
RBI’s stringent provisioning norms to drill a ~ Rs.35,000 crore hole in banks’ 

profitability 

Brickwork Ratings, Mumbai, 17 April 2020: The RBI announced a slew of measures today to               

support the Indian financial system in mitigating the impact of Covid-19. These measures offer              

considerable relief to India Inc., especially non-banking financial institutions, in terms of            

liquidity and credit availment. However, the RBI has also stipulated banks to create a 10%               

provisioning on all loans that, are overdue but not yet a non-performing asset and; wherein the                

moratorium has been approved. Banks categorise such loans as special mention accounts (SMA)             

wherein loans are in the 0-90 days overdue buckets. This provisioning requirement stipulated by              

the RBI has to be made over the two quarters of March and June 2020. This, in the view of                    

Brickwork Ratings (BWR), could severely pinch banking sector profitability for fiscals 2020 and             

2021. While the provisioning could be adjusted against the provisioning for slippages to NPAs              

during fiscal 2021, the banking sector ability to manage asset quality in the near term post the                 

moratorium period remains a critical monitorable. 

Says Mr. Vydianathan Ramaswamy, Director, Brickwork Ratings, “ As per our estimates, the            

RBI’s stipulation on additional provisioning requirements could increase the total provisioning           

of banks by ~ Rs.35,000 crore in the March - June 2020 period. This assumes SMA accounts are                  

~4% of total banking advances and have been accorded the loan moratorium. Such a large hit                

on profitability will also impair the capital positions of banks, especially public sector banks              

(PSBs) many of which continued to report losses for 9 months ending 31 December, 2019. It                

may also necessitate further capital infusion by the government into weak PSBs”. 

Table 1: Impact analysis on profitability of additional 10% provisioning on SMA accounts 
Banking Advances as on 28     
Feb 2020  

Scenario 1: 
SMA accounts (0-90 days overdue) are      
~4% of total advances 

Scenario 2: 
SMA accounts (0-90 days overdue) are      
~8% of total advances 

~ Rs. 90 lakh crore 90 lakh crore x 4% = Rs.3.6 lakh crore 90 lakh crore x 8% = Rs. 7.2 lakh crore 

10% provisioning (Impact on    
profitability) 

Rs. 3.6 lakh crore x 10% = Rs. 36,000         
crore 

Rs. 7.2 lakh crore x 10% = Rs. 72,000         
crore 

Note: SMA accounts are higher for public sector vis-à-vis their private sector peers 



Nevertheless, the liquidity measures have come as a major respite to non-banking financial             

institutions, which have been otherwise struggling to manage their loan collections, liquidity            

and debt repayments. 

Table 2: Following are the key measures the RBI announced today, along with BWR’s              

assessment of their impact on financial institutions 

Sr. 
No 

Measure BWRs view on impact on Financial 
Sector 

1 Targeted Long Term Repo Operations (TLTRO) 2.0, under        
which, the RBI will conduct auctions upto an amount of          
Rs.50,000 crore in tranches; banks raising funds through this         
auction will have to lend this amount to corporate and          
non-bank, with at least 50% being allocated to medium and          
small non-banking financial corporations (NBFCs) and      
microfinance institutions (MFIs)  

It brings much needed respite to NBFCs       
and MFIs, which are already facing      
liquidity challenges.  
While most NBFCs and MFIs are giving       
loan moratoriums to their borrowers,     
they are yet to receive a moratorium       
from most of their lending, majorly      
banks, resulting in a liquidity crunch 

2 Rs.50,000 crore refinance facility through NHB, SIDBI and 
NABARD, among others  

It is an important step towards extending       
credit to non-banks; many NBFCs, HFCs      
and MFIs are facing a severe credit and        
liquidity crunch. This measure will     
facilitate the availment of credit and      
avoid defaults on debt servicing.  

3 Reduction in regulatory norms for scheduled commercial 
banks on the liquidity coverage ratio. It has been reduced 
from 100% to 80% for a period of 6 months.  

It will provide additional liquidity in the 
hands of banks. However, the benefit will 
be seen only if banks act fast in extending 
credit to India Inc. 

4 Relaxation on non-performing assets (NPAs) classification 
norms for banks. The 90-day NPA norms will exclude the 
3-month moratorium period provided to banks. NBFCs are
to follow their board-approved norms.

However, banks will have to make 10% provisioning against 
loans wherein a moratorium has been provided over the 
two quarters of March and June 2020. 

It will provide asset quality respite to the 
banking system during the moratorium 
period. However, the banking system’s 
ability to manage asset quality and 
control NPA accretion post the 
moratorium period will be a critical 
monitorable. 
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