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(iuillelines for Licensing of Small Finance Banks in the Private Sector

Compiled by : K.Vittal Shetty, DJ&PR, CAIIB, DBM (1I1B), MBM (Former Chief General Manager & CEO of SUCO BANK)

In the Union Budget 2014-2015 presented on July 10,
2014, the Hon’ble Finance Minister announced that:

“After making suitable changes to current framework, a
structure will be put in place for continuous authorization of
universal banks in the private sector in the current financial
year. RBI will create a framework for licensing small banks
and other differentiated banks. Differentiated banks serving
niche interests, local area banks, payment banks etc. are
contemplated to meet credit and remittance needs of small
businesses, unorganized sector, low income households,
farmers and migrant work force”.

Accordingly, the draft guidelines for licensing of small
finance Banks in the private sector were formulated and
released for public comments on July 17, 2014. Based on
the comments and suggestions received from the public
on the draft guidelines, RBI has issued final guidelines for
granting license for small finance banks in the private sector
on 27 November, 2014.

The salient features of the guidelines are as follows :

SMALL FINANCE BANKS can play an important role in
providing credit to micro and small enterprises, agriculture
and banking services in unbanked and under-banked areas
in the country, the RBI has decided to licence new “small
finance banks” in the private sector. While permitting
small banks, however, the issues relating to their size,
capital requirements, area of operations, exposure norms,
regulatory prescriptions, corporate governance and
resolution need to be suitably addressed in the light of
experience gained.

1. Registration, licensing and regulations : The small
finance bank shall be registered as a public limited company
under the Companies Act, 2013. It will be licensed under
Section 22 of the Banking Regulation Act, 1949 and
governed by the provisions of the Banking Regulation Act,
1949; Reserve Bank of India Act, 1934; Foreign Exchange
Management Act, 1999; Payment and Settlement Systems
Act, 2007; Credit Information Companies (Regulation) Act,
2005; Deposit Insurance and Credit Guarantee Corporation
Act, 1961. The small finance banks will be given scheduled
bank status once they commence their operations, and
found suitable as per Section 42 (6) (a) of the Reserve Bank
of India Act, 1934.

2. Objectives : The objectives of setting up of small
finance banks will be for furthering financial inclusion by

(i) Provision of savings vehicles primarily to unserved
and underserved sections of the population, and

(ii) Supply of credit to small business units; small and
marginal farmers; micro and small industries; and other
unorganised sector entities, through high technology-low
cost operations.

3. Eligible promoters : Resident individuals/professionals
with 10 years of experience in banking and finance; and
Companies and Societies owned and controlled by residents
will be eligible as promoters to set up small finance banks.
Existing Non-Banking Finance Companies (NBFCs), Micro
Finance Institutions (MFIs), and LABs that are owned and
controlled by residents can also opt for conversion into small
finance banks after complying with all legal and regulatory
requirements of various authorities and if they conform
to these guidelines. However, joint ventures by different
promoter groups for the purpose of setting up small finance
banks would not be permitted. As local focus and the ability
to serve smaller customers will be the key criteria in licensing
such banks, this may be a more appropriate vehicle for local
players or players who are focussed on lending to unserved
/ underserved sections of the society. Accordingly, proposals
from large public sector entities and industrial and business
houses, including from NBFCs promoted by them, will not
be entertained.

RBI would assess the ‘fit and proper’ status of the
applicants on the basis of their past record of sound
credentials and integrity; financial soundness and successful
track record of professional experience or of running their
businesses, etc. for at least a period of five years.

4. Scope of activities : The small finance bank, in
furtherance of the objectives for which it is set up, shall
primarily undertake basic banking activities of acceptance of
deposits and lending to unserved and underserved sections
including small business units, small and marginal farmers,
micro and small industries and unorganised sector entities.
It can also undertake other non-risk sharing simple financial
services activities, not requiring any commitment of own
fund, such as distribution of mutual fund units, insurance
products, pension products, etc. with the prior approval of
the RBI and after complying with the requirements of the
sectoral regulator for such products. The small finance bank
can also become a Category Il Authorised Dealer in foreign
exchange business for its clients’ requirements. It cannot set
up subsidiaries to undertake non-banking financial services
activities.

The annual branch expansion plans of the small finance
banks for the initial five years would need prior approval
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of RBI.
plans should be in compliance with the
requirement of opening at least 25 per
cent of its branches in unbanked rural
centres (population up to 9,999 as per the
latest census).

There will not be any restriction in
the area of operations of small finance
banks; however, preference will be given
to those applicants who in the initial
phase set up the bank in a cluster of
under-banked States / districts, such as in
the North-East, East and Central regions
of the country. These applicants will not
have any hindrance to expand to other
regions in due course. It is expected that
the small finance bank should primarily
be responsive to local needs. After the
initial stabilisation period of five years,
and after a review, RBI may liberalize the
requirement of prior approval for annual
branch expansion plans and scope of
activities of the small finance banks.

The other financial and non-financial
services activities of the promoters, if any,
should be kept distinctly ring-fenced and
not comingled with the banking business.

The small finance bank will be required
to use the words “Small Finance Bank” in
its name in order to differentiate it from
other banks.

5. Capital requirement : The minimum
paid-up equity capital for small finance
banks shall be Rs. 100 crore. In view
of the inherent risk of a small finance
bank, it shall be required to maintain a
minimum capital adequacy ratio of 15 per
cent of its risk weighted assets (RWA) on
a continuous basis, subject to any higher
percentage as may be prescribed by RBI
from time to time. Tier | capital should
be at least 7.5 per cent of RWAs. Tier Il
capital should be limited to a maximum
of 100 per cent of total Tier | capital. As
small finance banks are not expected to
deal with sophisticated products, the
capital adequacy ratio will be computed
under Basel Committee’s standardised
approaches. -

The annual branch expansion i
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R Ry AEmAr TSROOY: Soch SO7 SgaN Stog Komad e Governor to Honour Cooperative Bodies, Members in Belagavi

.') Express News Service valedictory programme at  gavidivision; GangulliTown Tumakuru, Bengaluru divi-  lakh cooperative societiesin  reception committee, said and about 2,000 coopera-
E I C 1 E I c ' o ~ ﬂ ‘Gandhi Bhavan. Souharda Sahakari Niyami- ~sion, he said. the country with more than  Ministers Satish Jarkiholi tives from the district will
L Kalaburagi/ Belas ‘Theseven-day| i,

programme  ta, Udupi, in Mysuru divi- hesaid. take part. SA Siddhant,for-
e 615t Akhila Bharat is organised under the Na-  sion; and Seeta Raghava it J‘Bn Dhan “The societies have pro- i i
0 Co-ops’ ided jobs.

s “The: 1 Tnsti

India (NCUD Hosadurga, in Bengalura  Jyanthikar urged Prime i ill be hoi tive M: t, will de-

Thursday, will onourcoop- _The best cooperatives are  division. Minister Narendra Modi to.~ growth of the country. In ing the inauguration of the  lver a speciallecture.
Pattina Sou- ha- the. Karnataka, programme. The Governor Savad, who was the co-
members, Kamataka Rajya  harda Sahakari Niyamita, ~karis in individual category ive societies s i dve societi ‘operation minister in the
hard kta Saha-  Gangavat divic are; R of - would help people and the lakh members. Around  Swabbimani Sahakarimaga-  BJP government, said the
. Karl president Gurunath  son; Lal Bahadur Pattna i di et > sine of Karnataka State - coopeatvsin thetatebas
e e dopish Rt g . Jyanthikar said on Mon- Souharda Sahakari Nivami ; Basappa Be-  plying facility provided to eties, he said. 23,130 crore share capital,
i S e = . ta, Shiraguppi, in Belagavi  lakuda, Kalloli, Belagavi  cooperative societics, Jan Atanews conference here  tive Ltd. 228,901 crore deposit and
12500 mvan vemde 5 ¢ 5 He told reporters that  district; Dharwad Urban district; Subrahmanya DI beentrust- on Monday, MLA and for-  MLAs G T Deve Gowda 258,692 crore working capi-

‘Governor Vajubhai Rudab- ~ Credit Souharda Sahakari Hegde, Sirsi, Belagavi divi-  ed to them, ‘mer minister Laxman Sa- ith, elected i
hai Vala will inaugurate the  Niyamita, Dharwad, in Bela- - sion; and N § Jayak The ix  vadi,whois chai resentatives of the district  than 2160 crore.

tional Cooperative Union of ~ Souharda Sahakari Bank,
(NeuI).
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Tooung ARTO @z%g 3 DTG (R0SET TR

OOFRTI03 FgEe TONFTRF FuT STIoNT), QWH COTROTI, TIER0RWS
3607, FTOFOT FOONFTIY, TRTFWN oS APTITE ITTON HIWO 1 Bow APTTE
ATTO OTBI), SWORTW FPONFTRBI), TS JIRE TRFIRRIDPYTBT BN 33 JRE
D3eTemen FEFo FODFTRE TFPR STINT, AT Tore 0T [T FETO ATRTBI),
S0 TOONFTTONYI), BNBFRYLD FOINE ITTOOD WFTTOT
8¢ MONVTVF 2W0STCTRWL TOBEW DY ABTVONST DTOSATT.

BeTIT  TBOIROWD  TOBTY  DFeTemoN  WP-BFeO-TSRD-SHZ0-
TOFOND-YOTRIBINA-TETIYINAO-T), I, LR - NOND- IR musen sdin x=mony wom 2
DOVTNAD-WA" JUPLINEH— TS JTPLONTO— T,03POODNE BTTeorish— doert
DTR TWONTYODR FEFF QTIeIoOT ATTOOD  QTODTNIER. RINISY, BWHITN AT LA
TOODF I, TWVTOPRIER. B8 YTRIVIT IVFBH QOTH FPTOTF ITTHOONT) D0 BRWF ToFLER.
QW I FEDTOMLIER D0LWIW FOOINE ATFIOON WTBEFOIPNT. 33 JLIY ToRT P FPTOTF ATTONE
@aségda, QAT TTT, WOTVOND, m&oamfo, scﬁﬁédo TN TOTVE WATTD QTSR ﬁdzswéow wrﬁ\ mﬁﬁﬂ@@:)mw,
VIMBARYAB FONFR APTTF FBTO OFI Tord FpFTo FTHID, S30FLIeR. BWOAT Wil FOOIWT
AZTON FPoewdn BWZ [VD Je@eR. I, [OOONTW), TPB|RICNY TFWIRMZE. L FPTHTE

RATTHONY 33 TS Wi FTTTF BITLODY, BYRRRITYT.

BONT TPTRE TRTO V., RPINRT BRMT AAGERCTINY PR IXT0 ., asa%e%
BTTOON @tﬁéido TonR Wma;zsgd esoﬁaé DTTOON @qﬁ& Tone emmassg\d esoﬁaé
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