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Preface

For the month of December, the focus of the
RBI was on easing the banks policies and
processes for the benefit and protection of
customers. The guidelines pertaining to
Operative guidelines for mobile banking
transactions, additions of certain minority
communities for computation of priority sector
lending by banks, Guidelines for White Label
ATMs in India etc. have been issued by RBI for
the benefit of the customers.
The small payment bank application
submissions are also due in the following
months, due to which large corporate houses
and MFIs are buzzing with activity. These small
payments banks are expected to help in
strengthening the fourth pillar (Financial
inclusion) of the RBI’s five-pillar agenda. We
have witnessed large corporate houses tying up
with banks and NBFCs for the applications. RBI
is expected to review these applications over
the next few months and grant licenses
accordingly. Further changes in the regulatory
landscape for banking will be contingent to the
changes in the policy stance of the RBI in the
coming few months. The liquidity conditions
have also eased in the second half of 2014-15
due to structural and frictional factors, as well
as fine tuning of the liquidity adjustment
framework.

trend in the global commodity prices leading to
significant decline in the household inflation
expectations, there is a risk that the fiscal
consolidation process is not in tandem with
expectations. Thus, any future moves on the
part of the RBI in the short run will depend on
the Government’s annual budget, due on
February 28, 2015.
Without any unforeseen supply side shocks
consumer price index (CPI)-based inflation is
likely to stay below RBI's January 2016 target of
six per cent for most of 2015. This will provide a
window for RBI to change its monetary policy
stance and deliver multiple rate cuts over the
year and bring about much needed respite to
the industry. However, as said earlier, all of this
depends on the government’s commitment to
rein in its expenditures and to effectively
implement the much required policy reforms.

Despite having conditions congenial for a
turnaround - the softening of inflation, easing of
commodity prices and input costs, comfortable
liquidity conditions and rising business
confidence as well as purchasing activity; the
RBI did not slash its policy rates during its
monetary policy review in the month of
February; especially after the unscheduled rate
cut in early January. Even with a downside
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Differentiated Banking License
regime – Financial Inclusion in an
efficient manner
The Reserve Bank of India (“RBI”) came out with
guidelines around the eligibility criteria and
expectations from the Small Finance Banks and
Payment Banks on November 27, 2014, under
the differentiated Banking regime proposed by
the RBI. The RBI has acknowledged the failure of
a similar regime, under the Local Area Banks
(“LAB”) in the past, and it also understands that
the Regional Rural Banks (“RRB”) are not
playing the role at the level that probably the RBI
had expected them to play. Though the RRBs
have played the role of financial inclusion to
some extent, the focus on customer service is
low. The RBI is increasingly focused on Financial
Conduct, which has customer service as one of
the fundamental components and hence, there
has been the emergence of a new perspective on
financial inclusion. While the focus on financial
inclusion will ensure that the customers in the
hitherto unbanked and under-banked areas come
into the banking system, the focus on customer
service will ensure that they stay within the
system. While the Jan Dhan Yojana has ensured
opening of multiple accounts, the cost of opening
these accounts is something which will have an
impact on the bottom line of the Banks
subsequently.
The Small Finance Banks and the Payment
Banks, though different, are faced with the
singular objective of serving the unbanked and
the under-banked sections of the society, with a
specific preference provided by the regulators for
banking with certain geographies. While the
Payment Banks can accept deposits from the
customers, they cannot lend and their revenue is
generated from the fees earned on the
remittance services provided to their customer
base. The Small Finance Bank can accept
deposits as well as lend, but within the credit
portfolio concentration norms tilted in favor of
small customers and small ticket size loans in
unbanked or under-banked geographies in the
central and north-eastern parts of India. The RBI
has defined eligibility norms to ensure that only

serious players with a good performance record
and branch network apply for either the Small
Finance Bank or the Payment Bank license.
While the aspiring applicants will face a
significant challenge in terms of graduating to the
governance levels applicable to the Banking
construct, the same would not be a difficult
bridge to cross. Judicious use of capital with
credible lending practices and adequate deposit
mobilization is what will ensure the success of
these applicants in their role as a bank.
The RBI has ensured that the banking applicants
get a level playing field, where they can meet the
financial inclusion objectives in a profitable
manner. If the model were to fail, it would purely
be on account of the inability of the potential
applicants to run the business rather than the
regulatory environment.
While the RBI has finalized the committee for the
application review process, we hope that the
committee chooses applicants who have a
history of running a good business with efficient
governance frameworks already in place in their
existing business models, so that the incremental
distance to cover in their journey to becoming a
Bank is only minimal. This will ensure that Banks
will be well run; achieving the objective of
financial inclusion and the RBI will not have to
spend too much time on them, given its already
constrained supervisory bandwidth.
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Mobile Banking Transactions in India
- Operative Guidelines for Banks
RBI Circular Reference: RBI/2014-15/337
Date of Notification: December 4, 2014
Applicable Entities: All Scheduled
Commercial Banks including RRBs /Urban Cooperative Banks / State Co-operative Banks/
District Central Co-operative Banks

the option for mobile banking – the option for
mobile banking services should be clear and
distinct from the contact details of the customer
where mobile number is also accepted; it
should also be clearly indicated that alerts (if
sent through SMS) will be sent to this registered
mobile number.

Background & Objective
With RBI pushing for alternate channels of
banking, mobile banking is one such area of
focus. With mobile technology changing at a
rapid place and introduction of new
technologies such as Near Field
Communication (NFC) and Apple Pay by Apple
Inc., it is imperative that Indian customers will
also be using such channels in the near future.
In India, banks provide mobile banking facility to
customers via SMS, Mobile apps and USSD
platforms. Hence, RBI noticed that there is no
standardization in the type of services provided
by the banks, leading to lower penetration
among customers due to confusion and lack of
education/ awareness about the usage of such
channels. Hence, RBI has issued this guideline
with a view to provide standardized and
alternative customer on-boarding procedures
for mobile banking service registration thus
minimizing the need for customers to visit the
branch to avail of basic banking services.

Key Directives Issued by RBI
Banks should strive to provide options for easy
registration for mobile banking services to their
customers, through multiple channels, thus
minimizing the need for the customer to visit the
branch for such services. The time taken
between registration of customers for mobile
banking services and activation of the service
should also be minimal.
Following suggestions and best practices that
can be adopted by banks for registering / onboarding customers for mobile banking, under
the three scenarios indicated below:

Customers should be made aware of the mobile
banking facilities while opening the account.
Further, the form should also clearly indicate
that opting for mobile banking services will
provide an alternate delivery channel to the
customer; related inputs / materials / booklet
etc. should be provided to the interested
customers outlining the features of mobile
banking services offered by the bank, the
process involved, roles and responsibilities etc.
2. Existing Customer- Mobile numbers
registered with the bank but not active for
mobile banking:

As mobile number registration has already
taken place and available with the bank ( it is
linked with the account), wider and more
accessible platforms should also be made use
of by the banks to increase awareness on
mobile banking at every opportunity to get more
and more customers to register for mobile
banking services. Some of the methods that can
be adopted by banks for having targeted
customer awareness programs could include:
•

Sending SMS / e-mails to their customers on
registered mobile numbers / e-mail ids about
activating mobile banking, providing
necessary URLs / customer care numbers
from which the customer can obtain
additional information on mobile banking
activation process;

•

ATMs and self-service Kiosks at branches
can also alert the customers to activate the
mobile banking options;

1. New Customer: At account opening time
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Account opening form should clearly indicate

•

•

Social media can also be used by the banks
to build awareness and encourage
customers to register on mobile banking;
Through the internet banking website of the
bank especially when the customer logs in
for net banking operations (taking into
account the security architecture and
authentication mechanism already prevalent
in the bank/s);

•

Banks can use their IVR and phone banking
channels to encourage and facilitate
registration and activation of customers for
mobile banking;

•

Banks can also harness the potential of
inter-operable channels such as the NFS
(which is widely used by customers for
transacting with their cards) to provide a
widely accessible channel for mobile banking
registration;

3. Existing Customer- Mobile number not
registered with the bank at all

campaigns.
•

Banks would need to amend the account
opening forms for new accounts to promote
mobile banking and also print literature that
would be part of account opening kits.

•

Banks will need to obtain the mobile
numbers of existing account holders where
mobile number is not available with the bank.

•

Banks may introduce a process of sending
SMS/ e-mails to their customers on
registered mobile numbers/ e-mail ids about
activating mobile banking, providing
necessary URLs/ customer care numbers
from which the customer can obtain
additional information on mobile banking
activation process.

•

For providing stop payment and fund transfer
facilities on mobile banking, banks will have
to put in place an authentication system by
mandating login ID and password (MPIN)
usage.

Banks need to find ways of obtaining mobile
numbers of the account holders first for
registration in their database and subsequently
for mobile banking registration. Some of the
options that can be used for this purpose are:
Through ATM channel – an alert / message can
be given (at the ATM itself) by banks when the
customer transacts at the ATM, that she/he has
not registered any mobile number with the bank

Branch visit- at teller level, when the customer
comes to the teller for any cash deposit /
withdrawal transaction, the customer profile
should indicate that he/she has not registered
the mobile number at the bank and should be
asked to do so immediately

Implications
•

Banks will have to work with their technology
team to introduce a process to
generate/modify the MPIN via ATM networks
via their internet banking website or IVR and
phone banking channels while maintaining
information security standards.

•

Banks would need to promote mobile
banking for both new and existing customers
by running awareness programs and
8

White Label ATMs (WLAs) in India Guidelines
RBI Circular Reference: RBI/2014-15/338
Date of Notification: December 5, 2014
Applicable Entities: All Scheduled
Commercial Banks including RRBs / Urban Cooperative Banks / State Co-operative Banks /
District Central Co-operative Banks Authorised
ATM Network Operators / Card Payment
Network Operators and White Label ATM
Operators

routing and settlement should take place
based on the bilateral arrangement put in
place by the existing authorized networks for
such purpose.
•

Further, RBI has also permitted the Dynamic
Currency Conversion (DCC) facility for the
use of international cards at WLAs, if the
operator so decides to implement the DCC
facility. It should be noted that in this
regards, the currency conversion rate will
only be obtained from Authorised dealer
bank. WLAO will be restricted to converting
the amount requested by the international
cardholder (based on the DCC option
selected by him) to his home currency using
a Base Exchange Rate provided by the AD
bank.

•

RBI has also enabled the WLAO to delink
the cash supply from that of sponsor bank
arrangements.

•

WLA operators are allowed to tie up with any
commercial bank for cash supply at ATMs
wherein a suitable Service Level
Agreements (SLA) may be drawn up
between the WLAO and the cash supplier
bank for adequate supply of genuine and
good quality notes.

Background & Objective
Non-bank entities incorporated under the
Companies Act 1956 were permitted to set up
and operate as White Label ATMs as per the
guidelines issued by RBI in June 2012. Earlier,
only banks were permitted to set up and
operate ATMs in the country.
The primary objective of permitting non-banks
to operate WLAs was to enhance the ATMs
network in semi-urban and rural areas (mainly
in Tier III to VI areas) and thus help in
successful implementation of various
government schemes like Pradhan Mantri Jan
Dhan Yojana. With a perspective to ease
operational difficulties faced by the WLA
operators, the RBI has allowed sourcing of cash
supply from any bank other than the Sponsor
bank for better cash management. Also, the
acceptance of international credit, debit and
prepaid cards at WLAs will encourage the
usage of WLAs.

Key Directives Issued by RBI
•

The WLAs would be permitted to accept
international credit/debit/prepaid cards
issued under card payment network
schemes (authorized under the PSS Act
2007) provided the WLA operators (WLAO)
have ensured that they have established
technical connectivity with the respective
card network operators either directly or
through their sponsor banks.

•

It is also advised that in the case of cards
issued under any other card scheme, the
9

Implications
•

Authorised dealer bank providing currency
conversion rates may obtain an undertaking
from the WLAOs to the effect that the AD
bank’s role is only restricted to providing
currency conversion rates and the
responsibility of applying correct rates in
case of Dynamic Currency Conversion
(DCC) facility implemented at the WLA rests
with the WLAO and not the AD bank.

•

In order to provide cash management
services to the WLAOs, banks would be
required to enter into a suitable Service
Level Agreements (SLA) with the WLAO
highlighting the clause that the bank would
be responsible for adequate supply of
genuine and good quality notes.

•

WLAs have been allowed to accept
international credit/ debit cards. Banks may
inform their customers about the same.
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Flexible Structuring of Existing Long
Term Project Loans to
Infrastructure and Core Industries
RBI Circular Reference: RBI/2014-15/354
Date of Notification: December 15, 2014
Applicable Entities: All Scheduled
Commercial Banks (Excluding Local Area
Banks and Regional Rural Banks)

Background & Objective
RBI had brought some flexibility in the
structuring of project loans only in case of new
loans sanctioned to infrastructure and core
industries project loans vide circular dated July
15, 2014. However, this benefit was not
extended to existing projects stalled due to want
of adequate cash flows. Hence, banks made
representations that such flexible structuring of
project loans with the option of periodic
refinancing should also be allowed to such
existing loans. RBI has issued this guideline
with a view to ensure long term viability of
existing infrastructure/ core industries sector
projects by aligning the debt repayment
obligations with cash flows generated during
their economic life

Key Directives Issued by RBI
The issues have been examined by the
Reserve Bank of India (RBI). Accordingly, it has
been decided to allow the banks to flexibly
structure the existing project loans to
infrastructure projects and core industries
projects with the option to periodically refinance
the same as per the norms given below:
i) Only term loans to projects, in which the
aggregate exposure of all institutional lenders
exceeds Rs.500 crore, in the infrastructure
sector (as defined under the Harmonized
Master List of Infrastructure of RBI) and in the
core industries sector (included in the Index of
Eight Core Industries (base: 2004-05) published
by the Ministry of Commerce and Industry,
Government of India) will qualify for such
flexible structuring and refinancing;

ii) Banks may fix a Fresh Loan Amortization
Schedule for the existing project loans once
during the life time of the project, after the date
of commencement of commercial operations
(DCCO), based on the reassessment of the
project cash flows, without this being treated as
‘restructuring’ provided:
The loan is a standard loan as on the date of
change of loan amortization schedule;
Net present value of the loan remains same
before and after the change in loan amortisation
schedule;
The Fresh Loan Amortisation Schedule should
be within 85 per cent (leaving a tail of 15 per
cent) of the initial concession period in case of
infrastructure projects under public private
partnership (PPP) model; or 85 per cent of the
initial economic life envisaged at the time of
project appraisal for determining the user
charges / tariff in case of non-PPP infrastructure
projects; or 85 per cent of the initial economic
life envisaged at the time of project appraisal by
Lenders Independent Engineer in the case of
other core industries projects; and
The viability of the project is reassessed by the
bank and vetted by the Independent Evaluation
Committee constituted under the aegis of the
Framework for Revitalising Distressed Assets in
the Economy dated January 30, 2014 and
communicated to the banks by Indian Banks
Association vide its circular No. C&I/CIR/201314/9307 dated April 29, 2014.
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iii) If a project loan is classified as ‘restructured
standard’ asset as on the date of fixing the
Fresh Loan Amortisation Schedule as per para
4 (ii) above, while the current exercise of fixing
the Fresh Loan Amortisation Schedule may not
be treated as an event of ‘repeated
restructuring’, the loan should continue to be
classified as ‘restructured standard’ asset.
Upgradation of such assets would be governed
by the extant prudential guidelines on
restructuring of accounts taking into account the
Fresh Loan Amortisation Schedule;
iv) Any subsequent changes to the above
mentioned Fresh Loan Amortisation Schedule
will be governed by the extant restructuring
norms;
v) Banks may refinance the project term loan
periodically (say 5 to 7 years) after the project
has commenced commercial operations. The
repayment(s) at the end of each refinancing
period (equal in value to the remaining residual
payments corresponding to the Fresh Loan
Amortisation Schedule) could be structured as a
bullet repayment, with the intent specified up
front that it will be refinanced. The refinance
may be taken up by the same lender or a set of
new lenders, or combination of both, or by issue
of corporate bond, as refinancing debt facility,
and such refinancing may repeat till the end of
the Fresh Loan Amortisation Schedule. The
proviso regarding net present value as at
paragraph 4(ii) would not be applicable at the
time of periodic refinancing of the project term
loan;

vi) If the project term loan or refinancing debt
facility becomes a non-performing asset (NPA)
at any stage, further refinancing should stop
and the bank which holds the loan when it
becomes NPA would be required to recognise
the loan as such and make necessary
provisions as required under the extant
regulations. Once the account comes out of
NPA status, it will be eligible for refinancing in
terms of these instructions;
vii) Banks may determine the pricing of the
loans at each stage of the project term loan or
refinancing debt facility, commensurate with the
risk at each phase of the loan, and such pricing
should not be below the Base Rate of the bank;

etc.;
ix) Banks will be initially allowed to count the
cash flows from periodic amortisations of loans
as also the bullet repayment of the outstanding
debt at the end of each refinancing period for
their asset-liability management; however, with
experience gained, banks will be required in
due course to conduct behavioral studies of
cash flows in such amortisation of loans and
plot them accordingly in ALM statements;

x) Banks should recognize from a risk
management perspective that there will be a
probability that the loan will not be refinanced by
other banks, and should take this into account
when estimating liquidity needs as well as
stress scenarios; and
xi) Banks should have a Board approved policy
for such financing.
5. It is clarified that banks may also provide
longer loan amortisation as per the above
framework of flexible structuring of project loans
to existing project loans to infrastructure and
core industries projects which are classified as
‘non-performing assets’. However, such an
exercise would be treated as ‘restructuring’ and
the assets would continue to be treated as ‘nonperforming asset’. Such accounts may be
upgraded only when all the outstanding
loan/facilities in the account perform
satisfactorily during the ‘specified period’ (as
defined in the extant prudential guidelines on
restructuring of accounts), i.e. principal and
interest on all facilities in the account are
serviced as per terms of payment during that
period. However, periodic refinance facility
would be permitted only when the account is
classified as ‘standard’ as prescribed in the
para 4 (vi) above.
It is reiterated that the exercise of flexible
structuring and refinancing should be carried
out only after DCCO. Further, our instructions
on ‘take-out finance’ (circular dated February
29, 2000), ‘transfer of borrowal accounts’
(circular dated May 10, 2012), ‘refinancing of
project loans by way of partial takeover’

viii) Banks should secure their interest by way
of proper documentation and security creation,
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(circulars dated February 26, 2014 and August
7, 2014) and one of the conditions (Para 15.2.2
(iii) of Master Circular on Prudential norms on
Income Recognition, Asset Classification and
Provisioning pertaining to Advances dated July
1, 2014, viz., “The repayment period of the
restructured advance including the moratorium,
if any, does not exceed 15 years in the case of
infrastructure advances and 10 years in the
case of other advances”) for availing special
asset class benefits under restructuring
guidelines will cease to be applicable on any
loan to infrastructure and core industries
projects covered under the ambit of this circular.

•

The banks will have to device a robust stress
testing mechanism for analyzing the
potential cash flows from the existing
projects. The stress tests may be so
designed that they take into account the risk
that the loan may not be refinanced by other
banks.

•

The Banks shall conduct a behavioral study
of cash flows from such projects (including
amortization of loans and bullet repayments)
in due course with the experience gained
from such financing in order to plot the cash
flows on ALM statements

Implications
Under the new guideline, banks can extend the
flexible structuring of Long Term Project Loans
to existing loans, thus widening the scope of
5:25 scheme (where infrastructure loans for 25
years are given with a facility to refinance the
same very 5 years by another bank as per the
original amortization schedule for the balance
value of loan). The following are the
implications of the instructions issued by RBI:
•

Banks may modify their credit policies to
incorporate the above mentioned financing
and the same needs to be approved by the
Board.

•

Only term loans to projects, in which the
aggregate exposure of all institutional
lenders exceeds Rs.500 crore, in the
infrastructure sector (as defined under the
Harmonised Master List of Infrastructure of
RBI) and in the core industries sector
(included in the Index of Eight Core
Industries (base: 2004-05) published by the
Ministry of Commerce and Industry,
Government of India) will qualify for such
flexible structuring and refinancing
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Overseas Direct Investments by
Indian Party – Rationalization /
Liberalization.
RBI Circular Reference: RBI/2014-15/371
Date of Notification: December 29, 2014
Applicable Entities: All Category - I Authorised
Dealer Banks

Background & Objective
Earlier, Indian companies were subject to
various limitations for raising funds for the
purpose of overseas investment. Considering
the present economic scenario, the RBI has
come out with measures to grant more flexibility
to the Indian parties and also with the aim of
increasing the ease with which such parties can
obtain funds for overseas investment. With this
objective, the RBI has further allowed domestic
companies to borrow domestically or overseas
by using shares of JV/WOS/ step down
subsidiaries as securities or borrow
domestically by using overseas assets of
JV/WOS/ step down subsidiaries as security or
borrow overseas using domestic assets of
Indian companies as security for availing fund
based or non-fund based facilities. The funds
raised through any of the above methods would
be required to be utilized solely for the purpose
of core business activities and for investing
back in India.

Key Directives Issued by RBI
In order to grant more flexibility to the Indian
party, it has been decided to further liberalize
certain regulations of the Notification as detailed
under
(i) Creation of charge on shares of JV / WOS /
step down subsidiary (SDS) in favour of
domestic / overseas lender
In terms of the extant FEMA provisions,
creation of charge (pledge) on the shares of a
JV / WOS of an Indian party in favour of
domestic / overseas lender for the purpose of
availing facilities (funded or non-funded) by the
Indian party and / or the concerned JV / WOS is
under the automatic route.
It has been decided that the designated AD
bank may permit creation of charge / pledge on
the shares of the JV / WOS / SDS (irrespective
of the level) of an Indian party in favour of a
domestic or overseas lender for securing the

of by the Indian party or by its group companies
/ sister concerns / associate concerns or by any
of its JV / WOS / SDS (irrespective of the level)
under the automatic route subject to the
following:
• The Indian party is complying with the
provisions under Regulation 6 (and
Regulation 7, if applicable) of the Notification
ibid for undertaking financial commitment;
• Compliance to the provisions under
Regulation 18 of the Notification ibid;
• The period of charge, if not specified upfront,
may be co-terminus with the period of end
use (like loan or other facility) for which
charge has been created;
• The loan / facility availed by the JV / WOS /
SDS from the domestic / overseas lender
shall be utilized only for its core business
activities overseas and not for investing back
in India in any manner whatsoever;
• A certificate from the Statutory Auditors’ of
the Indian party, to the effect that the loan /
facility availed by the JV / WOS / SDS has
not been utilized for direct or indirect
investments in India, is to be obtained and
kept by the designated AD;
• The invocation of charge resulting into the
domestic lender acquiring the shares of the
overseas JV / WOS / step down subsidiary
shall be governed by the extant FEMA
provisions / regulations issued by the
Reserve Bank from time to time;
• The facilities (funded or non-funded)
extended by the domestic lender to the
Indian party or to its group / sister / associate
concern or to any of its overseas JV / WOS /
SDS shall also be governed by the
prudential norms and other guidelines issued
by the Department of Banking Regulation
(DBR, the erstwhile DBOD), Reserve Bank
of India from time to time; and
• The matter relating to the setting up /
acquiring the multi-layered structure of
overseas entities by the Indian party,
wherever applicable, is under the
examination of the Reserve Bank and the
decision taken in this regard shall be
conveyed in due course for necessary
14
compliance at AD / Indian party level.
(ii) Creation of charge on the domestic assets in
favour of overseas lenders to the JV / WOS /

As per the extant FEMA provisions, creation of
charge on the domestic assets (movable /
immovable / financial / other) of an Indian party
(or its group / sister / associate concern
including the individual promoter / director) in
favour of an overseas lender to the JV / WOS /
step down subsidiary (SDS) requires prior
approval of the Reserve Bank.
It has been decided that the designated AD
bank may permit creation of charge (by way of
pledge, hypothecation, mortgage, or otherwise)
on the domestic assets of an Indian party (or its
group companies / sister concerns / associate
concerns including the individual promoters /
directors) in favour of an overseas lender for
securing the funded and / or non-funded facility
to be availed of by the JV / WOS / SDS
(irrespective of the level) of the Indian party
under the automatic route subject to the
following:
• The Indian party is complying with the
provisions under Regulation 6 (and
Regulation 7, if applicable) of the Notification
ibid for undertaking the financial
commitment;
• Compliance to the provisions under
Regulation 18A(1) of the Notification ibid;
• The domestic assets, on which charge is
being created, are not securitized;
• The period of charge, if not specified upfront,
may be co-terminus with the period of end
use (like loan or other facility) for which
charge has been created;
• The loan / funds raised overseas by the JV /
WOS / SDS shall be utilized only for its core
business activities overseas and not for
investing back in India in any manner
whatsoever;
• A certificate from the Statutory Auditors’ of
the Indian party, to the effect that the loan /
funds raised overseas by the JV / WOS /
SDS has not been utilized for direct or
indirect investments in India, is to be
obtained and kept by the designated AD;
• The overseas lender undertakes that, in the
event of enforcement of charge, they shall
transfer the domestic assets by way of sale
to a resident only;
• In case of invocation of charge, the resultant
remittance of the proceeds exceeding the
prescribed limit of the financial commitment
of the Indian party (prevailed at the time of
creation of charge) shall require prior
approval of the Reserve Bank;
• Wherever creation of charge involves pledge
of shares of an Indian company, the pledge

shall also be governed by the extant FEMA
provisions / regulations issued by the
Reserve Bank and the consolidated Foreign
Direct Investment (FDI) policy issued by the
Government of India from time to time; and
• The matter relating to the setting up /
acquiring the multi-layered structure of
overseas entities by the Indian party,
wherever applicable, is under the
examination of the Reserve Bank and the
decision taken in this regard shall be
conveyed in due course for necessary
compliance at AD / Indian party level
(iii) Creation of charge on overseas assets in
favour of domestic lender
Creation of charge on the overseas assets of JV
/ WOS / SDS of an Indian party in favour of a
domestic lender to the Indian party or to its
group / sister / associate concern or to any of its
overseas JV / WOS / SDS requires prior
approval of the Reserve Bank.
It has been decided that the designated AD
bank may permit creation of charge (by way of
hypothecation, mortgage, or otherwise) on the
overseas assets (excluding the shares) of the
JV / WOS / SDS (irrespective of the level) of an
Indian party in favour of a domestic lender for
securing the funded and / or non-funded facility
to be availed of by the Indian party or by its
group companies / sister concerns / associate
concerns or by any of its overseas JV / WOS /
SDS (irrespective of the level) under the
automatic route subject to the following:
• The Indian party is complying with the
provisions under Regulation 6 (and
Regulation 7, if applicable) of the Notification
ibid for undertaking financial commitment;
• Compliance to the provisions under
Regulation 18A(2) of the Notification ibid;
• The overseas assets, on which charge is
being created, are not securitized;
• The period of charge, if not specified upfront,
may be co-terminus with the period of end
use (like loan or other facility) for which
charge has been created;
• The loan / facility availed by the JV / WOS /
SDS from the domestic lender shall be
utilized only for its core business activities
overseas and not for investing back in India
in any manner whatsoever;
• A certificate from the Statutory Auditors’ of
the Indian party, to the effect that the loan /
facility availed by the JV / WOS / SDS has
not been utilized for direct or indirect
investments in India, is to be obtained and
kept by the designated AD;
15

•

The matter relating to the setting up /
acquiring the multi-layered structure of
overseas entities by the Indian party,
wherever applicable, is under the
examination of the Reserve Bank and the
decision taken in this regard shall be
conveyed in due course for necessary
compliance at AD / Indian party level.

Necessary amendments to the Notification ibid
has been issued vide Notification No.
FEMA.322/2014-RB dated October 14, 2014
and effective from the date of publication in the
Gazette i.e. December 03, 2014.

Implications
Due to the liberalization measures brought in by
the RBI, it will now become easier for the Indian
parties to obtain funds for working capital.
Below are the implications for banks in order to
ensure compliance with the guideline:
•

Banks may obtain and keep the certificate
from the Statutory Auditor of the Indian party
declaring that the loan facility availed after
creating the charge on shares or overseas
assets of JV / WOS / step down subsidiary
(SDS) of an Indian company, has not been
used for investment purposes in India.

•

Banks may obtain an undertaking from the
Indian company availing loan / facility
through creating the charge on shares or
overseas assets of JV / WOS / step down
subsidiary (SDS) to the effect that the loan /
facility shall be utilized only for its core
business activities overseas and not for
investing back in India in any manner.
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Non Cooperative Borrowers

RBI Circular Reference: RBI/2014-15/362
Date of Notification: December 22, 2014
Applicable Entities: All Scheduled
Commercial Banks (Excluding RRBs)

Background & Objective
In the last credit policy, RBI governor Raghuram
Rajan had publicly admonished ‘wilful
defaulters’ for eroding faith in the banking
system and said the central bank had made
improving lenders’ asset quality a priority.
Following this, the RBI had made certain
changes in the classification of non cooperative
borrowers to help banks safeguard themselves
against such defaulters. RBI has also provided
more clarity on how to deal with noncooperative borrowers and laid out a system
and process to proceed against such players
which is similar to the proceeding used against
wilful defaulters.
The objective of the guideline is to prevent
banks from taking fresh exposure on such
borrowers/ companies which may have already
defaulted on existing loans or when companies
have wilfully defaulted on loans and gone to
another bank with new securities for a fresh
loan.

Key Directives Issued by RBI
Banks/ FIs should take the following measures
in classifying/declassifying a borrower as noncooperative borrower and reporting information
on such borrowers to Central Repository of
Information on Large Credits (CRILC):
The cut off limit for classifying borrowers as
non-cooperative would be those borrowers
having aggregate fund-based and non-fund
based facilities of Rs.50 million from the
concerned bank/FI. A non-cooperative borrower
in case of a company will include, besides the
company, its promoters and directors (excluding

independent directors and directors nominated
by the Government and the lending institutions).
In case of business enterprises (other than
companies), non-cooperative borrowers would
include persons who are in-charge and
responsible for the management of the affairs of
the business enterprise.
It would be imperative on the part of the banks /
FIs to put in place a transparent mechanism for
classifying borrowers as non-cooperative. A
solitary or isolated instance should not be the
basis for such classification. The decision to
classify the borrower as non-cooperative
borrower should be entrusted to a Committee of
higher functionaries headed by an Executive
Director and consisting of two other senior
officers of the rank of General Managers/
Deputy General Managers as decided by the
Board of the concerned bank/FI.
If the Committee concludes that the borrower is
non-cooperative, it shall issue a Show Cause
Notice to the concerned borrower (and the
promoter/whole-time directors in case of
companies) and call for his submission and
after considering his submission issue an order
recording the borrower to be non-cooperative
and the reasons for the same. An opportunity
should be given to the borrower for a personal
hearing if the Committee feels such an
opportunity is necessary.
The order of the Committee should be reviewed
by another Committee headed by the Chairman
/ CEO and MD and consisting, in addition, of
two independent directors of the Bank/FI and
the order shall become final only after it is
confirmed by the said Review Committee.
Banks/FIs will be required to report information
on their non-cooperative borrowers to CRILC
under CRILC-Main (Quarterly Submission)
return as advised vide circular
DBS.OSMOS.No.14703/33.01.001/2013-14
dated May 22, 2014 on ‘Reporting to Central
Repository of Information on Large Credits
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(CRILC)’. As mentioned in this circular, the
quarterly CRILC Main report is required to be
submitted within 21 days from the close of the
relevant quarter.
Boards of banks/FIs should review on a halfyearly basis the status of non-cooperative
borrowers for deciding whether their names can
be declassified as evidenced by their return to
credit discipline and cooperative dealings.
Removal of names from the list of noncooperative borrowers should be separately
reported under CRILC with adequate
reasoning/rationale for such removal.
If any particular entity as mentioned in (a)
above is reported as non-cooperative, any fresh
exposure to such a borrower will by implication
entail greater risk necessitating higher
provisioning. Banks/FIs will therefore be
required to make higher provisioning as
applicable to substandard assets in respect of
new loans sanctioned to such borrowers as also
new loans sanctioned to any other company
that has on its board of directors any of the
whole time directors/promoters of a noncooperative borrowing company or any firm in
which such a non-cooperative borrower is in
charge of management of the affairs. However,
for the purpose of asset classification and
income recognition, the new loans would be
treated as standard assets. This supersedes the
instructions contained at paragraph 8.1(b) of the
aforementioned circular dated February 26,
2014.

will attract 15% provisioning.
•

Banks shall put in place a clear mechanism
for classifying a borrower as non-cooperative
borrower. Before being declared noncooperative, a company will have to be
screened by a committee headed by a bank
Executive Director and two other officials of
General Manger or Deputy General Manager
rank and reviewed before finalization.

•

Boards of banks should review on a halfyearly basis the status of non-cooperative
borrowers. Removal of names from the list of
non-cooperative borrowers should be
separately reported under CRILC with
adequate reasoning/rationale for such
removal.

•

Also, banks will have to additionally report
information on their non-cooperative
borrowers to Central Repository of
Information on Large Credits (CRILC) set up
by the RBI so as to collect, store and
disseminate credit data to lenders.

It is reiterated that as the CRILC data is
collected under the provisions of the RBI Act,
non-adherence to reporting instructions attracts
penal provisions under the Act.

Implications
The new criterion for non-cooperative borrowers
will replace the one released earlier in February
2014. The following will be the implications for
banks:
• Fresh loans given to those categorized as
non-cooperative borrowers will attract higher
provisions equivalent to that of a substandard asset (where the dues are not paid
for 90 days) while the account can continue
to be classified as a standard account.
These provisions are much higher than the
5% prescribed by RBI in its February
notification. Loans classified as substandard
18

Other Key
Guidelines
issued by
RBI in
December
2014

S.No
1

Guidelines
Reference
RBI/201415/332

Date of
Issue
December
2, 2014

Impact

Particulars
Remittance of
Assets –
Submission of
Auditor’s
certificate

The instructions by Central Board of Direct
Taxes (CBDT) regarding submission of
certificates have undergone significant changes
over the years. Also, it is pertinent to note that
CBDT vide its notification dated September 2,
2013 has revised the instructions regarding
furnishing of tax declarations and submission of
Form 15CA and 15 CB.
Accordingly, RBI has since amended the
Principal Regulations through the Foreign
Exchange Management (Remittance of Assets)
(Amendment) Regulations, 2014 with respect to
submitting certificates on tax payments.
In this connection, Authorised Dealer banks
may refer to the instructions contained in A.P
(DIR Series) Circular No. 151 dated June 30,
2014. The conditions stipulated therein shall be
complied with while making remittances.

2

RBI/201415/334

December
3, 2014

Credit facilities
to Minority
Communities Inclusion of
Jain
Community
Under Section
2(c) of the
National
Commission of
Minorities
(NCM)
Act,1992

Banks would need to include only new lending
provided to Jain Community while checking
adherence to sub target of 10% out of the 40%
of the higher of Adjusted Net Bank Credit or
Credit Equivalent amount of Off-Balance Sheet
Exposures as on 31st March of the previous
year, for lending to the weaker sections, which
includes minority communities. Banks may
ensure the following:
•

Flow of credit to the Jain Community will
also be reviewed regularly in addition to the
existing minority communities at the
meetings of the District Consultative
Committees (DCCs) and the State Level
Bankers Committees (SLBCs).

•

New loans to the Jain community may be
routed under the Differential Rate of Interest
Scheme (DRI) scheme through State
Minority Finance/ Development Corporation
on the same terms and conditions as are
applicable to the other minority communities.
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S.No

Guidelines
Reference

Date of
Issue

Particulars

Impact

3

RBI/2014December
15/339 Circular 8, 2014
No.45,
RBI/201415/340 Circular
No.46,
RBI/201415/341 Circular
No.47

Foreign Direct
Investment
(FDI) in India –
Review of FDI
policy –Sector
Specific
conditions

Vide these circulars, the RBI has notified the
AD Category Banks regarding FDI policy
amendments and liberalization brought by the
government with respect to FDI in the railways
and defence sector subject to the conditions
mentioned in the circulars.

4

RBI/201415/342

December
9, 2014

National Rural
livelihoods
Mission
(NRLM) –
Aajeevika Interest
Subvention
Scheme

All Public and private sector banks are required
to submit their claims, regular as well as
additional claims to the Nodal bank on a
quarterly basis as at June 30, 2014, September
30, 2014, December 31, 2014 and March 31,
2014 by last week of the subsequent month.
The claims submitted by bank should be
accompanied by a Statutory Auditor’s certificate
(in original) certifying the claims for subvention
as true and correct. The claims of any Bank for
the quarter ending March 2015 will be settled by
MoRD only on receipt of the Statutory Audited
certificate for the complete FY14-15 by the
Bank.

5

RBI/201415/343

December
9, 2014

Introduction of
Digital Life
Certificates for
Pensioners

In order to alleviate the hardship caused to
pensioners, the Government of India has since
launched “Jeevan Pramaan”, a digital life
certificate based on Aadhaar Biometric
Authentication, aimed at further simplifying the
process of submission of life certificate and
facilitating accuracy and timeliness in disbursal
of pensions.
Banks will have to take necessary action to
ensure that the scheme is implemented and
benefits of the same are taken. Banks will also
have to issue necessary instructions to their
branches and dealing staff about the same.
Banks will also have to create awareness about
this facility among the pensioner customers.
Banks may also need to amend their FAQs on
pension payments posted on their websites and
provide a link to the website of Jeevan Praman.
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S.No

Guidelines
Reference

Date of
Issue

Particulars

Impact

6

RBI/201415/344

December
9, 2014

Overseas
Investments by
Alternative
Investment
Funds (AIF)

7

RBI/201415/345

December
10, 2014

RIDF and other The interest rates applicable to RIDF and other
similar funds with SIDBI and NHB have been
funds
revised vide this circular.

8

RBI/201415/348

December
11, 2014

Inflation
Indexed
National
Savings
Securities Cumulative,
2013 - Early
repayment/red
emption

RBI has decided to permit Alternative
Investment Funds (AIF)', registered with
Securities and Exchange Board of India (SEBI),
to invest overseas.

The Government of India (As per their
Notification F.No. 4(16) W&M/2012 dated
December 19, 2013) issued Inflation Indexed
National Savings Securities- Cumulative, 2013
with effect from December 23, 2013 to
December 31, 2013 which were repayable on
the expiration of 10 (ten) years from the date of
issue. The conditions for early repayment were
as under:
• Early repayment/redemption before the
maturity date is allowed after one year of
holding from the date of issue for senior
citizens, i.e. 65 and above years of age and for
all others, after 3 (three) years of holding,
subject to the penalty charges at the rate of
50% of the last coupon payable. Early
redemption to be allowed only on coupon date.
This guideline was issued in order to explain the
process of early repayment/ redemption of the
Inflation Indexed National Savings SecuritiesCumulative, 2013.

9

RBI/2014–
15/352

December
15, 2014

Extension of
RTGS time
window

In order to meet the growing needs of the
markets / customers, RBI has decided to extend
the business hours of the RTGS system to
facilitate customer and inter-bank transactions
and other market obligations for settlement in
the RTGS system.
Hence, it has been decided to advance RTGS
business hours to 8:00 hours from 9.00 hours
and extend closing time of RTGS from 16:30 to
20.00 hours on week days and on Saturdays it
would be functioning from 8.00 hours to 15.30
hours.
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S.No

Guidelines
Reference

Date of
Issue

Impact

Particulars

10

RBI/201415/358

December
16, 2014

Rupee Drawing
Arrangement –
Delegation of
work to
Regional
OfficesSubmission of
Statements /
Returns

Authorised Dealer Category I banks are
required to make all their correspondences in
this regard, including submission of prescribed
statements to the Regional Office of the Foreign
Exchange Department of the Reserve Bank,
under whose jurisdiction their registered offices
function.

11

RBI/201415/360

December
17, 2014

Foreign
Exchange
Management
(Deposit)
Regulations,
2000 Exemption
thereof

With the objective of bringing all the multilateral
organizations at par, with respect to the opening
of accounts in India, deposits held in accounts
maintained with an authorised dealer by any
multilateral organization of which India is a
member nation, and its subsidiary/affiliate
bodies in India, and its or their officials in India
have been included in the exemptions, laid
down in Foreign Exchange Management
(Deposit) Regulation, 2000. Banks may amend
their policies and processes accordingly.

12

RBI/201415/361

December
19, 2014

F-TRAC –
Counterparty
Confirmation

The requirement to physically exchange the
counterparty confirmations of trades matched
on F-Trac has been waived subject to the
following conditions:

•
•
•

13

RBI/201415/365

December
24, 2014

Secondary
Market
Transactions in
Government
Securities –
Short Selling

Participants should enter into a one time
bilateral agreement;
Participants should adhere to the extant laws
such as stamp duty as may be applicable;
and
Participants should have a sound risk
management framework in place and comply
with all the regulatory and legal requirements
and practices.

Banks will now have to maintain a column
entitled 'Regulatory Limit' to capture the
changes in the regulatory limits during the
month for each line item. The regulatory limits
will be as per the September 30, 2014
guidelines for Short Sale.
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S.No

Guidelines
Reference

Date of
Issue

Particulars

Impact

14

RBI/201415/374

December
31, 2014

Revised format
of reporting Representative
Offices of
Foreign Banks
in India

The RBI has revised the existing system of
reporting by Representative Offices of foreign
banks. Under the new format, representative
offices will now have to furnish detailed
information about itself (like date of setting up,
address, details of chief representative, etc.)
and provide data set on its business in India.
Representative offices will also have to submit
information about the bank/ group specifying
ownership pattern, financial position, joint
ventures or subsidiaries of the group. They will
also have to mention regulations in home
country on entry and expansion of foreign
banks, including, forms of presence allowed,
details of major supervisory measures or
actions by home country or other host country
regulators, any major events having material
impact on the business of the bank/Group and
whether the home country of the RO is FATF
compliant.

15

RBI/20132014/467

December
31, 2014

Withdrawal of
all old series of
Banknotes
issued prior to
2005

As per this notification:
(i) All older series of banknotes issued prior to
2005 would be acceptable for all kinds of
monetary transactions only till June 30, 2015.
(ii) Banks should sensitize the public to
approach bank branches which would provide
them exchange facilities on an ongoing basis.
(iii) These notes will continue to be legal tender.
(iv) Banks should obtain proof of their identity
and residence from non-customers who want to
exchange more than 10 pieces of ` 500 and `
1000 notes.
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