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Ref. No. NB.DFIBT/ 7981-8459 / DFIBT - 23 /2018-19 16 July 2018
Circular No. |84 /DFIBT-2¢/ 2018

The Chairman and Managing Director / Chairman / Chief Executive Officer
Scheduled Commercial Banks (including Scheduled Small Finance Banks)
Regional Rural Banks

State Co-operative Banks and

District Central Co-operative Banks

Dear Sir

Master Circular on various schemes on Financial Inclusion and Banking
Technology

NABARD has, from time to time, issued a number of guidelines/instructions to banks on
various schemes that are supported out of Financial Inclusion Fund (FIF). In order to
enable the banks to have instructions at one place, a Master Circular incorporating the
existing guidelines/instructions on various schemes (as indicated in Appendix) have been

updated till the date of this circular and are enclosed for ready reference.

2. As per the revised policy regarding Memorandum of Agreement (MoA), henceforth only
one-time agreement, viz., General Agreement for Grant Assistance, may be executed by
banks, which will be valid for all the projects sanctioned to the respective bank. The bank

need not sign General Agreement (GA) each time a new project is sanctioned to the bank.
3. All claims for grant assistance from FIF should be submitted in accordance with the
Circular No. 87/DFIBT-11/2018 dated 25 April 2018 issued on the subject “Applicability

of GST and Treatement of Input Tax Credit (ITC) while settling the claims”.

Yours faithfydly

Chief General Manager

Encl.: As above
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1. Rating of NGOs (for Commercial Banks, RRBs & RCBs)

Funding support to NGOs/CBOs under Financial Inclusion Fund (FIF) -
Guidelines for General Rating of NGOs as Channel Partners

In terms of revised guidelines for FIF issued by RBI/Gol, the eligible institutions for
funding support under FIF are Commercial Banks, RRBs, Cooperative Banks and
NABARD. NGOs/CBOs are also amongst the list of eligible institutions with whom these

banks can work for seeking support under FIF.

In the XVIIth meeting of Advisory Board for FIF, held on 26 February 2016, the rating

norms of NGOs were firmed up, the details of which are given in Annexure I & II.

Banks are requested to ensure proper due diligence by following the rating norms while

evaluating proposals for support under FIF.

It may be stated that the guidelines given here in no way supersedes the internal

mechanism/guidelines which a bank may be having but is in addition to the same.
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Annexure 1
Objective:

Under Financial Inclusion Fund (FIF), various projects are implemented through the
NGOs as the channel partners. Projects to the NGOs are sanctioned for various activities
in the pursuit of Financial Inclusion. In the wake of changes taking place in the NGOs
sector and as quality of implementation and project deliverables are very important, it is
felt necessary to bring in uniformity in general assessment of the capacity of the NGO to
implement projects supported under FIF. Accordingly, a standardized general rating tool
has been developed for rating of NGOs.

1.1 The objective of general rating of NGOs is to ensure that banks identify the deserving
and capable NGO for implementation of various projects. The NGO general rating module
seeks to eliminate the “subjectivity” and ensure that marks allotted are transparent and
measurable in terms of available documents, facts and operations being carried out by the
NGOs during the last three years. The general rating of NGOs includes assessment of
parameters viz., Vision, Management, Operations, Compliance, Governance and Financial
Discipline.

1.2 General Rating Tool for NGOs
The total marks of 100 is divided into six segments as under —

Vision : 05
Management : 25
Operations : 20
Compliance : 10
Governance : 20
Financial Discipline : 20
Total : 100

The purpose for inclusion of the rating parameters, the sources/records through which the

same could be verified and measured are enumerated as under:

2. Registration of NGOs

This helps in knowing the NGO’s legal status and enables in identifying the
laws/rules/regulation as applicable to the NGO. The registration aspect is verified through
scrutiny of the Registration certificate / Trust Deed / Memorandum and articles of
association, etc. These documents will also indicate as to how long the NGO has been in

existence and functioning.
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3. Verifying names of NGOs/Chief Promoters/Board Members in various
blacklists, CIBIL report, RBI’s defaulters list, etc.

These aspects are verified through CIBIL report, searching in RBI’s Defaulters list, websites
of Govt. departments and reputed international donors/domestic corporate donors to the
NGO, etc.

4. Political affiliation
This fact is verified by carefully scrutinizing the profile and biodata of the chief promoter/

founder members/ Board of directors, etc.

5. Vision/Goal/Activity orientation/ Beneficiary orientation

Any NGO must have a stated vision and all its efforts and operations should focus on
furtherance of its goal. The aims and objectives should be clearly defined. The information
on vision, mission, strategy, etc., is shared by the NGO in its web site. Besides pursuance of
the vision/goal is also verifiable through project reports, annual reports, photographs, videos,
pamphlets, etc. Sometimes, the follow-up reports submitted to the donors will also reflect
this.

6. Management

The management of NGO is responsible to ensure that:

(i) the operations of the NGO are carried out in tune with the NGO’s stated goal / vision /
mission

(ii) the affairs and operations of the NGO comply with the governing law/rules/regulations;
(iii) transparency is maintained in conduct of its affairs;

(iv) the funds received from the donors and loans are deployed for specific purpose and

utilized diligently and judiciously.

The management is responsible for the reputation, growth and acceptance of the NGO by the
major donors. These facts can be verified through scrutinizing the profile of the management
team and members of the board. Also, operations of the NGOs may be verified by visiting one
or two projects. Discreet inquiries amongst the members of the target group, donors, bankers,

etc., also throw light on the management aspects. The education and experience of the staff
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members may be sought to gauge the technical, professional and financial competence to
carry out the stated activities. The staff and infrastructure availability may be verified through
visit to the office as also project sites of the NGO. The ownership of the infrastructure may be
verified through title deeds to property, receipt for latest property tax paid, etc. Wherever the
premises is rented, the lease / rental agreement should be verified to ensure that the
lease/rental terms are complied with. The quality of relationship with local bodies, banks,
etc., should be gauged by discreet enquiries. The quality of MIS may be verified by going
through the periodical reports/returns submitted to the banks/donors/Board of the NGO, etc.

7. Operations

The operations/activities of the NGO reflect whether they are in tune with the stated
vision/mission or not. The operations should also be carried out in a smooth, efficient and
transparent way. The NGO should follow a system of periodic planning, monitoring and
review of the projects which are under way. The principal office bearers/ members of the
Board should also be involved in the affairs of the NGO. In case, the NGO has earlier
relationship with Bank/NABARD, most of the aspects can be scrutinized by the past
experience/ records. In case of other NGOs, the Detailed Project Reports (DPRs) of projects
implemented earlier along with the sanction letter of the agency may be studied. The quality
of subsequent monitoring reports submitted to the donor agency or Board may also be
analyzed. Byelaws of the NGO is an important document which provides guidelines for
conducting its operations/affairs, including financial matters. The byelaw and the operation
should be compared to see that the operations (especially borrowings, expenditure approval
and delegation exercised) are as per the stipulated norms in the byelaws. Use of technology

in the operations may be verified during visit to the office of the NGO/project site.

8. Compliance

The NGO is required to comply with the law/ rules of the Act under which it is registered and
also with the guidelines of various statutory bodies like Registrar of Cooperative Societies,
Income Tax Department, etc. Noncompliance on these matters may lead to reputational risk.
Also the NGO will be required to comply with the stipulated conditions of the donor
agencies/lenders. The NGO also has a duty towards its employees by payment of salary in

time and also by fulfilling its commitment to them under the employment contract. These
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aspects can be verified through checking the income tax returns and those documents filed
with Registrar of Coop. Society, property tax receipts and other receipts pertaining to other
statutory dues, the stamped receipts obtained towards salary and other payments to staff, the
periodic reports submitted to the banks/donors, maintenance of records for donations
received, the list of beneficiaries, the quantum of benefit passed on to the beneficiaries,
studying the statutory auditors report and notes to accounts in the annual accounts, going

through the reports of the internal audit/concurrent audit, etc.

9. Governance

NGOs are normally engaged in socio-economic activities. Their affairs are conducted mostly
out of grant received. Such being the case, transparency becomes the hallmark of their
operation. Therefore governance issues assume importance in ensuring transparency.
Transparency needs to flow down from the Board level to the employees’ level. Therefore,
verification of the governance-related issues includes the Board proceedings, the periodicity
of the Board meetings and the attendance register to see proper quorum was present or not.
The minutes of previous meetings should be perused to measure the quality of the proceedings
and the decisions taken. It should also be seen whether minutes of the board meetings are
circulated. It should be seen whether blood relatives are members of the Board and if so,
whether other members who are not related also attended such meetings in which
major/critical decisions were taken. Full profile of the members of the Board and also the
CEO should be disclosed in all public materials/ web site. The level of disclosures in the
audited accounts and other public documents should be verified to ensure that they are

adequate.

As the funds deployed are from grants/aids/loans, it should be seen whether there is a board
approved policy for taking up projects and also for expenditure to be incurred. As the
beneficiaries are poor, tribal, farmer societies, proper system should be in place for addressing

their grievances. The NGO must follow a “zero tolerance” policy for unethical practices.

Internal control/delegation of powers help in ensuring robust governance practices. This can
be ensured by putting in place internal concurrent audit system. The internal concurrent

audit reports should be studied to assess the level of internal control. The level of delegation
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of power to 2rd/3rd line staff should be seen from decision taken and also whether any policy
is in place for the same. Major NGOs obtain governance rating from rating agencies like
CRISIL, M-CRIL, etc., if the same is available, then the rationale behind the rating allotted

should be studied to assess the governance level.

10. Financial position / discipline

Audited annual accounts are the main document for determining the allotment of marks
under this segment. If the auditing of accounts is in arrears for more than one year, that
reflects on the degree of the financial discipline maintained by the NGO. The auditors’ report
should be studied to ensure that there are no remarks with qualifications. Notes to accounts
should be studied to see whether there are any discrepancies in the accounting methods, etc.
It should also be seen whether disclosures are adequate. Ratio of loans to total funds should
be seen to assess whether the NGO is relying excessively on borrowed funds to conduct its
affairs. The proportion of overheads to total expenditure should also be seen to know whether
employees are paid either too much or too poorly. The payment details and mode of payment
should be analyzed to see the proportion of cash payments and to ensure that majority of the

payments are made by cheques or through e-payment mode.

The bank account statement should be verified and compared with the sanction letter of the
bank to see that the repayments are regular. If necessary, status report from the concerned

bank may also be called for.

11. Incentive marks for NGOs

In addition to the marks given for rating of NGOs under various parameters mentioned above,
incentive marks may be given for NGOs which have received awards from State Government
/ GOI, rating of NGO has been done by external rating agencies like CARE, CRISIL, ICRA, M-
CRIL, FITCH, etc., and the NGO has been a member of study teams of State Governments, as

indicated in the rating module.

12. Other Guidelines
It should be noted that this general rating tool is a governance /management rating and not a

risk rating tool. Wherever loan proposals are involved, the credit risks associated with the
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project should be analyzed separately and the risk rating should be carried out based on the

existing risk rating module in vogue for different direct credit products. (While this may

not be applicable with the present set of products under FIF, it may become
applicable for any new loan-based product)

12.1 The NGO should have completed at least three years to be eligible for support.

12.2 The NGOs exhibiting the following features may not be considered for any promotional

support:

(a) NGOs black listed / banned by Central/State Government Department/ NABARD/
reputed international/ domestic donor.

(b) Where the names of NGOs / founder members / office bearers/ Chief Promoters /
Board members of NGO appear in defaulters list of RBI or any of the Credit
Information Companies.

(c) Criminal proceedings having been initiated against any member who is on Board of
NGO.

12.3 The Bank should be more careful, exercise caution, and be circumspect while

entertaining requests from NGOs having political affiliations, discrimination based on

caste, religion, language, etc. and those NGOs embroiled in controversies.

12.4 NGO should score minimum of 60 marks to become eligible for support by way of

grant/loan. For the North East Region, the same may be 50 marks.

12.5 The ultimate responsibility for due diligence of NGOs would rest with

banks for availing of support from FIF.
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Annexure I1

Module Marks
Vision 05
Management 25
Operations 20
Compliance 10
Governance 20
Financial discipline 20
Total 100
Marks | Marks
Awarde | awarde
Sr. Max. | =540 d
No Parameter Mark AM/ By
S | Mgr/DD | AGM/
M DGM
VISION Max: o5 marks
I Vision/Goal
1 | The NGO has a definite vision and goal as 2
reflected in the documents
2 | Though vision and goal are mentioned 1
sporadically the same is not definite
3 | No vision or goal 0
II Activity Orientation
1| All activities are in line with the Vision 2
document
2 | Only some of the activities are in line with the 1
Vision document
3 | Activities not in line with the Vision document 0
111 Infusing Credit Orientation among
target groups
1 | Satisfactory 1
2 | Unsatisfactory 0
2 MANAGEMENT Max: 25
marks
I Period of functioning of the NGO
1 | Over 10 years 5
2 | More than 5 years and less than 10 years 3
3 | More than 3 years but less than 5 years 1
4 | Less than 3 years 0
II Organizational capacity




1| Agency has adequate technical and 2
experienced community-based manpower in
their roles for implementing the projects
2 | Agency has the core manpower but can arrange 1
for other technical/professional staff members
through hiring
3 | The agency does not have core manpower but 0]
depends only on the expertise of the Board
Members
111 Infrastructure
1 | Agency has adequate infrastructure of its own 5
like land, building, vehicle, office, etc. with
computerized operations for carrying out their
activities
2 | The agency has no owned premises, but 3
operates from a rented premises with adequate
infrastructure
3 | Infrastructure is inadequate 0
v Quality of documentation of work done (photographs, videos,
articles, annual reports, success stories, socio-economic surveys,
etc.,)
1 | Very Good 3
2 | Good 2
3 | Satisfactory 1
4 | Unsatisfactory 0
A% Relationship with local administrator/Govt.
agencies/Banks
1 | Very Good 3
2 | Good 2
3 | Satisfactory 1
4 | Unsatisfactory 0
VI Involvement of the Board Members in the affairs of the
NGO
1 | Actively involved 1
2 | No involvement of Board Members 0
VII Availability of Professionals in the Board
1 | Some of the members of the Board have 2
professional qualification
2 | Board does not have members with 0
professional qualification
VIII Availability of a full time CEO to run the day to day affairs
1| Yes 1
2 | No 0
IX Avalilability of experienced/professional staff to handle
finance

1]

Available ‘

2
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2 | Not available 0
X Quality of MIS/Systems/Procedures
1 | Satisfactory 1
2 | Not Satisfactory 0
3 OPERATIONS Max: 20
marks
I Implementing Agency
1 | The NGO is the implementing agency 1
2 | The NGO is the intermediary/funding agency | 0
and not the implementing agency
II Location
1 | The projects are implemented in the area 2
where the agency is located
2 | The projects are carried out in different 1
locations but agency has the infrastructure to
monitor the implementation
3 | The projects are carried out in different 0
locations with no infrastructure to monitor the
implementation
111 Arrangements for monitoring and controlling the projects under
implementation
1 | Good 2
2 | Satisfactory 1
3 | Unsatisfactory 0
v Quality of work done before undertaking the project
1 | The agency carries out detailed work to assess 1
the project before undertaking
2 | The Agency does not carry out detailed workto | 0
assess the project before undertaking
A% No. of villages with 100% financial
inclusion
1 | Above 30 villages (about 1500 households) 3
2 | 16 to 30 villages (800 to 1500 households) 2
3 | 5 to 15 villages (250 to 750 households) 1
4 | Less than 5 villages 0
VI Record of satisfactory/timely completion of earlier projects
1 | On time completion without delay 5
2 | Completion with delay of 6 months 4
3 | Completion with delay from 6 to 9 months 3
4 | Completion with delay from 9 to 12 months 1
5 | Delay beyond 12 months 0
VII Successful implementation of NABARD assisted projects

10
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1 | Most successful implementation of NABARD 3
assisted projects without any delay
2 | Successful implementation of NABARD 2
assisted projects with some delay
3 | Not successful o)
VIII Use of technology for operation (like use of GPS system for
mapping, IT for MIS,
use of Tally Software, weather forecasting, etc.)
1 | Extensive usage 3
2 | Sparingly used 1
3 | Not used 0
4 COMPLIANCE Max: 10
marks
I Filing of Statutory returns with appropriate Authorities
1 | Promptly filed returns within statutory time 2
limits
2 | File, but with delay 1
3 | Not filed 0
11 Maintenance of records for donations/grants received
1 | Proper and up-to-date 3
2 | Proper but not up-to-date 1
3 | Not maintained 0
II1 Maintenance of proper records for beneficiaries
1 | Proper and up-to-date 3
2 | Proper but not up-to-date 1
3 | Not maintained 0
v Payment of salary
1 | Paid in time 2
2 | Not paid in time 0
5 GOVERNANCE Max: 20 marks
I Periodicity of Board Meeting as observed during the last 3 years
1 | As per byelaws and 3 times a year 4
2 | Not as per byelaws but 3 times a year 3
3 | Not as per byelaws but 2 times a year 1
4 | Less than 2 times 0
II Existence of internal audit/ control/ concurrent audit
1 | In place 3
2 | Not in place 0
111 Level of sharing of information through website, annual reports,
publications, etc.
1 | Satisfactory 2
2 | Not satisfactory 0
v Zero tolerance for unethical practices

11
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1 | Followed 1
2 | Not followed 0
A% Disclosure of full details of Board Members like name, age, gender,
occupation,
position, etc., in important documents
1 Yes 2
No o)
VI Relationship of Board Members by birth/ marriage
1 2/31ds of the members are unrelated 2
2 Otherwise 0
VII Rotation of members on the Board
1 | Members rotated periodically from time to 1
time
2 | Members not rotated periodically from time to 0
time
VIII Budgets/programmes/major expenses are approved/ratified by
the Board
1 | Always 2
2 | Most of the times 1
3 | Some time 0
IX Board-approved policy is in place for approving projects
1| Yes 1
2 | No 0
X Level of delegation of powers to lower cadres
1 | Well-defined policy is in place to delegate 2
powers to lower levels
2 | Though policy is not in place, the lower level 1
functionaries take decisions which are not
objected to by the Management
3 | No power is delegated to lower level 0
6 FINANCIAL POSITION/DISCIPLINE Max:20 marks
I The accounts are audited annually and the audited accounts with

notes to accounts/

schedules/auditors are available in public domain

1 | Last 3 years 2

2 | Not for last year but preceding 2 years 1

3 | Accounts are not audited for last 2 years 0
II Qualification in Auditors report contains no adverse observation
continuously

1 | For last 3 years 2

2 | For last 2 years 1

3 | Otherwise 0
II1 Income and expenditure account show excess of income over

expenditure continuously

12
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1 | For last 3 years 2
2 | For last 2 years 1
3 | For last year only 0
IV Total amount of resources raised in the last 3 years
1 | Rs.1 crore and above 3
2 | Rs.50 lakhs to Rs.1 crore 2
3 | Rs.25 lakh to Rs.50 lakh 1
4 | Less than Rs.25 lakh 0
\Y% Proportion of loan funds to total funds
1| 50% & above 3
2 | Above 25% but below 50% 1
3 | Below 25% 0
VI Credit history — Repayment of dues to NABARD and other
banks/institutions
1 | Payment in time 3
2 | Payment with delay up to 30 days 1
3 | Payment with delay of more than 30 days 0
VII Proportion of overheads to total expenditure
1 | Upto 40% 3
2 | 41% upto 60% 2
3 | 60% upto 75% 1
4 | Above 75% 0
VIII Payments are normally made through cheques/e-payments
1| Yes 2
2 | No/Not verifiable 0

NABARD

Additional incentive marks may be allotted as under (over and above the marks scored as per

rating chart):

a. NGO /CEO of NGO in receipt of any award from Central/State Govt./International
agency/reputed corporate body for its work in the last 3 years .... 3marks

b. The NGO is rated by outside agency like CRISIL/M-CRIL, etc. .... 3 marks

c. NGO/CEO/Member of Board being on the Govt. Committees /Study Teams empanelled
by donor agencies

13
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Total marks awarded: Total marks awarded upon review by
the second level Officer:

First level Designated officer of Second level Designated officer of bank
bank

Name: Name :
Designation & Dept. Designation/Deptt.
UIN/Employee No. UIN/Employee No.

Note - First level officer giving Second level officer, reviewing the

rating may be the officer rating marks, can be next higher-up or

manning the Desk. a committee as decided by the
individual Bank

14
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2. Financial Literacy Centres (for RRBs & Rural Cooperative Banks)
Support under FIF for setting up of Financial Literacy Centres (FLCs)

The broad guidelines for setting up of Financial Literacy Centres is as under:

1. It was decided to keep on hold the support for setting up of new FLCs with effect from 01

October 2015. Accordingly no new FLCs shall be sanctioned.

2. The support under FIF for FLCs sanctioned before 01 October 2015 would, however,
continue.

3. As per requests received from various banks, it was decided that the operational
expenditure (OPEX) incurred by banks on FLCs will be supported for an additional period

of two years, total support period of three years. The quantum of assistance is indicated

below :
(Rs. in Lakh)
S. Particulars Maximum % of outlay
N. Support
1 | Support for the First year for Capital 5.00 80
and operational cost
2 | Commitment for the Second year* 1.60 80
3 | Commitment for the Third year* 1.20 60
Total Commitment for 03 Years 7.80
*OPEX cost has been taken at Rs. 2.00 lakh per annum

Concerned banks who were sanctioned FLCs before 01.10.2015 were advised to approach our
respective Regional Office for the additional sanction (of two years).

As has been the practice in the past, for North East and Sikkim, Jammu & Kashmir,
Uttarakhand, Jharkhand, Himachal Pradesh, Chhattisgarh and Andaman & Nicobar Islands,
the reimbursement of expenditure for second and third year would continue to be 100% of
expenditure incurred subject to a maximum of Rs. 1.60 lakh and Rs. 1.20 lakh respectively.
The support for additional period would be released provided the quarterly progress report
with reference to activities undertaken is submitted to our Regional Offices. (Format
enclosed)

It was to be ensured that all FLCs sanctioned to the banks on or before 30 September 2015
were launched by 31 March 2016 failing which the sanction was to be withdrawn and advance

released, if any, was to be called back.

15
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4. The support period of three years shall be reckoned from the date of launch of the FLC.
The FLCs should have been launched only after necessary and required infrastructure and
manpower had been put in place and mere inauguration of the FLC without these will not be
considered as launch.

5. The benefit of support for additional period of two years were also available to all such
FLCs which had already availed the grant assistance towards operational cost of one year.

6. FLC was to be opened in a dedicated room and preferably in separate premises easily
approachable by the public.

7. In order to provide undivided attention to FLCs, the Banks were advised to refrain from
appointing serving employees, having other responsibilities, as FLC counsellors and there
must be some supporting staff also.

8. Wider publicity of existence of FLC should be given.

9. FLCs should give priority to remote villages while conducting financial literacy awareness
programmes.

10. Ratio of CAPEX and OPEX in total grant assistance for first year (Rs. 5.00 Lakh) was to be
maintained at 3:2 to ensure judicious use of resources and basic minimum infrastructure for
FLC.

The above revisions were with effect from 01 October 2015. All other terms and conditions

governing the scheme remained unchanged.

Monitoring of FLCS :

As you are aware that Financial Literacy Centres (FLCs) play an important role in spreading
financial literacy and awareness which caters to the demand side of Financial Inclusion. With
the launch of Social Security Schemes, the role of FLCs in catering to the demand of newly
included people has increased manifold.

2. Keeping in view the importance given by Gol to Financial Inclusion and the role of FLCs
envisaged under Social Security Schemes, the performance of FLCs is being watched by all the
stakeholders, including RBI/Gol. The various concerns in respect of functioning of FLCs are
the absence of information on the various initiatives taken by them, the impact of these
initiatives in shape of deliverables and the dormancy of several FLCs.

3. To assess the performance and effectiveness of the FLCs, a revised monitoring format

was put in place in accordance with RBI circular FIDD.FLC.BC.No.12/ 12.01. 018/2016-17
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dated 25 August 2016. While the details regarding FLCs had to be submitted to RBI, as per
the prescribed format, a copy of the same was also to be submitted to respective Regional
Offices of NABARD within 20 days from the end of the quarter, beginning quarter ended
September 2016.

4. Further, the role of Head Offices/Controlling Offices of banks in the monitoring of FLCs
is also very crucial. For this, the banks were to issue operational guidelines to review the
functioning of FLCs. A mechanism to review the performance of FLCs during the Board

meetings may be introduced.
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