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FOREWORD 

 
Business Correspondent Model (BC Model) or the third party agent model of banking, is one 
of the several measures introduced by RBI to achieve the larger goal of financial inclusion in 
India.  This model has been introduced by the RBI in 2006 on the recommendations of the 
Khan Committee report and it permits banks to appoint third party agents to offer banking 
and financial services on their behalf. A wide range of institutions and individuals can work as 
Business Correspondents on behalf of the banks. BCs operate in urban and rural areas where 
banks do not have their branches. 

 
NABFINS, a subsidiary of NABARD, has adopted a Business & Development Correspondent (B 

& DC) Model for undertaking microfinance activities, which has attracted around 200 B & DCs 

throughout the country.  This model is different from that adopted by many banks in the 

sense that since NABFINS is a non-deposit taking NBFC, the B & DCs here are not involved in 

deposit mobilisation or remittance activities. The B & DCs are involved mainly in lending 

activity of NABFINS. In the model adopted by banks, the BCs are like extension of their 

branches.  However, the NABFINS B & DCs are not extension of its system but partnership 

with independent institutions, besides the major activity of lending. 
 

Bankers Institute of Rural Development (BIRD) undertook the study to assess the costs and 

revenues for the B & DCs and thereby the viability of the B & DC model adopted by NABFINS. 

The study was conducted by Shri U.D.Shirsalkar, DGM/FM, BIRD, Lucknow and Shri K. Bharath 

Kumar, DGM/FM, BIRD, Mangalore. 
 

BIRD places on record its appreciation of the work done by NABFINS in fulfilling the credit 

needs of the poor people (especially women from rural areas) and thank NABFINS for giving 

BIRD this opportunity to study the B & DC model from close quarters. Our thanks are due to 

Padmashri Shri Aloysius P. Fernandez, Chairman, Shri V. Maruthi Ram, Managing Director, Mr. 

Ashutosh Kumar, Chief Executive Officer, Mrs. Suseela Chintala, GM, Mr. B. Satish Rao, DGM 

and all other staff members of NABFINS at HO Bangalore and at district offices for supporting 

us in conducting this study. 
 

We hope the study findings will be useful in getting an insight into the B & DC model of 

NABFINS and initiating remedial action, wherever necessary, to increase the business of 

NABFINS. 
 

 
 
 
 

K.K.Gupta 

Director 

BIRD, Lucknow 

31 October 2014 
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EXECUTIVE SUMMARY 

 
It is important that poor families are able to access a wide range of financial services and 
invest in livelihood generating opportunities to improve their standard of living. The Business 
Correspondent (BC) Model was initiated by the Reserve Bank of India (RBI) in 2006 to promote 
financial inclusion in India. Under this framework, banks are permitted to use the services of 
third party agents as BCs to provide banking and financial services, such as credit and savings, 
on their behalf. 

 
A large number of organisations have begun working as BCs for banks since inception of the 
BC model. However, while some of these organisations have witnessed business growth in 
terms of client outreach, many are struggling to remain financially viable.  NABARD Financial 
Services Limited (NABFINS) is a subsidiary of National Bank for Agriculture and Rural 
Development (NABARD) with equity participation from NABARD, Government of Karnataka, 
Canara Bank, Union Bank of India, Bank of Baroda, Dhanalakshmi Bank and Federal Bank.  It 
is a non-deposit taking NBFC registered with Reserve Bank of India and has permission to 
operate throughout India.  The main objectives of the Company are to provide financial 
services in two broad areas of agriculture and microfinance. NABFINS operates with a mission 
of ‘Business with Growth’ and with a view to achieving this mission has partnered with 
Business Correspondents’ across the country. NABFINS call them Business & Development 
Correspondents (B & DC) since they are involved in providing other support / development 
services in areas like improving quality of soil, management of water, creating an environment 
to support dry-land agriculture, sustainable farming, animal care, asset maintenance, etc., 
which help to reduce the risk of the borrower and make the credit productive and efficient. 

 
NABFINS, for undertaking microfinance activities, has adopted the B & DC Model which has 

attracted around 200 B & DCs throughout the country.  This model is different from that 

adopted by many banks in the sense that since NABFINS is a non-deposit taking NBFC, the B 

& DCs here are not involved in deposit mobilisation or remittance activities. The B & DCs are 

involved mainly in lending activity of NABFINS. In the model adopted by banks, the BCs are 

like extension of their branches.  However, the NABFINS B & DCs are not extension of its 

system but a partnership with independent institutions, for undertaking the activity of 

lending. The study was undertaken to assess the costs and revenues for the B & DCs and 

thereby the viability of the B & DC Model adopted by NABFINS. 
 

The report has been structured in the way that Chapter 1 provides a brief background behind 

introduction of Financial Inclusion and Business Correspondent model by the Reserve Bank of 

India and the salient features of the model.   It also lists out the objectives, scope, 

methodology and limitations of our study.   Chapter 2 gives details of the Business & 

Development Correspondent Model adopted by NABFINS.  Chapter 3 analyses the B & DC 

Model of NABFINS commenting upon selection of NGOs to act as B & DCs, capacity building 

of B & DC staff, Gradation of SHGs, disbursement and recovery of loans, Post-disbursement 

monitoring, commission structure of NABFINS, costs, volumes & viability, management 

information system and clients’ perspective on the model. Chapter 4 indicates the SWOT 

analysis of the model.  The final chapter summarises findings and dwells on challenges, key 

issues and risks in the Model. 
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KEY FINDINGS 
 

 NABFINS adopts a critical process for selecting and empanelling the B & DCs which 

begins at the district office level. 

 NABFINS was doing capacity building of B & DC staff by imparting a one day ‘Policy 

Orientation Training’ conducted by district officials of NABFINS and thereafter by 

conducting a three day programme covering aspects like SHG concept, Book Keeping, 

Records Maintenance, loan documentation, route planning, operations using excel 

sheet, etc. 

 SHGs were promoted under different schemes like – (i) SHPI scheme of NABARD (ii) 

SHPI scheme of NABFINS (iii) Promoted by the organisation from its own resources or 

under any other government programme. NABFINS adopted all the three models for 

financing to SHGs. The three principals followed by NABFINS were – (i) Need based 

financing (ii) Adequate financing and (iii) Doorstep delivery with transparency. 

NABFINS staff at district level had put these principals into practice while selecting, 

grading and financing the SHGs. 

 NABFINS  was  grading  the  groups  based  on  parameters  like  monthly  savings  of 

members, internal loaning, group administration, monthly meetings, attendance in 

meetings, financial transactions, record maintenance, repayment of internal lending, 

number of members availing loans, number of members repaying regularly, asset 

quality, etc., and based on gradation, a decision on financing the group or otherwise 

was taken. 

 Repayment of loans was done on a monthly basis by adopting equated instalment 

method. The repayment period kept by NABFINS was minimum 12 months and 

maximum 36 months. 

 Every district office of NABFINS was maintaining separate Disbursement Accounts and 

Recovery Account. To facilitate remittance of funds by B & DCs NABFINS maintained 

Recovery Account in five different banks viz., SBI, SBM, Indian Bank, Canara Bank and 

UBI. 

 NABFINS was offering commission of 1% on disbursement of loans and 1% on amount 

recovered, to the B & DCs.  Most of the B & DCs expressed that the commission paid 

was adequate. 

 B & DCs were leveraging on their existing infrastructure for implementing NABFINS 

project. As such there was no additional cost involved on infrastructure to any of the 

B & DCs on account of NABFINS project. 

 Most of the B & DCs were not maintaining income and expenditure details on account 

of NABFINS project separately. 

 Except in three B & DCs (READS, Tumkur, CREDITI, Mysore and St. Thomas CET, Erode) 

which had reportedly generated a negative surplus in the first year of project 

implementation, most of the other B & DCs had generated surplus due to 

implementation of NABFINS project. 

 Income from NABFINS project was in the range of 1.7% to 71% of the total income of 

the B & DCs. Further, the expenditure on account of NABFINS project was observed to 

be in the range of 1.9% to 67%. 
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 In case of B & DCs where the data for more than one year was available, the share of 

income from and expenditure on account of NABFINS project was found to be 

progressively increasing indicating more volume of business with NABFINS. 

SAMARASA, Bidar, however, reported a negative surplus in second and third year after 

having a marginally positive surplus in the first year. 

 Recovery was 100% in most of the B & DCs visited. However, in some places, B & DCs 

faced recovery problems due to various reasons. 

 The Management Information System (MIS) in most of the B & DCs was found to be 

weak. 

 Members of all SHGs visited expressed that they were very happy with NABFINS 

project since the procedures involved were simple, loans were timely, delivered at 

their doorstep and recovery effected in their meetings. 

 The  B  &  DC  model  adopted  by  NABFINS  has  resulted  in  rapid  growth  of  the 

organisation.  However, NABFINS is heavily dependent for its business on B & DCs. 

Although due care is taken at the time of selection and empanelment of B & DCs, the 

quality of all B & DCs was not same. Further, the flip side of the model is that the same 

B & DCs may migrate to other agencies for higher commission. 

 Signs of fatigue have started appearing in some B & DCs from Karnataka associated 

with NABFINS for three / four years where group members have defaulted in 

repayment of loan and some of these loans have become NPA. Default by groups was 

also observed in Kamargaon village of Washim district of Vidarbha. 

 In order to dilute the dependence on B & DCs, a diversified model of lending (viz., 

direct lending to SHGs) may also be adopted by NABFINS. Selectively, direct financing 

may be resorted to particularly in areas where adequate B & DCs are not available. 

This may be started on a pilot basis. This will reduce dependence on B & DCs and also 

put pressure on them that if they did not perform satisfactorily, NABFINS could directly 

chip in for lending to SHGs. 

 Most of the B & DCs visited did not show data separately on Income & Expenditure 

due to NABFINS project in their final accounts. In case of some B & DCs, the income 

from NABFINS project formed almost 60% of the total income suggesting thereby that 

the project was crucial to the B & DC.  However, the Income & Expenditure Account 

did not reveal income separately from NABFINS project. 

 The success of NABFINS programme largely depends on new SHGs formed by B & DCs 

which will become potential borrowers in future for NABFINS. The progress in 

promotion of SHGs by some of the B & DCs was not satisfactory.  No targets were 

given by some B & DCs to staff for promotion of new SHGs. Therefore scaling up 

business operations with such B & DCs may suffer once the existing stock of SHGs is 

covered. It is therefore necessary that B & DCs always make efforts for promotion of 

new SHGs and give information on this on a regular basis to NABFINS.  However, no 

information is available with NABFINS on new SHGs formed by B & DCs.   There is 

therefore a need to introduce a return to be furnished by B & DC to NABFINS indicating 

the progress of SHG promotion, periodically. 



6 

 

 NABFINS had supplied Point of Sale (PoS) machines to all B & DCs for issuing receipts on 

the spot to SHGs making repayment, to ensure transparency in dealing. However, PoS 

machines supplied by NABFINS were not functioning satisfactorily at many places. 

Receipts not getting generated and paper getting stuck up in the machine were the 

common problems. There were connectivity / poor signal issues too which resulted in 

differences in details like payment due date, manual date of receipt, PoS collection 

date, etc. 


