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NHB (ND)/DRS/Policy Cucular No.67/2014-15
January 14, 2015

The MDfCEOs of Housing Finance Companies

Dear Sir/Madam,

ill&l=lb
NATIONAL

_.-: HOUSING BANK

Guidelines for Entry of Housing Finance Companies into Insurance Business

Please refer to our Circular No. NHB (ND)/HFC (DR$-REG)/INS/1072/2000 dated
July 25, 2000 regarding the Guidelines for cntty of housing finance companies (HFCs)
into insurance business. The Guidelines, inter alia, permitted HFCs registered with
the National Housing Bank to set up a joint venture company for undertaking
insurance business with risk participation and also to undertake insurance business
as agent of insurance companies on fee basis without any risk participation, subject to
prior approval of the National Housing Bank and compliance with rules and
regulations laid down by Insurance Regulatory and Development Authority
(IRDA)/Ccntral Government

2. In this connection, we wish to inform that the said Guidelines have since been
reviewed in the light of subsequent developments. A copy of the revised Guidelines
for entry of Housing Finance Companies into Insurance Business is enclosed. The
same has also been uploaded on our website.

Please acknowledge receipt

Yours faithfully,

(AmabRoy)
Executive Director

Annexure: Guidelines for Entry of Housing Finance Companies into Insurance
Business
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Annexure

Guidelines for Entry of Housing Finance Companies into Insurance Business

The Bank has reviewed the guidelines for entTy of Housing Finance Companies into insurance
business issued on July 25, 2000,and revised the same. The revised guidelines will be operational
with immediate effect.

1. Taking up Insurance Agency Business:

HFCs registered with the NHB and having net owned fund (NOF) of not less than Rs.10 crore
may take up insurance agency business on fee basis and without any risk participation, without
the approval of the NHB, subject to the following conditions:

i. The HFC should obtain requisite permission from Insurance Regulatory and
Development Authority (IRDA) and comply with the IRDA regulations for acting as
'composite corporate agent' with insurance companies;

ii. The HFC should not adopt any restrictive practice of forcing its customers to go in
only for a particular insurance company in respect of assets financed by it. The
customers should be allowed to exercise their own choice;

iii. As the participation by a HFC's customer in insurance products is purely on a
voluntary basis, it should be stated in all publicity material distributed by it in a
prominent way. There should be no 'linkage' either direct or indirect between the
provision of financial services offered by the HFC to its customers and use of the
insurance products;

IV. The premium should be paid by the insured directly to the insurance company
without routing through the HFC; and

v. The risks, if any, involved in insurance agency should not get transferred to the
business of the HFC.

2. Setting up insurance Joint Venture (IV) with equity contribution on risk participation
basis

2.1 HFCs registered with NHB which satisfy the eligibility criteria given below will be
permitted to set up an Insurance JV Company for undertaking insurance business with risk
participation, subject to safeguards and risk mitigation strategy in place. The maximum equity
contribution such an HFC can hold in the JVCompany will normally be 50 per cent of the paid-
up capital of the insurance company. On a selective basis, the NHB may permit a higher equity
contribution by a promoter HFC initially, pending divestment of equity within the prescribed
period [please see Note (1) below}. The eligibility criteria for joint venture participant will be as
under -

i. The NOF of the HFC should not be less than Rs. 500 crore;
II. The CRAR of the HFC should be not less than 12%;
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iii. The level of net non-performing assets should be not more than 3% of the total
outstanding assets, including loans and advances taken together;

iv. The HFC should have net profit for the last three continuous years;
v. The track record of the performance of the subsidiaries, if any, of the concerned HFC

should be satisfactory;

vi. Regulatory compliances and servicing public deposits, if held.

2.2 In case where a foreign partner contributes 26 per cent of the equity with the approval of
IRDA/ Foreign Investment Promotion Board, more than one HFC may be allowed to participate
in the equity of the Insurance JV Company. As such participants will also assume insurance risk,
only those HFCs which satisfy the criteria given in paragraph 2.1 above, would be eligible.

2.3 In case more than one company (irrespective of doing financial activity or not) in the same
group of the HFC wishes to take a stake in the insurance company, the contribution by all
companies in the same group shall be counted for the limit of 50 per cent prescribed for the HFC
in an Insurance ]V Company.

2.4 In cases where IRDA issues calls for capital infusion into the Insurance ]V Company, the
NHB may, on a case to case basis, consider need based relaxation of the 50%group limit specified
above. The relaxation, if permitted, will be subject to compliance by the HFC with all regulatory
conditions specified under the guidelines and such other conditions as may be necessary in the
specific case.

3. Making investments in the insurance company

HFCs registered with NHB, which are not eligible as joint venture participants, as above or
otherwise can make investments up to 10 per cent of the owned fund of the HFC or RS.50crore,
whichever is lower, in the insurance company. Such participation shall be treated as an
investment and should be without any contingent liability for the HFC. The eligibility criteria for
the HFC will be as under _

i. The NOF of the HFC should not be less than Rs. 100crore;
ii. The CRAR of the HFC should be not less than 12%;

iii. The level of net non-performing assets should be not more than 3% of the total
outstanding assets taken together;

iv. The HFC should have net profit for the last three continuous years;
v. The track record of the performance of the subsidiaries, if any, of the concerned HFC

should be satisfactory;

vi. Regulatory compliance and servicing public deposits, if held.

4. No HFC would be allowed to conduct such business departmentally. A subsidiary or a
company in the same group of a HFC or of another HFC engaged in the business of housing
finance or banking will not normally be allowed to join the insurance company on risk
participation basis.
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5. All HFCs registered with NHB entering into insurance business as joint venture
participant or investor or on risk participation basis will be required to obtain prior approval of
the NHB. Application along with supporting documents is to be submitted by the HFC to the
Head Office of the National Housing Bank. The NHB will give permission to HFC on case to case
basis keeping in view all relevant factors. It should be ensured that risks involved in insurance
business do not get transferred to the HFC and that the HFC business does not get contaminated
by any risks which may arise from insurance business.

Notes:

1, Holding of equity by a promoter HFC in an insurance company or participation in any Jorm in
insurance business will be subject to compliance Wit/I any rules and regulations laid down by the
IRDAjCentral Government. 17lis will include compliance with Section 6AA of the Insurance Act as
amended by the IRDA Act, 1999, for divestment of equity in excess of26 per cent of the paid u1'capital
witllin a prescn'bed period of time;

2. Eligibility criteria would be reckoned with reference to the latest available audited balance sheetJor the
previous year;

3. Provisions of the National Housing Bank Act, 1987 would he applicable Jor such investments while
computing the net owned fund of the HFC; and

4. TIre term Companies in t/re same group sluzll mean an arrangement involving two or more entities
related to each ot/rer through any of tire fOllowing relationships:
• Subsidiary - Parent (defined in terms of AS 21);
• Joint Venture (defined in terms of AS 27);
• Associate (defined in terms of AS 23);
• Promoter - Promotee (as provided in the Securities and Exc1uznge Board of India (Substantial

Acquisition ofSluzres and Takeovers) Regulations, 2011) Jor listed companies;
• A Related Party (defined in terms of AS 18);
• Common Brand Name; and
• An Investment in equity shares 0/20% and above,

*****
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