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Gold-lending guidelines: Harmonization of LTV norms; nothing disruptive  

 

 The RBI has issued revised draft guidelines on gold lending, which will not 

disrupt or tighten gold-lending activities. It is instead intended to harmonize the 

guidelines for regulated entities (REs) in gold lending and provide a level playing 

field for all classes of lenders in this product segment. 

 The revised guidelines aim to: 1) establish a harmonized and uniform regulatory 

framework, 2) address concerns related to prevailing lending practices, and 3) 

strengthen conduct-related standards across gold-lending operations. 

 While the revised guidelines introduce several operational enhancements 

missing in the previous framework, the important changes are: 1) the maximum 

Loan-to-Value (LTV) ratio to be maintained at ~75% throughout the tenor of the 

loan, 2) an additional 1% standard asset provision on the outstanding amount if 

the regulatory LTV ratio is breached for 30 consecutive days, 3) no renewal of 

gold loans if the maximum regulatory LTV is in breach at the time of maturity, 

and 4) bullet repayment loans would have a maximum tenor of 12 months. 

 
Implications of LTV norms for gold-lending NBFCs 
 Gold-lending regulations even earlier required scheduled banks to adhere to the 

LTV cap of 75% throughout the tenor of a gold loan. However, guidelines did not 

prescribe this for gold lending done by NBFCs, and most of them offered 

products with an LTV of ~75% at the time of disbursement. While NBFCs 

monitored the LTVs (including any accrued and unrealized interest), they were 

not required to act if the LTV breached 75% during the tenor of the loan, for as 

long as the LTVs were below their internal risk thresholds. 

 A few NBFCs, which are in gold lending, as well as some SFBs and other mid-

sized banks, had acknowledged in their respective earnings calls over the last 

two quarters that they were asked by the regulator to adhere to the LTV cap of 

~75% throughout the tenor of the loan. Once the final guidelines are published, 

all NBFCs will have to adhere to the LAP cap of 75% throughout the loan tenor. 

This would also entail a change in policies around when margin calls are sent out 

to borrowers and when auction notices are sent and executed. 

 

Impact on the gold-lending NBFCs 
 The gold-lending NBFCs might also be required to withdraw products where LTV 

(at the time of disbursement) of ~75% is being offered currently. We believe that 

the gold loan industry (as it has over the last two years) will progressively continue 

to move towards gold loan products where customers will be required to repay 

interest at a frequency of 1M/3M/6M. There will be more incentives designed to 

encourage customers to repay the outstanding interest at regular intervals. 

 The draft gold-lending guidelines are not disruptive and are only intended to 

harmonize the regulations for all the REs that offer gold loans. While there are a 

few operational changes that both banks and NBFCs will be required to 

implement, we do not see these guidelines as having any long- or medium-term 

impact on the loan growth or profitability of gold loan companies under our 

coverage (viz., Muthoot, Manappuram, and IIFL Finance). Our estimates and 

recommendations are unchanged. 
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Valuations of gold financiers under our coverage 

Val  
summary 

RatingE 
CMP 
(INR) 

TP 
(INR) 

Mkt. Cap 
(INRb) 

EPS (INR) BV (INR) RoA (%) RoE (%) P/E (x) P/BV (x) 

FY26E FY27E FY26E FY27E FY26E FY27E FY26E FY27E FY26E FY27E FY26E FY27E 

Muthoot Neutral 2,140 2,400 859 173.7 194.5 845 999 5.4 5.3 22.4 21.1 12.3 11.0 2.5 2.1 

Manappuram Neutral 225 240 190 24.5 29.9 187 212 4.3 5.1 15.1 15.6 9.2 7.5 1.2 1.1 

IIFL Finance Buy 325 415 138 41.3 60.1 322 377 2.9 3.4 13.6 17.2 7.9 5.4 1.0 0.9 

 

 

We present below the important guidelines published by the RBI: 
LTV guidelines 

 The maximum LTV ratio in respect of consumption gold loans shall not exceed 

75% of the value of the gold. An LTV ceiling of 75% shall apply to all gold loans 

sanctioned by NBFCs, irrespective of the purpose for which the loan has been 

sanctioned. 

 In the case of bullet repayment loans, the LTV ratio shall be computed by 

treating the total amount repayable by the borrower at maturity rather than 

the loan sanctioned at origination. 

 The prescribed LTV ratio shall be maintained on an ongoing basis throughout 

the tenor of the loan. 

 If the regulatory LTV ratio is breached for over 30 consecutive days, an 

additional 1% standard asset provision must be made on the entire 

outstanding amount. This extra provision will continue until the LTV is corrected 

and stays within limits for at least 30 days. Further, if the LTV is in breach at 

maturity, the loan cannot be renewed. 

 The LTV must be calculated based on 22-carat gold prices, adjusted for purity. If 

the gold collateral is of purity less than 22-carat, the lender shall translate the 

collateral into the equivalent of 22-carat purity and accordingly value the 

collateral. 
 

Lending conditions 

 Lending against primary gold (bullion, bars, etc.) is prohibited. 

 Only eligible gold collateral (jewelry, ornaments, specified coins) is allowed. 

 Top-up or renewal loans are only allowed if the current loan is standard and 

within the LTV limit. The top-ups on or renewals of bullet repayment loans may 

be extended only after the repayment of interest accrued. 

 All the lenders shall put in place proper systems and controls to ensure that the 

end-use of these loans is periodically monitored. 

 The lenders shall not extend loans against re-pledged gold collateral. 
 

Key operational reforms aimed at strengthening the sector 
 The revised guidelines also incorporate detailed operational provisions relating 

to auctions, recovery processes, borrower compensation in case of delays, 

disclosure requirements, collateral management, and the procedures for 

assaying and valuing gold collateral. 
 

Restrictions and ceilings 

 Lenders are prohibited from extending advances against primary gold/silver or 

financial instruments backed by them, such as gold/silver ETFs or mutual fund 

units. 

 The tenor of consumption loans in the nature of bullet repayment loans shall 

be capped at 12 months. The bullet repayment loans by cooperative banks and 

RRBs shall be subject to a maximum ceiling of INR500k per borrower. 
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Valuation and assaying of gold collateral 

 Gold collateral must be valued based on 22-carat gold prices. For gold of lower 

purity, its value should be proportionately adjusted to the 22-carat equivalent. 

 Gold collateral will be valued using the lower of: 1) the 30-day average price, or 

2) the previous day's closing price of 22-carat gold (adjusted for purity), either as 

quoted by the India Bullion and Jewellers Association Ltd. or the historical spot 

gold price data publicly disseminated by a commodity exchange regulated by 

the SEBI. 
 

Collateral management 

 Lenders must ensure that adequate infrastructure, facilities, and security 

measures are established at every branch where gold loans are sanctioned. 

Additionally, gold collateral must be handled exclusively within branch 

premises and solely by the lender’s employees. 

 Lenders must return the gold within seven working days after full loan 

repayment. Any delay due to the lender will attract compensation of INR5k/day. 

 Gold collateral remaining unclaimed for over two years after full repayment 

must be classified as unclaimed. Lenders must periodically trace borrowers/legal 

heirs and report such cases to the Customer Service Committee or Board every 

six months. 
 

Income-generation loans 

 Income-generating loans must be classified by their intended use, not as gold 

loans. 

 Loan amount and tenure should be based on projected cash flows, not the value 

of gold collateral.  

 A proper charge must be created on the primary security, in addition to the gold 

collateral, where applicable. 

 The onus of complying with the conditions in respect of the income-generation 

loan shall rest with the lender, and in case of failure to do so, the same shall be 

treated as a consumption loan.  
 

Transparent auction and recovery process 

The lender shall implement a transparent auction process: 

 Public auction with notices in two newspapers. 

 The first auction must be held in the same town as the branch. 

 The lenders shall declare a reserve price for the gold collateral at the time of 

auction, which shall not be <90% of the current value of the gold collateral. 

 After the auction, lenders must disclose auction details to the borrower. Any 

surplus must be refunded within 7 working days, and shortfalls can be recovered 

as per the loan terms. 
 

Other instructions 

 Clear restrictions on misleading advertisements. 

 Preferential treatment for advances against hallmarked gold as collateral, and 

lenders are asked to set the margin and interest rates accordingly. 

 Emphasis on direct bank transfers, avoiding third-party pass-through accounts 
 

Disclosure requirements 

 Lenders are required to disclose detailed data on gold- and silver-backed loans, 

including the proportion of such loans in total assets.  

 They must also report details of auctions, unclaimed gold, and recovery 

performance. These disclosures are aimed at enhancing transparency and 

regulatory oversight. 
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Gold-lending Guidelines: Then versus Now 
Sr No. Particulars Earlier Now 

1 Harmonization 
 Earlier different gold loan rules existed 

for banks, NBFCs, co-operative banks, 
etc. 

 A single, harmonized regulation applies to all regulated entities. 

2 LTV norms 
 LTV norms are enforced at disbursal, 

only for NBFCs 
 Continuous compliance with 75% LTV capping throughout the 

life of the loans and provisioning for breach of LTV norms 

3 

Cap on collateral 
quantity on loans 
against ornaments 
and specified coins 

 No explicit caps on gold/silver 
quantity. 

 Gold ornaments: Maximum 1 kg per borrower 
Specified gold coins: Maximum 50g and only coins sold by 
banks 
Silver: Up to 500gm per borrower (where allowed) 

4 
Transparent Auction 
& Recovery Process 

 Auction terms varied widely, leading 
to customer disputes. 

 1. Auctions must be well-publicized, start locally, and follow 
strict transparency. 
2. Reserve price set at minimum 90% of market value. 
3. Surplus refund from auction within seven working days. 

5 
Standardized 
Valuation and 
Assaying Procedures 

 Valuation methods for gold collateral 
varied across lenders 

 1. Mandatory uniform assaying methods across branches. 
2. Gold will be valued only by authorized assayers/valuers with 
transparent certification. 
3. Valuation based strictly on 22-carat prices, proportionally 
adjusted for purity. 

6 Compensation rules 
 No compensation rules were specified 

earlier 

 A compensation of INR5k/day for delay (beyond seven days) in 
returning gold jewelry after full repayment, is to be provided to 
the borrower. 

7 Loan categories 
 Loans secured by gold were broadly 

classified under gold loans regardless 
of purpose. 

 Income-generation loans must now be classified by purpose, 
not under gold loans, with clear disclosure and compliance. 

8 Renewals 
 Loans were often renewed without a 

fresh assessment of the gold 
collateral. 

 Top-up or renewal loans are only allowed if the current loan is 
standard and within the LTV limit. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Investment in securities market are subject to market risks. Read all the related documents carefully before investing 
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Ms. Hemangi Date 022 40548000 / 022 67490600 query@motilaloswal.com 

Ms. Kumud Upadhyay 022 40548082 servicehead@motilaloswal.com  

Mr. Ajay Menon 022 40548083 am@motilaloswal.com 
Registration details of group entities.: Motilal Oswal Financial Services Ltd.  (MOFSL): INZ000158836 (BSE/NSE/MCX/NCDEX); CDSL and NSDL: IN-DP-16-2015; Research Analyst: INH000000412 . AMFI: 
ARN .: 146822. IRDA Corporate Agent – CA0579. Motilal Oswal Financial Services Ltd.  is a distributor of Mutual Funds, PMS, Fixed Deposit, Insurance, Bond, NCDs and IPO products. 
Customer having any query/feedback/ clarification may write to query@motilaloswal.com. In case of grievances for any of the services rendered by Motilal Oswal Financial Services Limited (MOFSL) write to 
grievances@motilaloswal.com, for DP to dpgrievances@motilaloswal.com. 
 

 


