
Frequently Asked Questions on KYC Norms and Anti Money Laundering 

  

   

What is Money Laundering?  

  

Money laundering refers to conversion of money illegally obtained to make it appear as if it 

originated from a legitimate source. Money laundering is being employed by launderers worldwide 

to conceal criminal activity associated with it such as drugs /arms trafficking, terrorism and 

extortion.   

  

What is KYC?  

  

KYC is an acronym for “Know your Customer” a term used for Customer identification process. It 

involves making reasonable efforts to determine, the true identity and beneficial ownership of 

accounts, source of funds, the nature of customer’s business, reasonableness of operations in the 

account in relation to the customer’s business, etc which in turn helps the banks to manage their 

risks prudently.   

The objective of the KYC guidelines is to prevent financial institutions being used, intentionally or 

unintentionally by criminal elements for money laundering.  

  

What is KYC Policy?  

  

As per RBI guidelines issued vide their circular dated 29/11/2004, all banks are required to 

formulate a KYC Policy with the approval of their respective boards. The KYC Policy consists of 

the following four key elements.  

1) Customer Acceptance Policy  

2) Customer Identification Procedures  
3) Monitoring of Transactions            

4) Risk Management.  

  

Who is a Customer?  

  

For the purpose of KYC policy, a ‘customer” may be defined as:  

➢ A person or entity that maintains an account and/or has a business relationship with financial 

institutions  

 

What is a Customer Acceptance Policy?   

  

Client acceptance policy lays down specific criteria for acceptance of customers and ensures the 

following aspects of the customer relationship: 

• It shall comply with the KYC Guidelines of RBI and due diligence shall be carried out to 

ensure the repayment capacity of the borrowers. 

• It follows the Joint Liability Group (JLG) model and Individual Lending (IL) model. In 

JLG model clients are organized into groups and are required to undergo Compulsory 

Group Training (CGT) in JLG model whereas clients are required to undergo Qualification 

Test (QT) and Credit Appraisal (CA) in both lending mythology.  Under the mentioned 

processes, the staff verifies client identity by undertaking the necessary KYC documents 



and verifying with originals. All clients are assessed for the location of residence and 

business during CGT, QT and CA in group lending and QT and CA in individual lending.   

  

What is the Customer Identification Procedure?   

  

Customer identification means identifying the customer and verifying his/her identity through 

reliable and independent documents, data and information. FIs would need to satisfy to the 

competent authorities that due diligence was observed in accordance with the requirements of 

existing laws and regulations.   

  

What are the features to be verified and documents required to be obtained from customers?  

 

The features to be verified and documents that may be obtained vary depending upon the type of 

customers. The same are furnished below:  

 

For Limited Liability Group (LLG) model and Individual Lending 

Identity Proof Aadhaar Card - masking initial 8 numbers (most preferred) 

Voter‘s Identity Card (most preferred) 

Nationalised Bank Passbook  

PAN card 

Driving License 

Job Card issued to Co-Borrower by State Govt. under MNREGA 

Address Proof Aadhaar Card - masking initial 8 numbers (most preferred) 

Voter‘s Identity Card (most preferred) 

Nationalised Bank Passbook 

Ration card 

Driving License 

 

  


