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RBI measures a credit positive for Gold Loan companies;
though could impact profitability
Gold loan companies, are estimated to have grown by a CAGR over 100% over last three years, with the
portfolio of top three companies reaching over Rs. 41,000 crore as on December 31, 2011. Given the rapid
pace business growth and risks involved (concentration risk and market risk due to adverse movement of gold
prices), RBI introduced prudential measures on March 22, 2012 for NBFC’s with over 50 percent of their
financial assets in Gold loans.
These measures are likely be credit positive in the long term for the gold loan companies as they introduce
stringent LTVs and require them to maintain higher level of superior capital ( Tier 1 capital of 12% by April 1,
2014 as against around 10% current requirement). However, over the short term, fresh disbursements could
reduce because of lower LTVs; additionally delinquencies may build up as the loan eligibility of the borrowers,
who want to refinance, would come down. Further, the regulations are likely to impact the competitive
positioning of Gold Loan companies vis a vis banks ( as the regulation is applicable to only NBFC’s).
Highlights of the key measures and likely impact are as follows:
Key Measures
Loan-to-Value(LTV) ratio not to exceed 60 percent for loans granted against the collateral of gold jewelry
Disclose the percentage of Gold loans to their total assets in the balance sheets
Not to grant loans against bullion / primary gold/ gold coins
Higher Tier 1 capital requirement of 12% (against 10% currently) by April 1, 2014 for NBFC’s engaged in
lending against gold jewelry
Impact
As per ICRA estimates, relatively a small proportion of the lending is at 60% or lower LTVs, therefore
disbursements volumes are bound to reduce. However, current LTVs are typically applied after taking haircuts
for making changes, precious stones etc, if we were to gross these up and then compute loan eligibility based
on overall cost to the borrower, impact on the disbursement volumes may not be so severe. Further, lower
LTVs could lower the yield of the gold loan portfolio of NBFCs (typically lending yields reduce as LTVs go
down) impacting their return on equity. Currently rates offered on 60% LTV scheme by a leading Gold loan
company are lower than weighted average yields by 5-6%, therefore, the way value of collateral value is
computed, would have a significant bearing on the profitability of Gold Loan Companies. In case value is based
on customer acquisition price, impact on profitability is unlikely to be significant; else significant repricing or
cost rationalization would required to offset pressure on profitability. Pressure on lending yields and
disbursement volumes, could get more pronounced as the competing banks do not need to abide by the 60%
LTV norms. Apart from growth prospects and profitability, RBI’s new measures could also impact asset quality
of the Gold loan companies adversely in the short term, as the borrowers who want to refinance their loans
would end up, getting eligible for a lower amount of loan than the existing loans availed before RBI’s new
guidelines.
As for capitalization, most of ICRA rated NBFCs have Tier 1 in excess of 12%, therefore would not need
external capital to meet the regulatory norm. At the same time, it would require these growth oriented players to
maintain superior Tier 1 capital in future, which is a credit positive. Moreover, with return on equity expected to
reduce, reliance on external equity for Gold loan NBFCs, would go up in case these were to maintain high
growth trajectory. The regulation also increases the gap between banks and Gold loan NBFCs as far Tier 1
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capital is concerned. Tier 1 capital for a bank for gold loan portfolio at 60% LTV would be negligible, while it
would be as low as 1.5% for as high an LTV as 80%. Although bank balance sheets are more diversified, credit
and market risk on Gold loan portfolio may be similar ( to that of NBFCs), there may be some merit in
increasing Tier 1 capital requirement for banks as well to bridge the whopping current gap in Tier 1 capital
adequacy requirement on the Gold loan portfolio.
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