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LIC HOUSING FINANGE LTD

5th April, 2024

The Manager, The General Manager,

o Department of Corporate Services-Listing Dept.,
Listing Department,

BSE Limited,
National Stock Exchange of India Ltd.,

25t Floor, Phiroze Jeejeebhoy Towers,
Exchange Plaza, 5% Floor,

Dalal Street,
Plot No. C/1, G Block, Bandra-Kurla
Complex, Mumbai - 400 001.
Bandra (E), Mumbai - 400 051 Scrip Code : 500253
Scrip ID: LICHSGFIN EQ Email: corp.relations@bseindia.com

Email: cmlist@nse.co.in

Dear Sir/Madam,

Re: Disclosure of Penalty levied by RBI on contraventions / default of regulatory
requirements.

This is to inform you that the Company has received a letter from Reserve Bank of India
(Regulator) vide letter Ref: CO.ENFD.DENBFC.No.S15 / 02-14-261 / 2024-25 dated
05/04/2024, levied a penalty of  49,70,000/- (Rupees Forty Nine Lakhs Seventy Thousand
only) on LIC Housing Finance Limited, Mumbai (the company) for non-compliance with Parra
80.1 (part) and 85.6 of the RBI Master Directions. The RBI letter has enclosed for ready

reference.

This is for your information and records.

Yours faithfully,
For LIC Housing Finance Ltd.

Digitally signed by VARSHA

VARSHA CHANDAR cHaNDAR HARDASANI
HARDASAN' Date: 2024.04.05 21:22:22

+05'30"

Varsha Hardasani

Company Secretary and Compliance Officer

CIN No. : LE5922MH1989PLC052257

Corpoerate Office : LIC Housing Finance Ltd., 131 Maker Tower “F" Pramises, 13th Floor, Cuffe Parade, Mumbal 400 005
Tel -+ 81 22 2217 86800 Fax:+91 22 2217 8777, Email: lichousing@lichousing.com, Website : www.lichousing com

Registered Office: LIC Housing Finance Ltd. Bombay Life Bldg., 2nd flr., 45/47, Veer Nariman Rd, Fort, Mumbai - 400 001.
Tel: +91 22 2204 9682 /9799 /0006 Fax: +91 22 2204 9682, E-mail: lichousing@iichousing.com, Website : www.lichousing.com
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RESERVE BANK OF INDIA b
3T STATH Y, SSUANTHE. H./S15/02-14-261/ CO.ENFD.DENBFC.No./$15/02-14-261/
2024-25 2024-25
05 3t 2024 April 05, 2024
uatr fcereh ud qE FASEAT TR Managing Director & Chief Executive Officer
TS g3 wEay fafAes LIC Housing Finance Limited

131, ASY T, “UH" YATSHH,
Hea$ - 400 005

eI,

T 3maw d+ AW, 1987 i umr 52% -
St 1 31 AT 2022 $r ey Byfy w gikeF
forfiaror & e giv AT s Rerd dF & @da
HT oot

FUAT f&sieh 5 fe@ay 2023 & HROT I3 Afew 4.
CO.ENFD.DENBFC.No.S585/02-14-261/2023-
2024, 38« v &3 av Al 22 fedey 2023 &
HUF 3ok, feaid 13 Ug 18 AT 2024 & 9o &
qarr few e AfaRed geqiaeon vd 13 A 2024
& HYosT JATFeh Foars I HRAET F FeeT of|

2. 39 A H SRS Ageret o sifafavr afafly
garr wie feeiier 27 AT 2024 & 3meer H 7o ufd
THS YT Heldal gl

3. $UAT &5 H ARN haol TAS.UHLT. & AETH &
SR Red de @ der dur 3@q v gie g
camincefdco@rbi.org.in, sindhupancholy@rbi.org.in
g someshwarbansal@rbi.org.in T S @RI
IR Y1 39 & 3afera faevor S e &

W &l AT . Enforcement Department
@rar g, : 4140200100103191
JTEURUHET &8 RBISOCODRO1

131, Maker Tower, “F” Premises,
13th Floor, Cuffe Parade
Mumbai — 400 005

Dear Sir,

Section 52A of the National Housing Bank
Act, 1987 - Violation of RBI directions
observed during statutory inspection with
reference to company’s financial position as
on March 31, 2022

Please refer to the Show Cause Notice No.
CO.ENFD.DENBFC.No0.S585/02-14-261/2023-

2024 dated December 05, 2023, your reply
thereto vide letter dated December 22, 2023,
additional submissions made vide letters dated
March 13 and 18, 2024 and proceedings of the
personal hearing conducted on March 13, 2024.

2. The Order dated March 27, 2024 passed by
the Adjudication Committee of Executive
Directors in the matter is enclosed herewith, in
original.

3. The amount of penalty imposed therein may
be remitted to RBI through NEFT only and
confirmation of the same may please be sent by
e-mail to camincefdco@rbi.org.in,
sindhupancholy@rbi.org.in and
someshwarbansal@rbi.org.in. The requisite
details are as under:

Alc Name . Enforcement Department
Account No. : 4148200100103191
IFSC Code : RBISOCOD@O1

gadel [T, Fa sy, Wil #t, dd Ried, o fgs 400001

Enforcement Department, Central Office, Mezzanine Floor, Main Buildina‘ Fort, Mumbai 400001

Tel: 22-22650213, Fax: 22-22660697
E-AW/E-mail: cgmincefdco @rbi.org.in
TEET 3 ST T ITETT & ST YT gesv]



FUAT Aeled & YA # - “Penalty - Enforcement
Department” &l 3Jool@ Hi|

g T TR A AT & G ae FIAT FHHT AN -
o 6 O dF & Arega @ uRr ael i 3ae
A1, TR fstar o faf, .83, wear, fas afer
Aol Y - g I o-Fe 9T AT &)

4. Fg YA qUT IMYARAT & | S A e §
3R 38 el 31w SATFc/TITRRIOT & AT |ST oTer
T ST iR e 3rar S e & faelt shiefet gam
7 3HE I AT ®T F @R o @Y, R 3
i @ G AT YR oTel T S

5. 3@ 93 @1 wita T  guawr @A
cgmincefdco@rbi.org.in, sindhupancholy@rbi.org.in
YT someshwarbansal@rbi.org.in T A & @RI
<l

Description of transaction should be “Penalty —

Enforcement Department”.

Immediately after the penalty amount is remitted,
you are advised to forward the details of the
same, i.e., name of the bank through which
remitted, date of remittance, UTR Number and
the amount remitted, to the above E-mail IDs.

4. The Order is issued in strict confidence, and it
should not be shared with any other
person/authority or disclosed or published in any
other manner, unless specifically required by or
under any law.

5. Please acknowledge receipt of this letter
through e-mail at cgmincefdco@rbi.org.in,
sindhupancholy@rbi.org.in and
someshwarbansal@rbi.org.in.

TGS / Yours faithfully
Gy R
(RAeg Tirel) / (Sindhu Pancholy)

HETIEh / General Manager
3ieferdeieh © FUIFd / Encl: As above



RESERVE BANK OF INDIA / iRchar Rerd &%
ENFORCEMENT DEPARTMENT / adeT fa#mer
CENTRAL OFFICE / eI HraTed

BEFORE THE ADJUDICATION COMMITTEE, RESERVE BANK OF INDIA

IN THE MATTER OF

Non-compliance with Reserve Bank directions by LIC Housing Finance Limited
observed with respect to financial position as on March 31, 2022

The Reserve Bank, in exercise of the powers conferred under
section 52A of the National Housing Bank Act, 1987 passes the following

ORDER

Background

The statutory inspection of LIC Housing Finance Limited (the company), with reference to
its financial position as on March 31, 2022, was conducted by the National Housing Bank
(NHB) between February 20, 2023 and March 20, 2023. The Inspection Report (IR)
pertaining thereto revealed, inter alia, non-compliance with certain provisions of the “Non-
Banking Financial Company — Housing Finance Company (Reserve Bank) Directions,
2021°,

2. Based on the above, a show cause notice No. CO.ENFD.DENBFC.No./S585/02-14-
261/2023-2024 dated December 05, 2023 (SCN) was issued to the company by the
Reserve Bank (RBI), calling upon it to show cause, in writing, as to why the maximum
penalty stipulated under section 52A of the National Housing Bank Act, 1987 (NHB Act)
should not be imposed on the company for non-compliance with the aforementioned

direction issued by RBI, as stated therein.

3. The company submitted its reply to the SCN vide letter dated December 22, 2023. The
company made additional submissions vide its letters dated March 13 and 18, 2024. An
opportunity of Personal Hearing (PH) was also accorded to the company upon its request.
The representatives of the company (Annex-l) made oral submissions during the PH held
on March 13, 2024 before the Adjudication Committee of Executive Directors (AC)

comprising the undersigned.

4. All the records pertaining to the matter placed before the AC, including the company's
written submissions made vide letter dated December 22, 2023 in reply to the SCN (as
detailed in Annex-Il), additional submissions made vide letters dated March 13 and 18,

2024 and oral submissions made during the PH, were duly considered and evaluation of



the regulations and facts, findings arising therefrom and conclusion of the AC thereon, are

as follows:

4.1 Charge: Non-compliance with the RBI directions on Fair Practices Code for

Housing Finance Companies
411 Charge in the SCN

“The company failed to comply with the Reserve Bank directions for Housing Finance

Companies (HFCs), when it -

. did not disclose, rate of interest and the approach for gradation of risk and rationale
for charging different rate of interest to different categories of borrowers, to its
customers in the application forms and also did not communicate the same explicitly

in the sanction letters, and
il. did not have an interest rate model adopted by the Board, and
ii. charged pre-payment levy or penalty in the form of interest for six months in -

a. 393 housing loans sanctioned under floating rate of interest (amount collected
£1,02,33,338.47) and

b. 26 housing loans sanctioned under fixed rate of interest (amount collected

36,02,483.00) which were preclosed by the borrowers out of their own sources.
(As detailed in excel sheet referred to in the Annex to SCN)’
4.1.2 Submissions by the company

4.1.2.1 The company made its written submissions, vide letter dated December 22, 2023,
in reply to the charges contained in the SCN. The relevant submissions of the company are

as follows:

I.  As regards the charge relating to non-disclosure of rate of interest and approach for
gradation of risk and rationale for charging different rate of interest to different
categories of borrowers in loan application forms and sanction letters, the company
submitted that -

i.  “Based on the requirements of the customers LIC Housing Finance Ltd. provides
different housing schemes and products. In all the schemes / products the interest
rales are categorised based on the CIBIL credit score associated with the
customers’ credit history. The different categories of interest rates applicable to
different schemes / products are compiled in the document “Basket of Products”

which is displayed in the Comprehensive Notice Board at our offices. The same is
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also displayed on the Company’s website for customers & public at large and are

updated from time to time.”

“The rate of interest which is based on the loan product / scheme and profile of the
customer is mentioned in the Loan Sanction Letter issued to a customer. Hence
the customer is aware of the rate of interest being charged and only after the

consent of the customer has been obtained, the loan is disbursed to him."

“However, in the interest of greater transparency, we have now made it compulsory
for disclosure of the rate of interest and also inform the customer of the approach
to gradation of risk and rationale for charging different rates of interest in the loan
application form and sanction letter and obtain an explicit consent from him before

proceeding further.”

The company furnished a copy of “Basket of Products” with current rates of interest
and a sample copy of the sanction letter dated January 06, 2022 issued to a

customer, along with its reply

As regards the charge of not having an interest rate model adopted by the Board,

the company submitted that -

“The Prime Lending Rate of the company is recommended by ALCO and approved
by the Board level Executive Committee (EC) based on the movement in Cost of
Funds / Projected cost of funds, Salary & Establishment expenses, Provisions for
NPA / Bad Debt and Profit margin. Other factors such as rate revision by the RBI
are also considered while taking the decision to revise rates. The Board in its
meeting dated 22/12/2005 had approved the model of pricing of loans which

comprised of above-mentioned components.”

“Further, the Board in its meeting held on 30/01/2012 authorised the Executive
Committee of the Board to approve LICHFL-PLR and to review & revise the same
from time to, EC has reviewed the LICHFL-PLR latest on 29/03/2023. As such this
responsibility is being discharged by the Executive Committee based on the
authorisation of the Board of Directors as indicated above and this aspect is

already complied.”

The company furnished copies of 'note & minutes’ of meetings of the Board held
on December 22, 2005 and January 30, 2012 and copies of ‘Executive Committee

note & minutes’ dated March 29, 2023, along with its reply.
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As regards the charge relating to charging of pre-payment levy or penalty in housing

loans, the company submitted that -

“The interest collected for full first 6 months is not a pre-payment levy or penalty
on pre-closure of housing loans, but it is a payment of interest to cover the

operating expenses, for reasons mentioned below, and is not of a restrictive nature:

a) Cost of acquisition of a borrower, the administrative expenses towards sanction

of the loans and initial negative carry of funds are to be provided for.

b) The Company raises funds by borrowings from banks and markets which

involves cost. The cost of borrowing needs to be provided for.

c) The very purpose of a home loan is to provide secure and long-term loans to
the genuine borrowers, and the same should not be treated as Bridge Loan by

the borrowers.

d) Further, the customers were explicitly informed by indication of this fact in
clause 8 of the Loan Sanction Letter (specimen attached in Annexure-2) and
they have duly accepted the conditions of the sanction letter before

disbursement of loan.”

“However, in view of the observations of NHB in this regard during Inspection in
Feb-Mar 2023, the matter was reviewed. With effect from 01/04/2023, in such
cases, Interest is being charged only for the period till date of closure of the loan.
As the company has effected correction in this procedure to adhere to the
requlatory quidelines with effect from 01/04/2023, we request you to view this

aspect leniently.”

4.1.2.2 The company, vide its letter dated March 13, 2024, furnished the current status

in the matter and submitted that —

As regards not having an interest rate model adopted by the Board, -

“The factors involved in the Rate of Interest / Prime Lending Rate had references
in various documents. The management integrated these points in the form of a
document on Interest Rate Model and placed it separately to the Board for
approval. The Board in its meeting dated 07/03/2024 approved the Interest Rate

Model (minutes to be finalised).”

As regards charging of pre-payment levy or penalty in housing loans, -
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41.2.3

“From 01/04/2023, if loan is closed within 6 months of 15 disbursement, interest is
collected only up to the date of payment. Regulatory guidelines are now adhered

to.

“Further, as directed by the Board, the Company initiated the refund process for
the 419 cases enumerated in the Show Cause Notice. In the 419 cases, out of the
Interest collected Rs. 1,08,35,821.47, the excess Interest from the date of payment
till 6 months (differential amount) works out to Rs.80,12,680."

“Of these cases, the Company has refunded, through NEFT, the differential
amount to the customer in 267 cases amounting to Rs.41,08,092/- In the remaining
cases the company is in the process of obtaining Bank details of the borrower(s)
for refunding the amount. We expect the process of refund to all the borrowers to
be completed by 31-03-2024."

“Additionally, the Company has proactively identified 418 such cases during FY
2022-23. In the 418 cases, out of the Interest collected Rs.1,46,27,841/-, the
excess Interest from the date of payment till 6 months (differential amount) works
outto Rs.1,13,39,182/-"

“The refund process has been initiated in 342 cases of 2022-23 for Rs.85,47,031/.
In the remaining 76 cases, the Company is in the process of obtaining bank details
of the borrower (s) to carry out the refund process and We expect the process of

refund to all the borrowers to be completed by 31-03-2024.”

The company, vide its letter dated March 18, 2024, made the following

submission in respect of the charge relating to charging of pre-payment levy or penalty in

housing loans:

“Whereas the total amount of interest collected in all these 419 pre-closed loans
was Rs. 1,08,35,821.47, on analysis of each of these 419 loans we observed that
an amount of interest totalling to Rs.28,23,141.47 was correctly charged for the
period between the date of disbursement of loan till the exact date of closure of the

loan (loan availed period).”

“The balance amount of Rs. 80,12,680 had been collected for the period from the
date of closure of the loan till the date of expiry of 6 months. We have now started
refunding the excess interest collected amounting to Rs. 80, 12,680 under 419 loan

accounts.”
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iii.  “As on date the company has refunded the excess amount charged in 303 cases,
amounting to Rs. 47,23,992/-, through NEFT. In the remaining cases the company
is in the process of oblaining Bank details of the borrower(s) for refunding the

amount.”

4.1.2.4 The company, in its oral submissions made during the PH held on March 13,

2024, reiterated its submissions provided in writing till that date.
4.1.3 Evaluation of regulation and facts

41.31 In terms of paragraph 80.1 of the Non-Banking Financial Company — Housing
Finance Company (Reserve Bank) Directions, 2021 (issued vide
DOR.FIN.HFC.CC.No.120/ 03.10.136/2020-21 dated February 17, 2021 and updated as

on 28.12.2021) (hereinafter referred to as ‘Master Direction’), it was mandated that —

“The Board of each HFC shall adopt an interest rate model taking into account relevant
factors such as cost of funds, margin and risk premium and determine the rate of interest
to be charged for loans and advances. The rate of interest and the approach for gradation
of risk and rationale for charging different rate of interest to different categories of borrowers
shall be disclosed to the borrower or customer in the application form and communicated

explicilly in the sanction letter...".

4.1.3.2 In terms of paragraph 85.6 of the aforesaid Master Direction, it was mandated
that —

"HFCs shall not charge pre-payment levy or penalty on pre-closure of housing loans under

the following situations:
a. Where the housing loan is on floating interest rate basis and pre-closed from any source.

b. Where the housing loan is on fixed interest rate basis and the loan is preclosed by the

borrower out of their own sources.

The expression “own sources” for the purpose means any source other than by borrowing
from a bank/ HFC/ NBI-C and/or a financial institution...".

41.3.3 From the sample loan sanction letter dated January 06, 2022 (furnished by the
company in reply to the SCN), it is seen that one of the conditions stated that */f the principal
is repaid either in full or in part within 6 months from the date of disbursement of the loan
or first instalment thereol, interest shall be charged for a minimum period of 6 months on

the outstanding principal amount as on the date of repayment’.
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4.1.4 Findings

4.1.41 While RBI directions required all HFCs to disclose rate of interest and the
approach for gradation of risk and rationale for charging different rate of interest to different
categories of borrowers in the loan application forms and communicate the same explicitly
in the sanction letters, the company had not disclosed the same in the loan application
forms as well as sanction letters. The company claimed that the interest rates in all the
schemes / products were categorised based on the CIBIL credit score associated with the
customers’ credit history and that different rates of interest applicable to different schemes
/ products and categories of borrowers were compiled in the “Basket of Products” and
displayed in the ‘Comprehensive Notice Board’ at its offices. Also, the company claimed
that it has ‘now’ made it compulsory to disclose the rate of interest and the approach to
gradation of risk and rationale for charging different rates of interest in the loan application
forms and sanction letters and obtain an explicit consent for the same from borrowers. The
company further claimed to have communicated the applicable rates of interest to each of

the borrowers in the sanction letters.

4.1.4.2 While RBI directions required Boards of HFCs to adopt interest rate model
taking into account relevant factors such as cost of funds, margin and risk premium and
determine the rate of interest to be charged for loans and advances, the IR observed that
the company did not have a ‘Board approved Policy on Lending Rate calculation’. The
company claimed that the interest rate model, approved by the Board, was in place since
December 22, 2005, which took into consideration movement in cost of funds / projected
cost of funds, salary & establishment expenses, provisions for NPAs / bad debts, profit
margin and rate revision by RBI for deciding the prime lending rate (PLR). The company
further claimed that the Executive Committee of the company’s Board was authorised (by
the Board) on January 30, 2012 to approve/review/revise PLR from time to time, and last
such review was done on March 29, 2023. Also, the company claimed that an integrated
document on ‘Interest Rate Model' was approved in the Board meeting held on March 07,
2024.

4.1.4.3 While RBI directions required HFCs to not charge pre-payment levy or penalty
for pre-closure of housing loans sanctioned on floating interest rate basis and pre-closed
from any source and for housing loans sanctioned on fixed interest rate basis and pre-
closed from borrowers’ own sources, the company had admittedly charged pre-payment
penalty, amounting to a sum totalling 280,12,680, in 393 housing loans sanctioned on
floating rate of interest basis and 26 housing loans sanctioned on fixed rate of interest basis

and pre-closed from borrowers' own sources, where pre-payment was done by the
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customers within six months of disbursal of the loans / first instalment thereof. The company

claimed that —

the money collected from customers was not a pre-payment levy or penalty, but
was recovery of interest to cover the costs related to customer acquisition and
borrowings and to attract only genuine borrowers, and this was informed to the

customers in their sanction letters;

it stopped the practice with effect from April 01, 2023 and since then interest was

claimed only for the period till date of closure of the loan;

it refunded a total amount of 47,23,992/-, out of the total amount of 280,12,680,
to 303 borrowers through NEFT till March 18, 2024; and

it was in the process of obtaining bank details of the borrower(s) in the remaining
cases for refunding the amount, which is expected to get completed by March 31,
2024.

4.1.5 Conclusion

4.1.51

As regards the charge relating to non-disclosure of rate of interest and

approach for gradation of risk and rationale for charging different rate of interest to different

categories of borrowers in loan application forms and sanction letters, -

The company’s contention that in all the schemes/ products the interest rates are
categorised based on the CIBIL credit score associated with the customers’ credit
history is not relevant for these proceedings as the charge in the SCN does not
pertain to categorising of interest rates based on the CIBIL credit score associated
with the customers, but to the requirement of making mandatory disclosures to the
borrowers, regarding the rationale for charging different rate of interest to different

categories of borrowers, in the application forms and sanctions letters.

The company's contention that different rates of interest applicable to different
schemes / products and categories of borrowers were compiled in the “Basket of
Products” and displayed in the Comprehensive Notice Board at its offices, is also
not relevant in these proceedings, as the charge in the SCN is not regarding

disclosure on the website or notice boards of the branches of the company.

The company’s claim that the rate of interest which is based on the loan / product
and the profile of the customer is mentioned in the loan sanction letter issued to a
customer and therefore the customer was aware of the rate of interest being

charged is not tenable, as the loan sanction letter only mentioned the rate of
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Interest being charged to the customer and did not disclose the rate of interest and
the approach for gradation of risk for charging different rate of interest to different
categories of borrowers. Upfront disclosure of such information to the prospective
customers in the application forms is part of the Fair Practices Code prescribed for
non-banking financial companies. Further, the company admitted that in the
interest of greater transparency it had now made it compulsory for disclosure of the
rate of interest and the approach to gradation of risk and rationale for charging
different rates of interest in the loan application form and sanction letter, which
indicates that the company has only now started to disclose the same in the loan

application forms and sanction letters.

4.1.5.2 As regards the charge relating to charging of pre-payment levy or penalty in
housing loans, the company’s claim that the interest collected from customers was not a
pre-payment levy or penalty, but was recovery of interest (for pre-closure of loans within six
months of disbursal / first installment thereof) to cover the costs related to customer
acquisition and borrowings and to attract only genuine borrowers, and this was informed to
the customers in their sanction letters, is not tenable and not acceptable, as the recovery
of pre-payment levy / penalty is prohibited for housing loans under the RBI directions (as
explained in para 4.1.3.2 above) regardless of the terminology used to describe such
charges or the rationale extended for collecting such charges and the same would not
become permissible merely by disclosure of the same to the borrowers. The company had
collected a substantial amount of ¥80,12,680 from the borrowers towards pre-payment

penalty during the financial year 2021-2022.

4.1.5.3 Based on the above and the findings given in paragraph 4.1.4 hereinabove, the

AC concludes that —

I.  To the extent the company had not disclosed rate of interest and the approach for
gradation of risk and rationale for charging different rate of interest to different
categories of borrowers in the loan application forms/sanction letters till recently, it
had contravened the RBI directions contained in paragraph 80.1 of the Non-Banking
Financial Company — Housing Finance Company (Reserve Bank) Directions, 2021,

which warrants imposition of monetary penalty.

I To the extent the company claimed to have had an interest rate model, approved by

the Board, since December 22, 2005, the charge is not substantiated.

[Il.  To the extent the company had charged pre-payment levy or penalty in the housing

loans sanctioned on floating rate basis and on housing loans sanctioned on fixed

.Speaking Order — LIC Housing Finance Limited Page 9 of 10



rate basis and closed from borrowers’ own sources, it had contravened the RBI
directions contained in paragraph 85.6 of the Non-Banking Financial Company —
Housing Finance Company (Reserve Bank) Directions, 2021, which warrants

imposition of monetary penalty.

Order

5. If any housing finance institution which is a company fails to comply with any direction
given or any order made by RBI under any of the provisions of Chapter V of NHB Act, then
RBI may, in terms of section 52A of NHB Act, impose on such person or housing finance
institution, for a contravention or default committed before January 22, 2024, a penalty not
exceeding five lakh rupees or twice the amount involved in such contravention or default,
where the amount is quantifiable, whichever is more; and where such contravention or
default is a continuing one, further penalty which may extend to twenty five thousand rupees

for every day, after the first day, during which the contravention or default continues.

6. Inview of the failure of the company to comply with the directions issued by RBI to the
extent concluded in paragraphs 4.1.5(1) and 4.1.5(l1) hereinbefore, it is decided to impose
a penalty of (i) ¥1,60,000/- (Rupees One Lakh Sixty Thousand only) for non-disclosure of
rate of interest and approach for gradation of risk and rationale for charging different rate
of interest to different categories of borrowers in loan application forms/sanction letters, and
(i) 48,10,000/- (Rupees Forty-Eight Lakh Ten Thousand only) for charging of pre-payment

penalty in housing loans.

7. Accordingly, in exercise of the powers conferred under section 52A of the National
Housing Bank Act, 1987, an aggregate penalty of ¥49,70,000/- (Rupees Forty-Nine Lakh
Seventy Thousand only) is hereby imposed on LIC Housing Finance Limited and the
company is directed to pay the said penalty of ¥49,70,000/- (Rupees Forty-Nine Lakh
Seventy Thousand only) within thirty (30) days from the date of receipt of this Order.

8. A copy of this order be served on the MD & CEO of the company for due compliance.
The imposition of penalty is without prejudice to such other action as RBI may consider

necessary.

/Mj F . ylaths_—~

(Mandranjan Mishra) (DeepgkK Kumar) (Radha Shyam Ratho)

Executive Director Executive Director Executive Director
77 HAR 23

Mumbai
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| shriP. P. Kelkar

List of representatives of the company in Personal Hearing

Name
Shri T. Adhikari
Shri K. K. Ghoshal

Designation
MD & CEO

Annex |

| Shri Sudipto Sil

Shri D. R. Muralidharan
Shri J. Sangameswar
Shri Krishna Kant Sharma
Shri Vikash Awasthi

Shri Vikas Gupta

Ms. Renuka Vartak

| Shri Dharmendra Choudhary

Shri Hitesh Talreja

GM (Credit Management)
GM (Marketing)
CFO .

CCcO

CRO

DGM (Credit Management)
DGM (Marketing)

Débuty Manager (Marketing)
AGM, Compliance
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Annex-ll

SCN observations and company’s written submission

Charge in the SCN

The company failed to
comply with the Reserve
Bank

directions for

Housing Finance
Companies (HFCs), when
it -

did not disclose, rate
the

of interest and

approach for
gradation of risk and
rationale for charging
different rate of
interest to different
categories of
borrowers, to its
customers in  the
application forms and
did

communicate

not
the

same explicitly in the

also

sanction letters: and
i. did
interest

adopted by the Board;

and

not have an

rate model

iii. charged pre-payment
levy or penalty in the
form of interest for six
months in -

a. 393 housing loans
sanctioned under

floating rate of

hpex Il: Company’s submissions - LIC Housing Finance Limited

'C_o_Fn_paFfs Reply ]
Based on the requirements of the customers LIC Housing

|
housing schemes and

Finance Ltd. provides different
products. In all the schemes / products the interest rates are
categorised based on the CIBIL credit score associated with
the customers’ credit history. The different categories of
interest rates applicable to different schemes / products are
compiled in the document “Basket of Products” which is
displayed in the Comprehensive Notice Board at our offices.
The same is also displayed on the Company’s website for
customers & public at large and are updated from time to time.
A copy of the “Basket of Products” with current rates of interest

is attached for ready reference (Annexure-1).

The rate of interest which is based on the loan product /
scheme and profile of the customer is mentioned in the Loan
Sanction Letter issued to a customer (Annexure-2). Hence the
customer is aware of the rate of interest being charged and
only after the consent of the customer has been obtained, the

loan is disbursed to him.

However, in the interest of greater transparency, we have now
made it compulsory for disclosure of the rate of interest and
also inform the customer of the approach to gradation of risk
and rationale for charging different rates of interest in the loan
application form and sanction letter and obtain an explicit

consent from him before proceeding further.

The Prime Lending Rate of the company is recommended by
ALCO and approved by the Board level Executive Committee
(EC) based on the movement in Cost of Funds / Projected cost
of funds, Salary & Establishment expenses, Provisions for
NPA / Bad Debt and Profit margin. Other factors such as rate
revision by the RBI are also considered while taking the

decision to revise rates. The Board in its meeting dated

22/12/2005 had approved the model of pricing of loans which
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Charge in the SCN
7 interest  (amount

‘ collected
21,02,33,338.47)

‘ and

b. 26 housing loans
sanctioned under
fixed rate of
interest  (amount
collected
26,02,483.00)
which were
preclosed by the

borrowers out of

their own sources.

(as detailed in excel sheet

referred to in the Annex)

_Company'sReply

comprised of above-mentioned com ponents_(copy of note and

minutes were enclosed as Annexure-3).

Further, the Board in its meeting held on 30/01/2012
authorised the Executive Committee of the Board to approve
LICHFL-PLR and to review & revise the same from time to
time (Copy of Board note & minutes dated 30/01/2012
enclosed Annexure-4), EC has reviewed the LICHFL-PLR
latest on 29/03/2023 (Copy of Executive Committee note &
minutes dated 29/03/2023 enclosed Annexure-5), As such
this responsibility is being discharged by the Executive
Committee based on the authorisation of the Board of |
Directors as indicated above and this aspect is already

complied.

The interest collected for full first 6 months is not a pre-
payment levy or penalty on pre-closure of housing loans, but

it is a payment of interest to cover the operating expenses, for

reasons mentioned below, and is not of a restrictive nature:

| a) Cost of acquisition of a borrower, the administrative
expenses towards sanction of the loans and initial negative

carry of funds are to be provided for.

b) The Company raises funds by borrowings from banks and
markets which involves cost. The cost of borrowing needs to

be provided for.

c) The very purpose of a home loan is to provide secure and
long-term loans to the genuine borrowers, and the same

should not be treated as Bridge Loan by the borrowers.

d) Further, the customers were explicitly informed by
indication of this fact in clause 8 of the Loan Sanction Letter
|(specimen attached in Annexure-2) and they have duly

iaccepted the conditions of the sanction letter before

disbursement of loan.
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C_harg_g in the S_CN | Company’s Reply
However, in view of the observations of NHB in this regard

during Inspection in Feb-Mar 2023, the matter was reviewed.
With effect from 01/04/2023, in such cases, Interest is being
charged only for the period till date of closure of the loan. As
the company has effected correction in this procedure to
adhere to the regulatory guidelines with effect from

01/04/2023, we request you to view this aspect leniently.
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