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SEBI Updates

Related party disclosures and amendments
Related Party Transactions (RPT) have been subject of regulatory attention for a long
time now for obvious reasons. The Companies Act, 2013 brought in renewed focus and
SEBI followed it through with more specific compliances and disclosures.
Recently, SEBI made significant amendments to the existing SEBI (Listing Obligations
and Disclosure Requirements) Regulations, 2015 (LODR Regulations) bringing in
additional compliances and enhanced disclosures with respect to Related Party
Transactions.

These amendments shall be applicable in a phased manner, with significant
amendments coming into effect from April 1, 2022 and some other with effect from
April 1, 2023.
The disclosure obligations of listed entities in relation to the RPT inter-alia include:
• Information to be reviewed by the Audit Committee for approval of RPTs;
• Information to be provided to the shareholders for the consideration of RPTs; and
• Format of reporting of RPTs to the Stock Exchange. The provisions of these circulars
are effective from April 1, 2022

SEBI (LODR) (Third Amendment) Regulations, 2022
SEBI has notified the SEBI (LODR) (Third Amendment) Regulations, 2022. Regulation 54
has been amended requiring listed entities to maintain 100% security cover or higher
security cover sufficient to discharge the principal and interest. The extant Regulation
54 required to maintain 100% asset cover or higher asset cover sufficient to discharge
the principal amount only. This has come into force on April 11, 2022.

RBI Updates

Scale Based Regulation (SBR) for NBFCs: Capital requirements for Non-Banking
Finance Companies – Upper Layer (NBFC-UL)
To address the risk faced by NBFCs and enhancing their capacity to absorb such risk has
been a key point of consideration under the Scale Based Regulations (SBR) for NBFCs.
SBR also intends to curb regulatory arbitrage available to very large NBFCs whose size
of operations are more or less in line with that of banks. Thus, to address these risks,
RBI has classified the NBFCs into four layers – base, middle, upper and top layer.
In this regard, RBI while introducing the scale based regulations vide Circular dated
October 22, 2021 had prescribed that NBFC-TL (NBFC Top Layer) and NBFCs-UL (NBFC
Upper Layer) would be required to maintain Common Equity Tier-1 (CET-1) capital of at
least 9 percent of Risk Weighted Assets, in order to enhance the quality of regulatory
capital. Accordingly, RBI vide its Circular dated April 19, 2022 (“the Circular”) has
prescribed the manner of computation of the CET 1 capital. These are called scalebased regulatory framework. It shall be pertinent to note that Core Investment
Companies shall not be required to maintain CET 1 capital rather, they would continue
to maintain “Adjusted Networth”, as per the extant regulations.

Loans and Advances – Regulatory Restrictions – NBFCs
The Scale Based Regulatory Framework introduced by RBI, inter alia, proposed to
regulate loans extended by NBFCs to their directors, senior officers and relatives
thereof.

Chief Compliance Officer
As specified in Scale based regulations dated 22 October 2021 and as updated by
circular dated 11 April 2022, Non-banking finance companies in the Upper Layer and
Middle Layer should put in place a board approved policy and compliance function
including the appointment of a Chief Compliance Officer latest by April 1, 2023 and
October 1, 2023 respectively. As part of the overall structure for corporate governance,
compliance function serves a critical role. Accordingly, it has been decided to introduce

certain principles, standards and procedures for Compliance Function in NBFC-UL and
NBFC-ML, keeping in view the principles of proportionality.
Compliance function shall ensure strict observance of all statutory and regulatory
requirements for the NBFCs, including standards of market conduct, managing conflict
of interest, treating customers fairly and ensuring the suitability of customer service.
The board or board committee should ensure that an appropriate compliance policy is
put in place and implemented.

IRDAI Updates

Exposure of Insurers to Financial and Insurance Activities
IRDAI circular dated 29 April 2022 (IRDAI/F&I/CIR/INV/81/04/2022), under Regulation
14(2) of the IRDAI (Investment) Regulations, 2016, permitted all Insurers to have
exposure to Financial and Insurance activities (as per section K of NIC classification) up
to 30% of Investment assets.
Accordingly, erstwhile limit of 25% of Investment Assets mentioned in IRDAI
(Investment) Regulations, 2016 stands revised to a 30%.

Dispensing with certain Non-Life Insurance returns
IRDAI issued circular dated 28 April 2022, (IRDAI/NL/CIR/MISC/77/4/2022) dispensed
with requirement of submitting certain monthly business numbers in physical returns
as the data being submitted vide these returns is also now collected through BAP
(Business Analytics Portal). The dispensation is effective from 01 April 2022.

Rationalisation of certain compliance requirements
Per circular dated 27 April 2022, IRDAI has decided to rationalise certain compliance
requirements in relation to actuarial matters for life insurers, non-life insurers
(including standalone health insurers) and reinsurers.
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Related party disclosures and amendments
Related Party Transactions (RPT) have been subject of regulatory attention for a long time now
for obvious reasons. The Companies Act, 2013 brought in renewed focus and SEBI followed it
through with more specific compliances and disclosures.

Recently, SEBI made significant amendments to the existing SEBI (Listing Obligations and
Disclosure Requirements) Regulations, 2015 (LODR Regulations) bringing in additional
compliances and enhanced disclosures with respect to Related Party Transactions.

The aim is to strengthen the regulatory norms, address key corporate governance issues and
institute additional disclosures with respect to the RPTs undertaken by listed entities in India. The
amendments were largely in line with the recommendations of the SEBI Working Group (WG).

These amendments shall be applicable in a phased manner, with significant amendments coming
into effect from April 1, 2022 and some other with effect from April 1, 2023.

The disclosure obligations of listed entities in relation to the RPT inter-alia include:



Information to be reviewed by the Audit Committee for approval of RPTs;



Information to be provided to the shareholders for the consideration of RPTs; and



Format of reporting of RPTs to the Stock Exchange. The provisions of these circulars are
effective from April 1, 2022.

The key takeaways of the Securities and Exchange Board of India (LODR) (Sixth Amendment)
Regulations, 2021 are enunciated as below.

Amendments

SEBI LODR borrows the definition of Related Party from Section 2(76) of the Companies Act, 2013,
which is fairly wide and aims to cover relationships on account of common directors, key
managerial persons, etc.

With effect from April 1, 2022, any individual or entity forming part of the promoter or promoter
group of the listed entity, regardless of shareholding, shall be deemed to be a Related Party.

Furthermore, the amended definition also includes certain deeming fiction, wherein it seeks to
cover entity holding equity shares:



of 20% or more (with effect from April 1, 2022); or



of 10% or more (with effect from April 1, 2023)

in the listed entity, either directly or on a beneficial interest basis (as provided under Section 89
of the Companies Act 2013) at any time during the immediately preceding financial year.

Related Party Transactions per amended definition

The amended definition would now include not only the transaction of the listed entity itself but
also transactions of the subsidiary with the related party.

Additionally, with effect from April 1, 2023, the definition deems certain categories of unrelated
transactions also as RPT, i.e., such transactions, the purpose, and effect of which is to benefit a
related party of the listed entity or any of its subsidiaries.

Under the amended definition, RPT would be considered as material if the transaction entered
into individually or taken together with previous transactions during a financial year exceeds INR
10 billion or 10% of the annual consolidated turnover of the listed entity as per the last audited
financial statements, whichever is lower.

The amended regulations require prior approval of the Audit Committee of the listed entity in
respect of specific transactions not covered earlier:

Type of transaction

Condition

Effective date

All the RPT’s

April 1, 2022

Subsequent material modification to

The Audit Committee of the Listed

RPT’s

entities

to

define

April 1, 2022

“Material

Modification” and disclose them as a
part of the policy

RPT to which the subsidiary of a listed

Aggregate Value of RPT > 10% of the

entity is a party, but the listed entity is

annual

not a party

accordance with the last audited

consolidated

turnover

April 1, 2022

in

financial statement of the listed entity.

Aggregate Value of RPT > 10% of the
annual

standalone

turnover

in

accordance with the last audited
financial statement of the listed entity.

April 1, 2023

Approval by the Shareholders for material Related Party Transactions

Prior approval of the shareholder of a listed entity is needed for all material RPTs and subsequent
material modifications of such transactions.

Related Party Transactions that do not require Audit Committee/Shareholders’ approval

The Regulations also clarify that certain RPTs would not require audit committee/shareholders’
approval as mentioned below:



Between two wholly-owned subsidiaries of the listed holding company, whose accounts are
consolidated with such holding company and placed before the shareholders at the general
meeting for approval.



Approval of the Audit Committee is not required with respect to an RPT if the listed subsidiary
is subject to compliance with Regulation 23 and Regulation 15(2) of the LODR Regulations.
Also, with respect to the unlisted subsidiary companies of the listed entity, prior approval of
the Audit Committee of the listed entity would suffice.



Furthermore, the SEBI vide its Circular dated March 30, 2022 has clarified that for RPTs that
the Audit Committee and Shareholders have approved prior to April 1, 2022 shall not be
required to obtain fresh approval from the shareholders.



It is reiterated that an RPT for which the Audit Committee has granted omnibus approval shall
continue to be placed before the shareholders if it is material in terms of Regulations 23(1) of
the LODR Regulations.



SEBI has further reiterated vide its Circular dated March 30, 2022 that all existing materialrelated party contracts or arrangements entered into prior to the date of notification should
be placed for shareholders' approval in the first General Meeting after the notification of these
regulations. Basis thereon, RPTs approved by the Audit Committee prior to April 1, 2022 and
continue beyond the said date and become material as per the revised materiality threshold
shall be placed before the shareholders in the General Meeting.



Also, it has been clarified that the Audit Committee's approval is not required where a
transaction is entered into between a holding company and its wholly-owned subsidiary
company, whose accounts are consolidated with such holding company and placed before
the shareholders at the general meeting for approval.

Scale Based Regulation (SBR) for NBFCs: Capital
requirements for Non-Banking Finance Companies –
Upper Layer (NBFC-UL)
To address the risk faced by NBFCs and enhancing their capacity to absorb such risk has been a
key point of consideration under the Scale Based Regulations (SBR) for NBFCs. SBR also intends
to curb regulatory arbitrage available to very large NBFCs whose size of operations are more or
less in line with that of banks. Thus, to address these risks, RBI has classified the NBFCs into four
layers – base, middle, upper and top layer.

In this regard, RBI while introducing the scale based regulations vide Circular dated October 22,
2021 had prescribed that NBFC-TL (NBFC Top Layer) and NBFCs-UL (NBFC Upper Layer) would be
required to maintain Common Equity Tier-1 (CET-1) capital of at least 9 percent of Risk Weighted
Assets, in order to enhance the quality of regulatory capital. Accordingly, RBI vide its Circular
dated April 19, 2022 (“the Circular”) has prescribed the manner of computation of the CET 1
capital. These are called scale-based regulatory framework. It shall be pertinent to note that Core
Investment Companies shall not be required to maintain CET 1 capital rather, they would continue
to maintain “Adjusted Networth”, as per the extant regulations.

The manner of computation provided is largely in line with that required for Banks, which in turn
were adopted from Basel III Guidelines. Hence, in essence NBFC-UL and NBFC-TL would be
maintaining capital as per Basel III requirements but the quantum of capital to be maintained is
much higher than that for banks as “Capital-to-risk weighted assets ratio” (CRAR) requirement for
NBFCs is 15% whereas for Banks it is 9%. However, alignment of computation with banks has
caused few disconnects with the existing NBFC regulations.

Expected Impact of CET 1 requirement for NBFCs

Under the existing regulatory framework for NBFCs, Systemically Important NBFCs are required
to maintain a regulatory capital of 15% against its risk weighted assets. This 15% capital comprises
of 2 types of capital:

1. Tier 1 Capital – Minimum of 10%
2. Tier 2 Capital – Not more than Tier 1

It shall be pertinent to note that Tier-1 Capital comprises of owned funds and perpetual debt
instruments (PDI). However, PDIs cannot exceed 15% of the Tier-1 capital. Hence, maximum 1.5%
of risk weighted assets can be financed through PDIs and the remaining 8.5% was to be provided
from owned funds. Considering the facts that components of CET-1 are almost similar to owned
funds, except for compulsorily convertible debentures and CRAR of NBFCs sector as a whole stood
at 26.3 per cent as at end of September 2021. Most NBFCs falling within the upper layer would be
holding enough capital to comply with the requirement. Hence, no major impact as such is
envisaged.

Comparison of Components of Tier-1 capital with CET-1
The capital requirements for Systemically Important NBFCs shall continue to be guided by
existing regulations. However, post implementation of SBR, the requirement of maintaining CET1 capital would be in addition to the existing capital adequacy requirement.
Similar to banks, NBFC-UL and TL would now have three layers of capital:

1. CET-1 [at least 9%]: First loss absorbing layer with highest quality of capital;

2. AT-1 [remaining 1%]: Additional Tier-1 or AT-1 is formed of instruments that form part of Tier1 capital but not CET-1. This layer consists of permanent capital which carry a priority of
common equity, such as PDI and CCPS (Cumulative Convertible Preference Shares);

3. Tier-2 [remaining 5%]: Also known a gone concern capital*, this layer consists of instruments
that are of character of debt but are subordinated to senior debt and hence, providing a
degree of cushion to senior debt investors.

*Gone concern -Tier 2 instruments must absorb losses before depositors and general creditors do.

Loans and Advances – Regulatory Restrictions – NBFCs
The Scale Based Regulatory Framework introduced by RBI, inter alia, proposed to regulate loans
extended by NBFCs to their directors, senior officers and relatives thereof.

RBI has, vide its Notification on Loans and Advances – Regulatory Restrictions – NBFCs dated April
19, 2022, issued two sets of regulatory provisions – one for NBFC-UL (NBFC Upper Layer) and
NBFC-ML (NBFC Middle Layer) and the other for NBFC-BL (NBFC Base Layer) (‘Guidelines’). The
Guidelines will be effective from October 1, 2022.

1. NBFC-BL are required to have a board approved policy on grant of loans to directors, senior
officers and relatives of directors and to entities where directors or their relatives have major
shareholding.

2. NBFC-ML and NBFC-UL, on the other hand, have to abide by the restrictions prescribed by RBI
while extending loans to directors, senior officers and their relatives. The said restriction may
have an adverse impact on the loans extended by the NBFC to its group companies with
common directorships.

NBFC-BL have been given the liberty to decide the threshold limit of such connected lending
above which internal approvals will be required, while NBFC-ML and NBFC-UL will be governed
by the limits set by RBI.

Through these Guidelines, NBFCs have been put on a similar, if not equal footing with Banks.
While Banks are completely prohibited from granting loans to their directors and connected
entities, the Guidelines only restrict NBFCs from granting loans to its directors above a particular
threshold with a pre-condition of Board approvals.

In case of relatives of directors and senior officers, similar conditions have been prescribed for
NBFCs i.e., sanctioning of loans and advances above Rs. 5 crores will require prior Board
approval. The restrictions have been prescribed for the following kinds of facilities under the
Guidelines:


Lending;



Advances; and



Awarding of contracts.

The requirement is similar to that of banks. However, the kinds of contracts that will be covered
by the Guidelines have not been specified by RBI. Presumably all contracts involving sale or
purchase of goods and rendering of any services, to or by the NBFC, may be covered.

Key Actionable for NBFC’s



Place the guidelines before the Board and adoption of the policy before October 1, 2022.



Obtain declaration from the borrower (mandatory for NBFC-ML and NBFC-UL) including the
details of the relationship of the borrower to NBFC’s directors/senior officers.



Disclosure in the Annual Financial Statements as per the prescribed format.

Chief Compliance Officer
As specified in Scale based regulations dated 22 October 2021 and as updated by circular dated
11 April 2022, Non-banking finance companies in the Upper Layer and Middle Layer should put in
place a board approved policy and compliance function including the appointment of a Chief
Compliance Officer latest by April 1, 2023 and October 1, 2023 respectively. As part of the overall
structure for corporate governance, compliance function serves a critical role. Accordingly, it has
been decided to introduce certain principles, standards and procedures for Compliance Function
in NBFC-UL and NBFC-ML, keeping in view the principles of proportionality.

Compliance function shall ensure strict observance of all statutory and regulatory requirements
for the NBFCs, including standards of market conduct, managing conflict of interest, treating
customers fairly and ensuring the suitability of customer service. The board or board committee
should ensure that an appropriate compliance policy is put in place and implemented.

The Chief Compliance Officer (CCO) would be the nodal point of contact between the NBFCs and
the regulators and supervisors and would be a participant in the structured or other regular
discussions held with RBI. Further, compliance to RBI inspection reports would be communicated
to RBI through the office of the Compliance Function.

NBFCs would be expected to carry out an annual compliance risk assessment to identify and
assess major compliance risks faced by them and prepare a plan to manage the risk.

The annual review should cover aspects including compliance failures, if any, during the
preceding year and consequential losses and regulatory action, listing of all major regulatory
guidelines issued during the preceding year and steps taken to ensure compliance; compliance
with fair practices codes and adherence to standards set by self-regulatory bodies and accounting

standards; and progress in the rectification of significant deficiencies and implementation of
recommendations pointed out in various audits and RBI inspection reports.

There shall not be any ‘dual hatting’. The CCO shall not be given any responsibility which brings
elements of conflict of interest, especially any role relating to business. The CCO should be
appointed for at least a three-year tenure and should be a be a senior executive of the NBFC with
a position not below two levels from the CEO.

Selection of the candidate for the post of the CCO shall be made based on a well-defined selection
process and recommendations made by a committee constituted by the board or board
committee for the purpose. The board or board committee shall take final decision in the
appointment of CCO. A prior intimation to the Senior Supervisory Manager, Department of
Supervision, RBI, shall be provided before appointment, premature transfer, resignation, early
retirement or removal of the CCO.

Rationalisation of certain compliance requirements
Per circular dated 27 April 2022, IRDAI has decided to rationalise certain compliance
requirements in relation to actuarial matters for life insurers, non-life insurers (including
standalone health insurers) and reinsurers.



The following items are omitted from Annexure I to Circular Ref. IRDAI/ACT/CIR/GEN/070/03/
2017 dated March 31, 2017 regarding “information to be submitted as part of the annual
actuarial valuation and related reports submission” (for life insurers).

o Peer Review Report, except for Domestic Systemically Important Insurer
o Audited Annual Financial Report along with all the Financial Statements



The Circular Ref. IRDA/ACT/CIR/PRD/060/03/2012-13 dated March 25, 2013 regarding
submission of product planner is repealed.



The

requirement

to

submit

quarterly

ALM

returns

as

per

Circular

Ref.

IRDA/ACTL/CIR/ALM/005/01 /2012 dated January 3, 2012 regarding “Asset Liability
Management and Stress Testing” (for life insurers) is dispensed with, except for Domestic
Systemically Important Insurers. However, all insurers shall continue to regularly monitor
their ALM position, with appropriate internal reporting and analysis, as part of their risk
management and monitoring process.



The Circular Ref. 21/IRDA/ACT/ULIP/OCT-08 dated October 27, 2008 regarding “money
market instruments in unit linked products” is repealed.



The Circular Ref. Actl/AA/Circular dated May 23, 2003 regarding standard format for
appointment letter of Appointed Actuary is repealed.

