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CHAPTER - 7

ROLE OF NHB IN HOUSING FINANCE

Introduction

7.1 The NHB completed its
sixteenth year of functioning as the
apex institution to promote the
housing finance system and
provide financial and other
support to housing finance
institutions in the country. The
NHB has been undertaking
measures for   capacity building for
the housing finance system and for
improving the credit absorption
capacity of the sector. The Bank continued to expand its financial assistance to the
sector by introducing innovative products and liberalised schemes in tune with
market demand. The thrust for the development of the secondary mortgage market
was renewed and the Bank’s efforts were continued to introduce mortgage credit
guarantee in the country. The total assets of the Bank, which were about Rs.4,000
crore upto 2000-01 made an impressive growth during the last three years and
crossed the Rs.13,000 crore mark (Chart 7.1). Financial performance of NHB during
the last two years is given below (Table 7.1).

Table 7.1: Financial performance of NHB during 2003-04

(Rs. crore)

Type 2002-03 2003-04  % Change

1. Net Owned Fund 1538.63 1656.78 7.7

2. Disbursement 2782.78 3297.38 18.5

3. Total Assets 10289.66 13107.51 27.4

4. Profit before Tax 127.5 155.46 21.9

5. Profit after Tax 120.74 118.13 (-) 2.2

6.Capital Adequacy Ratio ( percent ) 31.41 30.05 (-) 4.3

7. Return on Equity ( percent ) 26.83 26.25 (-) 2.2

8. Return on average working funds 1.39 1.03 (-) 25.9

9. Staff Productivity 117.38 136.57 16.4

Source - NHB Annual Report 2003-04
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Financial Performance

Resource Mobilisation

7.2 During the year, apart from raising funds at competitive rates, the loans
aggregating Rs.400 crore availed from Banks/Financial Institutions were re-priced
with a view to bring down the average cost of funds.

Deployment and Funds

Table 7.2: Refinance Disbursements
(Rs. Crore)

2002-03 2003-04

HFCs 1766.69 1845.86*
Banks 790.00 1275.50
Cooperative 139.77 118.10
Institutions
Gujarat 13.26 13.43
Earthquake
Scheme
Total 2709.72 3252.89

*  includes Rs.84.00 crore disbursed under the Short term Facility

7.3 The financial assistance extended by the Bank during 2003-04, in the form of
refinance and direct finance, stood at Rs.3253 crore, as against Rs.2710 crore during
the previous year, registering a growth of 20.1 percent (Table 7.2).

7.4 The refinance releases during the last few years and the comparative position
of disbursements under refinance to various categories of Primary Lending
Institutions [PLIs] during last two years, are presented in Chart 7.2 & 7.3,
respectively.
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Cumulative Refinance Disbursements

7.5 A comparison of the cumulative refinance provided to HFCs, Scheduled
Commercial Banks (SCBs) and Co-operative Sector Institutions is presented in
Table 7.3.

Table 7.3: Cumulative Refinance Disbursements up to 30th June, 2004

(Rs. crore)

Institution Category 30-6-2003 30-6-2004 Growth percent

Housing Finance Companies (HFCs) 7303.00 9164.87 25.5

Scheduled Commercial Banks 1232.42 2516.63 104.2

Co-operative Sector Institutions 1425.66 1543.76 8.3

                 Total 9961.08 13225.26 32.8

Source - NHB Annual Report 2003-04

7.6 The annual growth
achieved by SCBs was the highest
at about 104 percent followed by
HFCs (25 percent) and Co-
operative Sector Institutions (8
percent). The total cumulative
refinance disburse-ments of the
NHB for the last six years are
presented in Chart 7.4.

Modifications in Refinancing for Apex Co-operative Housing Federations (ACHFs)
7.7 NHB continued the modifications in the scheme for providing refinance to
ACHFs. Pricing of refinance based on the recovery performance of ACHFs was
introduced in order to align them with the general market movements.

Short Term financial Assistance to HFCs
7.8 NHB introduced a scheme to provide financial assistance to the HFCs for
meeting their short-term liquidity requirements arising in the normal course of
business.

Project Finance
7.9 NHB continued to extend financial assistance to public housing and
development agencies for undertaking various types of housing projects. During
the current year, 19 projects having total project cost of Rs.111 crore and loan
component of Rs.84 crore were approved. Of this, Rs. 45 crore was disbursed as
direct finance.

7.10 With a view to broadening the project finance portfolio, NHB introduced
‘Project Finance Loan Policy’ in September 2003 which incorporated an Internal
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Credit Rating Model (ICRM). The scope of the Loan Policy has been widened to
include private and joint sector entities as eligible borrowers.

Regulatory Role
Amendments made by NHB to Housing Finance Companies Directions, 2001
7.11 NHB has made some critical amendments to the HFC Directions, 2001 from
time to time, to keep pace with the market dynamics. Following are the highlights
of the key directions issued:

• The period of default for asset classification has been made more stringent,
with effect from March 31, 2005.

• Uniformity to be maintained in the interest rate payable on repatriable
deposits accepted from NRIs by various players in the financial system.

• The ceiling on investments by an HFC, in real estate, except for its own use,
was raised from 10 percent of its owned fund to 20 percent of its capital
fund.

• Prudential norms relating to classification and valuation of investments were
amended.

• Sanction of loans to State Government Undertakings/Special Purpose
Vehicles (SPVs) only after a thorough appraisal of the project in terms of
risks, risk mitigation measures, financial viability and creditworthiness of
the borrower, etc.

Supervisory Role

Registration of Housing Finance Companies
7.12 NHB had received 165 applications from HFCs for granting of Certificate of
Registration (CoR) till the end of June 2004. Of these, only 46 HFCs were granted
CoR.

Monitoring of HFCs & Co-ordination with other Regulatory Authorities
7.13 Company Secretaries were appointed on retainer basis in various states for
gathering market intelligence and monitoring at the field level. They were
specifically advised to gather information with respect to these HFCs whose
application for registration have been rejected and those which have not applied
for registration.

Promotional Issues – Training

7.14 Apart from the promotional initiatives in the field of housing finance, NHB
conducted 12 training programmes for various HFCs and Banks. These programmes
addressed issues related to general awareness on housing finance and specialised
topics such as regulatory framework for housing finance, securitisation, legal issues
in housing, SARFAESI Act, risk management, etc.
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Other Initiatives

Golden Jubilee Rural Housing Finance Scheme

7.15 The Golden Jubilee Rural Housing Finance Scheme (GJRHFS) was launched
in August 1997 to commemorate the Golden Jubilee year of India’s independence.
This is a housing loan scheme without any subsidy element for areas with a
population less than 50,000 as per Census of India, 1991 and the primary lending
institutions are free to decide the terms and conditions of lending. The targets
under the GJRHFS for the year 2003-2004 were enhanced to 2.50 lakh dwelling
units from 2.25 lakh dwelling units in the previous year. The target was further
sub-allocated amongst the various participating institutions.

7.16 The details of the targets and the achievements under the scheme for various
categories of institutions during 2003-04 are as given below in Table 7.4.

Table 7.4: Institution-wise Performance under GJRHFS during
the year 2003-04

(Number of dwelling units)

Category of Institutions Target Achievement

Banks 119275 171180

Housing Finance Companies 126000 71697

Others including Co-operative sector institutions 4725 876

         TOTAL 2,50,000 243753

Residential Mortgage Backed Securitisation (RMBS)

7.17 Considering that development of secondary residential mortgage market
in India will largely depend on a sustainable securitisation transaction mechanism,
it had been NHB’s efforts to address issues relating to Residential Mortgage Backed
Securitisation and evolve a suitable securitisation transaction structure within the
existing legal and regulatory framework and at the same time, make the transactions
simple and viable so that the product finds acceptability in the market. Accordingly,
NHB has formulated a Residential Mortgage Backed Securitisation Policy and has
been undertaking the securitisation transactions in accordance with the policy. With
the amendment of the NHB Act during June 2000, NHB launched the first pilot
issues of RMBS in India during August 2000. Following the successful completion
of the pilot issues, till June 30, 2004, NHB completed ten residential mortgage
backed securitisation transactions involving 35,116 housing loans amounting to
Rs.663.92 crore originated by six HFCs and one Scheduled Commercial Bank. The
success of the issues of RMBS has significantly provided means to better understand
and address the various legal, regulatory, fiscal, accounting and other capital market
related issues relating to such transactions as also various policy issues for a
conducive environment for such issuances.


