce a revised risk-based framework that classifies NBFCs
into (i) Unregistered Type | NBFCs (ii) Type | NBFCs and (iii) Type Il NBFCs, based on
their asset size and nature of activities. Pursuant to the Amendment Directions, eligible
entities, based on their classification, are exempted from the applicability of certain provisions
of the Act and/or its Directions and existing registered NBFCs are allowed to deregister under
a defined process by December 31, 2026. Notwithstanding these relaxations, the framework
continues to retain regulatory oversight through specified restrictions, enhanced disclosures,
board oversight, and auditor reporting requirements. The Amendment Directions, come into
effect from July 1, 2026. This update gives an overview of the revised framework.

1 Key portion of certain amendments and their possible implications have been highlighted in bold, where
considered appropriate
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Unregistered Type | NBFC

1. Eligibility & Exemption Conditions

= Entities not availing public funds + not having customer interface? + operating

with a conscious and long-term business model + having asset size < ¥1,000
crore as per last audited financial statements are exempted from provision of Sec
45|A and Sec 45 IC of the Act i.e. requirements of registration, maintenance of net
owned funds and creation of a reserve fund.

The exemption shall be subject to further conditions like -

(i) Board Resolution to be passed at the beginning of the financial year declaring
that the company will not avail public funds and will also not have customer
interface during the year

(i) Disclosure in its Notes to Accounts to the financial statements that the
company is an ‘Unregistered Type | NBFC’ along with the status of public funds
and customer interface.

Existing registered entities may, apply for deregistration by December 31, 2026 by
submitting requisite documents?® like original registration certificate, past 3 years
audited financials, Board Resolution and Auditor’s certificate, undertakings and
disclosures. The Statutory Auditor shall submit an 'Exception Report’ to RBI in
case of violation of conditions on public funds or customer interface or any other
exemption condition. NBFCs currently not fulfilling the prescribed criteria for
exemption but fulfilling the same in future are also eligible to apply for deregistration
at that point of time.

2. Regulatory Oversight and Restrictions
" The exemption is confined to Sec 45-1A i.e. Registration and Sec 45-IC i.e. Reserve

Fund) only. Other provisions under Chapter IlIB like maintenance of percentage of
assets and powers of RBI to collect information, issue directions in case of risk or
concern, regulate activities, prohibit alienation of assets, file winding up petition and
initiate penal action shall continue to apply to these entities only if specifically
addressed to them.

RBI reserves the right to issue necessary instructions specifically to ‘Unregistered
Type | NBFCs’ in case any concerns/ risks are observed.

Further, these entities shall be liable to penal action under Chapter V of the Act for
any violations.

These entities shall not undertake Overseas Investment (Ol) in financial services
sector without prior registration. If they intend to do so, then irrespective of the
exemption granted, they must register as Type | NBFC and be governed by the
applicable Directions for undertaking of financial services, including the requirement
of prior approval of RBI for undertaking Ol. Additionally, ‘Unregistered Type | NBFC’
shall not undertake overseas investment in non-financial sector.

2 Refer scope of Public Funds and Customer Interface as defined in the Amendment Directions at Pg 6 of
this update
3 Refer Detailed List of Documents to be submitted for deregistration process at Pg 6 of this update
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® Requirements under the Prevention of Money Laundering Act (PMLA), 2002 and
applicable Rules shall continue to apply.

3. Group-Level Asset Treatment

" Assets of entities belonging to this category will be excluded from group-level
aggregation.

® However, in case of multiple ‘Unregistered Type | NBFCs’ in the Group, the asset
size of all such ‘Unregistered Type | NBFCs’ shall be aggregated and if upon such
aggregation the asset size is ¥1,000 crore or above, all ‘Unregistered Type | NBFCs’
in the Group shall be required to be registered as ‘Type | NBFC’ and shall be subject
to applicable instructions issued by RBI.

Type | NBFC

1. Registration & Classification

" Entities not availing public funds + not having customer interface but having
asset size 2 ¥1,000 crore shall apply for registration as ‘Type | NBFC’ through
PRAVAAH, on the company’s letter head, with requisite submissions and
documents®.

® For group aggregation purposes, the asset size of ‘Type | NBFCs’ shall be
considered, though they shall always be classified in Base Layer, regardless of such
aggregation.

" Type | NBFCs operate exclusively with their own funds. They do not access public
funds, and have no customer interface; therefore they are distinct from
non-deposit-taking NBFCs, which, although prohibited from accepting public
deposits, may raise public funds through borrowings and engage in customer-facing
activities such as lending.

2. Disclosure & Audit Requirements

® These entities shall disclose in the Notes to Accounts to their financial statements
that the company did not avail public funds and also did not have customer interface
during the year.

® The Statutory Auditors of these entities shall submit an Exception Report to the
Department of Supervision of the Reserve Bank in case of violation of conditions on
public funds and/or customer interface.

3. Regulatory Oversight & Applicable Directions
" These entities shall also adhere to requirements of PMLA, 2002 and rules thereunder.

® For group aggregation purposes, the asset size of Type | NBFCs shall be considered
when computing group-level totals.

= All provisions of Chapter IIIB of the Act shall entirely apply to Type | NBFCs.

4 Refer Sr No 1 to 4 and Sr 5 (a) to (b) of table at Pg 6 — ‘Documents required for Deregistration’
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® While certain Directions mentioned in Para 5 of the Parent Directions, 2025 are
exempted for this category, remaining Directions — including those on ‘Acquisition
of Shareholding or Control’, ‘Voluntary Amalgamation’, ‘Governance’, ‘Prudential
Norms’, Credit Information reporting etc. shall continue to fully bind Type | NBFCs.

List of such Directions which are exempted/ shall continue to apply is tabulated below:

RBI Directions which shall be exempted for Type 1 NBFCs

1 Reserve Bank of India (Non-Banking Financial Companies — Undertaking of Financial
Services) Directions, 2025

2 | Reserve Bank of India (Non-Banking Financial Companies — Prudential Norms on
Capital Adequacy) Directions, 2025

3 | Reserve Bank of India (Non- Banking Financial Companies — Credit Facilities)
Directions, 2025
4 | Reserve Bank of India (Non-Banking Financial Companies - Credit Risk Management)
Directions, 2025

5 | Reserve Bank of India (Non-Banking Financial Companies - Concentration Risk
Management) Directions, 2025

6 | Reserve Bank of India of India (Non-Banking Financial Companies — Transfer
and Distribution of Credit Risk) Directions, 2025

7 | Reserve Bank of India (Non-Banking Financial Companies — Securitisation
Transactions) Directions, 2025

8 | Reserve Bank of India (Non-Banking Financial Companies — Classification, Valuation,
and Operation of Investment Portfolio) Directions, 2025

9 | Reserve Bank of India (Non-Banking Financial Companies — Asset Liability
Management) Directions, 2025

10 | Reserve Bank of India (Non-Banking Financial Companies — Income Recognition,
Asset Classification and Provisioning) Directions, 2025

11 | Reserve Bank of India (Non-Banking Financial Companies — Resolution of Stressed
Assets) Directions, 2025

12 | Reserve Bank of India (Non-Banking Financial Companies — Treatment of Wilful
Defaulters and Large Defaulters) Directions, 2025

13 | Reserve Bank of India (Non-Banking Financial Companies — Financial Statements:
Presentation and Disclosures) Directions, 2025

14 | Reserve Bank of India (Non-Banking Financial Companies — Prudential Norms on
Declaration of Dividends) Directions, 2025
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RBI Directions which continue to apply to Type 1 NBFCs

1

Reserve Bank of India (Non-Banking Financial Companies — Branch Authorisation)
Directions, 2025

Reserve Bank of India (Non-Banking Financial Companies — Acquisition of
Shareholding or Control) Directions, 2025

Reserve Bank of India (Non-Banking Financial Companies — Governance) Directions,
2025

Reserve Bank of India (Non-Banking Financial Companies — Climate Finance and
Management of Climate Change Risks) Directions, 2025

Reserve Bank of India (Non-Banking Financial Companies — Managing Risks in
Outsourcing) Directions, 2025

Reserve Bank of India (Non-Banking Financial Companies — Credit Information
Reporting) Directions, 2025

Reserve Bank of India (Non-Banking Financial Companies — Know Your Customer)
Directions, 2025

Reserve Bank of India (Non-Banking Financial Companies — Credit Cards: Issuance
and Conduct) Directions, 2025

Reserve Bank of India (Non-Banking Financial Companies — Responsible Business
Conduct) Directions, 2025

10

Reserve Bank of India (Non-Banking Financial Companies — Voluntary Amalgamation)
Directions, 2025

11

Reserve Bank of India (Non-Banking Financial Companies — Miscellaneous) Directions,
2025

Type Il NBFC

Any NBFC that either avails public funds or has a customer interface, regardless of its
asset size must be registered under this category. Such NBFC will be covered under Base
Layer or above, as per the regulatory framework.

Reclassifications due to change in asset threshold or activities in future

= Unregistered Type | NBFCs must obtain registration as ‘Type | NBFC’ if the asset size
reaches 1,000 crore and above.

"  Further, Unregistered Type | NBFCs must seek prior approval of RBI and then obtain
registration as Type Il NBFC before accepting public funds or engaging in customer
interface in future, irrespective of their asset size.

= Similarly, Type | NBFCs must seek prior approval of RBI and obtain registration as Type
I NBFC before accepting public funds or engaging in customer interface in future.

=  Similar requirement shall apply for making overseas investment in financial sector.



https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12962
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12962
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12964
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12964
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12960
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12960
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12940
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12940
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12941
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12941
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12955
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12955
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12943
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12943
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12956
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12956
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12942
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12942
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12963
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12963
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12931
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=12931
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Scope of Public Funds and Customer Interface

Public Funds

‘Public Funds’ include funds raised either directly or indirectly through public deposits, inter-
corporate deposits, bank finance and all funds received from outside sources such as funds
raised by issue of Commercial Papers, debentures etc. but exclude funds raised by issue of
instruments compulsorily convertible into equity shares within a period not exceeding five
years from the date of issue.

As per Amendment Directions ‘Public Funds’ shall additionally include:
= Indirectly raising of public funds through associates and group entities which have
access to public funds.
= Loans taken from directors and/or shareholders
= Further, money availed through margin trading facility (MTF) shall also be treated as
public funds

Customer Interface

‘Customer interface’ means interaction between the NBFC and its customers while carrying
on its business. It can be through an account-based relationship, lending relationship or
interaction with the customers as part of business of the NBFC.

As per Amendment Directions, ‘Customer Interface’ shall additionally include:

= Any customer-oriented activity like lending or providing guarantee or placing inter-
corporate deposits to ‘entities in the Group’, its shareholders, its directors, or
providing any other product or service to these entities. However, loans to employees
as per terms of employment condition/ contract and not on commercial terms, shall not
be treated as customer interface.

= Diversification activities like distribution of mutual funds, credit cards, acting as Point of
Presence for National Pension System, insurance agency.

Documents required for Deregistration of existing NBFCs

The application for deregistration shall be made through PRAVAAH, on the company’s letter
head, with the following documents:
1. Original Certificate of Registration (to be submitted physically to the Reserve Bank).
2. Audited financials of the NBFC for the last three financial years.
3. A statement on status of public funds and also of customer interface in the last three
financial years.
4. Statutory Auditor’s Certificate certifying that the NBFC does not have public funds and also
not have customer interface as on date.
5. Board Resolution stating that —

a. the NBFC does not have public funds and customer interface as on date and the
NBFC does not intend to access public funds and also not intend to have customer
interface in the future.

b. the NBFC shall take registration as ‘Type || NBFC’, in case it intends to avail public
funds and/ or have customer interface in future.

c. the NBFC shall obtain registration as ‘Type | NBFC’ in case its asset size reaches
1,000 crore or above.

6. Undertaking from the Board that the NBFC shall disclose its status of being ‘Unregistered
Type | NBFC’ and also disclose status of public funds and customer interface as part of
Notes to Accounts to the financial statements.

The requests for deregistration as above would be considered subject to the satisfaction of the RBI that the
NBFC is functioning with a conscious and long-term business model to operate without public funds and
without having customer interface.
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Key considerations for both Type | and Unregistered Type | NBFCs, regardless of
whether deregistration is pursued:

Loans from directors and shareholders are classified as public funds

Inter-corporate deposits, guarantees, or any product/service provided to group
companies, shareholders, or directors constitutes customer interface

Activities like distribution of mutual funds, credit cards, acting as NPS Point of Presence,
insurance agency constitute customer interface and are prohibited

Funds received through associates or group entities that have access to public funds
i.e. indirect public funds are also treated as public funds

Prior RBI approval is mandatory before accessing public funds or having customer
interface. Violation invites penal action under the RBI Act, 1934

Statutory Auditors of both categories are required to submit an Exception Report to the
RBI's Department of Supervision in case of any violation of the conditions

The following decision tree outlines how an entity may determine its status as per
the Amendment Directions

Does the entity satisfy the 50-50 Test?

Not an NBFC

Registration not Evaluate whether either condition of
required availing public funds or customer
interface activity is satisfied

Type Il NBFC (regardless Whether Asset Size
of asset size) < ¥1,000 crore?

Yes No

Unregistered Type | Type | NBFC

NBFC#

# Cannot undertake overseas investment (Ol) in financial services sector. The entity must register as
Type | NBFC if it intends to do so. Existing registered entities to make strategic decision of getting
deregistered by December 31, 2026 or to remain registered and continue to avail specific benefits like
investing in overseas financial services without limitations.
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Our Comments

°©  The Amendment Directions treat promoter / shareholder funding through loans, at par with
public or market borrowings. Further lending/guarantee to group entities, shareholders is
treated as customer interface. Accordingly, most Core Investment Companies (CICs) whose
core function is to provide intra-group financial support with no consumer or conduct risk shall
be disqualified from the exemption. Further, a comprehensive assessment of the group
structure must be undertaken to assess the eligibility in terms of aggregate asset criteria of
< %1,000 crore as per latest audited balance sheet.

°©  There is ambiguity as to whether the deregistration is only a one-time window till December
31, 2026 or will continue to be available subsequently. Clarity is required as to whether this
deadline is applicable even in the case of entities which do not fulfil the criteria on the effective
date of these Amendment Directions but qualify as such subsequently after the prescribed
timeline.

°©  Further, the language of the Amendment Directions and its FAQs suggests that the
deregistration by the eligible entities is optional. However, there is ambiguity as to how such
eligible entities holding generic CoR shall be classified if they do not deregister.

Interestingly, though ‘Type | NBFC’ is defined to mean ‘NBFC not availing public funds and
not having any customer interface’, under Para 38A(5) of the Amendment Directions, the
requirement to register as Type | NBFC applies only if the asset size is ¥1000 crore or more.
On a combined reading of the definition and Para 38(5), it emerges that such entities operating
without public funds and without customer access and having asset size of less than % 1,000
crore, opting not to deregister may not be able to apply as Type | NBFC. As a result, they
shall be ineligible for relaxed regulatory requirements available to “Type | NBFCs’. Further,
since they presently do not have access to public funds or customer interface, they may not
technically fulfil the criteria of Type Il NBFCs. Hence the regulatory framework applicable to
such entities is unclear.

°0  Post deregistration of NBFCs, other RBI Directions listed in the Parent Directions, 2025
including those in respect of change-in-control and amalgamation may apply only if they are
specifically addressed to them in such Directions.

°  Asregards, whether any compliance is required by existing NBFCs falling under Type Il NBFC
category, it appears that the platform referenced for deregistration and Type | NBFC
registration i.e. PRAVAAH, would logically be the platform for Type Il NBFC registration as
well, though neither Amendment Directions nor FAQs explicitly provide for such process.
Considering that Type Il NBFC is defined in the Amendment Directions as “an NBFC which is
granted CoR by RBI as NBFC other than ‘Type | NBFC’, it appears that any NBFC not
holding Type | NBFC registration or not deregistered would automatically be classified
as Type |l NBFC without any specific registration process.

Disclaimer:

This document is intended to provide certain general information and should not be construed as professional advice. It
should neither be regarded as comprehensive nor sufficient for the purposes of decision making. The firm does not take
any responsibility for accuracy of the document nor undertakes any legal liability for any of the contents in this document.
Without prior permission of the firm, this document may not be quoted in whole or in part or otherwise.




