Foreign Exchange Developments

August 2007

(i) Review of External Commercial Borrowings (ECB) Policy

A review of the ECB guidelines was undertaken keeping in view the current macroeconomic situation and the experience gained so far by the Reserve Bank in administering the ECB policy. The ECB policy was modified as under : 

(i)  ECB more than USD 20 million per borrower company per financial year would, henceforth, be permitted only for foreign currency expenditure for permissible end-uses of ECB. The ECB proceeds should be parked abroad for use as foreign currency expenditures for permissible end-uses and shall not be remitted to India. The modifications would be applicable to ECB exceeding USD 20 million per financial year both under the Automatic Route and under the Approval Route.

(ii)  ECB up to USD 20 million per borrowing company per financial year would be permitted for foreign currency expenditures for permissible end-uses under the Automatic Route and these funds shall be parked overseas and not be remitted to India.  Borrowers proposing to avail ECB up to USD 20 million for Rupee expenditure for permissible end-uses would require prior approval of the Reserve Bank under the Approval Route.

(iii) All other aspects of ECB policy such as eligible borrower, USD 500 million limit per borrower company per financial year under the Automatic route, recognised lender, average maturity period, all-in-cost-ceiling, prepayment,

refinancing of existing ECB and reporting arrangements remain unchanged.

(iv) These conditions will not apply to borrowers who have already entered into loan agreement and obtained loan registration numbers from the Reserve Bank.  Borrowers who have taken verifiable and effective steps wherein the loan agreement has been entered into to avail of ECB under the previous dispensation, and not obtained the loan registration number, may apply to the Reserve Bank through their Authorised Dealer.

[A.P. (DIR Series) Circular No. 4 dated August 7, 2007]

(ii) Exim Bank’s Line of Credit (LOC) of USD 30 million to the Government of the Republic of Mali

Export-Import Bank of India (Exim Bank) has concluded an agreement dated April 13, 2007 with the Government of the Republic of Mali, making available to the latter, a Line of Credit (LOC) of USD 30 million (USD Thirty million only) for financing exports of eligible goods and services including consultancy services, for electricity transmission and distribution project from Cote d’lvoire to Mali, which are eligible for export under the Foreign Trade Policy of the Government of India. Out of the total credit by Exim Bank under this agreement, at least 85 per cent of the goods and services shall be supplied by the seller from India.

[A.P. (DIR Series) Circular No. 5 dated August 17, 2007]

(iii) Exim Bank’s Line of Credit (LOC) of USD 5 million to the Eastern African Development Bank, Kampala, Uganda

Export-Import Bank of India (Exim Bank) has concluded an agreement dated November 24, 2005 with the Eastern African Development Bank (EADB), K ampala, Uganda, making available to the latter, a Line of Credit (LOC) of USD 5 million (USD Five million only) for financing exports from India of equipment, eligible goods and services, which are eligible for export under the Foreign Trade Policy of the Government of India and whose purchase may be agreed to be financed by Exim Bank under this agreement to member countries viz Uganda, Kenya and Tanzania.

 [A.P. (DIR Series) Circular No. 6 dated August 17, 2007]

(iv) Rupee Loans to NRI Employees of Indian Companies under Employees Stock Option (ESOP) Scheme

At present banks are allowed to extend loans in Rupees to resident employees of an Indian company to purchase shares of the company under Employees Stock Option (ESOP) Scheme, to the extent of 90 per cent of the purchase price of the shares or Rupees 20 lakh, whichever is lower. Rupee loans extended by banks under ESOP Scheme is treated as bank’s exposure to capital market, within the overall ceiling of 40 per cent of its net worth. Further, under the FEMA provisions, AD banks are allowed to grant Rupee loans to Non-Resident Indians (NRIs) for certain purposes, subject to conditions.

AD Category – I banks have now been permitted to grant Rupee loans to NRI employees of Indian companies for acquiring shares of the companies under the ESOP Scheme.  The loan scheme should be as per the policy approved by the bank’s Board and would further be subject to the following conditions :

(i) The loan amount should not exceed 90 per cent of the purchase price of the shares or Rupees 20 lakhs per NRI employee, whichever is lower.

(ii) The rate of interest and margin on such loans may be decided by the banks, subject to the directives issued by the Reserve Bank from time to time.

(iii) The amount shall be paid directly by the bank to the company and should not be credited to the borrowers’ nonresident accounts in India.

(iv) The loan amount should be repaid by the borrower by way of inward remittances or by debit to his NRO / NRE

/ FCNR(B) account.

(v)  The loans will be included for reckoning capital market exposures and the bank will ensure compliance with prudential limits, prescribed by the Reserve Bank (DBOD) from time to time, for such exposure to capital market.

[A.P. (DIR Series) Circular No. 7 dated August 22, 2007]

