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Reserve Bank of India (RBI) announced introduction of Online Dispute Resolution
(ODR) system for resolving customer disputes and grievances pertaining to digital
payments, using a system-driven and rule-based mechanism with zero or minimal
manual intervention.

The Payment System Vision-2021 of RBI highlights the need for technology driven,
rule-based, customer-friendly and transparent dispute redressal systems. As a step in this
direction, authorized Payment System Operators (PSOs) – banks and non-banks – and
their participants were advised to put in place system/s for ODR for resolving disputes
and grievances of customers.

To begin with, authorized PSOs will be required to implement an ODR system for
disputes and grievances related to failed transactions in their respective payment systems
by January 1, 2021. The PSOs will have to provide access to such a system to its
participating members i.e., Payment System Participants (PSPs). Any entity setting up a
payment system in India thereafter or participating therein, shall make available the
ODR system at the commencement of its operations. 

• Online Dispute Resolution (ODR) System for Digital Payments

Read More 
• Loans against Gold Ornaments and Jewelry for Non-Agricultural End-uses

With a view to further mitigate the economic impact of the Covid-19 pandemic on
households, entrepreneurs and small businesses, RBI decided to increase the permissible
loan to value ratio (LTV) for loans against pledge of gold ornaments and jewellery for
non-agricultural purposes from 75 per cent to 90 per cent. This enhanced LTV ratio
will be applicable up to March 31, 2021 to enable the borrowers to tide over their
temporary liquidity mismatches on account of COVID 19. Accordingly, fresh gold
loans sanctioned on and after April 1, 2021 shall attract LTV ratio of 75 percent. 

Read More 
• Opening of Current Accounts by Banks - Need for Discipline

RBI Governor Shaktikanta Das opined that it is necessary to take appropriate measures
for strengthening credit discipline and there are concerns emanating from the use of
multiple accounts by borrowers which calls for the need for safeguards for opening of
such accounts by borrowers availing credit facilities from multiple banks.

Therefore, RBI reviewed the instructions on opening of current accounts by banks. The
notification states that no bank shall open current accounts for customers who have
availed credit facilities in the form of cash credit (CC)/ overdraft (OD) from the
banking system and all transactions shall be routed through the CC/OD account.

Page | 1

UPDATES FOR THE MONTH OF AUGUST,  2020

Read More 
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• RBI revised its corporate governance guidelines of Core Investment Companies

The RBI has revised and tightened corporate governance and disclosure norms to be
followed by Core Investment Companies (CIC). The modifications have been made in
accordance to the report of the Working group, formed by the RBI under the
chairmanship of Mr. Tapan Ray (former Secretary Ministry of Corporate Affairs) to
Review Regulatory and Supervisory Framework for CICs. The report submitted in
November 2019, called for increasing the transparency and streamlining the regulatory
framework surrounding the CICs. Simplification of the multiple layer framework, i.e.
the existing complexities in the group structure. 

RBI guidelines have limited the number of layers in a group to two, i.e. a parent CIC
and a subsidiary, in which the parent company has equity investment. The CIC’s are also
required to create Group Risk Management Committees and appoint a Chief Risk
Officer in case of assets more than Rs. 5000 crore.

Read More 

• RBI adopts framework for authorization of Umbrella entities focused on retail
payments system
The RBI adopted a new regulatory framework focused on authorization of an Umbrella
entity for pan India operations of retail payments system on 18th August, 2020. The
authorized entities will be known as New Umbrella Entity (NUE) and will be provided
with the option of being incorporated as a “for profit” or “non- profit” organization
under section 8 of the Companies Act, 2013. The entity will be entitled to set up,
manage and operate new payment systems in the retail space such as ATMs, white label
Point of Sale, Aadhaar-based payments and remittance services.

RBI guidelines demand that applicants have at least three years of experience in the
payments space and a minimum paid-up capital of Rs 500 crore. At present, only
National Payments Corporation of India (NPCI), a not-for-profit company, performs
this role.

Read More 

• Government accelerates privatization of four Public Sector Utility banks

The Prime Minister’s Office, acknowledging the financial instability caused by the
covid-19, has decided to expedite the process of privatizing four public sector banks.
The government has decided to disinvest its equity in Punjab & Sind Bank, Bank of
Maharashtra, UCO Bank, and IDBI Bank. 

At present, there are twelve PSU banks in which the government holds majority stake
directly or indirectly. The privatization of the four banks is the first phase of reducing
state owned banks to a handful of four to five, after some big mergers of the government
owned banks last year. 

The measure is in accordance with the earlier recommendation of the RBI, to battle the
forced economic slowdown due to coronavirus and generate and streamline government
revenues.
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• Government relaxes credit guarantee scheme norms for NBFCs
Government has decided to relax the norms of the Partial Guarantee Credit Scheme
(PCGS), extending its validity for another three months and increasing the ceiling of the
maximum purchase limit of bonds and commercial papers from Non-Banking Financial
Companies (NBFCs) by the public sector banks. The decision was conveyed by the
Finance Minister Nirmala Sitharaman with the objective of boosting the NBFCs and
similar financial institutions with low credit rating. 

PCGS was initially launched in 2019 but was revised and its scope expanded in May
2020, to include purchase of bonds and commercial papers from NBFCs even with lower
credit rating. The scheme is now valid till 19th November 2020 and the initial ceiling at
purchase of AA/AA- bonds and CPs has been doubled, from initial 25% or Rs. 11,250
crore to 50 % or Rs. 22,500 crores of the total package of Rs. 45,000 crore rupees. This
will ensure a liquidity flow for small businesses which have been suffering from cash
crunch due to Covid-19 restrictions.

Read More 
• RBI notifies of system-based classification for UCBs from 2021

The RBI has mandated the Urban Co-operative Banks (UCBs) to implement a system-
based classification from 30th June, 2021. The central bank said that the measure will
improve the efficiency, transparency and integrity of the asset classification process in
large UCBs.

System based classification refers to asset classification (downgrading and upgrading) in
an automated manner carried out through computer software in the bank. RBI has
prescribed a deadline of 30th June, 2021 for UCBs with assets greater than Rs. 2000 crore
on 31st March 2020. For UCBs with assets more than Rs. 1000 crores and less than Rs.
2000 crores on 31st March 2020 and a self-assessed classification of Level III or Level IV
on the Comprehensive Cyber Security Framework the deadline prescribed in 30th
September, 2020.

Read More 

• RBI releases draft for self-regulatory body for Payment System Operators 
The RBI has released a draft framework which will offer a grant of recognition to
association of industry to be termed as Self-Regulatory Organization (SRO) for Payment
System Operators (PSO). SRO will be responsible to frame and enforce rules for PSO in
order to protect customers and promote ethics, quality and professionalism. SRO will act
as a two-way communication channel between PSOs and RBI and in case of any
violations, SRO will report to RBI. 

Read More 
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• GST exemption to the businesses with annual turnover of up to Rs. 40 lakhs

The ministry of finance has made an announcement to exempt the businesses with an
annual turnover of Rs 40 lakh from GST. Earlier the businesses with an annual turnover
of Rs 20 lakh were exempted from GST. The Exemption limit for service sector kept
unchanged to Rs 20 lakhs. Along with this, another announcement was made by the
finance ministry that those businesses with a turnover of up to Rs 1.5 crore can avail for
Composition Scheme. If such businesses who are eligible and avail for Composition
Scheme will have to pay only 1% tax. 

https://pib.gov.in/PressReleaseIframePage.aspx?PRID=1653725
https://pib.gov.in/PressReleaseIframePage.aspx?PRID=1653725
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/SACUCBSBA2671E100174A21BFEAB4D1CC10E4AD.PDF
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/SACUCBSBA2671E100174A21BFEAB4D1CC10E4AD.PDF
https://rbidocs.rbi.org.in/rdocs/Content/PDFs/SRO180820201773C582533449418FE4D369A8709A08.PDF
https://rbidocs.rbi.org.in/rdocs/Content/PDFs/SRO180820201773C582533449418FE4D369A8709A08.PDF
https://twitter.com/FinMinIndia/status/1297760564928589826
https://twitter.com/FinMinIndia/status/1297760564928589826
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• Debt and credit guarantee programme introduced by NABARD

The name of the programme or the product is ‘Structured Finance and Partial Guarantee
Program’. The ‘Structured Finance and Partial Guarantee Program’ will help to ensure the
flow of credit without any interruptions to the destination in rural areas which are
affected due to COVID-19. The ‘Structured Finance and Partial Guarantee Program’ will
provide partial guarantee on pooled loans offered to NBFCs and MFIs. The pooled loan
issuance (PLI) structure provides the lending bank adequate comfort through NABARD's
partial credit protection, reduces cost of capital as the rating of the loans gets notched up
and helps lenders meet priority sector goals. 

Read More 

UPDATES FOR THE MONTH OF SEPTEMBER

• Aditya Birla Idea Payments Bank ceases to be a banking company as per RBI 
Aditya Birla Idea Payments Bank had received the banking licence from the RBI in April
2017 for carrying on the business of a payments bank and had also received an
authorization to carry on the business of Prepaid Payments Instrument business.
However, the RBI via its notification dated 03.09.2020 advised that the Aditya Birla Idea
Payments Bank Limited has ceased to be a banking company within the Banking
Regulation Act of 1949. 

The decision to shut operations by the Aditya Birla Idea Payments Bank was taken due to
unanticipated developments in the business landscape which have made the economic
model unviable. 

Read More 

• RBI Releases Revised Priority Sector Lending Guidelines

With a focus on inclusive development, RBI has revamped its priority sector guidelines
by increasing the weightage for loans given in underpenetrated districts, increasing the
targets for lending to small and marginal farmers, weaker sections, besides including
loans for setting up health infrastructure. This step has been undertaken in order to
eliminate the regional disparities in the flow of priority sector landings. Accordingly,
higher weightage has been assigned to incremental priority sector credit in ‘identified
districts’ where priority sector credit flow is comparatively low. 

Read More 

• Finance Ministry sets up expert committee to assess impact of interest waiver
during the moratorium period

The finance ministry set up an expert committee to assess the impact of waiving interest
payments on loans under moratorium and suggest measures to provide relief to
borrowers. The committee is to be headed by former Comptroller and Auditor General
Rajiv Mehrishi, and includes former monetary policy committee member Ravindra H.
Dholakia, and former managing director of State Bank of India (SBI) and IDBI Bank B.
Sriram. SBI will provide secretarial support to the panel. The panel could also consult
banks, stakeholders for this purpose.

Read More 

https://nabard.org/PressReleases-article.aspx?id=25&cid=554&NID=58
https://nabard.org/PressReleases-article.aspx?id=25&cid=554&NID=58
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/NT32C0FA879FB2074C5C90E4003D5D74BE58.PDF
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/NT32C0FA879FB2074C5C90E4003D5D74BE58.PDF
https://rbidocs.rbi.org.in/rdocs/PressRelease/PDFs/PR2840BDEE73502104CA5AA9B973D308777CF.PDF
https://rbidocs.rbi.org.in/rdocs/PressRelease/PDFs/PR2840BDEE73502104CA5AA9B973D308777CF.PDF
https://www.moneycontrol.com/news/business/economy/finmin-sets-up-expert-committee-to-assess-impact-of-interest-waiver-during-moratorium-period-5822971.html
https://www.moneycontrol.com/news/business/economy/finmin-sets-up-expert-committee-to-assess-impact-of-interest-waiver-during-moratorium-period-5822971.html


Read More 
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• Report of the Expert Committee on Resolution Framework for Covid-19
related Stress

The RBI had, on August 7, 2020 had announced the constitution of an Expert Committee
under the chairmanship of Shri K.V. Kamath to make recommendations on the required
financial parameters to be factored in the resolution plans under the ‘Resolution
Framework for Covid19-related Stress’ along with sector specific benchmark ranges for
such parameters. The said report was submitted by September 7, 2020 where the
committee has recommended five financial ratios and sector specific thresholds for 26
sectors which could be factored by lending institutions while finalizing a resolution plan
for a borrower. These include aspects related to leverage, liquidity and debt serviceability.
The recommendations have been broadly accepted by RBI. 

• RBI Lays Down Guidelines for Banks to Appoint Chief Compliance Officers

In order to ensure uniformity and effective management of compliance risk in banking
sector RBI laid down guidelines for "Compliance Functions in Banks and Role of Chief
Compliance Officer (CCO)" stating appointment and tenure of chief compliance officer
(CCO), policy (which should be reviewed at least once a year), and reporting
requirements and duties of the compliance function, among others.

With regards to appointment of CCO, he/she must be a senior executive of the bank,
preferably in the rank of a General Manager (GM) or an equivalent position (not below
two levels from the CEO) with no vigilance case or adverse observation from the RBI
should be pending against the candidate. CCO should be appointed for a minimum fixed
period of three years with age not more than 55 years. No vigilance case or adverse
observation from RBI, shall be pending against the candidate identified for appointment
as the CCO. The CCO shall have direct reporting lines to the MD & CEO and/or
Board/ Audit Committee of the Board (ACB) of the bank.

Read More 

• RBI mandates banks to fully automate NPA recognition process by June 30,
2021

In August 2011, the RBI issued circular advising banks to switch to automatic
identification of non-performing assets (NPAs), using appropriate IT (information
technology) systems, from manual identification for regulatory reporting and bank's own
management information system (MIS) requirements.

However, over this period of time, the processes for NPA identification, income
recognition, provisioning and generation of related returns in many banks are not yet
fully automated.

Concerning this, on September 14, 2020, RBI issued a notification mandating banks to
complete the automation of bad-loan recognition and provisioning processes by June 30,
2021. In case of non-compliance, suitable supervisory action would be initiated against
the concerned bank. 

Read More 

https://rbidocs.rbi.org.in/rdocs/PublicationReport/Pdfs/EXPERTCOMMITTEED58A96778C5E4799AE0E3FCC13DC67F2.PDF
https://rbidocs.rbi.org.in/rdocs/PublicationReport/Pdfs/EXPERTCOMMITTEED58A96778C5E4799AE0E3FCC13DC67F2.PDF
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/NT35DA3ECE4BC2924AA1B7BFE01B3FB5B654.PDF
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/NT35DA3ECE4BC2924AA1B7BFE01B3FB5B654.PDF
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/NT372E157BAAD1114EFCA3055B5EC99ECB18.PDF
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/NT372E157BAAD1114EFCA3055B5EC99ECB18.PDF
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Change in the definition of factoring business: The Act defines a factoring business to
mean the business of: (i) acquisition of receivables of an assignor by accepting assignment
of such receivables, or (ii) financing against the security interests of any receivables
through loans or advances. The Bill amends this to define factoring business as
acquisition of receivables of an assignor by assignment for a consideration. The
acquisition should be for the purpose of collection of the receivables or for financing
against such assignment. 

Registration of factors: Under the Act, no company can engage in factoring business
without registering with the Reserve Bank of India (RBI). For a non-banking financial
company (NBFC) to engage in a factoring business, its: (i) financial assets in the factoring
business, and (ii) income from the factoring business should both be more than 50% (of
the gross assets/net income) or more than a threshold as notified by the RBI. The Bill
removes this threshold for NBFCs to engage in factoring business.

Registration of transactions: Under the Act, factors are required to register the details of
every transaction of assignment of receivables in their favour. These details should be
recorded with the Central Registry setup under the Securitisation and Reconstruction of
Financial Assets and Enforcement of Security Interest (SARFAESI) Act, 2002 within a
period of 30 days. If they fail to do so, the company and each officer failing to comply
may be punished with a fine of up to five thousand rupees per day till the default
continues. The Bill removes the 30-day time period.  It states that the time period,
manner of registration, and payment fee for late registration may be specified by the
regulations.

• RBI Issued Draft Rupee Interest Rate Derivatives (Reserve Bank) Directions

On September 15, 2020, the RBI issued Draft Rupee Interest Rate Derivatives (Reserve
Bank) Directions, 2020 under Section 45 W of the RBI Act, 1934 to allow foreign
portfolio investors (FPIS) to undertake exchange-traded rupee interest rate derivatives
transactions subject to an overall ceiling of Rs 5,000 crore. The RBI has sought comment
on these directions by October 15, 2020. This decision has been taken to encourage
higher non-resident participation, enhance the role of domestic market makers in the
offshore market, improve transparency, and achieve better regulatory oversight.

• Lok Sabha passes Factoring Regulation Amendment Bill to help MSMEs
The Lok Sabha passed The Factoring Regulation (Amendment) Bill, 2020 to amend the
Factoring Regulation Act, 2011 that seeks to help micro, small and medium enterprises by
providing additional avenues for getting credit facility. The Factoring Regulation Act,
2011 was enacted to provide for regulating the assignment of receivables to factors,
registration of factors carrying on factoring business and the rights and obligations of
parties to the contract for assignment of receivables. Following are the essential features
of the bill: -

Change in the definition of receivables: The Act defines receivables as (all or part of or
undivided interest in) the monetary sum which is the right of a person under a contract.
This right may be existing, arise in the future, or contingent arising from use of any
service, facility or otherwise.  The Bill amends the definition of receivables to mean any
money owed by a debtor to the assignor for toll or for the use of any facility or services. 
 
Change in the definition of assignment: The Act defines assignment to mean transfer (by
agreement) of undivided interest of any assignor in any receivable due from the debtor,
in favour of the factor. The Bill amends the definition to add that such a transfer can be
in whole or in part (of the undivided interest in the receivable dues).

Read More 

https://rbidocs.rbi.org.in/rdocs/PressRelease/PDFs/PR334820C2409DB1E469793F134B0AA188810.PDF
https://rbidocs.rbi.org.in/rdocs/PressRelease/PDFs/PR334820C2409DB1E469793F134B0AA188810.PDF


Further, the Bill states that where trade receivables are financed through Trade
Receivables Discounting System (TReDS), the details regarding transactions should be
filed with the Central Registry by the concerned TReDS, on behalf of the factor.  Note
that TReDS is an electronic platform for facilitating financing of trade receivables of
Micro, Small and Medium Enterprises.

RBI to make regulations: The Bill empowers RBI to make regulations for: (i) the manner
of granting registration certificates to a factor, (ii) the manner of filing of transaction
details with the Central Registry for transactions done through the TReDS, and (iii) any
other matter as required.

Read More 

• The Bilateral Netting of Qualified Financial Contracts Bill passed in Rajya
Sabha.

The Bill passed by Rajya Sabha would help banks release a portion of their capital locked
in transactions in the over-the-counter (OTC) derivatives market and spur lending.
 
A bilateral netting agreement typically allows two counterparties in a financial contract to
offset claims against each other to determine a single net payment obligation due from
one counterparty to the other. While India allows multilateral netting of over-the-
counter derivative financial contracts through the Clearing Corporation of India, bilateral
netting isn’t permitted. The Economic Survey for FY20 had said: “…establishing a legal
framework for bilateral close-out netting in India would help: (a) reduce credit risk and
regulatory capital burden for banks, freeing up capital for other productive uses; (b) reduce
hedging costs and liquidity needs for banks, primary dealers and other market-makers, thereby
encouraging participation in the OTC derivatives market to hedge against risk….” 

Read More 

• Banking Regulation (Amendment) Bill passed by Parliament.
With the Covid-19 pandemic further straining the financial position of many urban-
cooperatives, the government brought in the Banking Regulation (Amendment) Bill with
a motive of safeguarding the interest of depositors. 
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It seeks to bring urban and multi-state co-operative banks under the central bank’s
regulations to better protect the interests of depositors and avoid a PMC Bank-like crisis
in future. The Bill also empowers the RBI to make a scheme for restructuring a stressed
bank without imposing a moratorium on the withdrawal of deposits. It will also help the
central bank better scrutinize the affairs of these co-operative banks. Once made into a
law with the Presidential assent, it will replace an Ordinance, which was promulgated in
June in the wake of the pandemic. 

Read More 

http://164.100.47.4/BillsTexts/LSBillTexts/Asintroduced/115_2020_LS_Eng.pdf
http://164.100.47.4/BillsTexts/LSBillTexts/Asintroduced/115_2020_LS_Eng.pdf
http://egazette.nic.in/WriteReadData/2020/222064.pdf
http://egazette.nic.in/WriteReadData/2020/222064.pdf
http://164.100.47.4/BillsTexts/LSBillTexts/Asintroduced/56%20_2020_LS_ENG.pdf
http://164.100.47.4/BillsTexts/LSBillTexts/Asintroduced/56%20_2020_LS_ENG.pdf
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• Positive pay system for cheque payments to come into effect from January 1,2021

In order to check banking fraud, the RBI has decided to introduce from January 1, 2021,
the ‘positive pay system’ for cheque, under which re-confirmation of key details may be
needed for payments beyond Rs 50,000.

Under the positive pay system, the issuer of the cheque will be required to submit
electronically, through SMS, mobile app, internet banking or ATM certain minimum
details of that cheque like date, name of the beneficiary, payee, amount to the drawee
bank. These details will be cross-checked before the cheque is presented for payment. In
case any discrepancy is flagged by cheque truncation system (CTS) to the drawee bank
and presenting bank, redressal measures would be undertaken.

The RBI further said only those cheques that are compliant with positive pay system
instructions will be accepted under the dispute resolution mechanism at the CTS grids.
The National Payments Corporation of India (NPCI) will develop the facility of positive
pay in CTS and make it available to participant banks. 

Read More 

• RBI excludes 6 PSBs from Second Schedule of the RBI Act.

The RBI has excluded six public sector banks, Syndicate Bank, Oriental Bank of
Commerce (OBC), United Bank of India, Andhra Bank, Corporation Bank, and
Allahabad Bank from the Second Schedule of the RBI Act following their merger with
other banks. 

A bank mentioned in the Second Schedule of the RBI Act is known as ‘Scheduled
Commercial Bank’. These six banks merged with other public sector banks (PSBs) with
effect from April 1. OBC and United Bank of India merged into Punjab National Bank;
Syndicate Bank into Canara Bank; Andhra Bank and Corporation Bank into Union Bank
of India; and Allahabad Bank into Indian Bank. After the consolidation, there are now
seven large PSBs, and five smaller ones. There were as many as 27 PSBs in 2017. The
total number of PSBs in the country has now come down to 12. 

Read More

https://rbidocs.rbi.org.in/rdocs/notification/PDFs/NT4198C41B6710AE4BBCB5AD754E42DA759F.PDF
https://rbidocs.rbi.org.in/rdocs/notification/PDFs/NT4198C41B6710AE4BBCB5AD754E42DA759F.PDF
https://www.rbi.org.in/Scripts/NotificationUser.aspx

