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Arxy -commercial loan in
foreign exchange obtained by
“‘a resident Indian from a non

resident lender is termed as

external commercial
borrowing and is subject to
the policy of the Gout. of India
and the Guidelines stipulated
byuthe' Rés_eroe Bank bf India.
This article makes a detafled
examination of the policy’and

Régyliitions relating to ECB.
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BACKGROUND'
External Commercial Borrowing (ECB) refers to commercial loans in foreign exchange availed |
by persons resident in India from non-resident lenders. Thus, the ingredients of ECB are: (a) It
is a commercial loan; (b) Itis in foreign exchange; (c) It is availed by a person resident in India;
and (d) It is availed from non-residents lenders. All forms of borrowing having all the above ;
four ingredients are not permitted: Neither all permissible borrowings are ECB under the,
ECB policy. The borrowings from specified lenders by specified borrowers for specified |
purposes under specified terms are considered ECB. For example, it is ECB if it has a minimum *
average maturity of 3 years. The borrowing with maturity of less than o je year is considered
‘short term credit’. The berrowing for imports by the overseas supplier, bank and financial
institution for maturity of less than 3 years is considered ‘Trade Credit”. - ‘

The ECB outstanding at the end of December 2007 was about US $ 57 billion which accounted |
for nearly one third of India’s external debt. The year 2007-08 reportedly witnessed an ECB of |
about US $ 30 billion, making it a major source of resource for the corporate sector. The sharp
 increase in ECBin recent years is gtfﬁbiitablé to two factors: (a) a step-up in domestic industrial :
activity since 2004-05 has increased the corporate sector’s appetite for funds, and (b) the interest :
rate wedge between overseas borrowing and domestic borrowing has motivated Indian :

corporates to raise larger resouirces by borrowing from abroad. The details of ECB flows are .
presented in Table 1. ; '

TABLE 1 : EXTERNAL COMMERCIAL BORROWING'
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ECB imposes a cost on the, economy in the form of sterilization cost at the time of borrowing
. and prepayment/repayment in foreign exchange. Besides, it may at times entail difficulties of
servicing debt, given the Fact that India is the 5th largest debtor country in the world. It may,

however, cause a reduction in cost of resources in the domestic economy by allowing the
borrowers to raise resotrces at favourable rates from overseas and thereby reducing demand
on domestic resources. It could also raise the eost at the time of repayment. Given the costs and
the benefits associated with ECB to the economy, the policy allows ECB from such sources and
* for such purposes and at such terms as would maximisg the benefits for the economy. It
encourages borrowings with long maturities and at low”costs for financing investment in
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! infrastructure and exports

of the economy and discourages borrowing for working capital
| or general corporate purposes. Requests for ECB are considered
| by RBI within the overall annul ceiling, consistent with prudent
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LEGAL FRAMEWORK *

The Foreign Exchange Manageient Act, 1999 (FEMA) governs
<4 1] 4ransactions in foreign currencies, including lending and

owing in foreign exchange. The Act aims at facilitating
rnal trade and payments and promoting orderly
evelopment and maintenance of the foreign exchange market
 India. Clause (d) of sub-section (3) of section 6 of the FEMA
mpowers Reserve Bank of India (RBI) to prohibit, by
gulations, any borrowing or lending in foreign exchange in

hatever form or by whatever name called. Section 47 of the Act
owers RBI to make Regulations to carry out the purposes of

e Act. In exercise of these powers, RBI has framed the Foreign

orr

Exchange Management (Borrowing or Lending in Foreign
Exchange) Regulations, 2000 (Notification No. FEMA /3/2000-

ted May 3, 2000) to facilitate borrowing or lending in foreign
ange by a person resident in India. Regulation 6 of the said
eulations provides that a person resident in India satisfying
ligibility and other conditions specified in Schedule I to the
egulations may raise foreign exchange loans of the nature or
ose specified in that Schedule. It further provides that a

érson resident in India, desirous of raising foreign exchange
f the nature or the purpose specified in the Schedule II to
ions and satisfying the eligibility and other conditions
‘that schedule, may apply to RBI for approval to raise
loans. While considering grant of approval, RBI takes in to
e ‘overall limit stipulated by it, in consultation with
al Government, for such loans by the persons resident
It may grant its approval subject to such terms and
as it may consider necessary. Any foreign exchange
vered by the schedules requires specific approval of

e Act and the Regulations empower RBI to regulate
nding in foreign exchange and provide broad
oters for the same, the details of purpose and source of
procedural and compliance requirements are provided
ulars. These circulars are reviewed yearly to be

vith the prevailing macroeconomic situation. RBI
it 2 Master Circular on policy and procedure relating to

| sun set clause of usually one year. The last Master
ar was issued on 1¢ July 2007 which is expected to be

ther Master Circular on 1* July 2008.

°B is governed by clause (d) of sub-section (3) of
6 of the Foreign Exchange Management Act, 1999 read
6 of the Foreign Exchange Management
Lending in Foreign Exchange) Regulations, 2000,
e >, and the Master Circular No. 2/
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Commercial Borrowing and Press Releases jssued by Government; -

from time to time provide the policy framework of ECB.

. POLICY FORMULATION

! | debt management, the sectoral requirements and outcome of
{ balance of payments in the medium term. ' ;

Government, at the advice of a ngh Level Committee on ECB,

. formulates and reviews the ECB policy in consultation with RBI
and announces the same through Press Releases/ Guidelines.

While formulating/reviewing the policy, Government takes into :

account the macroeconomic situation, ti}g‘_,;equirgmehts of the
corporate sector, the external financial markets, the challenges
faced in the external sector management, and the experience
gained ‘in the adminjsization of the ECB policy and endeavours
to provide flexibility in borrowing by the Indian corporates while
maintaining prudent limits on total external borrowing. {The
policy evolved by Government is notified and enforced by RBL
Government has been liberalizing the ECB p
corporates greater access to international .cz
example, the policy was amended in January 2005 to allow
qualified NGOs engaged in micro financeé activities and having
satisfactory borrowing relationship for at least 3 years with a
scheduled commercial banlf‘_au‘fhdri_z..iad to_deal in foreign
exchange to raise ECB up to US$ 5 million during a financial year
for permitted end-use under the automa The policy was
further amended in June 2005 to allow non-banking financial
companies to access ECB with minimu mi
years from multilatera) financial instituti
financial institutions; offic':i:al_' exp
international banks to finance import of infrastruicture e
for leasing to infrastructur jects
further in January 2006 to ;
Societies engaged in manuf;
financial solvency and up o daté au
ECB. However, of late, there has be
to modulate the capital inflow:
Similarly, Government has be
reduced layers of approv.
taking on record of loan a
approval and permissi
sanctioning authority
15t December 1996 and up.
1999. The amounit was increase

quipment
amended

_01; from 1t ]anuary

effect from 1* January
1 t ed an automatic route
under which a | an, ac ess ECB without requiring
approval from G /RBL ECB approvals up to US$ 50
million and all refinancing of existing ECBs were put under this
category in June 2000. This was increased to US$ 500 million in
January 2004, G el e (s :

EXTANT POLICY |

A prospective borfower canaccess ECB under two routes, namely
the automatic route and the approval route. A corporate, other
than a financial iritermediary, registered under the Compariies
@ CHARTERED SECRETARY
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3 v ‘under the autom
financial year for investment (deployment of
n import of capital goods, new projects,
‘ /expansion of existing production units) in real
sector (industrial sector including small and medium enterprises
d infrastructure sector). Infrastructure sector includes power,
on including manufacturing of telecom
& ds including bridges, ports including
air port and sea port, industrial parks, and urban infrastructure
t n and sewage projects). The ECB, which

ilways, roa

is not covered by the auto

US $ 20 million is not allowed),

in a financial year,
“in real sector are considered un
prospective borrower has doubts
the automatic route, heis advised
route. The broad details of the policy are presented in Table 2.

TABLE 2: POLICY AND PROCEDURE RELATING TO ECB

matic route, is considered under the
approval route on a case-by-case basis by RBI, that is, ECB for :
rupee expenditure up to US$ 20 million (Rupee expenditure above
ECB by a financial intermediary
dealing with infrastructure finance; ECB beyond US$ 500 million
and ECB for purposes other than investment
der the approval route. In case @
as to whether he is covered by .
to take recourse to the approval

‘ Automatié qul_té

Approval Rduté_

Borrower enters into a loan agreement with the
lender in compliance with ECB Guidelines.
However, he is required to obtain a loan registration
number from RBL before drawing down the ECB.

Prospective borrower submits an application in
the prescribed form through authorized dealer
(AD) to RBL. An empowered committee of RBJ
considers the applications. :

a Companies (except financial intermediaries)

= NGO engaged in micro-finance and having
satisfactory borrowing relationship for at least
3 years with a scheduled commercial bank

e

= Units in Special Economic Zones for their own | -

requirement. -

{2

"w Financial Institutions (Fls) dealing exclusively
with infrastructure or export finance
= Banks and FIs who had participated in the
 textile or steel sector restructuring package to
* the extent of their investment in the package
NBECs for finaricing import of infrasttucture
quipment for leasing to infrastructure projects
SPVs financing infrastructure companies/
projects exclusively o

= Any clbfpor_ate: for :s't_rﬁctured obligations
(r'aisi_ng resources domestically and hedging
exchange rate risk) D

" manufacturing

of ECB in a year

O Muiﬁfskate Co-operative Sodieties engaged in |

s Any co'rp‘o'.r"_a,fte‘ requiring US$ 500 = 750 million |

's Any other not coyér;ed"b); automatic route

= Fixiér_téi_ai ﬁit_}éf;iiedi‘a‘ri_‘e‘s' (Banks, Fls, Hous'iri3 i
Finance Companies, NBFCs) :

a Individuals

s Trusts

m Non-profit organizations .

None

= International Banks -

» International Capital Markets
m Multilateral Fls '
» Export Credit Agencies

m Suppliers of Equipment

= Foreign Collaborators

a mtérnaﬁoﬁﬂ Banks 7

» International Capital Markets
s Multilateral %Is

= Export Credit Agencies

= Suppliers of Equipment

s Foreign Coltaborators

m Foreign Equity Holders

i l Foreign Equity Holders
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