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What?

The Reserve Bank of India (RBI) introduced a comprehensive framework regarding Specified Non-Financial Assets

(SNFAs). This framework is a strategic move to help banks clean up their balance sheets, manage distressed

assets transparently, and prevent the misuse of seized properties.

Here is a detailed breakdown of what SNFAs are, how they connect to the SARFAESI Act, and the core rules

governing them.

1. What are Specified Non-Financial Assets (SNFAs)?

When a borrower defaults on a loan, the lending bank frequently seizes the collateral securing that loan to

recover its dues. If this collateral consists of immovable property (such as commercial buildings, residential

apartments, industrial structures, or plots of land) and the bank takes physical possession of it, it is classified as a

Specified Non-Financial Asset (SNFA).

Because banks are in the business of finance—not real estate management—holding onto these properties long-

term poses liquidity and operational risks. The SNFA framework ensures these properties are handled as

temporary distress assets rather than long-term investments.

2. The Role of the SARFAESI Act

The SARFAESI Act (Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest Act,

2002) is the underlying legislative powerhouse that allows banks to manage SNFAs.

No Court Intervention: Under SARFAESI, banks do not need to go through lengthy court or Debt Recovery Tribunal

(DRT) battles to seize collateral. If a loan turns into a Non-Performing Asset (NPA), the bank can issue a 60-day

notice to the borrower to clear the dues.

Taking Possession: If the borrower fails to pay within 60 days, the bank is legally authorized to take over the

possession or management of the secured assets (which then become SNFAs).

The Intersection: While the SARFAESI Act gives banks the legal right to seize and sell the property, the RBI’s SNFA

framework provides the exact regulatory boundaries on how long the bank can hold it, how it must be valued,
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and who it can be sold to.

3. Core Regulations of the RBI SNFA Framework

To prevent banks from holding real estate indefinitely or engaging in underhanded deals, the RBI has established

strict guidelines:

The 7-Year Disposal Mandate: Banks are not allowed to hold SNFAs permanently. They must sell or dispose of

these properties within a maximum period of seven years from the date of acquisition.

Public Auctions for Transparency: To ensure fair market pricing, the disposal of SNFAs must primarily take place

through transparent public auctions conducted under the rules laid out by the SARFAESI Act.

The "Anti-Clawback" Restriction: To prevent fraud, the RBI explicitly prohibits banks from selling the SNFA back to

the original defaulting borrower, their promoters, or any related parties. This prevents defaulters from buying

back their own seized properties at a steep discount to wipe out their debt.

Independent Valuations: Before putting an SNFA up for auction, banks must secure independent, professional

valuations to establish a realistic and fair reserve price for the property.

Prudential Provisioning: If a bank fails to dispose of the property within the stipulated seven-year window, it must

face strict provisioning requirements, meaning it has to set aside capital to cover the stagnant asset, creating a

financial incentive for swift liquidation.
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