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1. The Evolution of KYC and the UCKYC
Framework in India

The Evolution and Impact of KYC Across Sectors V4

In a rapidly digitizing India, "Know Your Customer” - KYC - has evolved far beyond a mere
formality. It's now a fundamental, yet often complex, pillar of digital identity and compliance,
impacting operations from mutual funds to telecom. Why is it so crucial, how did it evolve, and
what does India’'s new Unified CKYC (UCKYC) framework truly signify? Let’s understand this.

I 1. What is KYC and Why is It Important?

At its core, KYC is how an entity verifies who you are. Its purpose is simple: Know Your Client. But
its importance goes beyond that. The purpose is to verify the identity of customers and assess
the risks associated with them, ultimately preventing financial crimes like money laundering and
fraud. For entity, this means a continuous, demanding obligation, requiring frequent updates
and re-verification to ensure ongoing compliance and combat evolving threats.

Its main goals:

@ Stop Identity Theft & Fraud: Verify identity @ Fight Money Laundering (AML-Anti-Money
to protect people and businesses from false Laundering): Keep illegal money out of
credentials. legitimate financial systems.

@ Counter-Terrorism Financing (CTF): Track
and cut off funds for terrorist activities.

While long tied to Banking, Financial Services, and Insurance (BFSI), KYC is now vital across many
other sectors:

@ Telecom: Verifying identity before issuing @ Real Estate: Ensuring transparent property
SIM cards to prevent misuse. deals, curbing black money.

@ Government Welfare Schemes (e.g., @ E-commerce & Gig Economy (e.g., Uber,
Aadhaar-linked Direct Benefit Transfer): Zomato, Amazon): From driver onboarding
Ensures aid reaches verified beneficiaries, to large transactions, identity verification
reducing fraud. builds trust.

@ Education & Exam Verification: Prevents @ Crypto Exchanges: Essential for AML/CTF
impersonation, maintains academic compliance due to crypto's anonymous
integrity. nature.

KYC has become a universal mechanism for trust and compliance in our connected
world, extending far beyond finance.

www.QuantumAMC.com 1



B (®oncept

I 2. History & Origin of KYC Globally

The idea of "knowing your customer” isn't new. But its formalization into strict rules gained steam
in the late 20th and early 21st centuries, driven by global events and rising illicit money flows.

Global Triggers:/

@ Financial Action Task Force (FATF):
Founded in 1989, FATF sets global
standards against money laundering and
terrorism financing. Its recommendations
shaped KYC worldwide.

Country-wise Case Studies: J/

@ USA (Patriot Act, CDD Rule): The USA

PATRIOT Act of 2001 vastly expanded AML
requirements, including mandatory KYC for
financial firms. The Customer Due Diligence
(CDD) Rule of 2016 further mandated
identifying beneficial owners of legal
entities, strengthening KYC.

EU (AML Directives): The European Union's
successive Anti-Money Laundering
Directives (for example, the Fourth AMLD,
Fifth AMLD, and Sixth AMLD versions) have

@ Post 9/11 Anti-Money Laundering (AML)

Standards: The 2001 attacks heightened
terror financing concerns. This led to tighter
AML laws and a global push for stricter KYC
to track illicit funds.

UK (FCA Guidelines): The Financial Conduct
Authority (FCA) governs UK finance, issuing
AML guidance aligned with FATF. Firms
must conduct customer due diligence,
monitor transactions, and report suspicious
activity.

Singapore (MAS Guidelines): The Monetary
Authority of Singapore (MAS) has strong
AML/CFT rules, requiring strict KYC,
including identity verification, risk profiling,

progressively broadened KYC scope,
significantly boosted beneficial ownership
transparency, and addressed new risks,
notably including cryptocurrencies.

and ongoing monitoring.

@ India (RBI, SEBI, UIDAI Linkage): India's KYC journey has been incremental but transformative:

® 2002: RBI issues initial guidelines for banks to stop money laundering.

® 2005: RBI mandates KYC norms for all financial institutions; SEBI introduces KYC for the securities
market.

® 2011: SEBI introduces uniform KYC norms for its segments, leading to the building of KYC
Registration Agencies (KRAS).

® 2012-2013: Following the 2011 regulations, the five SEBI-registered KYC Registration Agencies
(KRASs) became operational. These include:

CDSL Ventures Limited (CVL KRA)

CAMS Investor Services Private Limited (CAMS KRA)
Karvy Data Management Services Limited (Karvy KRA)
NSDL Database Management Limited (NDML KRA)
DotEXx International Limited (DotEx KRA)

These agencies began centralizing investor KYC records for the capital markets,
aiming to streamline data management and reduce duplication.
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@ Post-2010 (Aadhaar): The introduction of the Unique Identification Authority of India (UIDAI) and
Aadhaar marked a pivotal shift, transforming KYC processes. Aadhaar has rapidly become the
undisputed pillar of India’s digital identity and KYC framework. Leveraging Aadhaar, e-KYC
facilitates instant, paperless verification, drastically simplifying identity checks. This widespread

adoption is evident in the fact that over 99.9% of India’s adult population has now been identified
through Aadhaar, making it the world's largest biometric identity system and a cornerstone for
digital transactions and service delivery across the nation.

(® 2016: Central KYC Records Registry (CKYC) launched under (CERSAI- Central Registry of
Securitisation Asset Reconstruction and Security Interest of India.) Its goal: a single, centralized
KYC for the entire financial sector, reducing re-KYC needs.

I 3. KYC Use-Cases Across Non-BFSI Sectors

KYC's reach now extends far beyond traditional finance: /

@ Telecom (SIM Card Verification): New
mobile connections require identity and

address checks. This stops fraudulent SIM

use. Processes often involve Aadhaar or
other government IDs, sometimes with
biometrics.

@ Gig Platforms (Background + ID Check):

Uber and Zomato require extensive KYC for
partners: identity, address, driving license,
and often criminal background checks. This

ensures safety and accountability.

Q)

Q)

UPI/Onboarding Apps (e.g., Google
Pay/PhonePe): While UPI transactions are
simple, the linked bank account already had
KYC. Wallet services need minimum KYC
(mobile number and name), with full KYC
for higher limits.

Airlines/Travel Platforms: Booking flights
involves matching passenger details to
travel documents. For international travel,
passport details are shared with authorities
for border security.

@ Government (PAN, Aadhaar, e-KYC Integrations): Aadhaar underpins many government services. PAN
is key for financial transactions and taxes. E-KYC via Aadhaar allows seamless access to subsidies,
welfare schemes (Direct Benefit Transfer), and government services, ensuring genuine beneficiaries.

I 4. KYC in the BFSI Sector

The BFSI sector remains central to KYC, with evolving methods and regulatory oversight.

Types of KYC: /

@ Aadhaar-based eKYC: Instant, paperless

identity verification using Aadhaar, often

with OTP or biometrics.

@ Offline Aadhaar XML or QR-based KYC:
Secure, privacy-preserving method.

Download Aadhaar XML from UIDAI with a
password, or scan an e-Aadhaar QR code.

®

In-Person Verification (IPV): Traditional
method where an official physically verifies
original documents and photographs the
customer. Used for high-risk accounts or if
eKYC fails.

Video-Based ldentification Process (VBIP) /
Video KYC: Remote KYC via live video call
with an official. Combines visual verification,
document checks, and geo-tagging under
strict rules.
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Role of Regulators J/

RBI (Reserve Bank of India):

Q)

Q)

Q)

Primary Oversight: Sets KYC guidelines for banks (Public, Private, Foreign, Co-operative
Banks).

Extended Jurisdiction: Also regulates KYC for Non-Banking Financial Companies (NBFCs),
Payment Banks, Small Finance Banks, and Fintech entities that operate within the lending and
payment systems ecosystem under RBI's purview (e.g., those partnered with regulated entities).

Key Focus: Financial stability, payment systems, digital lending guidelines, and broad consumer
protection in banking and allied services.

SEBI (Securities and Exchange Board of India):

Q)
Q)

Q)

Primary Oversight: Regulates KYC for all participants in the capital markets.

Specific Registered Intermediaries Include:

Stockbrokers (equity, derivatives, commodity segments)

Mutual Funds (MFs) and Asset Management Companies (AMCs)
Portfolio Managers (PMS)

Alternative Investment Funds (AIFs)

Investment Advisers (I1As)

Research Analysts (RAS)

Depositories and Depository Participants

Custodians, Registrars to an Issue and Share Transfer Agents (RTAs)

Key Focus: Investor protection, market integrity, and transparency in the securities market.

AMFI (Association of Mutual Funds in India):

Q)

Q)
Q)

Industry Body Role: While SEBI is the ultimate regulator, AMFI plays a crucial role in developing
mutual fund-specific guidelines, best practices, and operational standards.

Alignment: These guidelines are aligned with SEBI's rules, providing recommended best
practices for mutual fund industry to ensure uniform compliance.

Key Focus: Promoting common standards, investor awareness, and smooth operational flow
within the mutual fund sector.

UIDAI (Unique Identification Authority of India):

Q)

Q)

Foundational Role: Manages Aadhaar, which serves as a vital digital identity proof for residents
across India.

KYC Facilitation: Enables Aadhaar-based e-KYC, Offline Aadhaar verification and facilitates
services like Aadhaar Authentication. These mechanisms are crucial for simplifying and
digitizing KYC processes across various regulated sectors.
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@ Inter-agency Integration: Aadhaar acts as a foundational digital identifier that facilitates
identity verification for numerous other government bodies and services. Key examples include:

® Income Tax Department (for PAN): Aadhaar is mandatorily linked with Permanent Account
Number (PAN) for tax purposes, simplifying income tax filing and preventing multiple PANs.

® Direct Benefit Transfer (DBT): Ensures accurate and transparent delivery of government
subsidies and welfare benefits by linking them directly to Aadhaar-verified bank accounts.

L] Passport Services: Simplifies the passport application process through Aadhaar-based
verification.

o EPFO (Employees’ Provident Fund Organisation): Aadhaar linkage enables easier access to
provident fund services and ensures proper identification of beneficiaries.

° Public Distribution System (PDS): Helps in authenticating beneficiaries for ration distribution,
reducing leakages.

° Other Government Services: Increasingly used for services like birth/death registrations,
property registrations, and various schemes to enhance efficiency and reduce fraud.

@ Key Focus: Providing a unique digital identity, enabling authentication, fostering financial

inclusion, and reducing the cost and effort of identity verification across government and
private services.

CKYC (Central KYC) vs. UCKYC:/

CKYC (Central KYC), launched in 2016, created a single repository for KYC records. Complete KYC
with a CKYC-compliant entity, get a 14-digit KIN (KYC Identification Number). This KIN can then
be used for other CKYC-compliant entities without repeating full KYC.

The current push is for UCKYC (Unified CKYC) - a truly interoperable, reusable KYC
framework. This aims to make CKYC seamless and accessible. Once KYC is done, it

should be universally accepted across all regulated entities, regardless of the initial
sector or regulator. It envisions a future where KYC is centralized and portable, with
user consent.

I 5. Evolution of KYC

KYC's journey constantly seeks efficiency, security, and standardization.
From Physical Paperwork to Digital eKYC: The biggest shift: from bulky physical documents
(PAN, ID, address photocopies) to paperless eKYC. This was a critical transition.

Problems with Legacy Processes: /

@ Duplication: Customers submitted the same @ Delays: Manual verification was slow,
documents repeatedly. hindering onboarding.

@ Fraud Risks: Paper documents were @ High Costs: Managing physical paperwork
vulnerable to forgery and errors. was expensive for institutions.

Emergence of KRA (KYC Registration Agencies): KRAs appeared in the securities market
post-2011. They centralized data, reducing duplication within that sector.

www.QuantumAMC.com 5



B (®oncept

Recent Shift Towards Interoperability and UCKYC: The Finance Ministry and FSDC
(Financial Stability and Development Council) now push for true interoperability. This
means moving beyond just centralized storage (CKYC) to making KYC reusable across
sectors (UCKYC), with user consent controlling data sharing. It's about building digital
public infrastructure for identity verification.

I 6. KYC in Mutual Funds / AMC

For mutual fund investors, KYC is mandatory. No investment without it.
What KYC Means in Mutual Funds: It identifies and verifies every investor, ensuring AML/CTF
compliance.

@ Identity and Address Proof: Submit valid @ In-Person Verification (IPV) / Video
documents (PAN, Aadhaar, Passport, KYC/live photo: Required depending on the
Driving Licence orVoter ID etc.,). PAN is method.

mandatory for all financial transactions
(except Micro investment).

@ KYC Status Check: Check status with any

KRA (e.g., CVL KRA, CAMS KRA) using your
PAN.

KYC Statuses: /

KYC Validated: This status is typically achieved when KYC is done using Aadhaar, and both
mobile and email IDs are validated by the KRA. The validated records are allowed portability i.e.
the client need not undergo the KYC process again when he approaches different intermediary in
securities market and the intermediary shall fetch the validated records from the KRA database.

KYC Registered: This status is assigned when KYC is based on an ID proof other than
Aadhaar, but the investor’'s mobile number and email ID have been validated by the
KRA. For investors with existing folios, transactions will be accepted under a 'KYC
Registered’ status. However, such investors are required to perform KYC each time
they approach a new Mutual Fund. For Non-Resident Individuals (NRIs), transactions
are permitted for both existing and new investments with 'KYC Registered’ status
until March 31, 2026.KYC On-Hold/Rejected: This may be owing to deficiency in the
KYC documents such as PAN validation failure, Mobile number and Email Id not verified,
etc. Such investors shall be allowed to transact subject to submission of KYC
documents.
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Suspicious Transaction Report (STR) and its Role in Mutual Funds /

Beyond initial KYC, continuous monitoring for suspicious transactions is a cornerstone of AML
compliance for Mutual Fund houses (MF5s).

@ What is an STR? A Suspicious Transaction Report (STR) is a report that a financial institution
(including AMCs) is required to be filed with the Financial Intelligence Unit - India (FIU-IND) if it
suspects that a transaction (or a series of transactions) could be related to money laundering,
terrorism financing, or other illicit activities. Reasonable ground of suspicion” is sufficient for this
reporting.

@ Role in Mutual Funds: While cash transactions are minimal in mutual funds, red flags for STRs often
involve unusual patterns or behaviours that deviate from a client’s normal profile or stated purpose.
Examples include:

® Frequent changes in bank account details.

e Large, unexplained transactions, especially if not commensurate with the investor’'s declared
income.

® Multiple small transactions (structuring) to avoid reporting thresholds.

® Frequent switches or redemptions within a short span of time, especially if there's no clear
economic rationale.

® Use of demand drafts for investments multiple times, particularly for large cumulative amounts.

Refusal to provide required information or documents.

Transactions involving high-risk jurisdictions or politically exposed persons (PEPs) without

adequate justification.

How KYC Transformed in Indian Mutual Funds: A Step-by-Step Journey/

The evolution of Know Your Customer (KYC) in India's mutual fund industry moved from basic
paper-based checks to sophisticated digital systems.
@ Pre-2005: Manual & Basic Checks

e Phase: Rudimentary identity and address collection, inconsistent across fund houses, fully
manual and paper-based.

9 2005: Formalization with PMLA & SEBI Mandate

e Phase: SEBI, guided by the PMLA, made KYC mandatory for mutual funds, requiring formal
identity and address proofs, with PAN card becoming crucial.

9 2011-2013: Uniform KYC & Birth of KRAs

® Phase: SEBI introduced uniform KYC norms and established KYC Registration Agencies (KRAS).
This allowed for one-time KYC for the entire securities market.

@ Post-2010s: Aadhaar & e-KYC Revolution

e Phase: Aadhaar's integration enabled instant, paperless e-KYC (OTP/biometric), drastically
speeding up investor onboarding and reducing costs.

e 2016: Central KYC (CKYC) for Broad Financial Sector

® Phase: The Ministry of Finance launched CKYC (managed by CERSAI) aiming for a single,
centralized KYC repository across banks, mutual funds, and insurance, enabling cross-sector
reusability via a KIN.
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e Recent Years: Risk-Based Approach & Digital Validation

e Phase: Focus shifted to a risk-based KYC approach and rigorous digital validation of investor
details against official databases (e.g. Income Tax, UIDAD).

e April 1, 2024: Stricter Validation & Re-KYC Drive

® SEBIl imposed stringent new norms. KYC records not fully "Validated" (especially older ones
without Aadhaar linking) faced restrictions, triggering a re-KYC drive for many investors.

Q Ongoing: Push for Unified CKYC (UCKYC)

@ Phase: Current efforts aim for a truly unified, interoperable, and reusable KYC across all
regulated sectors, leveraging digital public infrastructure with explicit user consent. This is the
ultimate goal for seamless and secure investor experiences.

I 7. Government Interventions & New UCKYC Framework

The government actively drives towards a unified, user-centric KYC framework, leveraging
existing digital public infrastructure.
Recent interventions, from the Finance Minister at the 29th FSDC meeting, include:

@ Expediting Uniform KYC: A strong push for @ Simplifying KYC for NRIs: Focus on easing
financial regulators (RBI, SEBI, IRDAI, KYC for NRIs, PIOs, and OCls, especially for
PFRDA) to quickly implement common KYC mobile number/email validation.
norms.

@ Digitalization of Onboarding: Encouraging @ Refund of Unclaimed Assets: Coordinated
more digital methods for customer efforts to return unclaimed funds, showing a
onboarding. commitment to transparency that relies on

accurate identity.

The UCKYC framework uses digital public goods: /

@ DigiLocker: Securely stores and shares @ DigiLocker-based Address: Easy, verifiable
digital documents. Integrated with Aadhaar, digital address changes.
it provides verified digital copies for e-KYC.

@ Aadhaar e-KYC: Remains vital for instant @ Changes in Consent Architecture: New
verification. framework emphasizes user consent. You
control how your KYC data is shared and
reused, making the system secure and
empowering.

DIGIPIN: Digital Identity with Precise Addressing /

As India's digital transformation continues, another initiative complements universal KYC:
DIGIPIN. It redefines how we identify and locate ourselves digitally. Launched on May 27, 2025, by
the Department of Posts, IIT Hyderabad, and ISRO’s National Remote Sensing Centre, DIGIPIN is
a digital addressing system.
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Unlike traditional six-digit PIN codes that cover broad areas, DIGIPIN assigns a unique
10-character alphanumeric (4FK-PC4-4KLP) code to every roughly 4x4 meter square across the
country. This geo-coded, grid-based system provides precision, acting as a unique digital
fingerprint for each location.

The practical benefits are many. Imagine more accurate e-commerce deliveries, faster
emergency services reaching precise locations, and simpler property verification.
DIGIPIN doesn't replace your physical address; it enhances it, adding a precise digital
layer. This open-source system ushers in a new era of location intelligence, integrating
with digital identity and financial services.

Table 1: KYC Validity & Renewal Requirements /

Validity )
Sector KYC Type . Re-KYC Trigger
Period
. Change in address,
Banking Full KyC 8 years suspected fraud, inactive a/c
. Simplified Upgrade needed for high-value
Banking KYC 2 years transactions
Mutual . Change in personal
Fund Full KYC Indefinite details/address/email/phone
Mutual PAN Exempt Indefinite For small investors(< I50K
Fund (PEKRN) Per Year)
Insurance Full KYC 5 years Typically updated during
renewal
12-24
Payment Min KYC Upg!’ade needed for full
Wallets months service access
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Table 2: Bank KYC vs. Mutual Fund KYC under UCKYC V4

Feature Bank KYC Mutual Fund KYC
Regulator RBI SEBI
KRA Required No Yes

Often (for high Yes (unless Aadhaar
IPV Mandatory . .

value/physical accounts) eKYC/VBIP is used)
Video KYC

Yes Yes
Accepted
Linked to CKYC Yes Yes

UCKYC aims to make it fully

Interchangeable? Not always

interchangeable

) ) Limited (mostly for Widely available (for
E-sign Options ]
internal documents) mandates, forms)

India is shifting from fragmented KYC to a unified digital identity and precise
addressing with Universal KYC and DIGIPIN. While the intent is clear - to simplify access
and reduce friction - how will this play out on the ground? Will these advancements
truly make financial interactions consistently smoother and more equitable for every
user, or will the path ahead reveal new complexities?
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