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‘Effective and efficient payment systems are vital for the economic development of emerging countries... to promote the development of commerce, enhance economic policy oversight, reduce the financial, capital and human resources devoted to the transfer of payments and control the risk inherent in moving large values.’

-World Bank on 

“Modernizing Payment Systems in Emerging Economies”
1. Definition – Consolidated account system & the concept of Electronic Sub-accounts.

One of the fastest, most far reaching and secure ways of modernizing payment systems and creating far outreach is to have a system with a consolidated account option for all participants of the system. Such a system allows collation of customer funds but customer & transaction data is always maintained separately for each individual account on the system. This information would always be available to various stakeholders at any point in time depending on a rights based need to know access control mechanism. The primary purpose of such a system is to reduce entry barriers for people who are not banked and need to send or receive money in a safe, easy and affordable manner.

This would give rise to what is today known as an electronic sub-account. This could be internet based or mobile based. In the traditional world a wallet is where one keeps credit cards, debit/ ATM cards and cash. This cash in the wallet may at the convenience of the wallet holder be withdrawn from his credit card or bank account. Similarly in the case of a mobile sub-account, the customer should ideally be free to draw on his balances from all/ any of his sources of money. The sub-account should be used to make necessary payment transactions at the discretion of the customer.

2. Need for such a system

While there are many services aiming to mobile enable current payment options such as credit cards, bank accounts through gateways which get linked to the mobile phone, there is enough proof from the erstwhile internet space that the availability of a sub-account that is agnostic to these instruments evokes fast and easy adoption from users. 

IAMAI and Juxt Consult reports say that around 65% of Indians still do not use their credit or debit information to pay online. Of the ones who do, a large percentage do it without full willingness just to afford the great deals.

Also, in India, credit card penetration especially in smaller cities and towns faces many problems due to supposed lack of credit worthiness of the applicant. In such cases, such a sub-account would work wonders to make payments since the model is pre-paid. 

Wallet365.com, which ran on a consolidated account model got 120,000 registrations in 3 months demonstrating the sheer need for such a service across the country.

From a technology and integration perspective it is also much easier without any increased risk to either the data or to the actual money in the individual’s account. If the service is provided by a bank, it can be viewed as an additional account that is being created. However, if the service is provided by a non bank service as a customer brand and not just as a technology or service provider, then the various accounts in that system will need to be linked to respective bank accounts in the partner bank’s core banking system. All the service provider needs to do is to keep the bank informed on a periodic basis of what activity is happening, A/cs opened, number of debits/ credits/ EoD balances through a upload/ download or through system access. Bank only reconciles this data with the physical funds in that account to be equal to the total of those in the individual accounts of the customers of the payments service provider. So there is no real technology or integration required.

From an accounting and settlement perspective, this makes it much easier for fast processing of multiple transactions and also handling a large volume without any human intervention across users, merchants and banks. The same is also true of the west where there are better and more efficient payments & settlement enablers such as ACH, BACS etc., but services like PayPal continue to dominate the payments space. Also, it would be safe to assume that every PayPal account holder whose needs have evolved to more than mere payments also has a full fledged bank account.
The beauty of an m-sub-account from a customer’s perspective is that you don’t have to part with sensitive financial information and personal details in order to make a payment. This is similar to the online credit card product that is available from banks. One way is that the same online card could be mobile enabled to make it more widely accessible. However, we need to keep in mind those people who do not have cards or are not allowed to have them. These people have both the money and the need to make payments with it. This population is far larger in our country than those with a card.

In the Indian context, one of the biggest requirements and benefit of such a system is the ability to quickly, securely and easily include those people in the financial services and payments network who today do not have access to the same. This is commonly referred to as “Financial Inclusion” today. Pl refer Illustration 1 below which will highlight how many more people in our country in sub urban and rural areas need some kind of financial services options today.










Person to person money transfer is one of the main areas of concern to the unbanked, not so much not to “save or store” it. Once such services to send money are available, they will be able to send money quickly, securely and at an affordable price.

The following kinds of transactions are envisaged under this end objective. 

· Urban – Rural – E.g. Worker Remittances

· Rural – Urban – E.g. Emergencies / Education

· Rural – Rural – On account of geographical distances & security

· Urban – Urban – For the unbanked / impoverished.

The urban – urban transaction can also occur between the well-banked segments. But these transactions are expected to be restricted to emergencies and convenience issues. Else the other channels of settlements shall continue to be used on account of lower transaction costs.  
The real constituents are nothing but the cost of various customer touch-points that are available to a banking customer today. This determines the minimum balance so that banks break-even. It is these costs that make it unviable for the bank to extend the product beyond a level. However, the biggest cost is also the cost of customer acquisition. KYC, forms, compliance, procedures, etc make it unviable for a bank to operate in the current setting. Hence while technology makes it easy, it does not take away the overheads. If RBI were to allow a mobile only account (no ATM card, no Cheque book, no branch/call centre access, diluted KYC, etc) then even banks could extend such accounts to the unbanked. The pool account structure is a byproduct or a "solution" emanating from the aspects around cost and inconvenience associated with opening individual accounts. 

Allowing no frills low cost accounts for banks should be also proposed but that may not fall under the purview of the purpose of this document.

We need to keep in mind, that once the customers are banked, KYC etc is already done. What we then need is a payment system that cuts across mobile service providers and banks that allows the customer to freely make payments to receivers that are not necessarily with certain banks or on certain mobile networks only. The model where the source of the money entering the consolidated account system is from a bank relationship should probably be allowed far faster and easily than a pure-cash based system.

As an example, if the source is a recognized bank account, then the user may be allowed to send it to his son in college or to anyone else who today may not have a bank account but probably has a mobile phone. Even with relaxed KYC, minors and a few other categories of people will need more paperwork to open bank accounts, which will be solved by such an approach. It is also similar to give cash for such purposes after withdrawing it at an ATM in today’s world. However, the sub account based approach is more secure and traceable than cash.

3. International examples

Globally, all successful internet and mobile based payments systems are based on the sub-account concept with all the actual money corresponding to this sub-account eco system lying in a consolidated account. 

The launch of an e-sub-account system called Papal in the USA changed the history of e-commerce in USA and the West forever. Growth in e-commerce transactions took off exponentially and Pay Pal became the most sought after online payment mechanism due to the security, convenience and efficiency offered. Pay Pal today has more than 100 million customers in the span of 7 years. That means almost 50% of US Internet users transact through Pay Pal. In fact Papal processes transactions more than $1,000 in value every minute. Low value transactions on the Internet have boomed, thanks to Pay Pal. The impact of Pay Pal can be summarized just by considering the fact that sale on EBay, the world’s largest ecommerce marketplace, grew 7 times after its acceptance of Pay Pal for its users. All the money in individual Papal accounts is collectively kept in a bank account with Wells Fargo Bank in the US and other similar banks in the other geographies that they operate in. The success of the Paypal model relies on more than one factor. Paypal made it possible for people to have limited risk accounts that could be funded through traditional bank accounts or cards. Indian residents increasingly feel the need to have limited risk accounts. The numbers on Wallet365 mentioned earlier ratify the need.

These accounts could be accessed by way of an email-id thereby making it very easy to use. Anyone could send anyone money by way of sending money to their email accounts.

We should mobile enable these sub accounts in India as mobile penetration and usage far supersedes internet usage. What we need is to enable bank accounts to be able to fund sub-accounts in case the banked population wants to use this service. 

PayPal was a success because of the popularity of eBay and the lack of a payment mechanism to pay another person. One of the main reasons eBay India is still not as successful (internet penetration can be another) or has not reached its full potential is the lack of good easy and secure person to person service to transfer money by all strata of society.

Also, mobile enablement of a sub account will also revolutionize the way offline merchants will start accepting payments without the need for an expensive and cumbersome POS machine requirement. It may be interesting to note that even though the top 4-5 acquirers have covered the top online merchants, the top 4-5 issuers have not covered the need for the very large segment that is e-savvy but not e-enabled.

Following the success of Pay Pal in the USA, e-sub-accounts are now available all over. In the developed world, there is enough proof of concept that sub-accounts have been the driving force for eCommerce and payments. From Money Bookers in UK to Pay mate & Yandex in Australia & Russia, these services have been driving ecommerce and making electronic payments safe and easy.

Papal has recently launched a mobile sub-account option. There are companies such as Obopay which are replicas of the Papal system purely on the mobile which are riding the high growth mobile wave and thus gaining popularity across the west at a pace that is unheard of till date. 

In Kenya, Safaricom, the leading telecom operator has launched a service called mPesa which is a mobile based sub-account system where customers can store and send money. The sum total of all the money in the mPesa system is kept with a local bank as a sum total.

In the Philippines, there are two telecom operators (Smart & Globe) who have been in the business of money transfer for over 3 years now. The services are called Smart Money and G-Cash. These services have added a much needed fillip to the ease and security that Filipinos send money to one another.

The anytime, anywhere availability of such an option makes it a winner

4. Existing Similar consolidated accounts in India: 

Services where many customers’ funds are consolidated and kept for a particular purpose are not alien to India. To take a very popular analogy, escrow or accounts specially created for purposes such as IPOs of companies are a reality. In such cases, small sums of money are taken from a large customer base and kept in one single account with clear information about the split of the balance customer wise. All that is required is to understand that the same can be applied in concept to the payments world but it will be indefinite in terms of time and will have much wider application(s).

5. Clarity on Ownership & nature of Pool account

On the matter of ownership ideally the account should be owned by the company that is running the service. Banks should be allowed to do this freely. However if the bank wants to do it for a service provider it should be allowed to be done under the same provisions. There will be differences on the following grounds among others

· Marketing capability

· Focus area

· Ability to offer the service to any bank’s customer

· Total revenue and revenue per customer/ transaction

· Small merchant focus

However, as a first step, the same can be a special purpose account with a banking partner where the banking partner will be responsible for the money of each individual participating customer of the service. 

The pool account resolves the issues surrounding accountability & safety aspects since "public money" is kept with a bank and the bank will have to maintain reserves on the money's deposited in the pool account.
This account should be classified as a consolidated settlement account which cannot be used for any other purposes

6. Rules of operation of the account

Consolidated accounts should ideally be operated completely system driven with very minimal human intervention. Wherever absolutely necessary, it should be operated by responsible officers of the service provider and should at all levels have maker checker functionality. Also, alerts should be build in to the system wherever critical so that relevant people are informed about critical activities the moment they are performed and unusual activity can be spotted immediately.

Also, the whole system should ideally be on a prepaid model so that financial risk to any party involved is minimized. Also, this reduces cost of credit rating and screening of customers.

7. Banked and unbanked options

A payment system may involve complete bank based transactions or complete cash based options or a mix of the two.

7.1 Already banked

All transactions in the system are of ‘BANK to BANK’ in nature. Funds flow from the customers’ bank accounts/ credit cards into a specially designated consolidated account. When used for payments or mCommerce, money moves from the sender’s sub account to the receivers sub account. The receiver may then request a withdrawal into his bank account/ credit to a card account with a bank. In such case there is the added comfort of a banking entity already having done a due diligence on all participants of the system. Also, the limits on amounts to be transferred can also be higher. The matter of payment of interest on balances in such sub accounts is discussed in other sections “Payment of Interest” and “Redefining Deposits” of this document.

7.2 Unbanked

A consolidated account of money with balances of many individuals may be the fastest way to offer bank like and payment options to the unbanked population. However the controls and checks and balances to operate such a system need to be enforced well in terms of customer data and transaction security. Being unbanked and transactions being done in cash would require the transaction limits to be lesser ideally at least in terms of amounts. Once mature, the service provider can enhance limits for select customers based on certain criteria being met.

In the Philippines, there are two such services one each on either model and both are running successfully. This is primarily due to the right intent on part of the banks, regulators and the telecom companies. Once this synergy between all parties mentioned is achieved, it will be just a matter of good implementation and roll out in order to meet the various objectives. 

There may also evolve a hybrid model where the send side is banked but the receive side is not and vice versa.

In either case, the customers and the channel partners ideally need to be enabled on a prepaid model which will rule out any unwanted issues of credit risks etc.

8. Issues & probable resolutions

8.1. Lack of precedence & KYC

The most important issue would be the lack of any precedence of such an option for payment systems in India. The very concept of being able to provide an account to the customer who may not conform to full KYC norms required to open a bank account is alien. 

Regulators have anyway introduced relaxed KYC norms for rural and other such segments and the same needs to be adopted and suitably modified in order to become acceptable. Banks are permitted to rely on Financial Intermediaries as recommended by the relaxed KYC guidelines issued vide RBI circular DBOD.NO.AML.BC.28 /14.01.001/2005-06 dated August 23, 2005 A Bank can sponsor the small value remittance service by entering into arrangements with intermediaries in order to manage distribution, technology and scale.
In the same spirit, Banks may partner with Telecom companies, Technology companies etc to facilitate such small value transfers. Banks may rely on introductions from any person on whom KYC has been done and certificates of identification issued by the intermediary. Thus the intermediary can be a Telecom company, another bank or financial institution or a stand alone Trust Company dedicated to the purpose of facilitating such transactions. Banks, as already seen in the Business Correspondent model, should be able to create this distribution reach. Established Telco channels could be one such entity. Banks can perform due diligence and appoint appropriate channel partners.
It is proposed that in cases where the remitter is the owner of the mobile phone, the telecom company’s KYC can be relied upon. In cases where the remitter is not the owner of the mobile phone, a letter of introduction is taken from the owner and the proposed customer registers with a limited KYC comprising of photograph and address proof. Wherever address proof is not available, the introducer can certify the genuineness of the remitter’s address. A simple, yet comprehensive form should be filled with the user’s information. This may be done totally electronically but in the beginning, it may be required as a physical document with a signature. This would need explanation and a level of comfort needs to be provided to regulators with the exact process etc. which needs to be standardized across all such services. Some of these processes may add to the overheads of KYC. It may also create another KYC process which may not be the best option, given that there is already a stipulation for what diluted KYC should consist of. We can recommend this as a concept. It’s certain that regulators will appropriately implement it in a spirit that is right for both the consumer at large and the in the interest of ensuring no misuse. Whoever is then willing to take the additional cost and effort, if at all, can choose do so.
8.2. Anti Money Laundering

In recent times, money laundering is a big issue as it is the single largest source of terrorist and drug funding. In this context, there are a few things that need to be kept in mind while designing a payment system with pooled funds of individual customers. 

· The source of all money entering and exiting the system should be known

· In pure cash models, the amounts need to be smaller in value and the frequency needs to be lesser than those of bank based models

· There should be an automated information system for flagging off unusual activity from accounts or reaching of limits by a customer. The same system should be used by a dedicated transaction monitoring team.

· Ideally there should be some kind of check on address of registration and one needs to be more mindful of customers residing in certain areas.

· Documentation process once agreed, needs to be air tight with no exceptions slipping through

· There should be adequate reporting of money flows to a regulatory authority periodically.

8.3. Data Mirroring

It may be a good idea to ensure that the data that is the break up of all the money in the pool account also be made available to the bank where the pool account is maintained. This may be a periodic batch based activity. 

This may be left to the banks who want to partner with the service provider. It would ideally depend on how much control the bank is comfortable in letting the service provider have. 

8.4. Security

At the system level, adequate care needs to be taken so that critical data is always encrypted to the minimum required prescribed security standard. However usage based security (password logic etc.) should be one area where there will be room for innovation and differentiation by various players.

If any sensitive information is stored in third party systems, banks must ensure that access to this information is restricted with appropriate encryption and hardware security standards.
From the user’s viewpoint, there should be built in security features such as locking of the account in case of three consecutive erroneous PIN entries, forced PIN change on registration/ first time usage. Here also the various players have enough space for innovation and differentiation to use alternative options such as voice based and biometric authentication.

The technology sub committee may add appropriately to this section to make it airtight, yet easy to use

8.5. Reconciliation

It is very important that all records in the system are reconciled by the system and verified by a responsible person at a pre determined time every day. There is no room for any discrepancy in the system on this matter and rigorous testing should ensure that this is in place. 

Wherever the pool account is not fully owned by the service provider, the same should be also run by the bank as a checking measure.

8.6. Infidelity insurance

The assumption here is that the system will be robust and well tested and will have no space for any errors. However, at times the people who run processes may be the weak link in the service. Just to make double sure it may be a good recommendation to take employee infidelity insurance for the service provider. This protects the interest of both the customers as well as the service provider.

8.7. Clear customer information & disclosure

One of the biggest issues associated with any payment system is lack of disclosure to the customer. That becomes even more critical when new concepts are introduced. It should be the responsibility of the service provider to transparently provide the customer relevant information at the following points in time.

· At the time of registration/ account opening, especially terms & conditions

· Confirmation of all transactions

· Request responses on profile and transactions

· Transparency on any fees charged

· Stop Payment related matters

It should clearly be highlighted to users of this channel/ option the risks, roles and responsibilities of all constituents and channel partners. 
8.8. Training the channel participants

In many cases where there is a consolidated account system for the sake of facilitating payments especially for the financially excluded, there will be many participants and stakeholders that may not be banks or bank employees. In such cases, it is imperative to ensure that these undergo regular training to come up the curve in maintaining minimum levels of operations. In most cases, it may well be required that the various participants in the system have agreed to and signed service level agreements.
8.9. Settlement of transactions

Payments companies such as Visa and MasterCard today settle all transactions through one single bank across all banks and partners and currencies is a close analogy of how such a system can work seamlessly across access points, banks & merchants.

8.10. Continuity of Business & Services

The service provider must develop a seamless continuity of business plan and direct users to alternate channels of communication in case there is a service outage. Service providers should work with Telcos closely to develop robust systems that provide ability to transact on continuous basis and irrespective of transaction volumes.
9. Regulatory & legal - Unclear framework and guidelines, need clarity

9.1. Redefining Deposits:

We need to have a more careful definition of the word deposit as understood till date by the regulatory bodies. If the same is made for either interest bearing or for savings and securities, the same may be called a deposit. If it is not for these purposes or for transactions purposes, the same need not be considered as a deposit but as a security against future transactions. Looking at it traditionally, it’s like marking a lien on the savings account. An amount identified for particular use is kept aside and is not touched till the lien is released. Banks can and are offering these but the success is not something that can either be worth a mention or be scaled as an option to the unbanked. As mentioned earlier, the banks should be allowed to do this actively. The point here is that we need to understand and accept the very fine line between a deposit and a balance in a sub account that is primarily used for payments. Payment service providers may also be allowed to offer such an option to customers with a bank backing them up with the consolidated balance of all these sub accounts and maintaining some level of control on the functioning of this system. What sub accounts allow is high flexibility and easier frequency leading to lesser minimum balances in the sub account, making it pervasive and increasing acceptance.

9.2. Legal Interpretation
A lay man’s interpretation of the law can be that regulations & guidelines in relation to banking do not expressly prohibit these products with sub accounts as such. It vaguely states that the bank has to inform the RBI regarding such options. Also, probably the board of the bank may on a case to case basis need to approve such products.

9.3. Participation & Support
As the MPFI, we look for support and guidance from Regulators and banks in making such a pioneering endeavor a success and taking Indian mCommerce to its rightful place in the world. If consumers can pay securely online, they will buy. Not far is the time when electronic and more particularly mobile based payments shall revolutionize the way the world transacts. With participation and initial hand holding, the regulators can make it happen without compromise to security and standards.

9.4. Agreements and legal arrangements

There need to be simple yet well defined agreements between one or more of the following parties as may be required from time to time.

· Between PSPs and banks

· Between PSPs and customers

· Between Banks and customers
10. Payment of interest

Services should have their own choice to pay or not to pay interest on the money the customer chooses to keep in his sub account. As discussed earlier, since the sub account is not merely for the purpose of saving or banking per se, the choice to accept the same or not should be with the consumer. However, it should be clear upfront at the time of subscribing for the service whether the service pays interest on the sub account or not.

11. Company/ Promoter background

The regulators need to take into consideration the reputation, background, longevity and experience of the company/ promoters who are offering such services. 
12. Compliance

At every step all users go through robust transaction compliance checks. Volume-Velocity checks are applicable to transactions of all users on a periodic basis. The system should have daily, weekly, monthly, quarterly, half-yearly and annual checks on both these counts. The same should be determined keeping in mind the regulations that may be applicable, the nature of the users and transactions that may arise as a result. In such cases, amounts are always more important than the frequency as just by the end use of the service, there will be more low value transactions. Too much control on the transaction frequency may hinder the success of such services

13. Assumptions

This note assumes that the basic standards of devise and hardware related matters is acceptable and in accordance with required industry & regulatory norms. The objective is to bring out the benefits of the pool or consolidated account option vs. the single account per user model and to highlight aspects that are relevant only to that end.
14. Summary & Conclusion

Consolidated account models have their own benefits especially for options where the main objective is to transfer money. There is a clear cost benefit in processing transactions within the eco system and easy, secure technology synergies to be able to deal with entities outside the ecosystem at a lower cost. Though there is no exact precedence in India, regulators need to afford this option the due focus in order to enable easier and more pervasive options to the masses to transfer money at a lower cost. 

Every financial system in the world will have some amount of risk. The key to make such systems work is to regulate the same in proportion to the risk associated with it. At the same time, it is important to keep in mind the customer acceptance of such services as mobile based and hence as much interaction as possible should be on the mobile phone giving the customer a great “mobile experience”.
It may need review and redefinition of certain traditional aspects of banking and payments in order to make such systems successful and internationally comparable leading to a revolution in the way one sends money. Will India be a part of the mobile payments revolution is not so much a matter of discussion as it is of action! With a joint effort on the part of regulators, banks and service providers, it sure is not a distant dream.
14. Transaction Structure and Flow

Illustration 2 – Transaction Structure
















Assuming that both Mr. A and Mr. B are registered for the service with opened mSub Accounts and Mr. A were to send 500 rupees to Mr. B, then the flow would be somewhat as mentioned and displayed below. 

Illustration 3 - Transaction Flow
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Illustration 1 – Market Dynamics
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