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Fair Lending Practices



Fair Lending Practices

Fair lending practices ensure fair and transparent practices 

by NBFCs and HFCs in their dealings with customers 

RBI guidelines intend to protect interests of borrowers 

and to promote a fair and ethical lending environment

Fairness in lending practices may involve various aspects:

Transparency, that is, fairness in disclosures or so-called 

òtruth in lendingó

Non-discriminatory lending, such that borrowers are not 

discriminated based on caste, creed, sex, etc

Responsible lending, such that lending should be such which 

is not exposing the borrower to a debt burden which is 

prima facie unsustainable.

Lending is not done at exorbitant terms, so as to amount to 

usurious lending, predatory lending, or likewise.

Transparency
Non-

discriminatory 
lending

Responsible 
lending

No usurious 
lending

Fairness in 
lending 

practices



Regulatory Concerns at various stages of lending

Standard and system related

ÅLack of compliant application and 
sanction formats

ÅNo acknowledgment of 
application

ÅIncomplete execution of 
document

ÅNo risk categorisation

Disclosure and 
communication related

ÅPenal Charges not in bold

ÅAnnualised ROI not conveyed

ÅApproach for gradation of risk 
not stated

ÅGRO details not specified

ÅNames of LSP, DLA,DLP and 
Recovery Agents not disclosed 
on website

Policy implementation related

ÅMethods for interest and penal 
charges determination not 
specified 

ÅNo Review of policies/codes 

ÅNo consumer education 
literature 

ÅNo code or manual for training



Fair Lending Practices through FPC 



Crucial Aspects of FPC

Loan Application and 
Processing
ωAppraisal process
ωNo usurious interest rates

Terms and conditions 
to be communicated
ωLanguage and mode
ωAnnualised rate of interest

Interest rate policy
ωApproach for gradation
ωNo foreclosure/ 

prepayment penalty on 
consumer loans

Grievance Redressal 
Mechanism

Guidelines for recovery 
agents
ωNo coercive recovery 



Crucial Aspects of FPC

Applicability of FPC 

On What?

to all the products and services, 

By Whom?

provided by the NBFC, 

By HFCs, its subsidiaries or Digital 

Lending Platforms (self-owned and/or 

under an outsourcing arrangement) 

How?

across the counter, over the phone, by 

post, through interactive electronic 

devices, on the internet or by any other 

method

Adoption of a policy/code on fair lending 

practices

In vernacular or a language understood by the 

borrower

Displayed wherever (app/website etc.) the lender 

interacts with the customer

Periodical review of the compliance with FPC and 

the functioning of grievance redressal mechanism 

shall be carried out. 

A consolidated report of such reviews shall be 

submitted to the Board at regular intervals



Loan Sourcing, Application and Processing 



Loan Application Forms

Vernacular or a languageas understood by the

borrower

Includenecessaryinformationwhichaffectsthe interest

of the borrower to facilitate comparisonwith loans

offeredby other NBFCs

Transparentlydiscloseall information, inter alia about

fees/chargespayablefor processingthe loanapplication,

delayedrepaymentpenalty,conversioncharges,andany

other matter which affects the interest of the

borrower

Discloseôallin costõinclusiveof all chargesinvolvedin

processing/ sanctioning of loan application in a

transparentmanner.

Ensuresuchcharges/feesare non-discriminatory

Indicatethe documentsrequired to be submitted

with the applicationform by the borrower and its

familymembers

Acknowledgementto be provided specifyingtime

frame within which loan applications will be

disposedof

Communicationof the rejectionor sanction,asthe

casemaybe

Reasonfor rejection to be communicatedin writing

All loan applicationswill be verified,andnecessary

checksare done to ensurethe repaymentcapacity

of the borrowers



Credit Assessment 

In case of Digital Lending

Capture the economic profile of borrower and

assess the borrowerõscreditworthiness in an

auditableway

Economicprofile of the borrowers mayinclude

age, occupation, income etc, to assess

borrowerõscreditworthiness before extending

anyloansover DLAs

Lending policy should contain parameters to assess

creditworthiness

Collect borrower information basedon lendingpolicy

and perform credit appraisal before sanction/

disbursement

Before sanctioningthe loan, assessthe ability of the

borrowers to repaythe loan

The appraisalneeds to be kept on record in an

auditableformat



Interest Rate

Adopt an interest rate model taking into account

relevant factors such as cost of funds,marginand risk

premium and determine the rate of interest to be

chargedfor loansandadvances

Rateof interest shallbe reasonableandnot excessivein

nature.

Ratesof interest beyonda certain level maybe seento

be excessiveand can neither be sustainablenor be

conformingto normalfinancialpractice

Layout appropriateinternal principlesand proceduresin

determining interest rates and processing and other

charges

Also, put in placean internal mechanismto monitor the

process and the operations so as to ensure adequate

transparencyin communicationswith the borrowers.

Haveclearlylaiddown policyfor penalcharges(if any)

Rateof interestmustbe annualisedrate so that the

borrower is awareof the exactratesthat would be

charged

Instalments collected from borrowers should

clearly indicate the bifurcation between interest

andprincipal.

Annualisedrate of interest and the approachfor

gradations of risk and rationale for charging

different rate of interest to different categoriesof

borrowers shall be disclosedto the borrower or

customer

in the applicationform

communicatedexplicitlyin the sanctionletter

available on the website of the companies or

publishedin the relevantnewspapers



Charging of Interest

Interest to be calculated from the date of actual 

disbursement rather than from the date of sanction 

of loan. 

Review the modes of disbursal of loans and use 

online account transfers in lieu of cheques. 

In cases where loan is disbursed through cheques, it is 

recommended to take an acknowledgement when the 

cheque is handed over to the borrower

Interest shall be charged after netting off the advance 

EMI from the disbursement amount

Also check whether they have received any intimation 

from RBI regarding the refund of any excess interest 

charged.

Interest rates are not regulated by the RBI

However, rates of interest beyond a certain level 

may be seen to be excessive and can neither be 

sustainable nor be conforming to normal financial 

practice

NBFCs/HFCsshall lay out appropriate internal 

principles and procedures in determining interest 

rates and processing and other charges (including 

penal charges, if any)



Penal Charges in Loan Accounts

Penaltyis not in the nature of interest or additional interest and

therefore,cannotbe capitalised.

Formulate a Board approved policy on penal chargesor similar

chargeson loans.

Penalchargesmayeither be

standardizedacrossall loansandborrowers or

maydependuponthe

type of loan, level of credit risk, and the terms and

conditions as mutually agreedby the borrower and the

lender.

Penalchargesshouldbe

reasonableand

commensuratewith the non-complianceof materialterms and

conditionsof loancontract

not discriminatorywithin a particularloan/productcategory

Penalchargeslevied for individualborrowers, for purposesother

thanbusiness,shouldnot be higherthannon individualborrowers

What is penalty?

Penaltyor penalchargesare imposedfor

breach of terms or irregularity in

performance. For example:

ʽ Not meetingpaymenttimelines

ʽ Chequeor NACH bounce

ʽ Failureto createsecurityor register

charges

ʽ Breach of important or material

representationsandwarranties

ʽ Covenant breaches, such as late

reporting

ʽ Failure to submit the requisite

documents/informationetc.



Penal Charges to be non-discriminatory and reasonable

The quantum of penal charges should be Quantum of Penal Charges 
For similar non-compliance of material terms and 

conditions
Reasonable  

Non-compliance of material terms

Conditions of loan contract

It should not be discriminatory within  

Particular product category

Commensurate  

With Non-individual 

borrowers

Individual 

borrowers, 

for purposes other 

than business

Particular loan category



With every reset of floatinginterest rate on EMI-basedpersonal

loans, borrowers shouldbe presentedwith the followingchoices:

Option to switch to a fixed rate :

Subjectto thelenderõsapprovedpolicy,(limit the frequencyof

rate switches)

Imposeswitchingcharges- transparentlydisclosed.

Option to increase/decrease the EMI amount,

extend/contract the loan tenure, or both :

Ensureit doesnot result in negativeamortization.

Option to partially or fully prepay the loan during its

tenure :

Foreclosurechargesfor prepaymentpenalties

Default Option :

Non exercise any of the above options - a default option

exercised- shouldbe communicatedto the borrowers

Most cases,this default option is an elongationof the loan

tenor.

Reset of Floating Rate Loans



Key Facts Statement (KFS) for Loans & Advances

KFSis a standardized format is to be provided to

the borrower before or at the time of executingthe

loanagreement

At-a-glanceviewof the loanterms andincludes:

all-in-cost of the loan,

interest rates,fees,charges,etc.

repaymentterms,and

other qualitativeinformation

Summarisesthe termsof the loan

Similarto MITC andSanctionLetter

Allows loans terms to be compared in a simple,

transparentandcomparable(STC)manner

Any fees, charge,etc., not mentioned in the KFS

cannotbe chargedat anystageduringthe term of the

loan,without explicit consentof borrower.

Lender bound by terms of loan under the KFSin

caseKFSacceptedwithin validityperiod

KFSto include:

a computationsheetof APR

amortisation scheduleof the loan over the

loantenor

KFSshallalsobe includedasa summarybox to be

exhibitedaspart of the loanagreement



Applicability of KFS

Applies to all loans extended post the applicability
date

RetailLendingby all REs

Term loansto MSMEby all REs

Loansby SCBsto individualborrowers

Digital lendingby anyregulatedentity

Microfinanceloanswhetherby MFIsor other REs

All new retail andMSMEterm loanssanctionedon or
after October 1, 2024, including fresh loans to
existingcustomers

Sanctionmade before 1st October, however, loan
agreementexecutedafter 1st Oct

Doesnot seemapplicable

Applicabilityto existingloans:

Is the existing loan being renewed?that is,

existingloanlimit, existingloanterms

Doesnot seemapplicable

assumingthere is no restructuring, no

new terms

Is the existing limit being revised, or new

terms beingagreed:

effectivelyamountsto a new loan; hence,

KFSshouldbe applicable

Generally,if there is a questionof freshdisclosure

of terms,andfreshacceptancefrom the customer,

the KFSnormsshouldbe adheredto



How is the KFS given?

Who will issue?

KFSshould be issuedby the lender and not
the LSP/platform

KFS needs to be displayedand additionally
sentto viaverifiedemailid/SMS

In caseof co-lendingKFSis issuedon behalfo
joint lenders

Blendedrate of interest to be disclosed
in KFS

Acknowledgement of the KFS

Contents of KFS shall be explained to the
borrower and an acknowledgementshall be
obtainedthat he/shehasunderstood

In DL, the acknowledgmentcan be digitally
obtained,by wayof clickwrap signature

When is the KFS given?

KFSto be providedprior to executionof loanagreement
anddisbursement

In case of DL, before the digital signature on the
agreement

In what form will the KFS be given?

Basedon the modeof lending- physicalor digital

In a languageunderstoodby suchborrowers

Timeline of providing KFS:

In Digital Lending,there is no tangibletime gapbetween
applicationand executionof loan agreement. Hence,may
bedisclosedalongwith the communicationof sanction:

confirmation on KFS and execution of the loan
agreementmay also be done immediately,though
the loan agreementshould preferablysay that the
KFShasbeencommunicatedandaccepted.

In non-digitalloans,the KFSmaybe sharedalongwith the
SanctionLetter



Standardised form- What does it imply?

The standardisedformat provided is simple and

concise andhasall the necessarydetailsof the loan-

annual percentagerate, fees, recovery mechanism,

andassociatedrisksin a straightforwardformat

KFSis expectedto remain limited to the fields

givenin the standardisedformat

It enablesborrowers to make comparison with

terms offeredby other lenders.

The comparability of the KFS will be

compromisedif it was loadedwith new details

or subjectivitiesnot envisagedin the standard

format.

Hence, KFSshould remain standard,that is, as per

the format



APR is same as Annualised Rate of Interest?

Will APR cover broken-period interest as well? Will broken period interest will be at loan IRR, 
or all-inclusive APR?

Will prepayment charges be a part of APR?

Computation of APR

What all is not included

Any contingent charges

penal charges, 

late payment charges, etc

Cross Sell or third party product payments 
directly to the third party

Security deposit

Is the timing of the payment from the 
borrower relevant - for example, payable in 
arrears or payment in advance?

Is it XIRR, or annually compounded rate? - No

What all is included

Based on an all-inclusive cost and margin

cost of funds, 

credit cost and operating cost, 

processing fee, 

verification charges, 

maintenance charges, etc

Third -party charges



Yes

Determination of including services charges

Services related to the facility?

Collected by the 

third party directly?
Not a part of APR

Part of APR

Collected by 

RE and passed 

over to the 

third party?

No

Yes

Charges are 

collected as per 

the actuals?

No need to issue receipt of 

charges

Issue receipt of charges

No

Yes

Yes

No



ʳ Loan proposal/ account No . - Specificto the REand

shallbe providedto eachborrower for eachloan

ʳ Type of loan offered - Home loan,auto loan,personal

loan,etc

ʳ Sanctioned Loan Amount - If the sanctionedamount

is availablefor drawdown in tranches,the samemaybe

specified. Similarly,if the sanctionedamount not drawn

within a particulardate will remaincommitted,etc. may

be specified.

ʳ Disbursal Schedule - Disbursementmaybe linkedwith

acquisitionof an asset,or progressiveconstruction (say,

in caseof homeloans).

ʳ Loan Term - Digital lenderssometimesoffer choiceof

tenure, anddifferent interest rates for different tenures.

The ideaof KFSis to providefor maximumcomparability

- hence, arcane structures or optionalities should be

minimised.

ʳ Instalment details

ʳ Typeof Installments(Monthly/half-yearly/early)

ʳ Number of EquatedPeriodicInstalments(EPIs)

ʳ Amount of EPI

ʳ Periodafter which the EPIwill commencepost-

sanction - For example, 30 days after

disbursement. in casea moratorium is provided.

ʳ Interest Rate and type of interest rate

(fixed/floating/hybrid)

ʳ For floating interest further discloseReference

Benchmark, Benchmark rate, Percentage of

spread, Final rate charged to the borrower,

Resetperiodicityof benchmarkandspreadrate,

impactof changein referencebenchmark

ʳ Fees/charges (disclose the amount net of any

taxes such as GST

ʳ Payableto the RE

ʳ Payableto third party throughRE

Content of KFS (1/2)



Content of KFS (2/2)

ʳ Annual Percentage Rate - This is the IRR (note

this is not XIRR or effective rate of return after

compoundingto a year)takingcareof all the itemsof

costsincludedin the APR.

ʳ Contingent Charges (in Rs. or %) suchas:

ʳ penalcharges,

ʳ foreclosurecharges,

ʳ chargesfor switchingloan from floatingto fixed

or vice-versa,etc.

ʳ Any other charges

Thesechargesare not collected upfront or are not

mandatorily imposed on the borrower; these are

contingent on happening of certain events, say

default. The ratesof thesechargesshallbe disclosed.

However,shallnot be a part of APR,andaccordingly,

these chargesdo not haveto be converted into an

annualisedrate.

ʳ Qualitative information

ʳ Clause of loan agreement relating to

engagementof recoveryagents

ʳ Clause of loan agreement which details

grievanceredressalmechanism

ʳ Phone number and email id of the nodal

grievanceredressalofficer

ʳ Whether the loan is, or in future maybe,

subject to transfer to other REs or

securitisation

ʳ Details relating to co-lending- Name of co-

lenders, proportion of funding and blended

rate of interest

ʳ In caseof digital loans - Cooling-off period,

details of LSP acting as recovery agent



Validity Period

Validity period refers to the timeframe within which 

the borrower, upon receiving the KFS from the RE, 

can agree to the loan terms.

In case the borrower accepts the terms in the KFS 

during this validity period, RE is bound by these 

terms. 

Duration of ValidityPeriod-

Minimumthree working days for loanswith a

tenor of sevendaysor more,

One working day for loanswith a tenor of less

thansevendays.

If the borrower fails to accept the KFS terms

duringthe validityperiod, the REreservesthe right

to changethe terms

No requirement to mention the validity period in

the KFS.

However, to ensure that the borrower is aware,

the validity period can be mentioned in the

covering note or sanction letter .



Difference between Validity Period and Cooling-off Period

Validity Period Cooling off Period

Applicablefor digitalaswell asphysicalloans. Applicableonly for digitalloans.

Pre-disbursementphase Post-disbursementphase

Providedto the borrower to acceptthe terms of the loan

asindicatedin the KFS

Providedto the borrower for exitingdigitalloanswithout

any pre-paymentpenaltyin casea borrower decidesnot

to continuewith the loan.

The REis bound by the terms of the loan if acceptedby

the borrower duringthe validityperiod.

Grants the borrower the right to repaythe principaland

the proportionateAPRduringthis period.



Sanction Letter and Loan Agreement

Important terms and conditions 

Amount of loan sanctioned 

Annualised rate of interest and method of application;

Foreclosure charges/ prepayment charges

Penal charges for late repayment in bold in loan 

agreement 

ROI and approach for gradation of risk and rationale for 

charging different rate of interest to different categories 

of borrowers;

Exact due dates for repayment of a loan, frequency of 

repayment, breakup between principal and interest

Examples of SMA/NPA classification dates, etc.

For loan facilities with moratorium - the exact date of 

commencement of repayment 

For floating ROI, possible impact of change in interest 

rate on the loan leading to changes in EMI and/or tenor 

or both

The decision to lend to be conveyed to the 

borrower - sanction letter, on the letter head of 

the RE

Copy of the loan agreement + copy of all 

enclosures quoted in the loan agreement -

furnished to all borrowers at the time of sanction/ 

disbursement of loans and be kept in records

Specific clause in the loan agreement to ensure that 

changes in interest rates and charges are affected 

only prospectively

Clause to recall/accelerate payment or performance

Built-in re-possession clause

Acceptance of the terms and conditions and 

commercials shall be preserved in records.



Disbursement and changes in loan terms

Disbursement should be made in accordance with the 

disbursement schedule given in the Loan Agreement/ 

Sanction Letter

Provide notice to the borrower in the vernacular 

language or a language as understood by the 

borrower of any change in the terms and conditions 

If such change is to the disadvantage of the customer, 

within 60 days and without notice may close account 

or switch it without having to pay any extra charges or 

interest

Decision to recall/ accelerate payment or 

performance under the agreement or seeking 

additional securities, should be in consonance with 

the loan agreement

In case of Digital Lending

Collection and Disbursement accounts must be in 
the name of the RE

Loan servicing, repayment, etc., shall be executed 
directly in REõs bank account without any pass-
through account/ pool account of any third party

Disbursement must be made to the account of the 
borrower

Exceptions allowed -

Disbursement covered under statutory/ regulatory 
mandate

Disbursement for specific end use per regulatory 
guidelines

Flow of money between co-lenders.

LSP not to charge any fees from the borrowers 
directly



Communications and Disclosures



Communication with Customers

Communications to the 
borrowe r

ÅIn writing, by telephone or through personal visits. 

ÅOn phone numbers or address (residence/ workplace/mobile) provided in the application form 
or as modified subsequently

Training to staff

ÅRefrainfrom resortingto undueharassment:

Åpersistentlybotheringthe borrowers at odd hours,

Ådo not usemusclepower for recoveryof loans

ÅRefrainfrom interferencein the affairsof the borrower except for the purposesas per the
T&C of the loan

Åunlessinformation,not earlierdisclosedby the borrower, hasbeennoticed

Education to the Borrowers

ÅFront-lineofficersto

Åeducateborrowers aboutconcepts-

Ådateof overdue,

ÅSMAandNPA classificationand

Åupgradation,with specificreferenceto day-end process,with respect to loansavailedby
them,at the time of sanction/disbursal/renewalof loan

ÅAlso communicate above information in writing in vernacular languageor languageas
understoodby the borrower & displayon the website

Request for transfer of 
borrowal account 

ÅConsentor otherwisei.e. objectionof the applicableNBFC,if any,shallbe conveyedwithin 21
daysfrom the dateof receiptof request.



Documentation with the borrower

Loan application 
forms

ÅNecessary 
information which 
affects the interest 
of the borrower

ÅSpecify the 
documents 
required to be 
submitted with the 
application form

ÅAlong with 
declaration for 
vernacular 
language

Sanction letter

ÅAmount of loan 
sanctioned along 
with the other 
terms and 
conditions

ÅAnnualised rate of 
interest and 
method of 
application thereof

Loan agreement

ÅCopy of each 
enclosures quoted 
in the loan 
agreement, 

ÅLaying down the 
terms and 
conditions of the 
loans including 
rate of interest, 
quantum and 
reason for penal 
charges

MITC and KFS

ÅDetails of APR,

ÅRecovery 
mechanism, 

ÅDetails of GRO 
designated 
specifically to deal 
with digital 
lending/ FinTech 
related matter 

ÅCooling-off/ look-
up period

ÅValidity Period

Quarterly 
Statement*

ÅPrincipal and 
interest recovered 
till date, 

ÅEMI amount, 
number of EMIs 
left 

ÅAnnualized rate of 
interest / Annual 
Percentage Rate 
(APR) for the 
entire tenor of the 
loan

*In case of floating rate EMI- based Personal Loans



Interactions during the loan journey with the customer

Any change in the terms and 
conditions

This shall include changes in disbursement schedule, interest rates, service charges, 
prepayment charges etc

Reminders for non-
compliance

About material terms and conditions of loan along with the applicable penal charges

Any instance of levy of penal 
charges and the reason

At the time of non-compliance/ default

Legal or recovery measures
Written notice to the borrower prior to such action including enforcement/ 
repossession of the security/ secured assets

Exercising the right to set-off 
any security

Notice to be sent with full particulars about the remaining claims and the conditions 
under which NBFC is entitled to retain the securities till the relevant claim is settled/ 
paid

Reset of ROI and any increase 
in the EMI/ tenor or both on 
account of change in floating 

ROI

In case of personal loans, six options to be provided



Website disclosures

Place FPC (including in vernacular language)at
customer interfacesand also on the website and
branchoffices.

ROI and the approachfor gradationof risks to be
made availableon the website or publishedin the
relevantnewspapers.

updatewheneverthere is a changein the ROI

Display quantumand reason for penal chargeson
websiteunderInterestratesandServiceCharges.

The nameand contact details (Telephone/ Mobile
nos. as also email address)of the GRO and the
escalationmatrix/ GRMPolicy

Prominentlydisplayanypenaltyleviedby RBI/NHB

Board approved internal guidelineson corporate
governance

Place consumer education literature on website,

explainingwith examples,the conceptsof date of

overdue, SMA and NPA classification and

upgradation, with specific reference to day-end

process.

displaythe sameat branchesby meansof posters

and/orother appropriatemedia.



Servicing and Recovery 



Put in placea boardapprovedCode of conductfor

DSA/ DMA/ Recovery Agents, and obtain their

undertakingto abideby the code.

RA shalladhereto extant instructionson FPC

asalso their own code for collection of dues

andrepossessionof security

RA shallrefrain from actionthat coulddamage

the integrityandreputationof the RE

RA shall observe strict customer

confidentiality.

Collection and Recovery

Trainingof DSA/ DMA/ RecoveryAgentsto handle

their responsibilitieswith careandsensitivity,

particularly aspects such as soliciting

customers, hours of calling, privacy of

customer information and conveying the

correct terms and conditionsof the products

on offer, etc.

Ensurereleaseof all securitieson repaymentof all

duesor on realisationof the outstandingamount

Issuanceof no-objection certificate on closure of

loan



No Harsh Recovery Practices

RBI - By way of Circular on Outsourcing of FinancialServices- Responsibilitiesof regulatedentities employing
RecoveryAgentsdatedAugust12, 2022

REandits agentsto not resort to intimidationor harassmentof anykind,either verbalor physical,againstanyperson
in their debt collectionefforts,including

actsintendedto humiliatepubliclyor

intrude uponthe privacyof the debtors' familymembers,refereesandfriends,

sendinginappropriatemessageseither on mobileor throughsocialmedia,

makingthreateningand/oranonymouscalls,persistently

callingthe borrower and/or callingthe borrower before 8:00 a.m. andafter 7:00 p.m. for recoveryof overdue
loans,

makingfalseandmisleadingrepresentations,etc.

Any violationin this regardis viewedseriously

https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=12378&Mode=0


Release of Movable / Immovable Property Documents

In case of loss/ damage of title 
documents, assistance to be 

provided at REõs cost (additional 30 
days)

All original property docs to be 
released & charges removed within

30 days of final settlement

If borrower dies, documents to be 
returned to legal heirs. Return  
procedure to be displayed on 

website.

Borrower may choose to collect 

docs from the branch where loan 

was given or any branch where 

documents are available 

Delay in release of  docs or charge 
beyond 30 days attracts daily fee of 

Rs 5000, payable to borrower

Timeline & place of return of 
documents to be mentioned in 

sanction letters

Applicable to all Commercial Banks, NBFCs (Including HFCs) 

and ARCs

Effective for all cases getting final settled (hence release 

of title/security interest) due after December 1, 2023



The following information is to be displayed;

Sl. No 

Branch 

State 

Borrower name 

Guarantor name (if applicable)

Registered address of the borrower 

Registered address of the guarantor 

Outstanding amount 

Asset classification 

Date of asset classification 

Details of security possessed 

Name of the title holder of the Security 

possessed

Display of Information - On repossession under SARFAESI 

RBIvideits notificationdatedSeptember25, 2023,

Applicable to : NBFCs (incl. HFCs) as secured

creditors underSARFAESIAct

Display information in respect of the borrowers

whose secured assets have been taken into

possessionby the REsunderthe Act.

The said information is to be uploaded on REs

website.

Timeline : by March25, 2024

andthereaftermonthlyupdation

https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=12539&Mode=0


Grievance Redressal Mechanism



Why grievance redressal mechanism?

Consumer confidence and trust in a well-functioning 

market for financial services

should have  an easily accessible mechanism to 

resolve disputes in a timely manner

Consumers are becoming more informed and aware

RBI also is making customers aware:

ôRBI Kehta Haiõ

Broadcasts by RBI

Outreach programmes by regional RBI offices etc.  To 

spread financial literacy 

Observations raised by RBI in its inspections:

Not appointed a GRO

Not formulated any Grievance Redressal 
Mechanism

Not placed the details of the GRO in the FPC/ 
Registered office/website

Grievances not being resolved in a timely 
manner

No mechanism to track the total number of 
complaints

Did not have any system of providing 
acknowledgement in case of customer 
complaints

Not carried out a root cause analysis of 
complaints

Not disclosed the grounds for the complaints in 
the notes to the accounts.

No review of functioning of GRM by Board



Grievance Redressal Mechanism

Appointment of 
GRO 

Periodic review of 
functioning of GRM

Timely 
responses to 
grievances

Grievance 
register/ records 

Components of GRM
First levelto resolvecustomercomplaints

GRMis oneof the componentsof FPC

Consistsof the systemsandprocessto registerand

resolvecustomergrievances

The structure may differ basedon the size of the

entity, natureof customers,natureof product etc.

Responsibility of the Board

To lay down the appropriate grievance

redressalmechanism

periodicalreviewof functioningof the GRM

Ensure redressalof grievancesof persons

with disabilities underthe GRM



Review by the Board

Nature and origin of complaints

Understand the areas which are receiving most 

complaints and need attention

Review of TAT and resolution status

Customer service and consumer protection should 

not be relegated to the sidelines 

Goal driven by hard targets and sales related 

incentives for onboarding customers. 

Adherence to policies and processes

Performance and robustness of the redressal 

framework to be reviewed



Summary information - complaints received from customers  

& Offices of Ombudsman

Top five grounds of complaints received by the NBFCs 

from customers

Sr
Particulars(to be disclosedin C.Y. andP.Y. )

Complaints received by the NBFC from its customers

1 No. of complaintspendingat beginningof the year

2 No. of complaintspendingat beginningof the year

3 Number of complaintsdisposedduringthe year,
ÅOf which,numberof complaintsrejectedby the NBFC

4 Number of complaintspendingat the endof the year

Maintainable complaints received by the NBFC from
Office of Ombudsman

5 Åcomplaintsresolvedin favor of the NBFC
Åcomplaints resolved through conciliation/ mediation/

advisories
Åcomplaintsresolvedafter passingof Awards by Office of

Ombudsmanagainstthe NBFC

6 Number of Awards unimplementedwithin the stipulated
time (other thanthoseappealed)

Top 5 grounds of complaintsreceived by the NBFCs from

customersin the both the current andPreviousyearsfor each

of the followingheads:

Ẅ Groundsfor complaints

Ẅ No. of complaintspendingat the beginningof the year

Ẅ No. of complaintsreceivedduringthe year

Ẅ %increase/decreasein the numberof complaintsreceived

over the PY

Ẅ No. of complaintspendingat the endof the year

Ẅ No. of complaintspendingbeyond30 days

Disclosure of customer complaints (existing)

CustomerComplaints

Ẅ No. of complaintspendingat the beginningof the year

Ẅ No. of complaintsreceivedduringthe year

Ẅ No. of complaintsredressedduringthe year

Ẅ No. of complaintspendingat the endof the year

Disclosures relating to Grievance Redressal in Financial Statements (SBR)



KYC and AML Framework
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What Is Money Laundering?

ǒMoney laundering is the process of converting money 
earned from illicit activities such as drug 
trafficking or terrorist funding into a money 
generated from legitimate source

ǒThe laundered money is used to fund terrorist activities

ǒThere are 3 stages in ML:
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Placement

ÅInfusion of 
"illegal 
money" into 
the financial 
system;

Layering

ÅConcealment 
of  the source 
of  money 
through a 
series of 
transactions;

Integration

ÅLaundered 
money is 
withdrawn 
from the 
legitimate 
account to be 
used for 
unknown 
purposes

Meaning

ÅProcess of running of money

ÅObtained from illegitimate sources

ÅThrough a series of transactions 

Need to prevent
ωCriminals may use banking channels to convert 

black money
ωFunds borrowed from banks could used in 

terror activities

Relevance 

ÅFinancial entities engaged in the business of lending:

ÅBecomes part of flow of money in financial system

ÅThere is risk of TF or receipt of illicit funds
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Anti Money Laundering Framework

Global ML and TF watchdog

Sets standards on implementation of legal/ 

regulatory/operational measures for 

combating ML and TF 

Regulates and supervises Financial 

system in India

Implements KYC guidelines under 

PMLA in line with FATF 

recommendations

Issued RBI KYC Master Direction, 

2016 (KYC Directions)

Å to prevent money laundering 

and 

Å to provide for confiscation of 

property derived from/ 

involved in money laundering

Determination of Beneficial Owner



ǒKYC stands forKnow Your Customer 

ǒApplicable to all RE

ǒKYC guidelines originate from PMLA 

ǒKYC Directions provide guidelines for conducting KYC and due 

diligence of customers

ǒKnow Your Customer or KYC is a process of establishing the 

identity of the customers i.e. verifying that the customer is 

actually who he/she states he/she is

ǒEssentially, it means verifying the details of the person and 

confirming  the same from a trusted source

Genesis of KYC 

Customer 
Acceptance 

Policy
Risk Management

Customer 
Identification 

Procedures (CIP)

Monitoring of 
Transactions

Four Pillars of KYCWhy KYC?

To ensure that no criminal uses the identity of an innocent person or 

any person misuses identity of other person to defame them or to 

undertake transactions from their account  



Customer Acceptance Policy

VINOD KOTHARI CONSULTANTS 48

Opening of accounts

Å Not to open anonymous or fictious/ benami accounts- this would include loan accounts

Å No account should be opened where RE is unable to undertake CDD

Obtaining documents

ωCopy of PAN or equivalent e-document

ωCopy of any of the OVDs or equivalent e-document

ωSpecify the mandatory information for KYC purpose while opening an account and periodic updation

Verification 

ωWhere PAN andGST is obtained, same shall be verified with the issuing authority

ωIn case digital/e- document is obtained from customer- same is to be verified as under the IT Act, 2000

Unique Customer Identification Code (UCIC)

ωA UCIC shall be allotted to each customer

ωNo need for fresh CDD for customer with UCIC unless for change in information already submitted

Restriction on certain kinds of customers

ωIdentity of customer does not appear on the sanctions list circulated by the RBI

ωCustomer does not belong to jurisdictions which are not FATF compliant



Customer Identification Procedure (CIP)

NBFCs to undertake identification of customers before commencement of an 

account-based relationship with the customer and also when there is a doubt 

about the authenticity or adequacy of the customer identification data it has 

obtained.

For undertaking CDD, obtain the KYC Documents from an individual 

While establishing an account-based relationship 

While dealing with the individual who is a beneficial owner, authorised signatory or 

the power of attorney holder related to any legal entity

Undertake ongoing due diligence of customers to ensure that transactions 

between the RE and the Customer are consistent with their knowledge about the 

customers, customersõ business and risk profile; and the source of funds/wealth 

etc.

Enhanced due diligence of non-face-to-face customers 49



Risk Management

Risk based approach of customers 

categorised as low, medium and high risk category, based 

on the assessment and risk perception 

Periodic review of risk categorisation of accounts must 

be done, with such periodicity being at least once in 

six months

Risk categorisation of a customer and the specific 

reasons for such categorisation shall be kept 

confidential and not revealed to the customer to 

avoid tipping off.

Broad principles may be laid down by the REs for risk-

categorisation of customers

Risk categorisation shall be undertaken based on 

parameters such as 

customerõs identity, the ability to confirm identity 

documents through online or other services offered by 

issuing authorities may also be factored in

social/financial status, 

nature of business activity, 

information about the customerõs business and their 

location, 

geographical risk covering customers as well as 

transactions, 

type of products/services offered, 

delivery channel used for delivery of products/services, 

types of transaction undertaken ðcash, 

cheque/monetary instruments, wire transfers, forex 

transactions, etc. 
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Monitoring of Transaction

Monitoring shall be aligned with the risk category of the customer

Hˀigh risk account would be subjected to more intensified monitoring

KYC Updation

aˀt least once in 2 years for high risk customers;

oˀnce in 8 years for medium risk customers;

oˀnce in 10 years for low risk customers
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Following transactions shall necessarily be monitored:

ˀLarge and complex transactions 

ˀincluding RTGS transactions

ˀtransactions with unusual patterns, inconsistent with normal and expected activity of the customer

ˀTransactions which do not seem to have any apparent economic rationale or legitimate purpose.

ˀTransactions which exceed thresholds prescribed for specific categories of accounts.

ˀHigh account turnover inconsistent with the size of the balance maintained.

ˀDeposit of third party cheques, drafts, etc. in the existing and newly opened accounts followed by cash withdrawals for large

amounts



ACTIONABLES UNDER KYC DIRECTIONS 



KYC POLICY

To have in place a Board-approved
KYC and AML Policy

Contents of the Policy
Customer Acceptance Policy;

Customer Identification Procedures; 

Risk Management; and

Monitoring of Transactions

Ensuring compliance with the Policy

ÅPolicy to provide for manner in which KYC and CDD compliance is to be ensured

ÅPolicy to specify constitution of ôSenior Managementõ who shall be responsible to 
ensure compliance

ÅPolicy to clearly lay out allocation of various responsibilities contained in it 

Åfor effective implementation of policies and procedures.

ÅRegular independent evaluation of the compliance functions of REsõ policies and 
procedures to be done

ÅConcurrent/internal audit systems must be in place to verify the compliance with 
KYC/AML policies and procedures

ÅIn case of V-CIP, this has to be on real-time basis

ÅIn other cases, can be a post-facto event 

ÅAudit notes and details of compliance to be placed before the Audit 
Committee

ÅIn absence of audit committee, to the Board

ÅOn a quarterly basis

ÅMust be documented in minutes



Group AML Policy

Group includes:

A parent entity and 

All the entities in respect of which, for the reason of ownership or control, required to prepare or would 

have required to prepare, a consolidated financial statement for financial reporting purposes.

is required to be prepared under any law for the time being in force or the accounting standards of 

the country or territory of which the parent entity is resident.

would have been required to be prepared had the equity shares of any of the enterprises were listed 

on a stock exchange in the country or territory of which the parent entity is resident.

Financial Groups are required to implement group-wide policies for the purpose of discharging obligations 

under the provisions of Chapter IV of the PMLA, 2002

Regulated entities that are part of the group and is not applicable to unregulated entities.

Confidentiality requirement shall not inhibit sharing of information under Section 4(b) of the KYC Directions 

(i.e. sharing of information with the Group under the Group AML Policy) of any analysis of transactions and 

activities which appear unusual, if any such analysis has been done.



Appointment of Personnel

Nomination of a Designated Director
òDesignated Director" means a person designated to ensure overall 

compliance with the obligations imposed under chapter IV of the 

PML Act and the Rules and shall include:
Managing Director or a whole-time Director, duly authorized by the 

Board of Directors, if RE is a company,

Nomination of a Principal Officer who shall be responsible for 

ensuring compliance, monitoring transactions, and sharing and 

reporting information as required under the law/regulations.

Principal Officer shall hold a management-level position  

(New amendment) (not defined but may take definition of 

senior management)

usually the CS/ Compliance Officer is designated  

Both shall not be same persons

Intimation of the name, designation, address and contact details 

of PO and DD to FIU-IND and RBI of such appointment 55
Designated Director Principal Officer

Overseeing 
Authority



Hiring and Training

Adequate screening mechanism as an integral part of 

personnel recruitment/hiring process

On-going employee training programme shall be put in place 

so that the members of staff are adequately trained in 

AML/CFT policy. 

Focus of the training shall be different for frontline staff, 

compliance staff and staff dealing with new customers

Front desk staff shall be specially trained to handle issues 

arising from lack of customer education

Proper staffing of the audit function with persons adequately 

trained and well-versed in AML/CFT policies of the RE, 

regulation and related issues 
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