Moliveboard

The Banking Laws
(Amendment) Act, 2025

A Definitive Step Towards New-Age Banking in India

Key Highlights

Depositor Empowerment: New
flexibility to designate multiple
nominees for deposits and lockers,
simplifying asset succession.

regulatory norms and thresholds to
enhance transparency and oversight in
all banks.

Enhanced Audit & Investor

i

Strengthened Governance: Updated
&
P

Protection: Improved audit quality in
=(C)) Public Sector Banks (PSBs) and a new
framework for managing unclaimed
funds.

.@'}, Procedural Efficiency: Streamlined
reporting standards and operational
@ definitions to align with modern
accounting practices.
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The Banking Sector’s Evolution Demands a
Modern Legal Framework

India's banking system has rapidly transformed from a branch-centric model to a digital leader. As financial
inclusion deepens through initiatives like Aadhaar and Jan Dhan Yojana, the legal framework must evolve to
manage rising complexity and technological shifts.
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Challenge 1: Ambiguity in
Asset Succession

e Significant unclaimed deposits
across banks due to outdated or
missing nomination records.

» Need for a clear, flexible system to
minimize disputes and ensure
smoother, faster claim settlements
for families.
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Challenge 2: Outdated
Governance Norms

» Regulatory thresholds, like the
definition of 'Substantial Interest’
set in 1968, no longer reflect current
economic realities and inflation.

 Lack of uniform terminology
hinders compliance and adaptation
to new technologies.
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Challenge 3: Operational
Inefficiencies

 Archaic statutory deadlines (e.qg.,
“last Friday") create manual
workloads and are misaligned with
modern digital accounting cycles.

» Need to automate and streamline
reporting for better systemic
efficiency and compliance.
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The Response: A Unified Reform Amending Five
Cornerstone Banking Acts

The Banking Laws (Amendment) Act, 2025 is a landmark reform designed to enhance governance, improve
transparency, strengthen depositor protection, and modernize the regulatory framework.

The Reserve Bank of

India Act, 1934 Act, 1949

The Banking Regulation ]

Banking Laws
(Amendment)
Act, 2025

(The State Bank of India
LAct, 1955

y N
The Banking Companies

(Acquisition and Transfer of
Undertakings) Act, 1980

' N
The Banking Companies

(Acquisition and Transfer of
Undertakings) Act, 1970

. A

Provisions notified in two stages: Stage 1 (Sections 3-5, 15-20) on 1st August 2025, and Stage 2 (Sections 10-13) on 1st November 2025.
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Key Reform 1: Empowering Depositors with a Modern
Nomination Framework

Addressing the Challenge of Unclaimed Deposits and Asset Succession

O r? 0O D
Multiple Nominees Simultaneous Nomination Successive Nomination
Depositors can now nominate up to Allows for a percentage-wise Ensures seamless succession for articles
four individuals for their bank accounts allocation of assets among nominees, in safe custody and lockers. If the
and lockers. totaling 100%. This provides clarity and primary nominee is deceased, the asset
and avoids disputes. passes to the next designated nominee

without legal hurdles.

These changes provide depositors with unprecedented flexibility and control, ensuring faster and simpler
transfer of assets to their families and significantly reducing the volume of unclaimed funds in the system.
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Key Reform 2: Strengthening Governance and Modernizing

Regulatory Thresholds

Redefinition of ‘Substantial Interest’
(Section 3)

A much-needed update to reflect economic
growth.

I Before (1968 Limit): ¥ 5 lakh

After (2025 Act):
% 2 crore

Rationale: This change revamps governance standards
by aligning the threshold with decades of inflation and
economic expansion, ensuring more relevant oversight.

Enhanced Governance in Co- Q
operative Banks (Sections 4 & 14) =

Aligning with national principles of democratic
governance.

Provision

Maximum tenure for directors (excluding
Chairperson and whole-time directors) is increased
from 8 to 10 years.

Significance

This aligns co-operative bank governance with the
97th Constitutional Amendment, which mandates
democratic control and strengthens their role in the
economy.
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Key Reform 3: Improving Audit Quality and Investor

Protection in PSBs
Bolstering Transparency and Accountability in Public Sector Banking

Empowering PSBs to Fix Auditor Remuneration
Change: PSBs are now empowered to determine the remuneration for their auditors.

Impact: This allows them to attract more qualified and experienced audit professionals by
offering competitive compensation, directly leading to improved audit quality and rigor.

Systematic Management of Unclaimed Funds

Change: PSBs are now permitted to transfer unclaimed shares, interest, and bond
redemption amounts to the Investor Education and Protection Fund (IEPF).

Impact: This aligns PSBs with the best practices established under the Companies Act,
creating a transparent and centralized system for managing unclaimed investor
investor assets.
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Key Reform 4: Driving System-Wide Procedural Efficiency

The Act streamlines critical back-end processes, reducing manual work and aligning banking operations with

modern, technology-driven accounting standards.

Rationalized Reporting Deadlines

Old System: Reporting requirements were often tied to arbitrary
dates like the “last Friday” or “alternate Fridays” of a month.

New System: Deadlines are now aligned with logical accounting

periods: the “last day of the month” or the “last day of the fortnight”.

Benefit: This shift simplifies compliance, facilitates automation, and
reduces the potential for manual errors.

Updated Operational Definitions

Old System
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New System
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» Action: Various definitions related to banking operations have been revised and standardized across the amended acts.

» Benefit: Creates uniform terminology, which streamlines regulatory interpretation and makes it easier for the banking

ecosystem to adopt emerging technologies consistently.

&1 NotebookLM



Moliveboard

The Transformative Impact on India’s Banking Ecosystem

Improved Financial Transparency

Centralizing unclaimed funds in the
IEPF creates a more accountable and
transparent system for managing public
and investor assets.

Depositor-Centricity

Safeguards public trust through
simplified and secure claim
settlements for families, making the
system more user-friendly.

Enhanced Governance

Modernized thresholds and director
tenures ensure governance
frameworks are robust, relevant, and
aligned with democratic principles.

Enhanced Audit Quality

Empowering PSBs to offer better
remuneration attracts top-tier talent,
leading to higher standards of
financial scrutiny and accountability.

Improved Operational Efficiency

Simplified procedures and logical deadlines reduce
friction in the system, promoting automation
and strengthening compliance.
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A Depositor-Centric Vision: Safeguarding Public Trust

and Financial Security

At its heart, the 2025 Amendment is designed to fortify the relationship between the citizen and
the banking system by placing depositor interests at the forefront of reform.

How the Act Protects Depositors

@ Direct Benefit

9 The modernized nomination framework directly tackles the problem of
unclaimed assets.
Before: Complex succession laws, lengthy legal processes, and locked
funds.
After: Clear, pre-defined succession paths via multiple, successive, and
percentage-based nominations.

S~ Indirect Benefit

@ Stronger governance and higher quality audits create a more stable and
resilient banking sector. A well-governed bank is a safer bank for
depositors’ funds. Improved transparency builds confidence that
institutions are being managed responsibly.

The Act includes robust
measures to safeguard
public trust in banking
Institutions by ensuring
simplified claim
settlement for their
families.
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Conclusion: Building a Future-Ready Financial Architecture
for a Digital India

The Banking Laws (Amendment) Act, 2025 is more than a set of regulatory updates; it is a significant stride
towards modernizing India's entire financial infrastructure.

Stability Transparency Efficiency

By strengthening governance and Through improved audit standards By streamlining procedures, it builds
oversight, the Act reinforces the and fund management, it enhances an efficient and agile system ready
stability of the banking sector. transparency and public confidence. for a digital-first economy.

These reforms are essential for sustaining India’'s growth trajectory, supporting the vision of a secure,
inclusive, and technology-driven banking system that can effectively serve a rising digital economy.
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