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Preface 

I am Nihar Sreeram Shetty, currently pursuing my Post Graduate Diploma in 

Management from the Indian Institute of Management, Lucknow batch of 2013-

2015. I had done my Bachelors in Civil Engineering from Birla Institute of 

Technology & Science, Pilani. After completing my graduation, for the first 18 

months I was working for Soma Enterprise Limited for the Bangalore Metro Rail 

Project, after which I worked for a real estate development company Assetz 

Infrastructure Pvt Ltd. 

Rakshak Foundation is a 501(c)(3) non-profit organization headquartered in Santa 

Clara, California, which researches different public policy issues and creates 

awareness about them. It sponsors Seminars on public policy matters, sponsor 

activities to involve the youth including volunteerism and support programs to 

help the needy. Through the dedicated efforts of its volunteers around the globe, 

Rakshak Foundation brings out perspective on various issues to the attention of 

the decision making bodies and institutions in US and India. 

Public policies form an integral part of understanding the Industries and markets 

of the respective country. Understanding and researching policies and acts such as 

the labour policies, the Land acquisition, resettlement and rehabilitation act, 

MGNREGA scheme are vital for a person like me with experience in the 

infrastructure field. It would help me understand the work flow of various 

processes involved in identifying, evaluating (financial and legal feasibility) of any 

of the infrastructure projects to be undertaken. Internship at Rakshak foundation 

would allow me to interact with dignitaries at the highest level of various 

government agencies who are involved in formulations of policies directly or 

indirectly. I would like to pursue my career in Project Finance or Strategic and 

Financial consulting field working on project appraisals, project investments, 

strategic financial consulting, acquiring knowledge related to all aspects on 

projects and investments starting from identifying new opportunities, evaluating 

the feasibility and risk of the project. An opportunity to work on any of the above 

mentioned fields would align my internship experience with my long term goals 
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Executive Summary 

The Mahatma Gandhi National Rural Employment Guarantee Act (MGNREGA) aims 

at enhancing the livelihood security of people in rural areas by guaranteeing 

hundred days of wage-employment in a financial year to a rural household who 

volunteer to do unskilled manual work. Implementation of MGNREGA will help 

improve the livelihood of the rural population which in turn will also curb the 

problem of rural population migration to urban areas. This will also improve the 

current state of rural infrastructure as MGNREGA undertakes project related to 

rural connectivity, water conservation and soil conservation, drought proofing, 

flood control and protection works, irrigation works, agriculture related works 

such as NADEP composting etc. 

This project report highlights the challenges/issues identified in the 

implementation of the NREGA scheme and disbursement of wages to the final 

beneficiaries both in terms of cash payments and electronic payments. The issues 

identified are from the point of view of the current operational processes in 

MGNREGA scheme, from the point of view of the final beneficiaries and from the 

point of view of banks for implementation of the business correspondence model 

and the E-FMS model. The issues were identified based on the one on one 

interviews conducted with various stakeholders from various levels of authority 

starting from the State Rural Employment Society of Meghalaya , to the block 

development officers, the assistant program officers and the Village employment 

council functionaries who are directly responsible for the implementation of 

MGNREGA projects at the village level. The major issues raised by most of the 

stakeholders involved in implementation of the MGNREGA is the delay in flow of 

fund to the state authorities and the delay in final disbursement of fund from the 

Block office to the final beneficiary through the business correspondence model in 

unbanked villages. This report evaluates and highlights the major issues in the 

current process in which the disbursement of MGNREGA wages is done through BC 

Model and comes out with recommendations which would improve the process as 

a whole and also increase the accountability at each level. 
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1. Introduction 
 

1.1 Background Information 

India is a land of villages where more than two-third of the population of almost 

1.2 billion is residing in rural areas. To help these people to fulfil their basic 

amenities of life, the central government of India has notified the Mahatma Gandhi 

National Rural Employment Guarantee Act, 2005 (MGNREGA) on September 7, 

2005. The Mandate of the Act is to provide 100 days of guaranteed wage 

employment in a financial year to every rural households whose adult members 

volunteer to do unskilled manual work. 

The goals of the act are: 

a) Social protection for the most vulnerable people living in rural India by 

providing employment opportunities 

b) Livelihood security of the poor through creation of durable assets, 

improved water security, soil conservation and higher land productivity 

c) Drought-proofing and flood management in rural India 

d) Empowerment of the socially disadvantaged, especially women, SC’s, ST’s 

through the process of rights-based legislation 

e) Deepening democracy at the grass-roots by strengthening Panchayati Raj 

Institutions 

f) Effecting greater transparency and accountability in governance 

Thus MGNREGA is a powerful instrument for ensuring inclusive growth in rural 

India through its impact on social protection, livelihood security and democratic 

empowerment. MGNREGA has given rise to the largest employment program in 

human history and is unlike any other wage employment program in its scale, 

architecture and thrust. Its bottom-up, people-centered, demand driven, self-

selecting, right based design is distinct and unprecedented. It provides a legal 

guarantee for wage employment and is a demand driven program where provision 

of work is triggered by the demand for work by the wage seekers. There are legal 
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provisions for allowances and compensation both in cases of failure to provide 

work on demand and delays in payment of wages of work undertaken. 

 

1.2 Main Problems, their scope and impact on the society 

Delay in the payment of the wages to the beneficiaries is perhaps one the most 

important factor which would drive the future demand for work by the 

beneficiaries and the success of the program in the years to come. As per Section 

3(3) of the MGNREGA, 2005, "Disbursement of daily wages shall be made on a 

weekly basis or in any case not later than a fortnight after the date on which such 

work was done."   

However, even after eight years of the implementation of MGNREGA and the 

number of measures taken for timely wage payment, serious delays in payment 

have been recorded. According to some estimates of the Rural Development 

Ministry, Government of India, on an average, around 40% of the total wage 

payments are delayed by more than 15 days. In 2013-14, around 16% of the total 

payments were delayed between 15 and 30 days, 15% were delayed by 30 to 60 

days, 7% were delayed by 60 to 90 days and 6% were delayed by more than 90 

days.  

Around Rs 2,700 crore in wages, or 25% of the total, are delayed beyond the 

stipulated 15 days. The problem is acute in certain blocks in Jharkhand, Odisha, 

Madhya Pradesh, J&K, Chhattisgarh and the northeast, where wages are delayed by 

up to 90 days, defeating the social welfare aspect of the scheme. 

Based on the above given facts and figures, the report aims to evaluate and identify 

the challenges and issues in the implementation of  the MGNREGA scheme and 

payment of wages from the view of point of various stakeholders such as 

beneficiaries, banks and government authorities. 
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1.3 Goals and Objectives 

The success of the implementation of the business correspondence model and 

electronic fund management system for payment of wages to the beneficiaries, 

payment for materials bills to the vendors and administrative expenses will 

depend on the identification of the challenges in regards to the current processes 

involved in the implementation of the MGNREGA (work selection and payment of 

wages), challenge faced by the banks to implement the BC Model and the E-FMS 

model which are a part of the financial inclusion methods suggested by the RBI and 

the challenges faced by final beneficiaries availing MGNREGA scheme. 

The following are the objectives of the study 

Process: 

 Need for understanding the National Rural Employment Guarantee Scheme 

in detail with respect to process of implementation, the stakeholders 

involved such as the central and state level government authorities (RBI 

guidelines), banks and the end beneficiary 

 Discussion on the last mile problem which includes identifying the 

challenges faced during disbursement of funds from the block level to the 

beneficiary in the current disbursement process of funds and challenges 

anticipated when disbursement is done electronically 

 Challenges of not having a legal and elected government authority like the 

gram panchayats at the village level for disbursement of funds in state of 

Meghalaya 

Banks: 

 Identifying banking challenges in terms of reach of bank branches, ATM’s, 

the challenges faced in terms of basic infrastructure and IT and 

communication infrastructure for real time transactions and reporting 

 Viability to open up new branches and ATM’s from the bank’s perspective 

and the measure needed to be taken on the government’s part to improve 
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the viability like increasing the initial deposit amount by the government 

and fixed amount of grants for meeting the basic administration and 

running costs 

 Profitability for banks to have numerous no frill accounts of NREGA card 

holders, any charges levied on government or beneficiary for the account 

services and the basis and components for the charges 

 Other transaction costs such as inter-banking transactions costs to be borne 

by banks 

 Reasons and effect of failed transactions on beneficiary and the banks. If the 

transaction has failed due to stoppage and utilization of funds elsewhere by 

the bank etc. 

 Extent to which the banks are willing to be transparent in terms of 

understanding of information flow and cash flow and can actually be 

transparent in the process to final beneficiary. Ways to find out that the 

money has reached the final beneficiary without actually consulting him 

 Identify the challenges faced by the business correspondents (BC’s), 

representatives of the banks in areas/villages where there is no bank 

branch/ATM in the vicinity. The evaluation of the current BC model 

implemented by banks in state of Meghalaya 

Beneficiaries: 

 Identify the challenges faced by the final beneficiaries in terms of mode of 

communication and transport and the cost associated to access the nearest 

bank location. 

 Identify challenges faced by beneficiaries during the final transaction at the 

bank, one of which is the availability of the money in the bank at the time of 

beneficiary’s requirement or unawareness of the procedure by the 

beneficiary. 

 Identifying the percentage of beneficiaries that e-FMS fund transfer will not 

work compared to people it might work. 
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2. Methodology 

 

2.1 Literature Search 

The operational guidelines for the implementation of the Mahatma Gandhi 

National Rural Employment Guarantee Act composed and released by the Ministry 

of Rural Development, Government of India is the main source of understanding 

the process of implementation of the act at all levels from the central government 

initiatives to grass root level implementation. 

The report by the Nachiket Mor Committee on Comprehensive Financial Services 

for Small Businesses and Low Income Households, set up by the RBI in September 

2013, is a major source of understanding the vision for financial inclusion and 

financial deepening in India. One of the most important effects of financial 

inclusion is the ease by which all the direct cash benefit transfer policies can be 

implemented without any delay and proper accountability.  In its final report, the 

Committee has outlined six vision statements for full financial inclusion and 

financial deepening in India: 

 Universal Electronic Bank Account (UEBA): Each Indian resident, above the 

age of eighteen years, would have an individual, full-service, safe, and 

secure electronic bank account 

 Ubiquitous Access to Payment Services and Deposit Products at Reasonable 

Charges: The Committee envisions that every resident in India would be 

within a fifteen minute walking distance of a payment access point 

 Sufficient Access to Affordable Formal Credit: Each low-income household 

and small-business would have access to a formally regulated lender that is 

capable of assessing and meeting their credit needs 

 Universal Access to a Range of Deposit and Investment Products at 

Reasonable Charges 

 Universal Access to a Range of Insurance and Risk Management Products at 

Reasonable Charges 
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 Right to Suitability: Each low-income household and small-business would 

have a legally protected right to be offered only suitable financial services 

 

2.2  Field Visits 

Date 

 

Place of Visit People Met during 

field visit 

Purpose of Visit 

24-04-2014 Lummawsing 

Village, 

Mylleium Block 

BDO, Asst Program 

Officer (MGNREGA), 

VEC functionaries and 

beneficiaries 

Understanding the 

challenges faced by BDO, 

VEC functionaries and  the 

beneficiaries in regards to 

disbursement of wages 

25-04-2014 Mylleium 

Village, 

Mylleium Block 

BDO, Asst Program 

Officer (MGNREGA), 

VEC functionaries and 

beneficiaries 

Understanding the 

challenges faced by BDO, 

VEC functionaries and  the 

beneficiaries in regards to 

disbursement of wages 

29-04-2014 Nohron Village, 

Mawkynrew 

Block 

BDO, Asst Program 

Officer (MGNREGA), 

VEC functionaries and 

beneficiaries 

 

 

Understanding the process 

of payment of wages 

through BC Model  and 

challenges faced by BDO, 

VEC functionaries and  the 

beneficiaries in regards to 

disbursement of wages  in 

an unbanked villages 

15-05-2014 Lawbah Village, 

Mawsynram 

Block 

VEC functionaries and 

beneficiaries, social 

audit forum 

26-05-2014 Sohrarim 

Village, 

Laitkroh Block 

BDO, Asst Program 

Officer and 

beneficiaries, social 

audit forum 

 

2.3  Meetings and Interviews 

Date Name Designation  Institution Topic of Discussion 

05-05-2014 Mr. Hemant Assistant  

Vice 

President 

HDFC 

Bank, 

Shillong 

Challenges faced by 

the banks for taking 

up financial inclusion 

as instructed by RBI 
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and steps taken till 

now towards 

financial inclusion. 

Challenges in terms 

of its reach (branch 

and ATM’s), viability 

to open new 

branches etc. 

29-05-2014 Mr. 

Deepshankar 

Raju 

Sr. Manager, 

Rural and 

Inclusive 

Banking 

Axis Bank,  Challenges faced by 

the bank while 

implementing the BC 

model in Laitkroh, 

Mawkynrew and 

Mawsynram blocks 

and steps taken to 

address the delay of 

payment of wages 

20-05-2014 Mr. 

Amanrnath 

 Reserve 

Bank of 

India 

Understanding of 

financial inclusion 

and the mandate set 

by RBI for banks to 

address the issue of 

financial inclusion. 

Understanding the 

role of banks and 

government 

authorities towards 

financial inclusion. 
 

Please refer Appendix A for details on minutes of meeting with mentor* 
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3. Current NGO and Government Efforts 

 

Government and NGO’s hold a crucial role in success of the implementation of 

popular schemes such as MGNREGA. The main issues that the government is facing 

whilst implementation of the MGNREGA is the delay in payment of wages 

especially in an under banked state such as Meghalaya. Therefore major efforts in 

terms of identifying and implementing alternate payment methods such as  

a) the Business Correspondence Model in unbanked villages so that the 

beneficiaries do not have to travel longer distances and lose time especially 

in the north eastern states where the terrain is rough 

b) and the latest alternate being the electronic fund management system (E-

FMS) where the payment of wages is done electronically from the state level 

authority directly to beneficiary’s bank account decreasing the transaction 

time.  

Implementation of E-FMS in the state of Meghalaya is in its nascent stages. 

Currently five blocks with maximum number of MGNREGA job card holders 

having proper bank accounts have been identified and the data is being 

collected and collated into the MIS database. Once the database is complete and 

without any errors, the accounts are frozen and the beneficiaries are paid 

through E-FMS. Subsequently the Block level authorities are being trained in 

the E-FMS module at the State Rural Employment Society (SRES) in Shillong. 

There are also efforts from the government side to revise the list of jobs under 

the country's largest rural employment guarantee scheme, MGNREGS, based on 

the requirement of individual states. As the infrastructure requirements and 

the livelihood requirements are different for different states, the central 

government in coalition with state government is coming up with projects that 

is suitable to the needs of the people in that area. The government is also 

coming up with convergence projects with other departments such as soil and 

water conservation department, agriculture department etc. 
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NGO’s play a crucial role in the audit process of the MGNREGA works. A 

thorough audit is carried out by various NGO’s concerning the work processes 

involved in implementation of MGNREGA works at the village level. The NGO’s 

come out with a detailed audit report of all the villages and the issues raised in 

the report will be addressed at a Social Audit Forum conducted by the Block 

Development Office and State Rural Employment Society (SRES) every six 

months. 
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4. Results and Discussions 
 

4.1 Findings from the literature 

The operation guidelines provided a detailed understanding of the following areas 

of implementation of MGNREGA 

 Capacity building and awareness generation, training arrangements, 

network of capacity building institutes, training modules 

 Detailed understanding of planning for works and preparation of labour 

budget, preparation of development plan and shelf of projects 

 Understanding the process of implementation of the approved projects, 

tracking progress of the project till completion and strategize to address 

incomplete works and record maintenance 

 Understanding the detailed process of payment of wages through various 

payment agencies such as banks, post offices, cash payment business 

correspondence model, electronic fund management system (e-FMS) and 

compensation for delay in payment of wages 

 Understanding the process of financing MGNREGA, the transparency and 

accountability social audit facilitation process 

From the Nachiket Mor report on Comprehensive Financial Services for Small 

Businesses and Low Income Households the findings are that, out of the six major 

vision statements that hope to catalyse within two years, there is one that should 

resonate the most with policymakers engaged with financial inclusion and 

unbanked consumers. By 1 January 2016, the report says, “every single resident 

would be within a 15-minute walking distance from” from an electronic payment 

access point. Each such point would allow residents to deposit and withdraw cash 

to and from their bank accounts and transfer balances from one bank account to 

another, in a secure environment, for both very small and very large amounts. 

Except that the ‘bank’ will not necessarily be from the traditional structures of the 

past. By allowing prepaid payment instruments, like mobile phone companies, to 
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offer transactions services collect money from one end and pass it to another, it 

uses technology to make an existing system of transactions more efficient. 

Currently there are 876 million mobile phone users in the country, 353 million -or 

two out of every five - of them in rural areas, according to the Telecom Regulatory 

Authority of India. Each of these can be converted into customers of e-wallet 

services. That is, a consumer can fill his wallet with Rs 2,000 in Delhi and transfer 

it to his family in an unbanked village, using telecom infrastructure. 

This effectively turns e-wallet companies into payment banks. With just one 

difference: they are not allowed to lend the money and have to park the surplus of 

money they hold in instruments that adhere to SLR (statutory liquidity ratio) 

requirements, these are safe, government-backed, short-term securities, where the 

risk of default is zero. A macroeconomic advantage of using this technologically-

driven innovation is that the velocity of money, the number of times a rupee is 

spent to buy goods and services per unit of time, in the economy will rise. The 

greater the velocity of money in an economic system, the higher its productivity 

 
4.2 Finding from the fields and impact on the theoretical focus of the project 

The following are the major observations made regarding the identification of 

challenges and issues with respect to the current processes in operation, with 

respect to the final beneficiaries. The challenges faced by banks while 

implementing procedures for disbursement of wages for schemes such as 

MGNREGA after interaction with the various stakeholders involved. 

Process:  

1) VEC functionaries i.e., the chairman and secretary change very often before 

the stipulated time of 3 years. This is due to the fact that the post of VEC’s 

chairman and secretary is a voluntary position generally presided by the 

headman of the village or has the support of the majority of the people. The 

roles of the VEC’s chairman and secretary include a wide array of 

responsibilities such as the single point of contact with the area level and 

block level authorities with respect to communication and information flow 
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from the beneficiary. Preparation and checking of the Labour Muster 

reports, maintain records such as project progress records, materials 

purchase, usage and reconciliation records, cash disbursement records. 

Ledgers, asset records and accounting records etc. He has to do all these 

voluntarily without any compensation from the government over and above 

his working for earning for his own livelihood. This change of VEC 

functionaries almost every year increases the training and development 

cost incurred by the government. 

 

2) All the records to be maintained as specified by the government and NREGA 

authorities are printed in English and the format of book keeping different 

from what is the general procedure followed by that specific village hence 

making it difficult for the VEC functionaries to understand and follow as 

most of the functionaries are only primary to middle school pass-outs 

 

3) The above point added to the fact that the position of the VEC functionaries 

is totally voluntary, the NREGA work to be carried out loses its relevance 

and priority to other works the functionaries carry out in order to earn 

their livelihood. Thus decreasing the accountability on the part of 

functionaries which is leading to delay of generation of muster rolls and 

other records which in-turn delays the generation of fund transfer order 

and disbursements of funds to final beneficiaries 

 

4) Improper allocation and tracking of fund from the state level to the blocks. 

Currently half of the labor budget fund for the block is allocated at the start 

of the year but usage of funds is uneven in most of the blocks which will 

lead to fund deficiency or surplus in some of the blocks. There is no way to 

track on a real time basis the surplus and deficit fund, and transfer the 

surplus amount in some blocks to blocks with fund deficit so as to tackle the 

delay in payment to the beneficiary 
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5) Less awareness about the selection of works and works undertaken with 

convergence of other departments. As most of the VEC’s are only selecting 

laying of pavements for better connectivity in villages which is important 

but creating awareness about the water and soil conservation projects 

which are done in convergence with water and forest departments is also 

important. Meghalaya being a hilly state, water seepage capacity of soil 

being is less and hence it faces water scarcity during the winter season. 

Hence building of contour trenches and bunds are also important for 

improving the water scarcity problem 

 

6) Need for better IT and communication infrastructure at the block office as it 

is leading to delay in work such as updating of muster rolls, and other 

necessary records in time and correctly 

 

Beneficiary: 

1) Delay in payment of wages and materials to the beneficiaries and vendors 

over and above the stipulated time frame of 15 days laid down by the 

NREGA guidelines. This is due to the delay of allocation of the funds from 

the central government to the state government and the long approval due 

process within the various government authorities (central, state, district 

and block level). This delay in payment to the vendors leads to 

unavailability of materials for further work until payment of all due which 

in turn is leading to stoppage of work. Delay in payment of wages to the 

beneficiary over longer period of time is creating a resentment towards the 

NREGA scheme itself and the beneficiaries are opting out of the NREGA 

scheme in some of the villages and the whole VEC’s in some cases. This is 

resulting in decreasing in the labor work budget and failing of NREGA 

scheme in the future 

 

2) No banks in the close vicinity of most of the villages. Most of the 

beneficiaries travel at least 5 to 10 Kms to the nearest block headquarters 
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to withdraw or carry out any banking transaction and spent close to Rs.100 

to Rs.150 which is equivalent to one man workday 

 

3) Difficult terrain and no proper road infrastructure connectivity between the 

main block and all the villages falling under the block and in between 

villages. Most of the bank branches are present at the block headquarters. 

This makes it difficult for the beneficiaries to travel to a bank branch to 

carry out their cash transactions. It will generally take a beneficiary from a 

remote village, 6 to 8 hours to travel to a bank from their village 

 

4) There is very little financial literacy amongst most of the beneficiaries 

regarding the functioning of the banking system in most rural parts of 

Meghalaya. This would make implementing the alternate payment methods 

such as business correspondence model and the electronic fund 

management system model very difficult. 

 

Banks: 

1) The rural market in India currently is not mature enough for banks to enter 

and conduct business. The rural population is not financially literate 

regarding the functioning of banking transactions and most of the rural 

economy is a cash driven economy which makes it difficult for banks to 

conduct their business and is not a viable proposition. 

 

2) No substantial efforts at the village level is being carried out by the 

government to generate awareness regarding the banking system. There is 

a lack of coordination between the government authorities at block and 

village level and banks to generate awareness. It is the responsibility of the 

banks to plan and conduct awareness creation drives in villages and to 

execute the banking infrastructure as per the financial inclusion plan target 

set by the Reserve Bank of India. The possibility that the beneficiaries are 

willing to sign up for opening bank accounts without the presence of a 

trustworthy intermediary like the government authorities is very less. Most 
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of the times, especially in smaller states which has its own local language, 

the banks do not have the manpower to communicate with the local 

population making the awareness drive a failure. 

 

3) No proper road, communication and IT infrastructure and the difficulty of 

the terrain makes it difficult to operate a bank branch and ATM’s (brick and 

mortar) or other alternate banking systems like the mobile banking, kiosks, 

business correspondence model (BC Model) etc.  The Reserve Bank of India 

and the Government of India has parked funds in the banks for the financial 

literacy program and financial technology program as a part of financial 

inclusion drive. These funds will cater to creating awareness and upgrading 

the technology to improve its reach through alternate banking systems. 

However the authority for utilization of these funds still lies with the 

government and not the banks. 

 

4) For a bank to conduct business in an area, i.e., opening up a branch, ATM or 

other alternate banking systems (mobile banking, Kiosks, BC Model etc), 

there is a stipulated time frame of 3 to 4 years for most of the banks to 

break even and earn profits. The profitability and viability of a banking 

system depends on either the volume of bank accounts (population) or the 

volume of transactions (economy) in that area. It would take the bank more 

time to become viable and profitable, if it operates in a rural economy 

(population less than 2000) where half the source of revenue of households 

is through government schemes such as MGNREGA. 

 

5) For a bank, most of the bank accounts (basic bank deposit account/no frills 

account) that are opened through government schemes such as MGNREGA 

are deemed a high risk account. This is due to the fact that the cost (ATM, 

inter-branch and inter-bank transaction costs, IT costs etc), incurred by the 

bank for operating such accounts is much higher vis-a vis revenue 

generated, and the default risk of such accounts are also high. 
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4.3 Gap analysis of the implementation of the Business Correspondence 
Model for the MGNREGA scheme in Meghalaya. 
 

Business Correspondence (BC) Model is a branchless banking system with the 

intended aim to increase the outreach of the banks in areas where the banks 

services are limited especially in rural areas with the objective of ensuring greater 

financial inclusion. 

The bank business correspondence model under the MGNREGA is a service 

provided by the bank where the delivery of payment of wages is done directly to 

the beneficiaries of all the villages. The bank enters into a tri-party agreement with 

business correspondent (BC) and the customer service provider (CSP). Business 

Correspondent is an intermediary appointed by the bank, well equipped with 

appropriate technological capability to capture transactions of payment of wages 

directly in to the hands of the beneficiaries after an easy procedure of verification. 

BC’s appoint the CSPs (responsible for delivery of wages to the beneficiaries) 

depending on the geographic/demographic profile of the block/AEC/VEC, enrol 

the MGNREGA beneficiaries (job card holders), and issue biometric smart cards. 

The BC model will ensure payment of wages in a timely manner as per mandated 

in the provision of the Act. It will also ensure payment of exact amount to 

beneficiaries and reduce leakage of funds and malpractices. Unlike in the case of 

cash payment, beneficiaries can have the option of saving some amount of their 

wages without withdrawing the entire amount of their wages. The BC model also 

saves beneficiaries’ time and money as they don’t have to travel to the nearest 

bank branch to withdraw the wages. The disbursement of wages under MGNREGS 

is done through biometric smart card issued to workers. Wages will be 

electronically deposited into the workers’ bank accounts; the beneficiaries can 

then use the smart cards to withdraw wages through the BC agent of various 

banks, who will go to the villages to disburse the wages electronically. 
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Analysis: 

The implementation of the business correspondence model by the Axis bank at 

Nohron Village in the Mawkynrew block, Lawbah village in Mawsynram block and 

in most of the villages of Laitkroh block has failed to appeal to the final 

beneficiaries as a medium of disbursement of unskilled wages for works 

undertaken under NREGA. The source of primary data is through attending the 

social audit forum meetings at Nohron village of Mawkynrew block and through 

direct interaction with the beneficiaries. The following are the major concerns 

listed out by the beneficiaries regarding the business correspondence model. 

1) Functioning of the smart card machines: 

It was reported by many of the beneficiaries that the smart card machines 

do not function properly and the swiping process has to be repeated many a 

times to identify the details of the smart card holders. 

 

2) Network Connectivity Issues: 

Network connectivity issue is one of the major reason for the delay of 

disbursing the wages to the final beneficiaries. It takes many hours to settle 

and disburse the wages of the smart card holders. 

 

3) Functioning of Bio-metric scan machines: 

The Bio-metric scanning machines do not identify and authenticate the 

beneficiary on the first attempt. After several attempts to authenticate the 

beneficiary, the machine would accept the biometrics which delays the 

process time. It was also bought to our attention that the bio-metric scans 

do not identify and authenticate the beneficiary at all due to his hands and 

fingers being rough, bruised or dirty. No alternative method has been 

provided for authenticating the beneficiary. 

 

4) Wage payment to beneficiary: 

a) It was reported that the time taken by the bank to process the cheque 

received from BDO and disburse the fund to the CSP/BC agent is about 2 to 
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3 weeks (as per the information collected from Mawkynrew and 

Mawsynram blocks. Subsequently the time taken by the BC agent to 

disburse the wages to the beneficiaries will depend on the functioning of 

the machines and network connectivity which is again an added delay of a 

week to a month. 

b) The cash carrying capacity of the CSP/BC agent is very low. Due to this 

factor, the CSP/BC agent would disburse the wage amounts on a piece meal 

basis. For example if the amount released from the block as unskilled wages 

is about Rs. 3 Lakhs, the BC agent may carry and pay only Rs 1 lakh on the 

first day. The rest in released in instalments. This further delays the 

payment and annoys the beneficiary as they are eagerly waiting for their 

wages. 

 

5) BC model implementation: 

The identification of the unbanked VEC for the implementation of the BC 

model has been done arbitrarily. The vicinity of the unbanked VEC to any 

banking organization should also be a factor in identification of VEC for 

implementation of the BC model. There is also a need for formulation of a 

time bound mechanism for creating awareness, collection of beneficiary’s 

information and disbursement of smart cards to the final beneficiaries. Axis 

bank has failed to do so in Mawlyngot village and Umkhoi village of 

Mawkynrew block and Lawbah AEC of Mawsynram block. 

The above issues coupled with the apprehension of not being paid or being paid 

late for the work that has already been carried out under the NREGA scheme is 

leading to a creation of a negative branding for both the bank and the NREGA 

scheme as well. Since the VEC’s functionaries are well connected and in constant 

interaction with other VEC’s, the issues of the BC model are well known and the 

VEC’s are shying away from the implementation of this model in their own village. 

The beneficiaries are of the opinion that the BC model is only leading to 

uncertainty and delay the payment of wages and that they would rather walk to 

the bank branch to collect their wages.  
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5. Recommendations, Scope and Strategy for Implementation 
 

5.1 Recommendation & Scope 

The following are the recommendations made regarding the challenges and issues 

identified with respect to the current processes of MGNREGS, with respect to the 

final beneficiaries and with regards to implementation of procedures for payment 

of wages by the bank. 

Process: 

1) For the problems mentioned in points (1) and (3), the government has to 

design a pay a compensation package that will take care of the extra costs 

incurred by the VEC functionaries and the opportunity revenue lost by the 

functionaries whilst doing the voluntary work under NREGA. This 

compensation can be taken from the administrative expense allocated 

which is 6% of the total project cost. Currently as per the data available, 

only 4.5% to 5% of the cost of the project is being utilized for 

administrative expenses and hence the remaining 1% can be allocated to 

cater the compensation of the VEC functionaries and smooth running of the 

VEC itself. This will make the VEC functionaries more accountable for their 

jobs and will make them adhere to the norm of the functionaries working 

for the whole tenure of their post for 3 years 

 

2) For the problems mentioned in point (2), print the instructions and text in 

various manuals and records in both English and the local khasi language so 

that it is easier for the VEC functionaries to fill and record the data in the 

manual in a language of their choice 

 

3) For the problems mentioned in points (4), the government has to design a 

structure of flow of funds in a manner such that there are less number of 

authorization levels. This can be done by decreasing the levels of flow of 

funds from state to district level, district to block level and instead funds 
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can be transferred directly form state level to VEC level after proper 

authentication of the work and fund transfer order. This will make sure that 

there is no idle fund lying in one of the accounts and deal with the shortage 

of funds in some villages. This can be implemented at a VEC level as a part 

of electronic fund management system wherein funds will be transferred to 

the VEC’s account and it will be the responsibility of the VEC to disburse the 

wages of the beneficiaries. This option can be exercised until all the 

beneficiaries have bank accounts and a branch in its vicinity which is 

suggested as a part of Nachiket Mor report of financial inclusion by 2016 

 

4) For the issues in point (5) it is the responsibility of the BDO’s and Asst 

Program Officers to create awareness about the various convergence 

projects by conducting various workshops and through various social audit 

forums which are being conducted as a part of MGNREGA scheme. 

Educating the beneficiaries regarding the water conservation projects and 

soil conservation project will meet the agricultural and water needs of the 

village throughout the year without any scarcity 

 

Beneficiary: 

1) For the problems mentioned in points (1), an alternate payment method 

can be implemented at a VEC level as a part of electronic fund management 

system wherein funds will be transferred to the VEC’s account and it will be 

the responsibility of the VEC to disburse the wages of the beneficiaries. This 

option can be exercised until all the beneficiaries have bank accounts and a 

banking system in its vicinity which is suggested as a part of Nachiket Mor 

report of financial inclusion by 2016 

 

2) For the problems mentioned in point (2), the government can reimburse 

the beneficiaries based on the cost of travel that a beneficiary is currently 

expending just for withdrawal of the NREGA wages and the opportunity 

cost lost which is close to one full working man day(Rs.100 to Rs.150) 
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3) For the issues in point (3), there should be convergence projects that should 

be undertaken by the state public works division (PWD) with the 

MGNREGA scheme. This will improve the rural and road connectivity 

between villages and the projects will see completion at a faster rate as the 

labour is readily available under the NREGA scheme and the PWD will be 

solely responsible for the engineers and skilled labour and the material 

portion of the project. This will help in the upliftment of the villagers and 

increase their skill set in the field of construction and infrastructure 

development 

 

4) Same as recommendation (1) under banking issues 

 

Banks: 

1) For issues mentioned in points (1) and (2), the banks should have a 

separate department at the corporate level that looks into all the activities 

pertaining to complete financial inclusion by 2016 as mandated by Reserve 

Bank of India. As per RBI mandate the banks have their own targets 

towards bringing the rural areas under financial inclusion and is closely 

monitored through state level banking committee (SLBC) on a quarterly by 

the RBI. Banks as per their set schedule should coordinate with the 

government agencies (BDO’s, Gram Panchayats, AEC, VEC etc,) to conduct 

extensive workshops and training modules to create awareness of banking 

systems and procedures. The financial literacy program fund parked by the 

RBI in various banks should be utilized to cater to the cost of workshops 

and the government should relax the parameters governing the usage of 

this fund with an accountability system set for banks. The involvement of 

the government functionaries will also provide the initial trust required for 

opening of bank accounts and conducting transactions by the villagers. 
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2) For issues mentioned in point (3), the government should relax the 

parameters governing the usage of financial technology program fund 

parked in various banks undertaking the financial inclusion drive. The 

financial technology program fund should be utilized for improving the IT 

and communications infrastructure of the banks to cater to the demand of 

the financial inclusion. The government should also invest in improving the 

telecom, IT and road infrastructure for better connectivity as the financial 

inclusion drive proposed and implemented by the Nachiket Mor Committee 

report banks heavily on usage of modern updated technology. 

 

3) For issues mentioned in points (4) and (5), to increase the profitability and 

viability of implementation of the banking systems to cater to the 

transactions of the various government schemes and as a part of financial 

inclusion, government should subsidize the cost incurred by banks. The 

government can deposit and park total amount required for that particular 

scheme (labour budget in case of MGNREGA scheme) with the bank at the 

starting of the financial year so that the bank can disburse the amount as 

and when the project is completed. This will enable the banks to earn 

alternate source of revenue and be profitable in the long run. The other 

option is to subsidize the cost incurred by the bank both capital expenditure 

(CAPEX) and operation expenditure (OPEX) in a tapering manner until the 

banking system implemented is viable and profitable on its own in the long 

run. 

 
5.2 Recommendations for Gap analysis done on implementation of BC Model 

Based on the feedbacks and issues received during various social audit forums 

conducted in Nohron village of Mawkynrew block, Lawbah AEC of Mawsynram 

block and Laitkroh block, the following recommendations are suggested. These 

recommendations can be incorporated as several modifications to the MOU signed 

between the State Government and the banks for the purpose of providing 

Business Correspondent (BC) service. 
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1) Option for identification of beneficiary: In order to avert situations of 

rejection of beneficiary due to non-recognition of his/her biometrics, 

additional methods have to be provided that will act as fallback options, in 

case there is an identification failure. A few beneficiary identification 

methods can be added as below: 

a) Biometrics of two other beneficiaries can be utilised to identify the 

beneficiary whose biometrics fail;; 

b) The BC or CSP using his/her biometrics can identify the beneficiary; 

c) The beneficiary can be provided with a personal identification code 

(PIN) which can be entered into the system for identification, after the 

CSP has verified their physical identity through their job card. 

 

2) Cash carrying capacity as per pay order: The BC should ensure that the 

amount to be disbursed to the beneficiaries of a VEC should be as per the 

Pay order issued and amount released by the BDO. Part payments or piece 

meal disbursals of the pay order should be disallowed. Every pay order 

should be cleared within a single disbursement 

 

3) Disbursement to be completed within a single day: The BC should ensure 

that the disbursement of the wages of each pay order should be completed 

within a single day. No piecemeal disbursement of a single pay order should 

be allowed. 

 

4) Publicity on wage disbursal day: The BC should ensure that wide publicity 

informing the beneficiaries of the date and time of the disbursement and a 

notice on the same should be mandatorily posted at the CSP. The 

disbursement should start from 8:00 A.M. onwards till it is completed, 

within that particular day. 

 

5) Time period for transfer of cash from bank to beneficiaries: The bank 

should ensure that the payments, once released by the BDO, are disbursed 

to the beneficiaries within six (6) working days from the cheque issue date. 
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6) Payment Receipt Statement (PRS): The banks should ensure that a payment 

receipt statement is prepared and submitted to the BDO against each 

payoder issued. The payment receipt statement should be identical to the 

wage list generated by the MGNREGA MIS software NREGAsoft. After the 

beneficiaries have withdrawn their wages, they should sign the payment 

receipt statement. Upon completion of the disbursement, a copy of the 

payment receipt statement, countersigned by the chairman and secretary of 

the VEC with the date of disbursement being distinctly mentioned, should 

be submitted to the BDO within two (2) days of completion of 

disbursement. 

 

7) Payment of 2% service charge: The payment of the 2% service charges will 

be based on the Payment Receipt Statement (PRS) as submitted by the bank 

to the BDO. 

 

8) Penalty for delay in payment: Any failure by the bank with regards to 

payment of wages to beneficiaries within the stipulated time (within 6 days 

of release of payment and completion of disbursement within a single day) 

will attract a penalty of 0.05% per day on the total amount to be disbursed, 

as per the guidelines laid down by the Government of India, The penalty 

shall be deducted from the 2% charges of the bank. The penalty will be 

calculated from the date of release of payments by the BDO to the actual 

date of disbursement of bank, based in the Payment Receipt Statement 

(PRS). 

 

9) Time limit for issuance of smart cards: The bank should ensure that the 

accounts of the beneficiaries and their smart cards are activated within a 

month of completion of the registration process. 
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6. Suggestions for future work 
 

Implementation of E-FMS in the state of Meghalaya is still in its nascent stages. 

Currently five blocks with maximum number of MGNREGA job card holders having 

proper bank accounts have been identified and the data is being collected and 

collated into the MIS database. This report only covers the future challenges 

anticipated by the stakeholders during its implementation. It does not however 

cover the issues while it is being implemented and the issues and challenges after 

it is implemented. 

Initiates taken up by RBI and few state governments to generate awareness 

amongst the rural population regarding the banking system and making then 

financially literate include conducting workshops in schools and educational 

institutions. It does help in the long term for financial inclusion but does not help 

in acquiring the target set by RBI for complete financial inclusion by 2016. In this 

regard a knowledge management framework (short term course plan) can be 

developed, so as to impart knowledge to the current target rural population for the 

next two years. 

A framework can also be developed by looking into schemes/instances where 

there is constant interaction between block authorities, village authorities/gram 

panchayats and the rural population, so that the local government authorities can 

be involved in the financial literacy drive as per the targets set by the banks for 

themselves for complete financial inclusion. 
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7. Conclusion  

 

The proper implementation of the MGNREGA at the village level is important as it 

would encourage villagers and give them an opportunity to demand work for 

atleast 100 workdays which will increase their yearly revenue and improve the 

livelihood of those living in the villages. This will also improve the current state of 

rural infrastructure as MGNREGA undertakes project related to rural connectivity, 

water conservation and soil conservation, drought proofing, flood control and 

protection works, irrigation works, agriculture related works such as NADEP 

composting etc. This will also curb the problem of rural population migration to 

urban areas. Payment of wages to the beneficiary is directly related to the success 

and failure of the NREGA scheme and any prolonging delay in payment of wages 

would lead to resentment towards the scheme in the years to come.  

The implementation of the recommended additions to the MOU signed between 

the State Government and banks towards implementation of the BC model will 

help improve accountability of the banks and address the issue of delay in 

disbursement of wages. The implementation of E-FMS will decrease the processing 

time after the authorization of work and muster rolls and the release of funds from 

the state level authorities. The decrease in time is due to reduction of two levels of 

fund forwarding which is the district level and the block level and the cheque and 

bank processing time. However implementation of E-FMS in itself is a herculean 

task as it would require all the job card holders to open bank accounts and 

currently less than 20% of the job card households in Meghalaya have a valid bank 

account. This would require a great deal of work from the banks and the block 

level authorities to convince the population to open and maintain valid bank 

accounts by creating awareness about the importance and benefits of opening 

bank accounts. For the first phase of implementation of the electronic fund 

management system for the NREGA scheme in Meghalaya, the funds can be directly 

from the state level authority to the village employment council (VEC) account and 

then disbursed by the VEC functionaries to the respective beneficiary. 
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5. Appendix A 

Meetings and Interviews 

Date: April 08, 2014 

Time: 3:00 PM 

Duration of Discussion: 45 minutes 

Discussion:  

 The research project and expectations were explained in detail. 

 Need for understanding the National Rural Employment Guarantee Scheme 

in detail with respect to process of implementation, the stakeholders 

involved Introduction of the electronic fund management system for 

transfer of funds directly to beneficiary in an under banked state of 

Meghalaya and the reason for introduction. 

 Discussion on the last mile problem which includes identifying the 

challenges faced during disbursement of funds from the block level to the 

beneficiary in the current disbursement process of funds and challenges 

anticipated when disbursement is done electronically 

 Identifying banking challenges in terms of reach of bank branches, ATM’s, 

the challenges faced in terms of basic infrastructure and IT and 

communication infrastructure for real time transactions and reporting. 

 Identifying the challenges faced by the state level authorities in terms of 

huge data collection, authenticity and reporting for the many NREGA card 

holders. 

 Challenges of not having a legal government authority like the gram 

panchayats at the village level for disbursement of funds in state of 

Meghalaya. 

 Profitability for banks to have numerous no frill accounts of NREGA card 

holders, any charges levied on government or beneficiary for the account 

services and the basis and components for the charges. 

 Other transaction costs such as inter-banking transactions costs to be borne 

by banks 

 Reasons and effect of failed transactions on beneficiary and the banks 
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Action Items before next discussion: 

 Discuss with Mr.George, the program manager for the implementation of 

MGNREGA in Meghalaya and get to know about the current fund transfer 

process and the electronic fund management system to be implemented 

 Understand the various levels of decision making and fund transfer in 

NREGA 

 Go through the Financial Inclusion Report- Nachiket Mor Committee, 

Reserve Bank of India 

 Meet any of the banks which provide the business correspondence service 

in un-banked areas and villages to understand the money transfer to end 

beneficiary and challenges faced by business correspondence during the 

process 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



    
 

  
 
Copyright © 2014 Rakshak Foundation. All Rights Reserved.                        Page | 30  
  
 

 

Date: May 13, 2014 

Time: 4:00 PM 

Duration of Discussion: 20 minutes 

Discussion:  

 The progress of the research project till date and review of the mid-term 

report. 

 Need for understanding the current banking practices and alternate 

banking systems such as the implementation of E-FMS and the Business 

Correspondent Model 

 Discussion on the last mile problem which includes identifying the 

challenges faced during disbursement of funds from the block level to the 

beneficiary in the current disbursement process of funds and challenges 

anticipated when disbursement is done electronically 

 Identifying banking challenges in terms of reach of bank in rural areas. Role 

of government in the implementation of alternate banking systems such as 

E-FMS and BC model 

 Role of government in generating awareness and financial literacy keeping 

in mind the financial inclusion mandate as instructed by the Reserve Bank 

of India 

 What are the ways in which a bank build trust with its customers and 

different steps taken by the bank for a customer who is financial literate or 

has a bank account, or a person who is in the vicinity of a bank branch and 

financial literate and a person who is not in the vicinity of a bank and a 

financial literate and finally, a person who is not in the vicinity of a bank 

branch and not a financial literate. 

 Types of security both physical security and financial security (insurance 

cover) availed by the bank branches. 

 Interaction with the BC agents of Axis Bank 

 Business potential of the bank branch at the VEC level i.e., if each village has 

a bank branch and at the AEC level that is 5 to 6 villages taken together. 

 Other transaction costs such as inter-banking transactions costs to be borne 

by banks 

 Reasons and effect of failed transactions on beneficiary and the banks 
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Action Items before next discussion: 

 Discuss with various BDO’s and APO’s and visit the social audit forum to 

understand the last mile problem and what is causing the delay in 

disbursement of wages 

 Analyse the previous transactions and identify the level where there is 

maximum delay and identify the bottlenecks in the current process of 

implementation of the BC Model, 

 Understand the various levels of decision making and fund transfer in 

NREGA 

 Go through the Financial Inclusion Report- Nachiket Mor Committee, 

Reserve Bank of India 

 Meet Axis bank and HDFC bank representatives which provide the business 

correspondence service in un-banked areas and villages to understand the 

money transfer to end beneficiary and challenges faced by business 

correspondence during the process 

 Meet Mr. Amarnath from the Reserve Bank of India to understand the 

financial inclusion mandate and understand the alternate banking systems 

like BC model, Mobile banking and Kiosks 
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“The highest measure of democracy is neither the 

‘extent of freedom’ nor the ‘extent of equality’ but 

rather the highest measure of participation.” 

- A.D. Benoist 

 

Rakshak Foundation creates awareness domestically and internationally 

about the rights and responsibilities of citizens towards the society and 

state. Rakshak engages in and supports social and scientific research on 

public policy and social issues. 

 

 

     GET INSPIRED               IDENTIFY YOUR PASSION           GET INVOLVED 

 

Email: secretary@rakshakfoundation.org 

Website: www.rakshakfoundation.org 
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any capacity whatsoever. The figures and facts used in the report are only suggestive and cannot be used to initiate any legal 

proceedings against any person or organization. However, the author shall be extremely grateful to acknowledge any 

inaccuracies in the report brought to author’s notice. Please email your suggestions/concerns to:  hr@rakshakfoundation.org] 
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