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Any 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 Govt. of India 
and the Guidelines stipulated 
by the Reserve Bank of India. 
This article makes a detajled 
examination of the policy and 
Regulations 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) It is in foreign exchange; (c) It is availed by a person resident in India; 

and (d) It is availed from non-residents lenders. Al 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 terns are considered ECB. For example, it is ECB if it has a minimum 

average maturity of 3 vears. The borrowing with maturity of less than one year is considered 

short term credit'. The borrowing 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 

i about US $ 30 bilion, making it a major source of resource for the corporate sector. The sharp 

increase in ECB in recent years is attributable 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 motivat�d Indian 

corporates to raise larger resourcos by borrowing from abroad. The details of ECB lows are 

presented in Table 1. 

Year 

2000-01 
E in00i -02 

2002-03 

'52003-04 

Approvals Gross 

2837 

2653 

4235 

6671 

2004-05 11490 

TABLE 1: EXTERNAL COMMERCIAL BORROWINGI 

2005-06 17175 

Disbursement 

9295 

2933 

3033 

5149 

9094 

14606 

Amortisation Interest 

738 

5043 

4013 

5001 

8015 

3571 

11554 

4182 

1683 

1534 

1180 

2031 

959 

3015 

1772 

Total Debt 

Service 

6726 

5547 

6181 

10046 

4530 

14569 

5954 

(us $ million) 

Debt 

(A-174) 

Outstanding 

30922 

29579 

28074 

25809 

31595 

32671 

2006-07 26156 20058 

ECB imposes å cost on the economy in the fom 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 În the domestic economy by allowing the 

borrowers to raise resources at favourable rates from overseas and thereby reducing demand 

on domestic resources. It could also raise the cost at the time of repayment. Given the costs �nd 

the benefits associated with ECB to the economny, the policy allows ECB from such sources and 

for such purposes and at such terms as would maximise the benefits for the economy. It 

encourages borrowings with long maturities and at low costs for financing investnent in 

1. Source : hndia's External Debt - A Status Report, August 2007, Ministry of Finance 
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infrastructure and exports which are crucial for overall growth 
of the economy and discourages borrowing for working capital 
or general corporate purposes. Requests for ECB are considered 
by RBI within the overall annual ceiling, consistent with prudent 
debt management, the sectoral requirements and outcome of 
balance of payments in the medium term. 

LEGAL FRAMEWORK 
The Foreign Exchange Managenent Act, 1999 (FEMA) goverms 
all transactions in foreign currencies, including lending and 
borrowing in foreign exchange. The Act aims at facilitating 
external trade and payments and promoting orderly 
development and maintenance of the foreign exchange market 

in India. Clause (d) of sub-section (3) of section 6 of the FEMA 

empowers Reserve Bank of India (RBI) to prohibit, by 
Regulations, any borrowing or lending in foreign exchange in 
whatever form or by whatever name called. Section47 of the Act 
empowers RBI to make Regulations to carry out the purposes of 
the Act. In exercise of these powers, RBI has frarmed the Foreign 
Exchange Management (Borrowing or Lending in Foreign 
Exchange) Regulations, 2000 (Notification No. FEMA/3/2000 
RE dated May 3,2000) to facilitate borrOwing or lending in foreign 
exchange by a person resident in India. Regulation 6 of the said 
Regulations provides that a person resident in ndia satisfying 
the eligibility and other conditions specified in Schedule I to the 
Regulations may raise foreign exchange loans of the nature or 

the purpose specified in that Schedule. It further provides that a 
person resident in India, desirous of raising foreign exchange 
loans of the nature or the purpose specified in the Schedule I to 

the Regulations and satisfying the eligibility and other conditions 
specified in that schedule, may apply to RBI for approval to raise 

Such loans. While considering grant of approval, RBI takes in to 
accoint the overall limit stipulatcd by it, in consultation with 

the Central Government, for such loans by the persons resident 
in India. It may grant its approval subject to such terms and 
condítions as it may consider necessary. Any foreign exchange 

loan not covered by the schedules requires specific approval of 
the RBI 

Whhe the Act and the Regulations empower RBI to regulate 
bOtowing/lending in foreign exchange and provide broad 
parameters for the same, the details of purpose and source of 

oan and procedural and compliance requirements are provided 
n the RBI irculars. These circulars are reviewed yearly to be 

harmony with the prevailing macroeconomic situation. RBI 
brings out a Master Circular on policy and procedure relating to 

ECB With a Sun set clause of usually one year. The last Master 
Circular was issued on 1* July 2007 which is expected to be 
replaced by another Master Circúlar on 1* July 2008. 

Thus the ECB is governed by clause (d) of sub-section (3) of 
section6 of the Foreign Exchange Management Act, 1999 read 
ith Regulation6 of the Foreign Exchange Marnagement 
Borroywing or Lending in Foreign Exchange) Regulations, 2000, 

ag amended from time to time, and the Master Circular No. 2/ 
900708 Jated 2nd July 2007. 
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The Guidelines on Policies and Proceaures tor 
Commercial Borrowing and Press Releases issued by Government 
from time to time provide the policy ramework of ECB. 

POLICY FORMULATION 

Articles 

Government, at the advice of a High Level Committee on ECB, 
forimulates 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 macroecononmic situation, the requirements of the 

corporate sector, the external financial markets, the challenges 

faced in the external sector management, and the experience 
gained in the admintration of the ECB poicy and endeavours 
to provide flexibility in borrowing by the Indian corporates while 
maintaining prudent limits on total external borrowing. The 
policy evolved by Gqvenment is notified and enforced by RBI. 
Government has been liberalizing the ECB policy to enable Indian 
corporates greater access to international capital markets. For 
example, the policy was amended in Janiuar y 2005 to allow 
qualified NGOs engaged in miro finance activities ánd having 
satisfactory borrowing relationship for at least 3 years with a 
scheduled commercial bank authorized to deal in foreign 
exchange to raise ECB up to US$ 5 million during a inancial year 
for permitted end-use under the automatic route. The policy was 
further amended in June 2005 to allow nonbanking financial 
companies to access ECB with minimum average maturity of 5 
years fron nultilateral financial institutions, reputable regional 
financial institutions, official export redit agencies and 
international banks to finance import of infrastructure equipment 
for leasing to infrastructure projects, The policy was amended 
further in January 2006 to permit the multt-state Co operative 
Societies engaged in manufacturing activities in real sector with 
financial solvency and up to date audited balancsheet to access 
ECB. However, of late, there has been somne restrictions on ECB 
to modulate the capital inflows. 

Similarly, Government has been streamining the procedure. It 
reduced layers of approval such as in principle approval and 
taking on record of loan agreement from Govermment, and FERA 

approval and permission for draw down from RBI. It delegated 
sanctioning authority to RBI for ECB p to US$ 5 million from 
15h December 1996 and up to US$ 10 million from 1# January 
1999. The amount was increased to to US$ 100 million in June 2000. 
The limit was completely removed with effect from i* January 
2004. Simultaneously, Government created an automatic route 
under which a borrower can access ECB without requiring 
approval from Govermment/RBL. ECB approvals up to US$ 50 
milion and all refinanang of existing ECBs were put under this 
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A prospective borrower can acçess ECB under two routes, namely 
the autonmatic route and the approval route. A corporate, other 
than a fnancial intermediary, registered under the Comparies 

CHARTERED SECRETARY 

category in June 2000. This was increased to US$ 500 million in 
January 2004. 



Ariides 
cE 9560an access ECBunder the automatic route up to US$ 500 

ron in a financial year for investment (deployment of 

resourçes on inmport of capital goods, new projects, 
modernization/expansion of existing production units) in real 
sector (industrial sector including small and medium enterprises 
and infrastructure sector). Infrastructure sector includes power, 
telecommunication including manufacturing of telecom 
equipment, railways, roads including bridges, ports including 
air port and sea port, industrial parks, and urban infrastructure 

(water supply, sanitation and sewage projects). The ECB, which 

Parameter 

Procedure 

Eligible Borrowers 

Ineligible 
Borrowers 

Recognised Lenders 

TABLE 2: POLICY AND PROCEDURE RELATING TO ECB 

Automatic Routé 

Rotcy foand Kegulaon of Erietnal Connnercial Borrowig 

Prospective borrower submits an application in Borrower enters into a loan agreement with the 
the prescribed form through authorized dealer 

lender in compliance with ECB Guidelines. 
However, he is required to obtain a loan registration(AD) to RBI. An empowered committee of RBI 

number from RBI before drawing down the ECB. 

Companies (except financial intermediaries) 
a NGOS engaged in microfinance and having 

satisfactory borrowing relationship for at least 
3 years with a scheduled commercial bank 

Units in Special Economic Zones for their own 

requirement 

a Individuals 

S Trusts 

Financial Intermediaries (Banks, Fs, Housing 
Finance Comparies, NBFCS) 

is not cuvered by the automatic route, is considered under the 

approval route on à case-by-case basis by RBI, that is, ECB for 

rupee expenditure up to US$ 20 million (Rupee expenditure above 

US $ 20 million is not allowed), ECB by a financial intermediary 

dealing with infrastructure finance, ECB beyond US$ 500 million 

in a financial year, and ECB for purposes other than investment 

in real sector are considered under the approval route. In case a 

prospective borrower has doubts as to whether he is covered by 

the automatic route, he is advised to take recourse to the approval 

route. The broad details of the policy are presented in Table 2. 

Non-profit organizations 

CHARTERED SECRETARY 

B International Banks 

International Capital Markets 

Multilateral FIs 

1 Export Credit Agencies 

Suppliers of Equipment 
Foreign Collaborators 
Foreign Equity Holders 

Approval Route 

740 

considers the applications. 
Financial institutions (FIs) dcaling cxclusively 

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 

NBFCs for financing import of infrastructure 
7 equipment for leasing to infrastructure projects 

SPVS financing infrastructure companies/ 
projects exclusively 

Any corporate for structured obligations 
(raising resources domestically and hedging 
exchange rate risk) 

a Muli-state Co-operative Societies engaged in 
manufacturing 

Any corporate requiring US$ 500 750 million 
of ECB in a year 

Any other not covered by automatic route 

None 

nternational Banks 

International Capital Markets 
Mutilateral FIs 

Export Credit Agençies 
Suppliers of Equipment 
Foreign Collaborators 

Foreign Equity Holders 

(A-176) UNE 2008; 



Amount 

Permitted 
End Use 

Policy for and Regulation of External Conunercial Borrowing 

Prepayment 

Guarantees 
permitted 

Non-permitted 
End Use 

Minimum 
Average 
Maturity 

Al-in-cost Ceilings 

Security 
ECB Proceeds 
Debt Servicing 

Refinance of 
Existing FCBs 

Monitoring 
Conversion to 
Equity 

UNE2008 

Qualified Overseas Organisations and Individuals 
Maximum of US$ 5 million per year for NGOs 
Maximum of US$ 500 million per year for 
Companies 

For meeting foreign currency expenditure for : 

Investments in real sector -industrial sector 
incduding SME and infrastructure-in India 

Overseas direct investment in joint ventures or 
wholly owned subsidiaries 
First stage acquisition of shares in disinvestment 

process and in the mandatory second stage offer 
to the public 

E Lending to self help groups by NGOs engaged in 
micro-finance 

Up to US^ 400 million can be allowed by AD subject 
to minimum average maturity applicable to the loar 
Above US $ 400 million require RBI approval. 

Guarantee, standby letter of credit, letter of 
undertaking, or letter of comfort by banks, Fls and 
NBFCs not permitted 

3 years for ECB up to US$ 20 million 
5 years for ECB of US$ 20 - 500 million 

Up to US$ 20 million for rupee expenditre 
Up to their investment in textile/steel 
restructuring package for Fls and Banks 

Up to USS 250 million over and above US $ 500 
million under automatic route 

For meeting foreign currency expenditure for : 

Articles 

Investments in real scctor - industrial sector 
including SME and infrastructure in India 

. Overscas direct investment in joint ventures 
or wholly owned subsidiaries 

e On lending, investment in capital market, acquiring a company in India 

Borrower and AD 

1 First stage acquisition of shares in 
disinvestment proccss and in the inardatory 
second stage offer to pubiic 

To be parked overseas until actual requirement in India 

E Up to US$ 400 million can be allowed by AD 
subject to minimum average maturity 
applicable to the loan 

Real estate, working capital, general corporate purpose, repayment of existing Rupee batrs 

(A- 177) 741 

Above US$ 400 milion or lower maturity with 
RBI approval 
Guarantee, standby letter of credit, letter of 
undertaking, or letter of comfort by banks, FIs 
and NBFCs not normally permitted 

10 years for additional amount of US $ 250 million under approval route over and above US S 500 million 
under automatic route 

Guarantee, standby letter of credit, or letter of 
comfort by banks and FIs in case of SMEs/ 
textile companies considered on merit stubject 
to prudential norms 

150 basis points over six month LIBOR (or appropriate reference rate) for maturily of 3-5 years 
250 basis points over six month LIBOR (Or appropriate reference rate) for maturity above 5 years 

(Includes interest, fees and expenses in foreign exchange and excludes commitment fee, prepayment fee, 

fees payable in Indian cxchange and withholding tax) 
Any. However, creation of charge over immovabBe properties and financial securities is subjcct to FEMA 
Notifications 

ADs can make remittances for principal, interest and other charges 

Permittod if fresh FCB is at lower cost and outstanding maturitv is not changed 

Permissible, except import payables, subject to foreign investment and SEBI pricing norms 
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