ANNEX 1

List of Controlled Substances
(paragraph 2.2.3.1)

Group Substance Ozone Depleting
Potential *
Group |
CFCls (CFC-11) 1.0
CF,Cl, (CFC-12) 1.0
C,F3Cls (CFC-113) 0.8
C,F4Cly (CFC-114) 1.0
Cl (CFC-115) 0.6
Group
CF2BrCl (halon-1211) 3.0
CF3Br (halon-1301) 10.0
C,F4Br; (halon-2402) 6.0
* These ozone depleting potentials are estimated based on
existing knowledge and will be reviewed and revised
periodically.
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	Yours faithfully 
	2.1     Statutory Restrictions 
	2.1.1 Advances against bank's own shares 
	In terms of Section 20(1) of the Banking Regulation Act, 1949, a bank cannot grant any loans and advances on the security of its own shares. 

	2.1.2 Advances to bank's Directors 
	2.1.2.1 Section 20(1) of the Banking Regulation Act, 1949 also lays down the restrictions on loans and advances to the directors and the firms in which they hold substantial interest.  
	2.1.2.2  Banks are prohibited from entering into any commitment for granting any loans or advances to or on behalf of any of its directors, or any firm in which any of its directors is interested as partner, manager, employee or guarantor, or any company (not being a subsidiary of the banking company or a company registered under Section 25 of the Companies Act, 1956, or a Government company) of which, or the subsidiary or the holding company of which any of the directors of the bank is a director, managing agent, manager, employee or guarantor or in which he holds substantial interest, or any individual in respect of whom any of its directors is a partner or guarantor. 
	2.1.2.3 There are certain exemptions in this regard. In terms of the explanation to the Section, ‘loans or advances’ shall not include any transaction which the Reserve Bank may specify by general or special order as not being a loan or advance for the purpose of this Section. While doing so the RBI shall, keep in view the nature of the transaction, the period within which, and the manner and circumstances in which, any amount due on account of the transaction is likely to be realised, the interest of the depositors and other relevant considerations. 
	2.1.2.4 If any question arises whether any transaction is a loan or advance for the purpose of this Section, it shall be referred to RBI, whose decision thereon shall be final. FAQs regarding applicability of Section 20 of BR Act, 1949 is given in Annex 5. 
	2.1.2.5 For the above purpose, the term 'loans and advances' shall not include the following:   

	2.1.3 Restrictions on Holding Shares in Companies 
	2.1.3.1 In terms of Section 19(2) of the Banking Regulation Act, 1949, banks should not hold shares in any company except as provided in sub-section (1) whether as pledgee, mortgagee or absolute owner, of an amount exceeding 30 percent of the paid-up share capital of that company or 30 percent of its own paid-up share capital and reserves, whichever is less. 
	2.1.3.2 Further, in terms of Section 19(3) of the Banking Regulation Act, 1949, the banks should not hold shares whether as pledgee, mortgagee or absolute owner, in any company in the management of which any managing director or manager of the bank is in any manner concerned or interested. 
	2.1.3.3 Accordingly, while granting loans and advances against shares, statutory provisions contained in Sections 19(2) and 19(3) should be strictly observed. 

	2.1.4    Restrictions on Credit to Companies for Buy-back of their Securities 
	In terms of Section 77A(1) of the Companies Act, 1956, companies are permitted to purchase their own shares or other specified securities out of their  
	subject to compliance of various conditions specified in the Companies (Amendment) Act, 1999. Therefore, banks should not provide loans to companies for buy-back of shares/securities.  

	2.2 Regulatory Restrictions  
	2.2.1   Granting loans and advances to relatives of Directors 
	2.2.1.1 Lending to directors and their relatives on reciprocal basis 
	2.2.1.5 The proposals for credit facilities of an amount less than Rupees twenty five lakh to these borrowers may be sanctioned by the appropriate authority in the financing bank under powers vested in such authority, but the matter should be reported to the Board. 
	2.2.1.6 The Chairman/Managing Director or other director who is directly or indirectly concerned or interested in any proposal should disclose the nature of his/her interest to the Board when any such proposal is discussed. He/she should not be present in the meeting unless his/her presence is required by the other directors for the purpose of eliciting information and the director so required to be present shall not vote on any such proposal. 
	2.2.1.7 The above norms relating to grant of loans and advances will equally apply to awarding of contracts. 
	2.2.1.8 The scope of the term ‘relative’ will be as under: 
	2.2.1.9 The term ‘loans and advances’ will not include loans or advances against - 
	2.2.1.10 The term ‘substantial interest’ shall have the same meaning as assigned to it in Section 5(ne) of the Banking Regulation Act, 1949. 
	2.2.1.11 Banks should evolve, inter alia, the following procedure for ascertaining the interest of a director of a financing bank or of another bank, or his relatives, in credit proposals/award of contracts placed before the Board/Committee or other appropriate authority of the financing banks: 

	and Relatives of Senior Officers of Banks 
	2.2.2.1 The statutory regulations and/or the rules and conditions of service applicable to officers or employees of public sector banks indicate, to a certain extent, the precautions to be observed while sanctioning credit facilities to such officers and employees and their relatives. In addition, the following guidelines should be followed by all the banks with reference to the extension of credit facilities to officers and the relatives of senior officers: 
	2.2.2.2 The above norms relating to grant of credit facility will equally apply to the awarding of contracts. 
	2.2.2.3 Application of the Guidelines in case of Consortium Arrangements 
	2.2.2.4 Scope of certain expressions 
	2.2.2.5 In this context, banks may, inter alia, 

	2.2.3  Restrictions on Grant of Financial Assistance to Industries Producing / Consuming Ozone Depleting Substances (ODS) 
	2.2.3.1 Government of India has advised that as per the Montreal Protocol, to which India is a party, Ozone Depleting Substances (ODS) are required to be phased out as per schedule prescribed therein. The list of chemicals given in Annex 1 & 2 to the Montreal Protocol is annexed for ready reference. The Protocol has identified the main ODS and set a time limit on phasing out their production/consumption in future, leading to a complete phase out eventually. Projects for phasing out ODS in India are eligible for grants from the Multilateral Fund. The sectors covered in the phase out programme are given below.
	2.2.3.2 Banks should not extend finance for setting up of new units consuming/producing the above ODS. In terms of circular No. FI/12/96-97 dated  February 16, 1996 issued by the erstwhile Industrial Development Bank of India no financial assistance should be extended to small/medium scale units engaged in the manufacture of the aerosol units using CFC and no refinance would be extended to any project assisted in this sector. 
	2.2.4.1 Issue of Directives 
	2.2.4.2 Commodities currently exempted from Selective Credit Control 
	2.2.4.3 Commodities covered under Selective Credit Control 
	2.2.4.4   Stipulations of Selective Credit Control 
	2.2.6 Restrictions on offering incentives on any banking products 
	Banks should not offer any banking products, including online remittance schemes etc., with prizes /lottery/free trips (in India and/or abroad), etc. or any other incentives having an element of chance, except inexpensive gifts costing not more than Rupees two hundred fifty, as such products involve non-transparency in the pricing mechanism and therefore go against the spirit of the guidelines. Such products, if offered, by banks would be considered as violation of the extant guidelines and the banks concerned would be liable for penal action. 

	2.3.1    Loans and Advances against Shares, Debentures and Bonds 
	2.3.3 Advances against Fixed Deposit Receipts (FDRs) Issued by Other Banks 
	2.3.5   Loans against Certificate of Deposits (CDs) 
	2.3.7 Bank Finance to Non-Banking Financial Companies (NBFCs) 
	Banks may be guided by the Master Circular on Bank Finance to Non-Banking Financial Companies (NBFCs) dated July 2, 2012 in this regard. 
	2.3.8  Financing Infrastructure/ Housing Projects 
	2.3.8.3 Definition of ‘infrastructure lending’  
	2.3.8.5 Types of Financing by Banks 
	2.3.8.6  Appraisal 

	2.3.9 Issue of Bank Guarantees in favour of Financial Institutions 
	2.3.9.1 Banks may issue guarantees favouring other banks/FIs/other lending agencies for the loans extended by the latter, subject to strict compliance with the following conditions. 
	(i) The Board of Directors should reckon the integrity/robustness of the bank’s risk management systems and, accordingly, put in place a well-laid out policy in this regard. 
	 The Board approved policy should, among others, address the following issues: 
	a) Prudential limits, linked to bank’s Tier I capital, up to which guarantees favouring other banks/FIs/other lending agencies may be issued. 
	b) Nature and extent of security and margins 
	c) Delegation of powers 
	d) Reporting system 
	e) Periodical reviews 
	(ii) The guarantee shall be extended only in respect of borrower constituents and to enable them to avail of additional credit facility from other banks/FIs/lending agencies 
	(iii) The guaranteeing bank shall assume a funded exposure of at least 10% of the exposure guaranteed. 
	(iv) Banks should not extend guarantees or letters of comfort in favour of overseas lenders including those assignable to overseas lenders, except for the relaxations permitted under FEMA. 
	(v) The guarantee issued by the bank will be an exposure on the borrowing entity on whose behalf the guarantee has been issued and will attract appropriate risk weight as per the extant guidelines. 
	(vi)  Banks should ensure compliance with the recommendations of the Ghosh Committee and other internal requirements relating to issue of guarantees to obviate the possibility of frauds in this area. 
	2.3.9.2 Lending banks 
	A. Banks extending credit facilities against the guarantees issued by other            banks/FIs should ensure strict compliance with the following conditions: 
	(i) The exposure assumed by the bank against the guarantee of another bank/FI will be deemed as an exposure on the guaranteeing bank/FI and will attract appropriate risk weight as per the extant guidelines. 
	(ii) Exposures assumed by way of credit facilities extended against the guarantees issued by other banks should be reckoned within the inter bank exposure limits prescribed by the Board of Directors. Since the exposure assumed by the bank against the guarantee of another bank/FI will be for a fairly longer term than those assumed on account of inter bank dealings in the money market, foreign exchange market and securities market, the Board of Directors should fix an appropriate sub-limit for the longer term exposures since these exposures attract greater risk. 
	(iii) Banks should monitor the exposure assumed on the guaranteeing bank/FI, on a continuous basis and ensure strict compliance with the prudential limits/sub limits prescribed by the Boards for banks and the prudential single borrower limits prescribed by RBI for FIs. 
	(iv) Banks should comply with the recommendations of the Ghosh Committee and other internal requirements relating to acceptance of guarantees of other banks to obviate the possibility of frauds in this area. 

	B. However, the above conditions will not be applicable in the following cases: 
	2.3.10 Discounting/Rediscounting of Bills by Banks 
	2.3.11   Advances against Bullion/Primary gold 
	2.3.12 Advances against Gold Ornaments & Jewellery 
	2.3.13     Gold (Metal) Loans 
	2.3.14 Loans and advances to Real Estate Sector 
	2.3.15 Loans and advances to Micro and Small Enterprises (MSEs) 
	2.3.18 Working Capital Finance to Information  
	Technology and Software Industry 
	2.5.2 Guidelines 
	(i)  Applications for loans and their processing 





