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30 May 2016

Chief General Manager,
Department of Non-Banking Regulation,
Reserve Bank of India, Central Office,
2nd Floor, Centre-1,
World Trade Centre,
Cuffe Parade,
Colaba, Mumbai-400005
Via Email to cgmdnbrco@rbi.org.in
Dear Sir/Madam,
Re: Comments on Consultation paper on Peer to Peer Lending
1

2

AIWMI and CCRA Community appreciate the opportunity to comment on the Consultation paper for guidelines for
Peer to Peer lending framework.
Executive Summary:
We applaud Reserve Bank of India (RBI) for its attempt to revise and lay new framework for Peer to Peer lending
players
The comments below represent the views of members drawn from different categories of practitioners, including Credit
Strategists, Credit Managers, Loan Syndication and Trading Members, Debt asset managers, Treasury managers,
Investors, Banking professionals, Rating analysts and academics. The comments are a result of discussions
conducted by the members of advocacy committee of CCRA Global Community, and do not represent the views of
any one individual or section of the industry.
While bulk of the guidelines are open and suggestive/procedural in nature, we have endeavored to address some of
your proposals in the table below, specifically in cases where we think it would help borrowers, investors, market or
regulator to meet the spirit of the guidelines and foster transparency in the system.
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The Association of International Wealth Management of India (AIWMI) is a not-for-profit organization and a globally recognized
membership association for finance professionals with affiliates in around 40 countries. AIWMI primarily focuses on the broad and
strategic role of developing a more robust and forward-looking training infrastructure for the financial services sector and to promote
more active industry involvement and collaboration in training and continuing education. AIWMI is offering advanced international
certification programs along with a wide variety of high-quality executive education programs. AIWMI programs combine state-of-theart knowledge and skills with practical experience and insights into the functioning of the financial sector. All AIWMI courses and
educational events have an intense and pragmatic curriculum. Participants are exposed to the latest developments within the
financial services sector. AIWMI plays a key role in guiding the development of the financial services sector. AIWMI works with key
industry participants’ viz. the Government, the Regulators, the Industries/Associations, the Corporate, the Media and the General
Public to achieve its objectives. Besides enhancing technical competence and professionalism in the industry, AIWMI organizes
events and facilitates discussions to promote best practices in leadership and talent development in the financial sector with an aim to
become Asia’s premier center of excellence for financial education. For more info visit www.aiwmindia.com or www.aiwm.org
2

The Certified Credit Research Analyst (CCRA) is a comprehensive global education program designed to give an expert level
understanding of Banking and credit markets to fresh graduates. It integrates the fundamentals of financial analysis, credit and Loan
analysis, rating methodologies, credit strategy and structuring. It offers the tools a candidate needs to occupy key positions in the
world of finance, private banking, credit ratings and fixed income domain. The program is offered by AIWMI and NISM (National
Institute of Securities Market, A SEBI Body) in India.
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General comments/Observations

Name of the Entity:
Certified Credit Research Analyst (CCRA) Global Community and Association of International Wealth
Management of India
Sr. No

Broad Questions

a)

Whether there is a felt need for
regulating P2P lending
platforms?

Suggested
changes

Strongly
Agree

Rationale
1. P2P platforms (“referred as Platforms
hereafter”) deal with individual investors and
loan seekers. It is critically must for investor’s
wellbeing and public confidence to have these
platforms regulated. Since these are typically
online models without any brick and mortar
structure, regulated platforms will have some
3
authenticity . The sizes on these platforms go
from INR 5,000 to INR 10 lakhs which make
them noteworthy and a big enough size for
default. There are lots of platforms who are
providing P2SME lending and can be
considered here as well for the purpose of
regulation.
2. Even though such platforms may be
conceived as expanding credit to the areas
where credit was not available before, it is
must for such platforms to get regulated to
have them counted in the calculation of money
4
supply and credit growth . It should be noted
that these platforms are growing rapidly and
are now estimated to have a India market size
5
of around USD 50mn in 2016.

b)

3

Is the assessment of P2P
lending and risks associated
with it adequate?

Strongly
Disagree

Inconsistent and Opaque Rating structure:
3. While most of these platforms are acting
as market place for borrowers and
lenders, a quick glance by our CCRA
experts suggested that the Credit

https://www.researchgate.net/publication/272018846_A_trust_model_for_online_peer-to-

peer_lending_a_lender%27s_perspective
4

https://www.treasury.gov/connect/blog/Documents/Opportunities%20and%20Challenges%20in%20Online
%20Marketplace%20Lending%20vRevised.pdf
5

https://www.statista.com/outlook/334/119/business-lending-platforms/india#market-transactionValue
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appraisal/assessment skills are missing at
most platforms. Most platforms categorize
borrowers in some absolute/opaque
rating fashion, but the criteria for such
classification is opaque and is neither
available to investors nor to public. Cases
6
like Lending club are bound to occur if
such practices are allowed to continue.
4. There are inconsistencies in the way
rankings have been done i.e. a higher
credit score is low ranked or vice versa.
Currently platforms don’t have any penal
clauses for such errors. All platforms
should be required to disclose their credit
appraisal policies/methods to people at
large.
Client confidentiality breaches/ Identity Fraud :
5. Most of the platforms have verified data
for lenders, For e.g. ITR, Pan cards,
Salary slips, ID proof’s, Address proof’s,
picture etc and Credit scoring reports. Not
only this package is available freely for
some people to download, but is widely
being shared on emails/google drive with
potential investors with a simple request
without any further thought given by the
Business development executives of such
platforms. Such documents are widely
available to anyone for identity thefts,
misuse and even fraud for real banking
system apart from the platform itself.
Currently platforms don’t have any penal
clauses for such errors. Some of the
platforms are even willing to sell these
leads to other NBFC’s and Loan agencies
to make a quick buck out of the same.
Lack of linkage to Credit Scores:
6. Most platforms ask borrowers to upload
the Credit scoring report from one of the
6

http://www.reuters.com/article/us-lendingclub-results-idUSKCN0Y01BK
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approved providers, but don’t mandate the
latest score reports or even bother to
share the report with the lenders. In some
cases, we found, that the reports were as
old as 3 years, but the borrowers are still
getting a higher ratings and a lot of
commitments for loans.
7. If the borrowers default, in current
scheme, it will not impact its Credit score,
defeating the whole purpose of knowing
the history. Having such platforms link to
the credit scoring agencies is absolutely
critical and should be made mandatory.
Also since Debt servicing is outside
platforms issues of selective defaults may
occur.

c)

Are there any other risks which
ought to be addressed?

Absolutely
Yes

Lack of proper KYC :
8. In most cases, the platforms does some
sort of verification for borrower including
physical address, but the KYC for lender is
not that diligent. The pan card copies etc
for both lender and borrower taken, but
there is no central repository or data base,
where such pan card/KYC can be verified.
This leaves the system prone to fraudsters
as well as potential money laundering or
terrorism funding issues. It’s currently also
possible for one borrower to take loan
from one platform, default on it and still be
able to go to another platform for raising
more money. Currently platforms don’t
have any penal clauses for such errors.
Lack of Credit education to Borrowers and
Lenders:
9. Most Borrowers and lenders don’t know
the entire process or how to analyze risks
in the transaction. They depend on the
platform to provide them the efficient credit
appraisal information and lend based on
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the same. This has serious ramifications
given the loan types and potential default
7
rates/determinants as observed in other
markets since Platform is driving their
decisions but doesn’t own up defaults.
Lack of Transparency in default rates/claims :
10. There is absolutely no disclosure by such
platforms on default rates, claims, ratio of
people honoring commitments as well as
performance of such loans. Platforms
should be asked to mandatory disclose
8
the default rate and numbers on
committed, raised, disbursed, serviced
and NPA categories on a monthly or
quarterly basis. Such claims should be
disclosed mapped with the platform’s
rating, demographics, type of loan
category systems to allow investors to
9
neutrally view the same .
Data Classification Issues :
11. While the loan sizes and amounts vary
from INR 5000 to INR 10 Lakhs in most
platforms, there are severe data integrity
and classification issues. Most loans tend
to get clubbed under debt consolidation
category despite being for education or
medical treatments etc. Currently
platforms don’t have any penal clauses for
such errors.
12. Some of these loans have almost 30-40
lenders where none of the lenders knows
the others and doesn’t know if there has
been any cross default issues or if the
borrower has only been servicing some of
the lenders since each one of them have
7

http://journals.plos.org/plosone/article?id=10.1371/journal.pone.0139427

8

http://p2pfa.info/p2pfa-announces-new-standard-for-calculating-default-rates

9

http://www.bankofengland.co.uk/research/Documents/workingpapers/2016/swp598.pdf
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an individual contract and platform doesn’t
act as a service agent and the payment is
offline.
Underwriting Risks or Co-lending:
13. Some of the platforms have been
promising investors on underwriting losses
to the extent of 10-25% or co-lend to
share risk, but this needs to be formalized
or be structured to make sure that the
platform has skin in the game. This also
needs to be disclosed to investors/public
10
for better transparency and lower
systemic risks. Caution should be
provided to platforms to avoid mis-selling
the loans with guaranteed returns in the
lieu of co-lending.

d)

Is the proposed approach to
regulating these platforms
adequate?

Yes to
begin with

Capital Adequacy norms:
14. Most of these platforms have no minimum
capital requirement or a maximum
leverage ratio. Currently as it stands, they
don’t underwrite any loans and could
potentially generate lot of credit in the
system which can have ripple effects if the
defaults start to happen.
15. While there is no firm logic on why the
base minimum capital should be INR 2
crores, but it makes more sense to give
them a leverage ratio say 25x or any other
number on the equity capital capping the
total number of transactions or
disbursement they can do, thus making it
more flexible and in tune with business
acumen. If the fixed amount of capital is
prescribed without any multiplier on the
loans that too won’t serve any purpose.
16. We believe about 50% platforms would

10

http://www.datasociety.net/pubs/dcr/PeertoPeerLending.pdf
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shut shop if the minimum capital rule is
implemented without giving them sufficient
time of comply.

e)

Any other relevant issues
pertaining to P2P lending.

Yes

Escrow/Nodal mechanism
17. The way currently the platforms are
operating is they act as match maker and
help process the transaction, but don’t
interfere with the payment or servicing
part, which means that the disbursement
as well as loan servicing is happening
outside the platform and hence platforms
have no control over it but to depend on
disclosure by such borrower and lender.
P2P lenders must be allowed to open
Nodal accounts to track flow of funds, and
facilitate transfer of funds. An Escrow or
Nodal mechanism would help lower the
risk to such issues and bring in more
transparency to the system.
Free flowing Interest rates/Processing
Fees/Tenure
18. Currently most platforms decides on the
tenure/interest rates and processing fees
of the loans and there is no flexibility for
investors on choosing the same, despite
it’s their money which is at stake and
platform is not underwriting anything. This
seems unfair on the lender’s part.
19. Some platforms are charging tiered
processing fees, which is as high as 6-8%
for loans provide more than 24% p.a.
which increases the cost of the loan by
almost 20-30% making it even more
difficult for the borrower to service and
most platforms are conflicted because,
they promote transactions which are in
high interest rate arena to get high
processing fees leaving the
borrower/lender disadvantaged.
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Loan Servicing/Recovery Mechanisms:
20. Currently the platform doesn’t own any
servicing liability or recovery mechanism.
Most of them seem to be claiming that
they outsource the recovery part, but what
happens to the loan servicing or recovery
if the platform shuts down, who will deal
with such cases? Since there are at least
20-50 lenders for one borrower, who will
follow up with such cases and given the
small sizes of loans, people are unlikely to
follow legal recourse leaving it to be a selffulfilling default prophecy. P2P platforms
should be made responsible to makewhole lenders in case they shut down
shop before the loan tenure.
Secondary Market for Loans is Undeveloped:
11

21. Currently there is no secondary exit for
such lenders who lend on the platform.
12
We need to explore ways where such
debts could be securitized or could be
considered on par with credit card
receivable for ARC’s to get interested and
develop a reliable exit for such cases.
Allowing Banks and other institutional
players to second these markets by
funding the uncommitted portions or even
allowing exits to existing investors can
work very well in making more credit
accessible to people and may be achieve
financial inclusion.
Linking this to Credit Score Advisory Firms
22. Some Credit advisory firms are also
running similar platforms providing Free
Credit scores to people based on their
documents and then connecting them to
appropriate lenders like banks or
11

https://www.treasury.gov/connect/blog/Documents/Opportunities%20and%20Challenges%20in%20Onlin
e%20Marketplace%20Lending%20vRevised.pdf
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otherwise. Such platforms should also be
considered as part of these regulations.
Borrower Life Insurance/Dispute resolution
23. Most home loans and other loan
instrument via banks have an insurance
component to it, in P2P space, what
happens if a borrower dies in an accident?
RBI must suggest to all P2P lenders to
purchase life insurance of borrowers to
avoid any such cases.
24. Currently most P2P platform doesn’t have
a dispute resolution policy or grievance
redressal policy and such mechanisms
needs to be in place along with conflict of
interest policy.

Closing Remarks
RBI has taken an important step in formulating the framework for the peer to peer lending market players and the
entire debt crowd funding ecosystem.
CCRA global community and AIWMI appreciate the kind opportunity to comment on these proposed changes. We
hope that RBI finds the comments useful in analysing/deciding the proposals/framework.
AIWMI and CCRA Global Community will be happy to provide deeper analysis on any of the issues discussed in this
comment letter. We would be very happy and keen to engage further with RBI via in person meetings or otherwise to
present our views.
If you have any further questions or seek clarification, please do not hesitate to contact Biharilal Deora at +91 99308
37335 or Biharilal@aiwmindia.com and Biharilal.deora@gmail.com
Sincerely yours,
Biharilal Deora CFA, FCA, CFP, CIWM, CIPM
Principal Advisor – AIWMI
Advocacy Team
CCRA Global Community, India
Acknowledgements: We want to thank our CCRA Global community volunteers specifically Ekmeet, Sanjay, Sunil
Gautam Jain, Pranjal Modi, Mahendra Singh Shekhawat, Kushal Jadhav and PromitSen Gupta who have helped us
collate/prepare/write the comments along with market statistics for this comment paper.
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