









































The Committee recommends that a universal crop insurance scheme covering all crops
should be introduced starting with small and marginal farmers with a monetary ceiling
say of %200,000. The insurance should be mandatory for all agricultural loans. The
insurance should be made affordable, with the farmer paying a nominal premium and
the balance coming from government subsidy. The government can phase out the
agricultural loan interest subvention scheme and plough back that allocation into the
crop insurance subsidy. A graded crop insurance could be made available to medium
and large cultivators with higher monetary ceiling and lower government subsidy
[Recommendation 3.7].

The government may restructure the Agriculture Insurance Company (AIC) to take up
the role of a dedicated ‘Crop Insurance Corporation’. It should develop/run the
programmes, promote competition including inviting bids from private insurance
companies, usher in state-of-the art technology at all levels and arrange reinsurance of
claims as well as the intensification of Automated Weather Stations (AWS) to ensure that
at least one accredited AWS is set up every 10 kilometres. There would also be a need for
installing additional rainfall data loggers [Recommendation 3.8].

The Committee feels that the use of technology would make the insurance scheme more
efficient. Satellite imagery can be used for ‘crop mapping’ and to assess damage. GPS-
enabled hand-held devices can be used for ‘ground trothing’. In addition, drones and
dove, micro satellites could also be deployed to assess crop damages. This will reduce the
number of crop-cutting experiments required and will ensure faster claims settlement
[Recommendation 3.9].

The Committee recommends that any policy action for the MSME sector would need to
consider several possibilities, be it new institutions or intermediaries who can help
bridge the information gaps that plague these entities or even innovative ways of
providing finance to this sector [Recommendation 4.1].

Keeping in view the extant over-extension of guarantees by the CGTMSE as well as the
international evidence, the Committee recommends that multiple guarantee agencies,
both public and private, that can provide credit guarantees in niche areas may be
encouraged. This will not only reduce the burden on the CGTMSE but also make the
extant insurance scheme economically viable [Recommendation 4.2].

In order to deepen the credit guarantee market, the role of counter guarantee and re-
insurance companies should be explored [Recommendation 4.3].

MSESs that can provide collateral should not be put under the guarantee scheme, thereby
reducing the pressure on the CGTMSE [Recommendation 4.4].

Accordingly, the Committee recommends a system of unique identification for all MSME
borrowers and the sharing of such information with credit bureaus. While such
identification and tracking is not an issue with registered MSMEs where the CIN/UAN
can be used alongside their PAN number, biometric Aadhaar identification should form
the basis for proprietary and partnership concerns. Even in the case of registered
MSMEs, it will be useful to collect and link the Aadhaar identification of directors so as to
check possible fraudulent operation by the same set of persons [Recommendation 4.5].

The Committee recommends exploring a system of professional credit intermediaries/
advisors for MSMEs, which could help bridge the information gap and thereby help
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banks to make better credit decisions. The credit intermediaries/ advisors could
function in a transparent manner for a fee and be regulated by the Reserve Bank
[Recommendation 4.6].

Besides exploring innovative financing methods, the Committee recommends that a
framework for movable collateral registry for MSEs may be examined to step up
financing to this sector [Recommendation 4.7].

The Committee recommends that commercial banks in India may be enabled to open
specialised interest-free windows with simple products like demand deposits, agency
and participation securities on their liability side and to offer products based on cost-
plus financing and deferred payment, deferred delivery contracts on the asset side
[Recommendation 5.1].

In the event that interest-free banking is allowed in India, the extant regulatory

guidelines in respect of capital and liquidity as applicable in the case of commercial

banks would have to be made applicable to those as well [Recommendation 5.2].

Multiple models and partnerships covering different niches should be encouraged. This
is particularly the case among national full-service banks, regional banks of various
types, NBFCs and semi-formal financial institutions, as well as the newly-licensed
payments banks and small finance banks [Recommendation 6.1].

The Committee recommends that BCs should increasingly be established at fixed
location BC outlets: the BC outlet/Customer Service Point (CSP) could be opened in the
Village Panchayat Office, kirana shop, personal residence or any other convenient
location that could win the confidence of the customer [Recommendation 6.2].

Monitoring of BCs should be allotted to designated link branches in the area. This will
help strengthen BC operations and bridge the trust deficit Recommendation 6.3].

The competence of BCs should not be taken for granted. Accordingly, the Committee
recommends a graded system of certification of BCs, from basic to advanced training.
BCs with a good track record and advanced training can be trusted with more complex
financial tasks such as credit products that go beyond deposit and remittance. The BC
model increasingly needs to move from cost to revenue generation to make it viable
[Recommendation 6.4].

The Committee recommends that banks will have to consider introducing a cash
management system that can help to scale up BC operations [Recommendation 6.5].

The Committee recommends that the Indian Banks’ Association (IBA) may create a
Registry of BC Agents wherein BCs will have to register before commencement of
operations. The registration process should be simple online process with photo and
Aadhaar identification. It could include other details such as name of the BC, type of BC,
location GIS coordinates of fixed point BCs, nature of operations, area of operation and,
at a subsequent stage, their performance record including delinquency. This database
can be made dynamic with quarterly updates, including a list of black-listed BCs which
no other bank should approach or work with. This would help banks and other
agencies to track the movement of BCs and supervise their operations more efficiently

[Recommendation 6.6].
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The Committee recommends that the Reserve Bank should take the lead in creating a
geographical information system (GIS) to map all banking access points which would
help improve the efficiency of regulating, supervising and monitoring of banking
operations. Over time, a harmonised database of financial inclusion footprints, in terms
of outlets, service points, devices and agent networks, may be put in place using a GIS
platform [Recommendation 6.7].

The Committee is of the view that it is imperative for banks to conduct periodic reviews
of its efforts under their financial inclusion plans (FIPs) at the Board level. This would
facilitate banks to take timely corrective steps and prepare concrete strategic action
plans [Recommendation 6.8].

The Committee recommends that NABARD may work out a programme along with
other stakeholders to step up the SBLP, particularly in regions with less penetration. In
this context, the District Consultative Committee (DCC) and SLBCs are the appropriate
forum to sort out inter-institutional issues and set monitorable and implementable
targets (see Chapter 10) [Recommendation 6.9].

The Committee is of the view that training of BC should also include their sensitisation
towards SHGs [Recommendation 6.10].

Keeping in view the indebtedness and rising delinquency, the Committee is of the view
that the credit history of all SHG members would need to be created, linking it to
individual Aadhaar numbers. This will ensure credit discipline and will also provide
comfort to banks [Recommendation 6.11].

The Committee sees the SHG-corporate linkage working as ‘micro-factories’ of
corporates. An example is ITC’s ‘Mission Sunehra Kal’ . Corporates can be
encouraged to nurture SHGs as part of their Corporate Social Responsibility (CSR)
initiatives [Recommendation 6.12].

The Committee recommends that bank credit to MFIs should be encouraged. The MFIs
must provide credit information on their borrowers to credit bureaus through
Aadhaar-linked unique identification of individual borrowers [Recommendation 6.13].

The Committee thinks it important to ensure adequate funding from channels that have
stronger access (e.g., banks) to channels that are equipped and have the appetite to
extend small-ticket loans, but may not have the same access to funding (e.g., NBFCs).
The suitability of the products for the customer needs to be kept in view in this regard.
Encouraging the development of the securitisation market for such small-ticket loans
could be useful in this respect and help commercial banks acquire loans that qualify for
priority sector lending [Recommendation 6.14].

The Committee is of the view that in order to preserve institutional neutrality, credit
reporting requirements need to be harmonised across all credit providers. For instance,
all lenders to the small borrower segment must be mandated to report to credit bureaus
as has been the case with NBFC-MFIs. Therefore, the picture of indebtedness of the
borrower must also include outstanding KCC, GCC and SHG loans. Once a realistic picture
of the total indebtedness of the borrowers has been obtained, restrictions such as the
maximum number of lenders per borrower can be removed, paving the way for
competition to push down interest costs for the small borrower [Recommendation 6.15].
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CICs also have a significant role to play in enabling credit flow to MSMEs, especially those
without formal registration and standard accounting practices by helping them build a
sound credit history (Chapter 5 provides details) [Recommendation 6.16].

In the absence of a framework for sharing of information among CICs, the same credit
information is required to be provided to all CICs, which not only leads to avoidable
duplication but also magnifies the reporting burden. The Committee recommends that a
mechanism for mutual sharing of basic credit information for a fee among CICs should
be mandated so that the lender could report to any of the CICs [Recommendation 6.17].

The advent of Payment Banks, an increasing number of cash-in and cash-out points
through BCs, micro ATMs, mobile wallets and Rupay in the rural areas will enable
customers to increase their access to the formal payment system. Over time, this would
make it easier for banks to assess customers’ repayment capability, as most of the cash
flows will become digitally recorded. This, in turn, will lead to lenders being able to
conceive and build automated credit decision models, which reduces the cost of credit
underwriting. This would also enable banks to better monitor cash flows on an ongoing
basis and to step up risk mitigating measures [Recommendation 6.18].

The Committee is of the view that the tax-exempt status for securitisation vehicles needs
to be restored so that such entities do not have to pay distribution tax, given their critical
role in efficient risk transmission. This will not lead to a loss of tax revenues since the
income will still be fully traceable and taxable in the hands of the investors. Besides
reviving and strengthening the securitisation market, these vehicles will allow a wide
range of investors to participate in financing the pool of assets by means of Special
Purpose Vehicles and rated Pass-through Certificates (PTCs). These would need to be
structured such that the originator has continued incentives to monitor the project while
having reduced their own exposure to the full extent of the project risk. This instrument
can facilitate the growth of the retail credit market, particularly in areas such as home
loans, farm loans and loans to landless labourers [Recommendation 6.19].

The current restriction requiring that the all-inclusive interest charged to the ultimate
borrower by the originating entity must not exceed the base rate of the purchasing bank
plus 8 per cent per annum must be removed, because this dissuades originators from
expanding to low-access regions and sectors due to the high operating and borrowing
costs [Recommendation 6.20].

The Committee is of the view that given the low penetration of ATMs, installing more
ATMs in rural and semi-urban centres will create more touch points for customers. The
Financial Inclusion Fund (FIF) may be utilised to encourage rural ATM penetration
[Recommendation 7.1].

The Committee recommends that interoperability of micro ATMs should be allowed to
facilitate the usage of cards by customers in semi-urban and rural areas across any
bank micro ATM and BC. For this, connectivity of micro ATMs to the National Financial
Switch should be enabled. Adequate checks and balances should be put in place to
ensure customer protection and system safeguards [Recommendation 7.2].

Considering the widespread availability of mobile phones across the country, the
Committee recommends the use of application-based mobiles as PoS for creating
necessary infrastructure to support the large number of new accounts and cards issued
under the PM]DY. Initially, the FIF can be used to subsidise the associated costs. This
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will also help to address the issue of low availability of PoSs compared to the number of
merchant outlets in the country. Banks should encourage merchants across
geographies to adopt such application-based mobile as a PoS through some focused
education and PoS deployment drives [Recommendation 7.3].

The Committee feels that banks need to introduce a simple registration process for
customers to seed their mobile number for alerts as well as financial services. The
Reserve Bank has already required banks to enable an interoperable ATM channel for
mobile number registration [Recommendation 7.4].

The Committee recommends that the National Payments Corporation of India (NPCI)
should ensure faster development of a multi-lingual mobile application for customers
who use non-smart phones, especially for users of NUUP; this will address the issue of
linguistic diversity and thereby promote its popularisation and quick adoption
[Recommendation 7.5].

The Committee is of the opinion that the government may undertake initiatives to
resolve the issues of number of steps per session in a transaction on NUUP, session
drops and session charges; the Reserve Bank and NPCI may co-ordinate with the
Telecom Regulatory Authority of India (TRAI) on this matter. Aadhaar and e-KYC
should be the uniform KYC accepted by all regulators including TRAI [Recommendation
7.6].

For smart phone users, the Committee recommends that the NPCI work on developing
a standardised interface application, which will ensure interoperability in mobile-
banking transactions for customers. It should be implemented with proper due
diligence and the required security checks [Recommendation 7.7].

The Committee recommends that pre-paid payment instrument (PPI) interoperability
may be allowed for non-banks to facilitate ease of access to customers and promote
wider spread of PPIs across the country. It should however require non-bank PPI
operators to enhance their customer grievance redressal mechanism to deal with any
issues thereof [Recommendation 7.8].

The Committee is of the view that for non-bank PPIs, a small-value cash-out may be
permitted to incentivise usage with the necessary safeguards including adequate KYC
and velocity checks [Recommendation 7.9].

Currently, many merchants discriminate against card payment by levying a surcharge
on credit card transactions, which should not be allowed once the merchant has
voluntarily agreed to participate in such modes of payments [Recommendation 7.10].

As there is a gap not only between product availability and awareness about such
products but also about the precautions to be followed while using a digital or
electronic payment product, the Committee recommends a wider financial literacy
drive that exploits all possible communication channels to educate customers. The
financial support for such campaigns can be drawn from the FIF [Recommendation
7.11].

The Committee recommends that the deposit accounts of beneficiaries of government
social payments, preferably all deposits accounts across banks, including the ‘in-
principle’ licensed payments banks and small finance banks, be seeded with Aadhaar in
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10.

success stories. This will bring out best practices in the system to achieve large-scale
financial literacy. This will serve as a platform for co-ordination among different
stakeholders of financial literacy [Recommendation 9.6].

Rural Self Employment Training Institutes (RSETIs), which have a dedicated
infrastructure in each district of the country to impart training and skill upgrading of
rural youth, can also be used for financial education of MSMEs [Recommendation 9.7].

The Committee recommends that the Reserve Bank commission periodic dipstick
surveys across states to ascertain the extent of financial literacy and identify gaps in
this regard. The results can provide policy-makers with a better understanding of the
demand-side challenges [Recommendation 9.8].

The first pillar of complaint and grievance redressal is the branch, failing which it is the
bank’s internal ombudsman. Each branch should, therefore, be required to prominently
display the name, phone number and email address of the designated officials for such
complaints. The Reserve Bank should ensure compliance through random branch visits
[Recommendation 9.9].

The Reserve Bank Banking Ombudsman at regional offices may make periodic field
visits to directly receive customer complaints [Recommendation 9.10].

While continuing with the existing mechanism, all regulated entities would be required
to put in place a technology-based platform for SMS acknowledgement and disposal of
customer complaints, which can provide an audit trail of grievance redressal. All banks
must have an online portal for customers to fill complaints [Recommendation 9.11].

Banks may be required to submit the consolidated status of number of complaints
received and disposed off under broad heads to the CEPD, and the Reserve Bank, in
turn, can release an annual bank-wise status in the public domain [Recommendation
9.12].

The Banking Codes and Standards Board of India (BCSBI) in collaboration with the
Banking Ombudsman and the Indian Banks’ Association (IBA) can explore the
possibility of devising a scheme based on transparent criteria that incentivises banks to
expeditiously address customer grievances [Recommendation 9.13].

The Information Monitoring System needs to be strengthened. Currently, data flow takes
a bottom-up approach wherein the branches of the banks in a district submit data to the
lead bank and the lead bank consolidates the data manually and prepares the district-
level database for review in meetings. Further, all lead banks submit data to the SLBC,
which consolidates the state-level data for review in SLBC meetings. The Committee
believes that it is equally important to explore a top-down approach for data flow, in a
simple, uniform and meaningful format, with the help of the Core Banking Solution of the
regional offices of the concerned bank. The monitoring process needs to be standardised
in terms of reports, and also cover usage parameters. The data can flow from the central
database of banks to various lower levels to ensure data consistency and integrity
[Recommendation 10.1].

District credit plans need to be more realistic. The district-level credit plans should be
prepared by lead banks, taking into account the potential linked plans prepared by
NABARD every year which should take into account the availability of infrastructure,

=




marketing facilities and policies/ programmes of the government, including the support
by the concerned government departments of the local level in the spirit of the lead bank
scheme [Recommendation 10.2].

At present, public sector banks have been given the lead bank responsibility with the
exception of one private bank. The Committee feels that the responsibility of the SLBC /
lead bank scheme should be given to different banks on a rotation basis for a fixed time-
frame (of say 3 years) to facilitate fresh thinking and initiative as well as to instil a spirit
of competition [Recommendation 10.3].

The Committee is of the view that banks with lead bank responsibilities can create a
separate webpage with respect to their lead bank operations including the conduct of
business in DCC meetings [Recommendation 10.4].

The current policy discussions across most SLBCs put substantial emphasis on the
credit-deposit (CD) ratio. Rather, greater focus should be on development aspects for
which the CD ratio could be a by-product. Such deliberations can include livelihood
models, social cash transfer issues, gender inclusion, inclusion of different groups,
Aadhaar seeding and universal account opening. There can also be other sets of issues
that are region-specific and can focus on areas such as policy towards fraudulent
deposit/ investment schemes, physical/network infrastructure and recovery
management [Recommendation 10.5].

Given the focus on technology and the increasing number of customer complaints
relating to debit/credit cards, the National Payments Corporation of India (NPCI) may
be invited to SLBC meetings. They may particularly take up issues of Aadhaar-linkage in
bank and payment accounts [Recommendation 10.6].
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