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To 

Letter of Transmittal 

Shri A.Ghosh, 
Deputy Governor, 
Reserve Bank of India, 
Bombay. 

Sir, 

Bombay 

5th March 1984 

We have great pleasure in submitting to you the 

Report of the Working Group set up by the Reserve Bank of 

India to evolve guidelines for the use of the Inspecting 

Officers of the Department of Banking Operations and Develop-

ment and the Exchange Control Department for the scrutiny of 

foreign exchange transactions of banks and operations of 

foreiqn branches of Indian banks. As stated in the Report, 

the Group considered it desirable that the various facets 

of foreign exchange business handled by banks in India and 

abroad and the guidelines for the scrutiny thereof should be 

discussed in detail with the intention that these could be 

suitably incorporated in the Inspection Manual of DBOD to 

serve not only as instructions for the guidance of Inspecting 

Officers but also as basic knowledge for the benefit ef those 

who are not well-versed in the subject. While this and some 

intervening developments like the aboliti_n of the sterling 

rates schedule and del inking of interest element from exchange 

rates necessitating modifications to the Report have somewhat 

delayed its finalisation, the Group expresses the hope that 

the recommendations and the guidelines, which are summarised 

(PTO) 
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in Chapter 16, will be found useful. 

2. As Dr.(RUm.) M. Tyagarajan, who represented the 

Department of Economic Analysis and Policy on tile Working 

Group, is out of Bombay on leave for a month, this letter 

is not being signed by her. 

Yours faithfully~ 

Sd/-

(V. Su bramanian ) 

Sd/­

(S.8. Thakur) 

Sd/­

(S.S.H. Jhurani) 
Member Secret3.ry 



CH APT 1=:R 1 

INTRODUCTORY 

At the Conference of the In-charges of the Department 

of Banking Operations and Development held in February 1981, 

during the course of discussion on the subject of important 

aspects to bewoked into when scrutinising foreign exchange 

transactions of banks, it was pointed out that the Department 

of Banking Operations and Development (DBOD) and the Exchange 

Control Department (ECD) were feeling the inadequacy of 

experienced and trained staff for scrutinising foreign 

exchange transactions which were becoming more and more 

intricate and complex. It was then suggested that a small 

Committee comprising officers from DBOD and ECD could be 

constituted for preparing guidelines inoicating the specific 

aspects that should be looked into by the Inspecting Officers 

at the time of scrutinising foreign exchange transactions of 

banks and that this Committee could also consider the 

Inspection Manual (~oreiqn ~xchange Business) and examine 

the areas in which it needs up-dating. 

1.2 Accordingly, a Working Group was set up in AUQust 1981 

to evolve guidelines for the scrutiny of foreign exchange 

transactions of banks and 'operations of foreign branches of 

Indian banks, with the following terms of reference~ 

(a) examine the important aspects to be covered while 

scrutinising the foreign exchange transactions of 

banks in the course of their inspection by the 

Reserve Bank of India~ 

1 
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(b) review the system of internal control on various 

aspects of foreign exchange business, vi z., inter-bank 

dealings, banker-broker relationship, rupee accounts 

of foreign banks, verification of balances, mode of 

currency valuation, method of booking profit/loss and 

suggest suitable guidelines for the use of the inspect­

ing officers of both Department of Banking Operations 

and Development and Exchange Control Department, 

(c) examine the control systems in the Head Offices of 

banks over the working of the foreign branches including 

qeneral supervision, control over foreign exchange 

transactions, guarantee and other contingent liabili­

ties, fixing of limits for various currencies, country­

wise risk exposure, c6ntrol over the advances portfolio 

of the foreign branches, etc., and suqqest modifications, 

if any, necessary in such control systems, 

(d) examine the system of inspection of foreign branches 

of In~ian banks by the ~eserve Bank of India and 

suggest a suitable policy for such inspections in 

regard to periodicity, c~verage, etc., and 

( e) any other related matter which the Group may like to 

go into. 

A copy of the Memorandum setting up the Working Group is 

given in Appendix I. 
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1.3 Shri R.C.Mody, th~ then Additional Chief Officer, 

Industrial Credit Department (now Industrial and Export Credit 

Department) waS nominated as the Chairman of the Group, which 

besides Shri Mody consisted of Shri S.S.Thakur, Controller, 

Exchange Control Department, Shri V.M.Sunder Raj, then Director, 

~conomic Department, and Shri S.S.H.Jhurani, Deputy Chief 

Officer, Department of Banking Operations and Development 

(Member-Secretary). In the place of Shri Mody, Shri V. 

Subramanian, Additional Chief Officer, Department of Banking 

Operations and Development, was nominated as the Chairman of 

the Group in December 1981, vide the Memorandum given in 

Appendix II. Further, consequent on the reorganisation of 

the Economic Department, in the place of Shri Sunder Raj, 

Dr.(Kum) M. Tyagarajan, Adviser, Department of Economic AnalYS~ 

and Policy, attended the meetings of the Group. 

1.4 The Group held ten meetings. In order to draw on 

the expertise of the Inspecting Officers of the Department 

of Banking Operations and Development and the Exchange Control 

Department as also the members of faculties of the Bankers 

Traininq College and the Reserve Bank of India Staff College, 
h~ 

who hadLsufficient experience of scrutinising foreign exchange 

transactions of banks and/or were associated with courses on 

the subject, the Group invited their suggestions. A summary 

of the replies received is given in Appendix III. Further, 

with a view to knowing the existing systems of internal 
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controls exercised by banks on various aspects of foreign 

exchange business ~nd control systems in the Head Offices 

of Indian Banks over the affairs and working of foreign 

branches, two questionnaires were sent to 12 Indi~n banks 

and 3 fo~eign banks operating in India. Copies of the 

questionnaires are furnished in Appendices IV and V and 

the information received from the banks has been summarised 

in Appendices VI and VII. 

1.5 The Group considered whether it should only formulate 

guidelines regarding the scrutiny of foreign exchange transac­

tions of banks and operations of foreign branches of Indian 

banks for the Inspecting Officers of DEOD and RCD as required 

by its terms of reference or should also examine the ~levant 

instructions cont~ined in the Inspection Manual of DBOD 

and bring them up~to-date. It was felt that with the coming 

into force of the 1978 edition of the Exchange Control Manual 

which has delegated wider powerS to authorised dealers 

and other developments in the field of foreign exchange 

business h~ndled by banks, the instructions given in th~ 

Inspection Manual, which was written in 1976, needed amplifi­

cation and up-dating. Accordingly, the various facets of 

foreign exchange business and suidelines for the scrutiny 

thereof have been discussed in greater det~il in the report 

with the intention that these could be suitably incorporated 

in the Inspection Manual to serve as instructions for the 



guidance of Inspecting Officers and basic knowledge for the 

benefit of those who are not well-versed in the subject. 

1.6 The Group is thankful to the banks which responded to 

its questionnaires and furnished other useful information as 

also to the Officers of DBOD and EGO who made sugqestions 

regardinq aspects of foreign exchange business that m~y be 

scrutinised durinq inspections. 

1.7 The Group would like to record its deep appreciation 

of the invaluable role played by Shri S.S.H.Jhurani, its 

Member-Secretary, whose knowledge and painstaking efforts 

could make it possible for the Group to cover the various 

aspects of foreign exchange business in detail. The Group 

is also thankful to Shri V.Subrahmanyam, Joint Controller, 

Exchange Control Department, for the contributions made by 

him in preparing the report. 

5 



CHAPTER 2 -------
SYSTEMS OF INSPECTION BY DEPARTMENT 
OF BANKING OPERATIONS & DEVELOPMENT 
AND EXCHAN3E CONTROL DEPARTMENT. 

System of inspection by Department 
of Banking Operations and Development. 
-----------------~------------------~-

Presently, the Department of Banking Operations ard 

Development (DBOD) conducts two types of re9ular inspection, 

viz., financial inspection of public and private sector banks 

and annual appraisal of public sector banks. The financial 

inspection of public sector banks is carried out once in five 

years while the periodicity of inspection of other banks 

depends on the size of each bank. During the course of 

financial inspection of a bank, its foreign excha nge business 

is 'also scrutinised. 

2.2 A set of inspection forms for statistical data on 

foreign exchange business has been dev:ised with a view to 

enabling the Inspecting Officers to collect the basic material 

required for the purpose of inspection. Although the forms 

have been devised for compilation by the Head/Principal 

Offices of banks, some of them are used by the officers 

inspecting branches for collection of the branch-wise data. 

2.3 The Officers inspecting branches which handle forei9n 

exchdnge business are required to submit a separate note on 

the pattern outlined in the Inspection Manual of DBOD. The 

violations of the provisions of the Exchange Control Mannual 

and other serious irregularities are to be reported in the 

6 
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relative Annexures, in duplicate, to the branch inspection 

notes and one copy thereof is forwarded to the local Exchange 

Control Department, under advice to the Central Exchange 

Control Department, in order to expedite follow-up action 

therpon. The -Principal Inspecting Officer is required to 

prepare a consolidated note on the foreign exchange business 

of a bank on the basis of information furnished in branch 

inspection notes as well as features observed and/or data 

collected by him. The outline of the consolidated note is 

given in the Inspection Manual. A suitable mention is to be 

'made in the consolidated note that the violations and other 

serious irregularities have already been brought to the notice 

of the local Exchange Control Department, as indicated above, 

and such information need not be repeated in the consolidated 

:note which should cover only important aspects on foreign 

exchange business of the bank besides any other policy matters 

which the Principal Inspecting Officer feels would require 

examination by the Central Offices of DBOD and/or ECD. The 

following statistical data, etc., are required to be furnished 

in the Annexures to the consolidated note. 

(i) Overdue export bills negotiated/sent for collection which 

have not been reported by the bank to the Exchange Control 

Department and/or for which Exchange Control permission for 

extension of time for realisation has not been obtained or 

has expired. 

(ii) Import biliS (against cash import licences) in respect 

of which remittances were made six months after the date of 



~hipment, without the approval of the Exchange Control Depart-

mente 

(iii) Irregular or overdue forward purchase and sale contracts 

outstanding as on the date of inspection. 

(iv) Long-outstanding larger items (i.e., items amounting to 

foreign currency equivalent of Rs.IO,CXJO or more) in accounts 

~th branches outside India (including Head Office in the case 

of foreign banks), banks ~nd/or correspondents outside India, 

which have remained unadjusted/unresponded to for more than 

three months. 

(v) Currency-wise spot, forward and net foreign exchange 

position of the bank as on the date of inspection. 

(vi) Cases of serious omi~sions, discrepancies, etc., in the 

figures of sales, purchase~ and bclances as reported in the 

bank's .returns to the Exch:;nge. Control Department. 

(vii) Income from foreign e.cchange business by way of exchange, 

commission arrl ir.::'erest of t1Je Indian branches/Indian offices 

of the foreign bank during the last three calendar years. 

(viii) Note on the serious v~~olations/contraventions of or 

non-compliance with the provis;ions of the Exchange Control 

Manuul, Rules of the Foreign Exchange Dealers Association of 

India, etc. 

(ix) Particulars of exchange profit/loss booked by the bank 

on devaluation/revaluation of currencies and the manner in 

which it has been disposed of/Jdjusted. 

B 
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(x) Position of deposits and advances of the foreign branches 

of Indian banks, 

(xi) Country-wise profit/loss of the foreign branches of 

Indian banks during the last three calendar years, 

(xii) List of advances at the foreign branches of Indi~n 

banks which arc considered by the bank as bad or doubtful of 

recovery and have been fully or partly provided for by it. 

(xiii) Suit-filed and decreed debts at the foreign branches of 

Indian banks other than those at item (xii) above 

(xiv) Comments on advances at the foreign branches of Indian 

banks which are having major undesirable features other than 

those at items (xii) and (xiii) above. 

A copy of the consolidated note on the f~reign exchange business 

of the bank is forwarded to the E~change Control Department for 

necessary follow-up action. 

2.4 The Inspecting Officers are required to conduct a 

critical study of the organisational set-up, internal control 

m~chinery, n0ture and trend of foreign exchange business, 

financing of exports and imports, booking of forward exchange 

contracts, exchonge rates, curr~ncy position and cover 

operations, ogency arrangements with foreign correspondents, 

conduct of non-resident accourrts, operations in foreign 

currency accounts, income from foreign exchange business, 

booking of cxchnngc profit, 1019ns and overdrafts to foreigners 

and foreign controlled compani'~5/firms. borrowings from 
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overseas branches nnd correspondents, blocked accounts, conduct 

of accounts of foreign embassies/foreign governments/other 

foreig n government establishme,nts. bilatera 1 trade accounts, 

outward/inward remittances, issue of guarantees and submission 

of returns to the Exchange Control Department. The Inspecting 

Officers carry out a test check of a few selected transactions 

under each category. Because of the special nature and v~rious 

technicalities of the foreign exchange transactions, the 

Inspecting Officers .have been instructed that before undertaking 

~ scrutiny, they should familiarise themselves with the Guide­

lines for Internal Control over Foreign Exchange Business, the 

important provisions of the Exchange Control Manual and the 

Rules of the Foreign Exchange Dealers Association of India 's 

alSO the circulars issued by the Exchange Control Oepartment 

and FEDAl from time to time. Detailed instructions in regard 

to the various aspects to be seen during the financial inspection 

have been furnished in Chapter 5 of the Inspection Manual. 

2.5 During annual appraisal inspections (which are confined 

to public sector ba nks), the "Inspecting Officers are expected 

to cover broadly the systems aro procedures in respect of 

foreign exchange business and furnish their critical comments 

in the paragraph on foreign exchange business in the report. 

No separate note is, however, required to be furnished. 

~stem 9f irysp~ction by 
7:cPJ\n&e Coptr.ol Dee~()ftment. 

2.6 Till 1970, during the course of inspection of ·n bank 

comucted by DBOD, the Exchn ng.e Control Department used to 
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generally depute a suitable Clerk Grade I/Staff Officer Grade 'A' 

for the limited purpose of vel'iJication of some of the returns 

submitted .by authorised de(=llers. DBOD expressed difficulty in 

undertaking a detailed verification of certain routine aspects 

of the foreign exchange business of banks because if the 

Inspecting Officers of the Department were to be so burdened, 

the completion of inspections would be delayed. Further, DBOD 

was of the view that the foreign exchange business of a bank 

cannot in any manner be segregated from its other operations 

and that in any case all important aspects of the foreign 

exchange business of a bank were examined in detail by the 

Inspecting Officers of the Department. In view of the foregoing, 

the idea of setting up Inspection Units in the Exchange Control 

Department was mooted. It was proposed to confine the 

activities of the Inspection Units to the carrying out of 

ad-hoc inspections of a special nature besides scrutiny of some 

specific aspects of the foreign exchange' business of 

authorised dealers for verifying whether they are complying 

strictly with the instruction. 'issued by(the Exchange Control 

Department. To start with, I~pection Units were set up in 

early 1970 at Bombay, C~lcutta, Madras and New Delhi. However, 

as the Inspection Uni~s were small, it waS decided that DBOD 

would continue to conduct in'spections of 'authorised dealers 

even from the Exchange Control angle and that ECD would 

continue to depute a suitable Clerk Grade I/Staf'f Officer 

Grade 'A' for the limited purpose of ve.cification of returns 

as before. The main areaS covered by the Inspection Units in 
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their ad-hoc inspections were' collection and processi03 of 

Exchange Control data, export transactions, remittances against 

imports, loans und Qverdrafts, ordinary non-resident, non­

resident(External) and blocked accounts, int'er-bank dealings 

and cover operations, forward contracts, sundry remittances 

and complaints., Apart from the above, the Inspection Units 

conducted inspections of full-fledged/restricted money 

changers, tr~vel agents and airli~/shipping companies and 

certain special inspections relating to' realisc1tion of export 

proceeds. 

2.7 In 1976, additional Inspection Units were set up at 

Ahmedabad, Bangalore, Cochin and Kanpur ,in order to relieve 

the pressure on the four existi~9 Inspection Units. After the 

pUblication of the 1978 edition of the Exchange Control Manual 

which delegated to nuthorised dealers wider powers, it was 

considered necessary to tighten supervision over their transa­

ctions. Accordingly, ECD has since set up Inspection Units at 

all its full-fledged offices. The Inspection Division in' 

Central ECD co-ordinates the work of Inspection Units at all 

the Regional Offices and exercises surveillance over them. 

2.8 As stated earlier, the main activities of the Inspection 

Units, ure to carry out ad-hoc inspections of a specic1l nature 

besides a scrutiny of some specif~c aspects of the foreign 

eXChange bUSiness of authorised deale:rs. The services of the 

Inspection Units are c11so utilised to ,investigate 'into 

complc1ints, news and comments published in newspapers, 

suspected mc.lpractices, parliameritc1ry 'questions a nd specific 
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problem areas for m~king policy decisions. Since January 1980, 

the Units have undertaken inspection of authorised dealers from 

export statistics/follow-up angle for ensuring that the export 

transactions are correctly reported in 'R' returns ~nd the 

effective follow-up of export bills exists, as also to verify 

whether authorised dealers have implemented the Guidelines for 

Internal Control over Foreign Exchange Business issued by ECD. 

In order to keep li~ison. all serious irregularities coming to 

the notice of ECD during its inspections are advised to DBOO. 

Recommend ations 

2.9 It will be seen from the foregoing that the various 

aspects pertaining to the foreign exchange business of a bank 

are scrutinised during its financial inspection by DBOO. While 

in the case of annual appraisal inspection of public sector 

banks, the systems and prooedures are broadly seen, no separate 

note on foreign exchange business is prepared. Thus, the annual 

appraisals do not effectively serve the purpose of scrutiny of 

the foreign exchange bUSiness of authorised dealers. Even in 

regard to financial inspactions, having regard to the time-lag 

between successive inspe~tions which is as much as five years 

in the case of public seetor banks, toe scrutiny which is 

confined to only a test £heck of a few transactions in each 

category, as indicated in the Inspection Manual, cannot be 

consic!ered adequate. As regards the inspections and scrutinies 

carried out by ECD, they are only selective covering specific 

aspects arrl that too not. of all authorised dealers on a 

regular basis. Having 1 egard to ~ertain adverse features in 
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respect of foreign exchange operations of banks which have of 

late come to surface, there is u need for a separate periodical 

insoection of certain aspects of foreign exchange business so 

that the general inspection is not burdened with detailed 

examination of these aspects. The introduction of such a 

System will make the scrutiny of the foreign exchdnge operations 

more incisive and meaningful and follow-up action will also be 

more effective. It is understood that the Working Group under 

the Chairmanship of Shri V.G. Pendharkar to review the existirg 

system of inspection by DBOD has recommended that general 

inspections should be annual so that there ean be a system of 

rating of u bank's performance in each of the key areas. It 

has further observed in its report that there is a need for 

other types of scrutinies li~ited in scope and it has suggested 

that short inspections may be undertaken, among other things, 

to ensure that the Exchange Control regulations and the Reserve 

Bank's Guidelines for Internal Control ,over Foreign Exchange 

Business are complied with. This Group en:iorses the view of 

the Pendharkar Working Group are recommerwis further that such 

portfolio inspections of foreign exchange oper~tions of bAnks 

actively engaged in foreign exch~nge dealing operations 

(presently "bout a dpzen) mny be corducted once a year and in 

the case of other authorised dealers once in two years. While 

~spects relating to import and export finance are relevant 

for an Assessment of the quality of advancesllnd the method 

of booking foreign exchange profit ~n regard to the scrutiny 

of the profit and loss account and examination of the 

profitability of the bank, other aspects PQrtaining to the 
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orgnnisation of Dealing Department, cover and dealing operations, 

management of risks through dealers' limits, forward exchange 

contracts, Non-resident(External) and FCNR accounts, Rupee(Vostro) 

accounts of Exchange Houses and overseas correspondents/Head 

Offices/br~nches, reconciliation of Nostro balances and returns 

submitted to ECD, can be covered during the short inspections 

so that regular inspections are not burdened with a probe into 

these aspects except to the extent necessary to make an 

eveluation of the efficacy of internal controls over the foreign 

exchnnge operations. Such short inspection of foreign exchange 

business can be carried out jointly by DBOD and ECD. In case 

this recommendation is accepted, the formats of the branch 

inspection note and the consolidated note on the foreign 

exchange business as also the Annexures thereto given in the 

Inspection Manual~ will rp.quire to be suitably amended. 

2.10 The Group feels that there is a de~rth of experienced 

and well trained officers at all levels in DBOD and ECD to 

scrutinise the foreign exchange transactions of b~nks and 

operations of foreign branches of Indian banks and, therefore, 

recommends that a pool of officers conversant with the Exchange 

Control regulations a~! having the nece$sary expertise should 

be built up to facilitate the portfolio inspections. It is 

necessary that the offlcers (in Grade IC' and above) undertaking 

such inspections should have undergone training (say for two 

months) in a commercial bank authorised to deal in foreign 

exch?nge and ~ttended the advance foreign exchange course of 

the Bankers Training College as also the Bourse programme 



conducted by the College or authorised dealers (like Citibank 

and Grindlays Bank p.l.c.). On a selective basis, officers 

(in Grade 10 1 and above) should also be sent abroad for a 

month or 50 to study and have insight into the working of the 

active overseas money end foreign exch~nge mdrkets. DBOD and 

ECD should also arrange for in-house training programmes for 

Officers (in grades 'A' and 'B'). The officers 50 trained 

should be retained in DBOD/ECD for a period of at least five 

yOurs if not more for being deployed for the purpose for which 

they have been trained. 

2.11 As regards the ~spects to be seen during the general 

inspections and the short inspections, the instructions given 

in the Inspection Manual need some elaboration. These aspects, 

which are intended as guidelines to tho Inspecting Officers, 

are dealt with in detail in the subsequent Chapters 3 to 12. 

kvk 
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CHAPTER 3 

FORE IGN EXCH\NGE POS IT ION, FCRE IGN 
CURHENCY ACCOUNTS AND CONTROL OVER 
RECONCILL'\TION OF NOSTRO BALANCES .. -~ .. - - .. ----_.---~ ... ...- . --- ... ----.---.,..-.,- ..... ~ 

An exchange position is made up of all sale and purchase 

transactions, ready or forward, in a given currency for which a 

firm rate has been quoted, whether such transactions have been 

completed or not. The transactions may arise from dealings 

with customers, branches and correspondents, in local as well 

17 

as international foreign exchange markets and with the Reserve 

Bank. Broadly, the following items enter into exchange 90sition. 

Purchases or Assets Side •. _ .• - • ____ . __ • - •• "0 •. ____ • _ ,/1... 

(i) Foreign currency notes on hand. 

(ii) Balances in Nostro accounts as per the bank's books. 

(iii) Inward remittances received from banks/branches abroad 

and paid. These will include T.Ts., 0.05., and M.Ts., in 

foreign currencies. 

(iv) Outward foreign bills negotiated, purchased or discounted, 

both demand and usance, including foreign currenc;:y cheques and 

drafts, for which cover has not yet been received. 

(v) Forward Durchase contracts. 

(vi) Purchases of exchangc:, both ready and forward, uroertaken 

to cover sales to customers ~nd to maintain position and/or 

working balances in Nostro accounts. 

(vii) Any other foreign exchange transaction which has 
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resulted or is likely to result in a credit to a Nostro account, 

and for which a firm rate has been quotea. 

(viii) Import bills ·received under letters of credit pending 

retirement. 

3.2 Because of different methods of accounting followed by 

banks (upto 31st December 1983), import bills received under 

letters of credit mayor may not be included in exchange 

position. The various methods ~re described below :-

(a) There are ba nks which do not respond to debits in their 

Nostro accounts in respect of import bills but only record 

receipt of documents in Import Bills Received Register. The 

rate of exchange is not fixed (unless import bills are under 

forward sale contracts with importers) aro banks provide a 

clause in the presentation memo that imoort bill is 'Payable 

at the rate of exchange ruling on the date of p,lyment'. 

IIowever, since foreign currency amounts of imoort bills 

received under letters of credit are debited to Nostro accounts, 

banks replenish the a~counts by making spot ourchases of 

foreign currencies. FUrther. to protect against exchange risk, 

the spot purchases may be CQv.ered by banks by forward sales in 

foreign exchange mArket or they may insist on imoorte:::'s to 

enter into forward contr.J.';:ts for the retirement of import bills. 

Iflhen bills (Ire paid by ir,nporters, bnnks respond to debits in 

Nostro accounts and fOH=:lCjn currencies sold to imoorters 

arG entered in exchange: position as ready sales. Till then, 
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eXchange positions in various currencies may not reveal true 

picture and may adversely affect income of banks in case of 

wide fluctuations in exchange rates or devaluation/revaluation 

of foreign currencies. 

(b) Some banks ~dopt the method of retiring import bills 

by cf·fccting sr'!lo of foreign currency arx:t debit the importer's 

account or grant him ·1 loan equivalent to rupee amount at the 

rate of exchr'::nge (B~C. selling rate ) prevailing on the date of 

receipt of documen-cs. Such bClnks will not have 'Import Suspense 

Account' in their exchange position. 

(c) The third method of accounting, which is more nopular 

\'lith banks, is to open an Import Suspense, .1.dvance Bills 

Purchasnd, Letters of Credit Bills Receivable, Payments Against 

Qocuments or like account, debit thereto the rupee equivalent 

of forei~n currency amounts of import bills received under 

letters of credit at notional rates i)oj respond to the debits 

in Nostro accounts, The entries in Im'Jort Susponse or like 

account, which is maint.ained separately for import bills in 

e;:~c~·~ foreign curr,mcy, .:::re expressed both in foreign CU!TCncy 

a nd rupee equivalent. and .1re Cldj ustcct whe n bills are paid by 

importers Clt rates of exch.qngo ruling 011 dates ~f payment or 

~t·~greed rates of forward contracts entered into by them. The 

ba12nce in foreign cu~r0ncy outstanding in Import Suspense or 

li!:e q.ccount is entered in oxchilnge nosition for it reprnsents 



debits which would hiwe remuined outstanding in Nostro accounts 

if Import Suspense or like account is not maintained. Hence, 

overall exchange oosition remains unchanged. 

3.3 However, with effect from 1st January 1984, in terms of 

the guidelinGs issuod by FEDAI, with the approval of the Reserve 

Bank, a sight imoort hill T..(~ceived under- tl letter of credit ill1'~i 

conforming to the terms of crerlit mny be held in foreign 

currency for n mdximum period of 10 days from the date of 

rec,~ipt of documents by the bilnk, nro in case of non-puyment 

by th~ drawee within 10 days, the imnorter's liability should 

}N crystullisGd by converting the for(!ign currency amount of 

the bill into rupees at the B.C. 5e'.li~ rate prevailing on 

the loth day or the forward exchange contract rate whC?re 

applicable. All import bills under letters of credit should 

be reported as 'sales' to the Rese~e Bank when the rupee 

li~bility is crystallised. 

~.aJ~.p ... o!, __ .L.i.9P.i.1.i.!..i.c.s. ;S.i;,l~e. 

(i) CNerdrawn b()lanccs in N<Jstro accounts as per the bank '5 

books. 

(ii) Outward remittances in forei9n currencies, that is, 

tclcgra!Jhic transfers, mail tra nsfers or demand drafts (clean 

sa Ie 5). 

(iii) Inward "foreign bills cov~rin9 imports which hc1ve been 

p-'Jic! or for which exchange is fixed c1S per agreement betwoen 
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the bank a nd importer. 

(iv) Forward sale contracts. 

(v) Sales of exchongc, both ready and forward, undertaken to 

cover pruchase from customer's and to maintain position and/or 

working balances in Nostro ~ccounts. 

~l 

(vi) Any other foreign exchange transaction Which h~s resulted 

or is likely to result in a debit to a Nostro account, and for 

which a firm rate has been quoted. 

3.4 Under the Foreign Currency (Non-resident) Accounts 

Scheme, the exchange risk involved in maintaining non-resident 

accounts in designated foreign currencies and repatriating the 

balances in those currencies along with interest accrued 

thereon, is borne by the Reserve Bank. Purchases from and 

sales to authorised dealers of the designated forei~n currencies 

by the Reserve Bank in respect of deposits ard withdrawals in 

FCNR accounts arc mClde at notioml rat,~s announced by the 

Reserve Bank from tim~ to time. Hence, deposit~ and withdr.awals 

in FCNR accounts need not be brought into exchange position. 

3.5 Foreig n (out\'J:lrd) bills negotifltcd, purohased or 

discounted, by virtue of a firm rate of exchange being quoted 

on the vcry day t vdll bi..~ included in exchange position on the 

same day althou<)h they will be paid abroad after some given 

time. On the contr.Jry, an outward bill for collection docs 

not enter into exchange position until it is oaid and its 

proceeds are received. This is so because R firm rata of 



exchange for a bill for collection c~n be quoted only at the 

time of converting the foreign currency proceeds into rupees 

for payment to beneficiary, However, if a customer enters into 

forward exchange contr(1ct with :the bank in respect of a bill 

sent for collection, the transaction in the form of forward 

purchase contract is entered into exchange position on the date 

the contract is fixed, and not on the date on which foreign 

currency proceeds arc converted for payment to the customer. 

The date on which the contract is fixed may not also synchronise 

I.'dth the date on which tho bill is sent for collection. Simi­

larly, in the case of inward foreign currency bills received 

for collection, the items will not enter exchange position 

until they are paid by importers and sale of foreign currency 

is effected. If t however, a forvlard contract is entered into 

by importer to cover an inward bill, the forward sale will firo 

a place in uxchange position on the date of fixing the contract. 

Deliveries under forward purchase a rxl sale contracts are not 

entered into exchanga position bQC~USC these ~re transactions 

in fulfilment of e~isting commitments in the form of forward 

exchDnge contracts which have entered into exchcJnge position on 

the dates they are fixed. 

3.6 Effective from 1st January 1984, in those cases where 

foreign currency export bi 1.1s n.::gotiated, purchased or dis­

counted remain unpaid for a pGriod of 30 days after the transit 

period in case ~f dema nd bills a nd the due date in case of 



usance bills, the foreign currency amounts of the bills should 

be delinked, i.c., converted into rupees, on the 30th day. The 

details. of the guidelin2s issued by FEDAI in this regard arc 

given in Chapter 5. Accordingly, such bills will enter exchange 

position thrice, that is, firstly when the bills are negotiated, 

purchased or discounted, secondly when the foreign currency 

ar10unts thereof 03re conv~rted into rupees on the 30th day 

(notional sale), and thirdly when the bills are realised Flrrl 

the foreign currency proceeds arc purchas~d by the bank. 

3.7 .A dealer may tAke over foreign currency purchases made 

by another branch of the b.1nk in India or he may buy foreign 

currency from a correspondent or overseas branch to enable the 

latter to lay down rupees in Vostro accounts. Also, u sale of 

one foreign currency at a foreign centre <"Jgainst another foreign 

currency results in ~ burchAse of tho lAtter foreign currency, 

~.g., a sale of U.S. dolL1rs in Lonr.on, against pourrl st:::rling, 

'.Jhether in cover of customer transactions or against purchase 

from the local inter-bank market, rcs'.J!ts in indirect purch,:se 

of pound sterling. A dealer may als~ buy his nound sterling 

requiT.:!ments from inter-bank market "I' the Reserve Bank. All 

th,_~se transact; ons ent.::r into exchtl ~;~e position on purchases 

5idc:. Like\"Ji$C, . .., d,cAler may scI 1 to the bank's brilnch in India 

in ord'~r to c~nabL~ it to cover its ex change operations. He may 

5011 foreign currency to .1. correspoo:l pntor an overseas branch 

of the bank if the latt~r has accumul.~ted rupees in its Vostro 



accounts and wants the whole or a part of the balance to be 

remitted. The dealer may also s~ll his surplus foreign currency 

to the Rescrv0 Bank or in inter-bank market. All these transa­

ctions enter into exchange position on sales side. 

J'{e_t..._op_c_ n_.p.R~Li.:t j.~o D.s. 

3.8 The foreign currency open position can be defined as the 

cxtent to which assets and outstanding contracts to purchase 

that currency L;xcecd liabilities plus outstanding contr;]cts to 

sell that currency and vice versa. In other words, a bank has 

a nct open position in a forQign currency whon its assets in 

that currency (i~cluding spot and forward purchase contracts) 

and its liabilities in the same currenc-y (including snot arrl 

forward sale contracts) arc. not equal. An excess of assets 

over liabilities connot;.:s a net 'long' 01' 'ovPI'bought' position 

and in the opposite case, an excess of liabilities over assets 

connotes a net 'short' or 'oversold' position. Such difference 

in assets and liabiliti~$ of a bank is ~lso called its 'exposure 

in a particular foreign currency. An overbought position in a 

depreciating currency represents an exchange loss to the bank 

relative to the book varue b~cause as time passes, the assets 

will be convertible into fewer units of the rupec... Similarly, 

,-; n oversold position ii1 an anprc.:ciating currency represents an 

exchange loss to th~ bank r(;lativC! to thc book value because 

a s time passes, th.:: settl::m.Jnt of the liabilities will require 

conversion of more units (!)f the rupc~. In the event of both 



assets and li2bilitics in u for-..ign currency being equAl, the 

bank is said to carry a 'square I position. As irdicat\~d in 

paragraph 3.1.1 of th;.; Guidelines for Internal Control over 

For;:ign Exchangl.; Business issu;.:·d by the; Reserve Bank, net 

positions should be valued for each currency separately. 

Position Book .- ._--- .... - .. -.--.- .• 

~5 

3.9 For each currency, a Position Book or Position Registpr 

should be kent. It is simply a j ourna I of purchases am saL)s, 

r0gardlcss of maturity, in each foreign currency. The Position 

Book registers purchases and salos in terms of two currencies, 

th·:; foreign currency for which the Position Book is kept aro 

rupees. Purchases arc treated as d::::bits nnd sales as credits. 

Additional columns identify other particulars of the transa­

ction, such zs the date of the transaction, the rate. the 

value date on which the transaction matur0S i'lro the name of the 

other party to the transaction i.lS well ClS the contract numb.:.;r. 

At the end of thC! day, or as oft-::n as necessary, net balances 

arc comput<..:d. In addition to the Position Book mtlintain(;d by 

the Accounts Department, th;.,; d0alcr in foreign cxch;'lnge keeps 

POSition Sh2ct (or Pad) for ":2ch foreign currency which 

rcfL.:cts purchases ;JJ1(1 sall:s in that curr0ncy as Also b<llances, 

extended as oftcn as necessary, to cnabl~ the dealer to read 

the positious rc~dily. Dcal0r's transactions arc entered in 

the Pad as they occur. Opcrt3ting dcoartmcnts' transactions 

(say, rcli'lting to exports and imports) for amounts above 



c2rtain limits set by the bank arc reported to th," dealer and 

arc entered in the Pad ~s they occur while transactions below 

th~ limits arc generally report~d to the dealer in totals either 

at intervals during th~ day or aftcrthe close of business. The 

Dealer's Pad should contain thc on~ning position in the currency, 

brief particulars of the transaction, the rate at which the 

deal is concluded, the amount of the for2ign currency bought or 

sold ( to the nearest 10, 100 or 1000 units depending on the 

value of the currency), time, broker/overseas and progressive 

net position. The time of the tr~nsaction is useful in case of 

(l doubt or a dispute as also for assessirl9 the quality of judge-

mcnt in cffecting the deal. The positions in various currencies 

aS rcflcct~d in the D~alcr's Pad and the Position Register 

maintained by the Accounts Department should be tallied daily 

and discrepancies, if any, reconciled before commencing dealing 

operations on the next day. 

3.10 Authorised dealers maintaining their own positions in 

th2 foreign currenci2s mention~d in paragraph 8.1 of Chapter 31 

of the Exchange Control Mc?nuZll are X"equired to submit to the 

Exchangl~ Control Department a weekly statement in the form POS, 

giving details of thc.;ir positions in the respective currcnci(;s 

as appearing in their books as ~t the close of business on 

l.,;c1ch day (Monday to Friday) together with total merchant and 

int~r-bank (including Reserve Bank and overseaS banks) purchases 

PUJASOFT-I
Typewritten Text
26

PUJASOFT-I
Typewritten Text



as also total merchant and int2r-bank sales. The statements 

arc required to be furnished as on Friday each week so as to 

reach the Reserve Bank by the succeeding Tuesday. POS statement 

.:11so contains the rupee: position as on Friday, cash balance uS 

on Friday as per IpcaJ books as well as overseas corrcspoooents f 

books. The statement servos to check th'J following points : 

(i) Whether the intor-bank dealings are out of alignment 

with the merchant b~se. 

(ii) Whcth(.)r the currency exposures in difforent currencies 

are abnorm<ll. 

(iii) Whether banks arc mClintaining uN;luly large credit 

balances in Nostro ,lccounts ard/or overdrawing the accounts 

much beyord the limit of Rs.10 lakhs without prior approval of 

the Reserve Bank. 

(iv) t'Ih.:th:..:r the r.:con ilLation of Nostro accounts is in 

arrears. 

9ash Position --- ----- -- ....... --

3.11 The cash position in a f~rei9n currency is the actu~l 

balance in Nostro accounts in that currency and in determining 

the cash position, the transit pdriod for remittances ~nd the 

maturities of transactions arc importAnt considerations. The 

cash position will include many of the items in exchange 

position, but not all, aoo conv..:r-sc:ly, will include items which 

arc not yc r. in exchange position. For inst"a nce, a n outward 

foreign currency bill purchased will bo in exchange position 
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on tha date of its purchase but it will not unter cash position 

until it is paid. An inward foreign currency bill drawn under 

a bank's letter of credit will first enter cash position, since 

it is de:bitcd to the bank's Nostro account rlt the tim~ of or 

immc:d iatel y LIfter negotiation, but it will not appear ,1S a sale 

;. n CXCh<l ngc position until it is pvid. Forward cxcha nge 

contracts i1Dp·:.;ar in excha nge position on the d ate they arc 

entQrcd into b':CAUSC rate s of exchange .,re fixed on that date, 

but they will ent·::r cash position only when deliveries there­

under <:Ire cffccL:d for only then Nostro accounts ilre debited 

(i n c,)se of sales) or crQdi te:d (in case of rcrchrlses). Thus, 

there is a neud to r'.concilc cash position with cxch.1nge position 

regularly, prcf0rably dAily. In order to do thiS, items which 

arc not common should be adjusted to obtain ~grccm~nt. A 

possible m(;thod of v..:rifying the r,ceuracy of exchang2 position 

in c(1ch curr\Jncy ,1rrived at the. close of eat:h day in the Position 

Book, is rlS follows : 

(i) Foreign curr· .. ncy not .. s on hand 

(ii) Plus outst<1nding e.xport bi lIs 
n-::gotiiltcc1, purchase:d or discounted 

(iii) Plus outstanding import bills 
drawn uncL.::r let ti.;rs of erel:! it 
opened by the bank 

(iv) Plus uncle livered fore i9 n 
purchcls-,;S 

(v) Plus 10dg~r b~lancc (if dct)it) 
in foreign curr·~ncy Nostro 

(Amounts in foreign 
currency) 



account as per Indian books 

or 

Minus ledger b~lance (if credit) 
in foroig n currency Nostro 
account as per Indian books 

(vi) Minus undelivered forward s~les 

Net overbought (~)/ 
oversold (-) position 

(Amounts in foreign 
currency) 

3.12 Authorised doalcrs may freely op2n .'lnd m.1intain accounts 

in any permitted currency with their branches and corr~spond.cnts 

situ~tcd in th~ country of the currGncy concerned. An account 

with a bank in a country other than the country of the currency 

~9 

conccrne:d crln be open-Jd only with prior allproval of the Reserve 

Bank. The b·l1lanccs in foreign currency accounts (Nostro uccounts) 

represent stocks of foreign currencies held by oJ b,"nk with its 

correspondent banks (including its own branches or offices 

abroad). The be nk 's sa les tr.1ns <lctions will result in debits 

to its Nostro uccounts in th:.. concerned foreign currencies ·]00 

the b.::lnk's purchusc transactions will result in credits to its 

Nostro r!ccounts in th(: relative foreign currencies. The accounts 

maintained by ~ bank in its own books to reflect transactions 

in foreign currency ilccounts arc known as 'shndow Clccounts' or 
r • 
m~rror accounts'. In the mirror Clccounts, the foreign currency 
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amount of each tr,1nsClction rlnd its rup\;e equivalent arc posted. 

Debit bC'llanc::s in mirror i1ccounts <'1re ;')ssets Flrrl credit bal;:~nccs 

constitute liClbiliti~s. 

3.13 Authorised dealers may mnintain with oversei1S brClnche~ 

and corrcsoondents, bCllanccs in forcign currencies at levels 

which are commcnsuri1tc with normal needs of their business. They 

should ensure thi1t balances Clre not accumulated in their accounts 

abroad which Clre in excess of immediate needs such as tow~rds 

p<:'lymcnts for imports or maturing d(;liveries under forward 

contT;)cts. Authorised dealers should not l~rrl foreign curren­

cies to their overseas branches/corresporrlents or invest them 

in Trei1sury Bills, Call or Fixed Deposits, or in any other 

rna nn~r without prior apDrovcJl of the lieservc Btmk. However, 

in terms of A.D.(G.P.) circular No.62 of 1978, authorised 

dColcrs may freely ~grcc to C'lutom~tic <lrrungcments with 

overseas brunches/ corrcsporrlcnts whereby foreign currency 

furds rende-red surplus on day-to-diJY bi1sis may be tr,'nsferred 

to 'special' inter~st bearing Accounts with the facility of 

ilutomCltic rctrC'l nsfcr to the ir currc nt " ccounts. 

3.14 Authorised dc~lers may i1Vi1il themselves of loans, 

ovc;rdr;)fts rlncl oth::.r types of credit f."'IcilitL.:s from their 

Ovcrsc(lS bri-lnchcs ;1 net cor-~csY)orrlcnts upt.o the m,1ximum extent 

of Hs. 20 l"khs fof- in.:...;.ting requirements of normr.1l exch:~ ngc 

bus in,: s s. This l:imi t I1 Dl'Jlies to the aggrcg2te cJmount ewa iled 

of by ,,11 officcs/br,lnches in Tndi" of the Cluthorised denIer 



from all ovorSCilS branch~s and correspondents of the Juthorised 

de(11er. When the limit is exceeded bcc<Jusc of unforeseen 

ncgoti~tions under letters of credit, etc., .:1pnroval of the 

Rcsorve Bank need not be sought provided excess is ndjusted 

within five dc.ys. These facilities c<Jnnot be: used for purposes 

such as m<Jking 1020s ~nd ~dvonces or for sele with ~ view to 

building up oversold position in the currency. 

Control over R2conciliation •.. __ ......... -------.... -...-------

3.15 The instructions with regurd to the control over 

reconcilintion of Nostro bal<mc0s Clre cont,1ined in P~rt 6 of 

the s~t of Guidt~lin(:s for Intcrnnl Control over Foreign Exch­

<Jngc Business issued by the Reserve Bank, ~nd these should be 

borne in mind by Inspecting Officer. 

3.16 The Inspecting Officers should ftlrnilir~rise thcmsclv.::s 

with the relevant E~ch.lngc Control regulutions and instructions 

in the oforcsJid Guic.elincs and verify whether these h~ve been 

complied with by the bu nk. Broadl y, the reguL,tions ;) nd rules 

to be. obscrvcd by ~uthoris,~d d-::(llers are ,'s follows 

(,,) The b ..... sic rule gov,;rning Gxch.-mgc position is that 

~uthoris.:::d dc,'"'!l.::rs should m.lint.:1in ('1t close of business c.:1ch 

day squrlrc or n':'ur-squi1re position in c ,1ch foreign currency 
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2ft~r taking into 2ccount nIl their purch~ses ~nd s~lcs, 

spot LInd forwiJrd. hl:inteni1nce of overnight open positions in 

foreign currencies shoulrl be i1voided. 

(b) Authorised dc~lers should devise ~pproprii1te control 

systems to ensure thot exch~nge positions in various currencies 

arc: m2intain.:d in ,'ccordancc with the ,1bovc rule. 

(c) The b2nk's m,ln2qe:ment should lay down the maximum position 

limits in cr1ch cur:r.:-ency thnt mny rem,: in uncovc:red duri ng the 

d~y (di1ylight limits) i1nd the limits should be periodic~lly 

reviewed. Any tcmpor2ry excesses ~ver the opproved d~ylight 

limits should require approval of the top m2ni1gemcnt. 

(d) Man2gcments should keep iJ close w~tch on the dCi1lers' 

positions Gt the close of busin~ss e~ch d.1Y (overnight limits). 

(0) Authorised dc~lers should ensure that ot the close of 

business c"'ch d,lr,., the m2turiti(.s of forw<1rd contr<lcts i1re not 

unrc~son~bly mismi1tched. 

(f) Man:~gcmcnt in c('ch b,lnk should 1.IY down Irrlividu,ll Gu~ 

Limit (IGL) .lnd j\99rc9,"1tc G,lp- Limit (AGL) in ,lccord,"nce with the 

Guidelin-:.:s for Int~rn,"'11 Cont~ol over Foreign Exch,"'ng~ Business. 

(g) Accounting Dcpi1rtmcnt should prep~rc a sti1temcnt of true 

cxch;~ng~: positions ,"'S on the L"'st Fridi"Y of e,lch month i1ftcr 

rockoning the effect of ('11 tr,"'ns<'lctions in the pipclin", 2S on 

th,..,t Frid ,"1y ,'" rd coming to notice: subscquC! ntl y. 



3.17 The following records will g~n~r~lly be ~v~il~blQ in the 

Accounts Department. 

(i) Position Book, Register ard/or cnrd-shc::ts in c:~ch forc:;.gn 

curr;::ncy, consolicl . ...,ted position sheets ~nd d.1ily currc.:ncy 

position reports indicl1ting mlximum cxch1ngc positions h.,..;ld 

during the d~y and overnight positions submitted to higher 

~uthori tii.s. 

(ii) Intcr-b.".nk spot ~nd forw,Jrd contr(1cts r-.:gistcr. 

(iii) Inter-b."'nk li.,bility l,-"dger. 

(iv) Monthwise forw:I.rd contr.1cts m,lturi ty r2gistor. 

(v) Lcdg~~rs showing mirror tr.1ns,1ctions in Nostro "ccounts. 

(vi) Records irdic.:1ting i'lnillysis of forw,1rd m~turitics ",ncI 

G~p st~tcmcnts submitt~d to higher 1uthoriti;::s. 

(vii) Offic~ copies of weckly st~tcments of positions (POS) 

submitted to Bxch,"'ngc Control D·~p0rtmcnt. 

(viii) St"tcmcnts of Nostro ?CC0unts received from correspon­

dent b;mks/bri'lnches "br02d. 

3.18 The Insp~cting Officer should verify from the Position 

Book, Register .:nd/or other relev,'nt rc..cords whether the b<,.nk 

h:",s becn kc",ping un:luly l.:rge ov.)rnight open positi(J.DS 

(cith'-!r oversold or ovl:rbought). To .:scertnin this, cxch;'ngc 

positions on cert~in selected d~t;::~ m~y be Qx~mincd. H 

should ,,150 verify whether (.1) thc spot am forwC1rd contri'cts 



concluded on eAch d."1Y ,lre (lccounte·d for in excl1l nge position on 

the same day; (b) there ~re ~ny ~lt0r~tions/corrections in the 

dates of contracts in order to manipulate exchange position so 

<'IS to show it at a level different from what it actually is; ard 

(c) all items in the position records of the day (Ire genuine 

purchases ~nd sales (i.e., there nre no 'Dlanted' items in 

order to manipulate cxch~nge position). It should also be 

verified 

(i) Whether any limit has been fixed for transactions to 

be reported by telex/telegrAm by '3' category branches (i.e., 

offices and branches not maintaining independent foreign currency 

accounts but h2ving powers of operAting on the accounts main­

tained abroad by their head/principal offices or any other link 

offices) and if so, whether such trans~ctions are promptly 

reported for taking into exchange positi'on "nd explanation fer 

non-reporting of the transnctions is s.)ught from the concerned 

branches. Further, v.,rhcther the records maintilincd for the 

purpose of registering the reports from up-country centres arc 

odequate and the reporting instructions to them need any 

mod if ication. 

(ii) Whether the statement 0-:: daily closing pOSitions 

(Dcl il y Currency Posi tioFt Report), (IS inc! iCclted in p<'lragraph 

3.2.2 of the Guidelines fOlf Intern;)l Control over Foreign 

Exch~nge Business issued by tho Rese~ve Bnnk, is regularly 

submitted to the higher authorities Dt the close of business 
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daily and the bunk's m0n0gemcnt has ensured that the dealers do 

not hold a position which can be considered as not being near 

square. 

(iii) ~'JhGther the st<1tement of true currency positions as 

on the last Friday of each month after reckoning the effect of 

all transactions in the Dipeline as on that Friday arrl coming 

to notice subsequently, as irdic;)ted in puragraph 3.4.1 of the 

nfor~said Guidelines, is regularly submitted within a period of 

three weeks to the higher authorities indic2ting the steps 

tClken/proposed to be taken for reducing the distortion, if any, 

and il copy of such statement hus been furnished to the Reserve 

D~nk. The particulars renorted in the last statement of true 

currency positions so prepClrcd ilnd submitted to the management/ 

Reserve Bank may be checked to (lscertain whether they are 

correct as per the bank's records. 

(iv) Whether foreign currency notes held by the various 

offices of the bank (Jre taken in"l:.o nccount while computing 

exchange position; if not, the reasons therefor may be 

Clscertained. 

(v) \Thc:thcr the consolidated foreign exch..-!nge position 

shc(~ts, .,5 ind icated in paragraDh 3.1.1. of the Clf oresaid 

Guidelines, ~rG r2gul~rly submitted to the higher ~uthorities. 

(vi) l'lhether the p~rticulars in POS st"tements submitted 

to the Excha ngc Control Department d 'Jr'ing th0 1.15t one month 

were correctly reported 2S per the bank's rocords. 
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(v ii) Whether the be) nk has fixed daylight' a nd overnight 

open position limits in each currency and the limits arc 

periodically reviewed. In those cases where the limits have 

been exceeded, the reasons for exceeding the limits, action 

taken by the bank and ",hether the excesses have -been approved 

in writing by the higher .1uthori ties should· be ascertained. 

The Tnspecting Officer may give his observ.Jtions on the 

excessiveness, if any, of the daylight and overnight position 

limits in the light of the volume of the bank's business, 

volur.1e of its transactions always in the pipeline, trading 

expertise avail~ble in the bank nnd its capital plus reserves 

position. 

(viii) ~lhether the bank has fixed individual gap limits (IGL) 

and aggregute gap limits (AGL)and they conform to the formula 

1.:1 id down in ECO '5 G'jidelines; if not, in what respects do 

they differ. Further, whether (~) the limits fixed are adhered 

to and if not, the detailS thereof ~s also steps taken by the 

bank to rectify the position may be indicnted; (b) statements 

of maturities (Form TC.6 of ECD's Guidelines) arc b~ing 

submitted to higher 3uthoritics/Reserve Bank and if so, 1t 

what inteIVell. Particul~rs reoorted in a few strltements may 

be checked to see whethar they arQ correct as per the bank's 

records • 

. Fo.J£.ig . .n __ C;-;.ul'.r.cnc:Lj\.c_c9~nt.~ 

(ix) The need for n"I;}intaining the various foreign currency 
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accounts by the ba nk may be examined. 

(x) Whether b"la nces held abroad arc commensurate with 

the needs of the b.:mk to meet its immediate commitments. 

(xi) Whether any It'lrqe b"la nce hcJs bee n held in FIn 

inoperative account for i~ long period and if so, the reasons 

therofor may be ascertained. 

(xii) The arrangements, if any, made by the bank for 

cJutom,ltic tr2 nsf er of furds, ('IS per A. Q (G. P.) circular No. 62 

of 1970, in order to secure the benefit of interest on over­

night idle furds, may be looked into. 

(xiii) l'ihether the bunk is lerding in foreign currencies to 

its overseas branchcs/corresoordents or investing furds cJbroad 

in treasury bills, call, ·fixed deposits, etc., without RBI's 

prior Cloproval. 

(xiv) Whether there arc ove:C'drawn billa nces of Ps.20 1.1 khs 

ond above for continuous period of more thun 5 dAYS and if so, 

the details thereof may be given indicating whether the mutter 

h.71S been reported to the fleserve BClnk for post-facto approvAl 

;JS required in tC'rms o.f prlrClgranh 14 of Ch;'tpter 8 of the 

Exch2nge Control Manuol. 

(xv) Hhcther the bank h'1s milintai\1ed an tlccount witI'". a 

b2. nk in a country other than the country of the currency 

concerned elm if so, when the account was opened arrl whc-ther 

th'2 I1.eserve Bnnk '5 prior (lporov('I1 hnS been obtained for opening 

the account, as required as per porGgraph 5(ii) of Choptcr 4 
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of the Exch~ nge Control t1anual. 

(xvi) Whether there is an nccumu~~tion of foreign currency 

notes in branches nnd the system for the disposal of the notes 

needs improvement to shorten the time-Llg for realising the 

v.Jlue thereof. 

(xvii) Whether the b'1nk h,lS introduced special weekly 

report in order to obtnin information on the v~lue of currency-

wise ~ccumulations of foreign currency notes ~t v~rious branches 

and taken steps towards their prompt disposal. (Paragraph 3.4.2 

of ECD's Guidelines). 

(xviii) Whether the bank has been submittin9 a~L statements 

promptly a rd regularly to the Reserve Sa nk (J nd the ptlrticulcJrs 

reported in the last BAL st?temcnt futnished to the Reserve 

B~~~ are correct tiS per the b~nk's records. (Par~graph 8.2 of 

Chr'"~pter 31 of the Exchlinge Control fMlnU"ll). 

(xix) Whether the: reconciliation work in the bclnlc is being 

attended to by ':: sep,lr~te DepartLTl~nt/Section (in larger b.:1nks) 

headed by art officer of sufficient rank; in case of smliller 

b<lnks, whether the work hilS been entrusted to the Accounting 

Dcp,lrtment und . .:;r the chilrge of <l Sep,lr<1te officiul. 

(xx) The proceduro/policy followed by the btlnk for 

posting/rott1tion of stlff in the Reconciliation Deportment mcJY 

be look0d into and it m~y be ascQrtained whethur considerations 



of knowledge and experience or the foreign exchange dep~rtment 

arc t~ken into account while posting the staff. 

(xxi') Whether the officLlls. Cltt~ched to the ReconciliCltion 

Department have been cntrust.:.d with the o.peration of Nostro 

accounts (i.e"signing drafts or issuing TTs,etc. )or passing 

of entries in mirror accounts. 

(xxii) ~Thcthcr statements of ,lccounts nrc received at least 

once in ~ month, And the Reconcili~tion Deportment is (a)watching 

receipt of the statements ~nd (b) ensuring that there 2re no 

alterations, erasures, etc" which ;Jre unauthenticated or 

unverified in the foreign bank statements ~nd mirror accounts, 

before the work of reconciliAtion is taken UP. 

(xxiii) iThcthcr the reconciliation work is undertake n 

expeditiously 2nd is up-to-date. 

(xxiv) l'lhether half-yearly statements of unreconciled items 

(c.f. paragroph A.14 of Chapter 31 of the Exch~nge Control 

Manuill) have been forwi"Irdcd to the Reserve Bimk promptly and 

the pClrticulc1rs reported therein <lrc in accordance with the 

bunk's records, 

(xxv) ~'fu0thcr th2 unr..::concilcd itemS <]re promptly aro 

effectively follow~d uP. 

(xxvi) \'Ih-::thcr flny unr.:conciled items, other than those 

indicated in pilragraph 6.3 of ECD's Guidelines. have been 

written off without prior approval of the Reserve Bank. If 

so, the details thereof should be given. 



(xxvii) Plhethcr the Reconciliation Department is submitting 

~ report once u month to the higher nut~orities indicating the 

progress made in reconciliation of Nostro account b~lances ~nd 

the special features, such ~s large unreconciled items, ~ge-wisl 

grouping of items, etc., ilnd if so, what action has been taken 

on such reports by the bank's Man<lgcment. 

(xxviii) Whether there cJre Any instc:'lnc,CS of (a) set-off of 

debit 2nd credit items; "nd (b) entries in rupee columns of 

mirror tlCCounts without corresponding foreign currency ;Jmounts. 

If 50, these should be thoroughly checked. 

(xxix) Whether any frr1uds h2ve b\.:'en detected through the 

reconciliation process ~nd if 50, these should be looked into 

in detail. 
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C H A i T E R 4 

\Jhat is Lleant b;,r rate of exchant,e 

i?rafit&bility of an3 foreiJl exchan~e transaction, 

to a great extent. de ~,ends on the alll'licati:m 'Jf correct 

exchange rate. If a rate is \Jr'Jntaly <;.uoted. the bank may 

be ~ut to a substantial loss, as the transaction has to 

be covered in the market. It will amount to buyinu an 

article at a high price ruld disposin~ it of at a lower 

price. Hence, the application of rates plays B vital 

part in forei~ exchan~B bUSiness. 

4.2 A rate of exchanoe is the price of a unit of one 

currency expressed in terms of another currenc.;. There 

are tw'J nethods of c. .. uotin b rates. \Jhen the price of a 

given unit of h:JDle curreQcy is l ... uoted in foreiiJl currency. 

it is colled an indirect rate or currency rate. In this 

method. the i~)Ieii1l currenc.:; is ::;t.own as the variable 

f&ctor, \Jhen the lJrice of a ..:.iven unit of foreitP 

currency is qU'Jted in terQs of home currency, it is called 

a direct rate or £ence rate. In this method. the home 

currency is shown &S the vH.riable factor. \Jith the 

exce.,tion of the l)ound sterling, in most of the \Jorld' s 

moneeY cent li.e s • exchan'ge rates are <iuoted in "dollar terms". 

that is. the numbe r of units of a },:,articula.r cur renceY 

which etiual one U.~. dollar. Because of the importance 

of the pound in the nineteenth century and its bein~ 

a relatively l8r~e ~urchasin~ unit, it is the exception, 

. . .. . 
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and all currencies tend to be auoted as so many units 

equal to one pound. The United Kingdom is one of the 

few places applyina the indirect quotation system. In 

the United States, it is more normal for rates to be 

auoted as one foreiqn unit equallinq So many dollars or 

cents, althouqh lately there has been a tendency among 

professional traders in the United States foreign 

exchanQe market to deal on an inrlirect basis with the 

outside world and amona themselves. In India, the indirect 

method of quotinq exchanae rates is followed, Lhat is, 

ratps are auoted for a fixed amount,of ~. 100. However, 

the rates for purchase and sale of foreign currency 

notes are quoted on the basis of direct quotation. 

4.3 In foreign exchanae parlance, the buying rate is 

referred t. as thE' "bid rate" and the selling rate is 

ref erred to as the It .ff er rate" or It ask rate". In 

international foreign exchange markets, a professional 

opprator or market-maker will nearly always quote a 

sellinq and a buyinq price for a curre~cy. Such quota­

tions are known as "two-way" quotes or"quotf'S in pairs". 

For instance, a dealer in L.ndon may quote U.S. dollars 

against pounrl sterlinq as follows: 

.t~ 9id 

~1.49,,)5 r.l.4965 

In other words, the rl~alf'r expresses a willinaness 

t.~ sell (or off er) 1J.S. doll ars at $1. 4955 per pound 

•••• 
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Sterlinq. "nd to buy(or birl) U.S.dollars at ~1.4965.-per-po\fl1d';"'"l'"' 
sterl inq • 
4.4. There ar~ two business principles applied by 

banks whilE? quotinq ratps of exchanqp, vi z., 'Buy hiqh, 

sell low' when quotinq an indirect rate and 'Sell hiqh, 

buy low' when quotinq a rlirect rate. In J nrli a, the 

principle applierl is tBuy hiah, sell l~N' sjnce exchanae 

rates are quoted as indirect rates. For example, when 

lJ.S. dollars are quoterl by a bank at 10.3':0 - 10.455, 

it mp a'1S that the hank will sell OS $ 10.3:0 aoainst 

receipt of n~. 100 and it will buy US f, 10.455 aq ainst 

pnvment of RS4 100.. When rates are quoted accorrlinq to 

the indirect method~ the buyina rate will be hiqher than 

the selling rate for the bank will part with (sell) less 

foreiqn currency per ~. 100 than the amou~t of foreiqn 

currency it will accept (buy) per ~. 100. 

Different types of rates 

4.5 The basic rates ouoted by banks are for T.T. 

(Teleqraphic Transfrr), i.e., remittances outward (T.T. 

sellinq rate) and inward (T. T. buyina rate). Telpqraphic 

transfprs arp. the irleal form for remittance of funds 

as there is no loss of int~rest, risk or stamp duty. 

"I n every exchanar. the T. T. q ate is the bas ic rate of 

exchanqe sjncp the funds ~rc usually pnirl over in each 

centre on the enOle rlav~so that no loss of interest is 

involved. All variations shown by other quoted rates 

from the basic T.T. nate arc due either to a loss of 

• •• • 



interest, extra costs of collection or increased risk 

of capital loss"(Evitt). For outward remittances, 

diff erent r"ates may be quote0 according to whether they 
I 

are clean remittances or arf in paymrnt of import bills. 

Different buvinQ rates may be auotC'd for inward remittances 

accorrlina to whethf'r they are clean remittancps or are 

in pavmrnt of bills. The different ratps quoted are as 

follows :-

(i) I.T. (Telegraphic Transfpr) sellinQ ratp 

This rate is applica~le to a transaction in foreiqn 

('xchanae which does not involve handlinQ of documents. 

The transactions to which T.T. sellinQ rate is applied are, 

Outward remittances in foreiqn currency (TT,MT, DO) 

Cancellation of a purchase made earlier i""hen purchased 
I 

bills ate returned unpaid 

~hcn foreiqn cl(an/d~cum(ntary siqht/usancp bills 

purchased/rliscount~d arc transferred to foreign 

eutward bills for collpction 

Whpn an inward remittance conv0rted to rupees is to 

bE' refundpo to the remittina bank 

~hpn a forward purchase contract is cancelled. 

(ii) ~.r:. (Bills for Collpction) selling rat0 

It is a ratE' involvina remittance in cover of 

documents handlpd by a bank and is alw~vs w~rsp than 

a T.T. sellina rate as it includ0s service charqos 

... 



f I'Ir handlinq documE'nt5. This is in a00itic-,n t~ the 

c~llection comrnissi~n recovrr0d separa~ely ~n impnrt 

bills.. The rate is applied t~ remittances in foreign 

currencies by way of DO, MT or TT beinq pr~cceds of 

import bills receivpd ~~r collcctinn or under letters 

of credit4 

(iii) 1'JT. (T~:legra..Ehic Trans~er) Clean B'Jying rate 

This is the basic buying rate involving no loss 

.f int0.rest and is applied to tran~actions whGre foreign 

currency funds are rccpivpd by the bank either on the 

date of paympnt in ruptcs or prior to it. Examples 

are, 

Clean in""~rd rr-mi tta1"lcI?'s OAT,TT ,01)) whE're ·covt:'r has 

alrearlv been crpditpd to the bank's Nostr~ account 

P avmpnt of proc~'E'CS of f or0i"'r" outward bills for 

collection 

Cancellina outward TT, ~~T or DD III/hen the prev,:li.l-ing 

TT bu~'ing rate ,.,f the d;w on which cancellation 

takes place must be applied 

"lh€n a forward salE' contract is c-3ncelled. 

( i v) ..:.T-= • ..:T...:.:......l(...:T~(';;..;l:;.;p:.;.;.g:l,;r~a Pj;,.h:.:,l;:;." ::;.c ... Jp.::.r~a.!..:n~s~f..:..e..:::r.J..) -.:l')~o~c~u::.:TTi~1 C';..:.n.:.t;...:a.~r=-Yl.-,.;b:;.u:::;;.Y.;.;l:;.;· n:...;.g~;;;.r,.;;;a~t e 

The rate quot£~ for a documentary cxpor:t bill 

nf'gotiatr:d under, a 1.0ttE'T of cr0di t In which the neQD­

ti atinq bank obt ains ~E"imburspmpn.t f rom th~ opf'>ning 

bank by T.T., at tho time of Q<'aotiation ~f the bill, 

is called T.T. (.TJocumrnt2ry) r~t".. In such a C,15E" , 

• •• • 



int0r~st for a few days, say five days, is charged 

to the customC'r., 
~ 

(v) 0.:). (on Demand) ·buvinCL..!ate 

This is a rat~ at which on demand (siqht) bills 

arp. purchased/negotiatpd. Inter0st for th~ transit 

period involved in th~ rpalisation of bills is r~covered 

from thr. customer. The oth0r transactions to which 

th0 ratr. is applied ar8, 

PurchasE' of cheour· 5, travellers chpqu('"' 5, etc. 

P ~vm':'nt of DO, MT or TT wh(·'re th0 bank h~s to cl aim 

covpr after paympnt 

Forward rat0s 

4.6 Forw~r~ rat 0 s of 0xch~nQ0 arp quoted as a marain 

or difforenc~ aaainst th~ spot rat0 of the currency 

conc~rnod, or ~s a premium or dis~ount on the spot rat0, 

or they may bE' quoted outriqht, i. E'., an ;:)ctual forward 

ratp of pxchang(~ in thl" currency, .bti3ined by allowing 

for th .. forvlJard m.::lrqin over or 'unrlpr the current spot 

r i3tf'. Quot .::Iti cns i3rr' st,"Itr d to b" at promium when the' 

forwr'lrd ('xch;mqr is costli:~r th"tn spot exch;:)nq(-' at at 

discount whpn thr' for'~~rri "xch~nqp is ch("appr th~n spot 

cxchaOQp.. The m:\rair.s <':lr-:' cx-or';,'ss0n intrrms of the' 

subsidi i3ry unit of thn currr'ncv cenc:?rn;d or in fr~ctions 

therpof. For instanc p , in t:hf' C-1se .f U.S. dollars and 

Deutschp Marks, tnp ~arqins will be i. cents and 

• • • • 



market auotations for the forward marqins are usually 

U. s. dollill 

One month o .1")~ .10 c.pm. 

Thrpp months o .40-{). 35 c.pm. 

Six months 0.7S-{).70 c.pm. 

On0 month 0.:xJ-G .08 c.dis. 

Three> months 0.10-0.15 c.dis. 

six months o .25-0. 3() c. dis. 

It may be not0d that as the margins arp quoted in 

terms of subsidiary units or in fractions thprpof, while 

computing forward rate s of pxch ang(> c arC' should bf' t akcm 

th~t the margins arC' correctly pl~cpd in decimal places. 

For f'x.::lmplp, 0.05..(').('8 c.dis •• ml"':3ns (3 discount of 

O.Dn05-{).OOO8 of a U.S. doll~rt ~nn if the spot rat0s 

-=!r0 4t.1.4955-1t,1.4965 pr-·r pound str:'rlinq, the' forward 

r"trs will be -

Spot r~trs 
On(' month 
forward 

One month 
forward r :.ltcs 

u.S. dolli'lr~ 

O.0OOS - 0.0008 

1.4960 - 1.4973 

4.7 The guidelines for the> rlpplic~tion of forward 

marQins to spot rates ar,' aiv"n b(,~lovlJ :-

•••• 



(a) S~llinC1 ratE'S 

( i) P r (lm i urn 

4-9' -

Quote m~ximum premium 

Der.uct hiaher prpmium from spot rate 

Sell low to m1k~ it v0 ry de1r for the customer 

F or option f or'Nards, d-cduct mnximum prpmium for 

10nQPst period 

(ii) Discount 

Quote minimum discount 

Add lower discount to spot rate 

Sell low to Ili·",kr: it 1;-'55 cheap fnr customC'r 

F or option forward, 10d minimum discount for 

shott,~st period 

BUring l't'tes­
(i Premium 
Ouote minjmum prpmium 

!Jl='duct lowC:'r pr~mium from spot r-=lt('> 

Buy hiqh to mnkc it 1 0 ss drar for thp'bnnk 

~~r optton forw-,,\rd, deduct minimum premiom 

for shortf'st pC'ri od 

(ii) .J...mgunt 

Quote maximum discount 

Add hiqhpr discount to spat t~te 

B~y high to m~k0 it vpry cheap for th0 bank 

For option forward, add m3ximum discount 

for longest period. 

4.8 It should be cnr0fully ~otpd that thr above 

. . . . 



guidelines are for indirect r~tGS only, The guid.~lines 

for dir~ct rates will be exactly the opposite. In the 
• 

c~se of indinect rates, premium is always to be deducted 

from spot rat~9 both for sollinq and buying ratp.s, and 

discount is always to bG added to spot rates both for 

s .. llinq 3nd buying rateS. 

fross rt·1tc 

4.9 In the prpspnt ctay forpig" ~xch~nge operations, 

it beecrnp~ very often n~c('ssarv for b.'lnks to deal in 

overseas m~rkets for acquiring or rlisposing of a currpncy 

at a better rate or to ~eal in ~ currency, which is 

not traded or is not ~vailahlr-- in th~ domp.stic market. 

The rat0.s C'juotpd in oversP"ls markets are in terms of one 

foreion currp.ncy against anothpr foreign curr~n~y, e.q., 

£/U.S.$ or U.S.~,ro.M. Thr b:mk in Inriia has to equatf' 

such r~tcs ~ith rupeps for its auot~tions in India. 

For exampl~, if the r~tc quoted in the London or 

Sinqi1porc marke>t for £/U.S.$ (known ~s !Cable l ) is 

£1 = U.S.$ 1.8510 - 8530 and the prevailinq rate in 

Bombay inter-b.:mk mdrk0.t f or pound stprlinq is Rs. 100 

= :£ 5.9~ - 9510, thr- brmk can find out thE> Rs./U.S.~ 

5(llinq and buyinq ratFs by crossing the pound st0rling 

rate aqainst rupees with thr· U.S. dollars rat0 aQ~inst 

pound sterlinq. The exch·=mQr> ratA 50 cornputl"'d is c:~lled 

thr> Cross 'R at". Thr- Clri thmr'''tic <=11 f ormul a used to 

orriv0 at thp Cross ~rlte is popul~rly known as the 

•••• 
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Chain Rule and consists of set of intercJnnected equations. 

Taking the above market data, for instance, the equations 

mny be set up as under:-

R~w many U. 3. $ ? = ,ls. 100 

If Rs. 100 = £ 5.9500 

and £ 1 = u.s. J 1.8510 

Thus, the chain of equations begins with U.S. dollars 

and ends with U.S. dollars. The other feature is that every 

'succeeding chain begins with the currency with which the 

preceding chain ends. When the factors on the right 

hand side are multiplied and the product is divided by the 

factors on the left hand side, the quotient provides the 

answer to the question. 

Guidelines for calcllJ.J.tion of exchange 
rates for merchant tr~nsactions 

4.10 Till 31st December 1983, the FOI'eign Fxchange Dealers' 

Association of India (FEDAI) used to fix, with the a~proval 

of the f eserve Bank, rates for pound sterling to be quoted 

by authorised dealers for their merchant transactions. In 

order Go enable authorised dealers to quote competitive 

and finer exchange rates to merchants, both exporters and 

importers, and br ing the rates in alignment with the on­

going market rates, it has been decided to abolish the 

sterling Lates Schedule prepared by FEDAI and also to 
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delink the interest element which was included in the exchange 

rates quoted for the negotiation, purchase or discount ~f 

export bills. FEDAl has issued guidelines to authorised 

dealers for the calculation of exchange ratesf~r merchant 

transactions in all curr9ncies which Came into force with 

effect from the 1st January 1984. The guidelines are 

described in the following paragraphs. 

4.11 The Exchange rates quoted .for merchant transactions 

in all currencies will be based by authorised dealers 

on the 'Base rates' which shall be derived from the 

on-going spot market rates for various cUI'renc·ies. 

Purchases 

4.12 Merchant spot T T. ourchase rates 

(a) Arrive at the base rate II 

(b) To the above base rate add the aO?propriate 

exchange margin. The margin should be between 

0.025% and 0.080% of the base rate. 

4.13 Merchant spot bill buying rates 

(a) Arrive at the base rate. 

(b) To the above base rate : 

(i) Add/deduct the on-going forward discount/preomium 

depending upon the transit period. tenor of 

the bill and grace period if applicable. 
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(ii) Add appropriate: ('xch·=mclC' m-1rqin between 

O.12~~ anM O.l~~ of thp b~sr rate. 

4 .14 ~rch;mt f orvlJ()rd T. T. buying ratE'S 

(a) Arrive: at th~" b~se r.~tE'. 

(b) To thE'.' abovE.' b,1SE:' r3tc : 

(i) Add/deduct the Qn-qoinq f orw;~rd discount/ 

pr~mium dc'p"'ndj no upon the rlr:>li v('ry pprioa 

(ii) Add appropri ~tp .'xChC'lnCF' m;:}rqin b'"'twr:rm 

o .()2':f~ nnd .o.oeo~(, of thp b"lsP rai0. 

4.15 Merchant f orwiJrd hill huying ratr,s 

(A) Arriv0 at thp basp ratr. 

(b) To th:: .:tbovp b.::lsP r atr : 

S ::lies 

4.16 

( a) 

( b) 

(i) Add/~pduct th0 on-aoino forw~rrl discount/ 

premium dep~nd5no uPon th0 rlclivrry prriod 

of thp bill, tr~n5it ppriod, tpnor of th0 

bill and or~c~ p'riod if ~pplic~ble. 

(ii) Add lporopri:".It.·· .' xchnnq<' m.:]rgin b",twc;cn 

o .125"~ -=lnci O.l:C'f.; of th·' base r,'3t{·. 

M~rch~nt spot T.T. selling r~t0s 

Arrivr> ('It th.:- base rAte. 

From thr i'lhov(' rasr> r ;'Itr· or'duct .1ppropri i'lte 

pxchano p m2.rqin hrtw(',~n 0.125% ;md O.l'5QOi, of 

thc> b~se r=ltl? 

.... 



4.17 ~hant spot billJ!(~ling rat~s 

From thE' merchant spot T.T. spllinq rote, as 

dpt~rmin~d ~hove, dpduct aQprOpri~t0 ~xchanq~ marqin 

betwpen O.17SO~ rmd O.2.(X)OI, of th<."' spot T.T. spIIinq ratC'. 

For quotinq th~ m~rch~nt forward sPllino r~t@s 

f or import T. T. ,md B.C. tr ·1ns Clcti ems, fluthorisf'd 

or.al0rs shoulo bi=lsP th.f'·ir alJntltions on thp .=!pproprit'ltr> 

c;'!vr>r rates from which ;3ppro!:'ri::lt p 0xc-h.:-tn00 m"lrains 

for T.T. nrd bill tr1ns~ctions, ~s mp.~tioned abov p 

should bp d0~uct~d. 

Important p6ints to br notGd rpOi"lrdinq 
c~lculation of ~xch ·nqr r~t~s for 
mprchant transactions 

4.19 Authorisr:d dr'1lprs should 2nsurC' th,lt the m;1ximum 

spr;'ad b.'tv·J~(?n the mcrch,1nt spot cl:~an T. T. purch~s(' 

ano spllinq ri'lt~s is within th::. sprpad limits prescribed 

by thp 'r.{esprVF B~nk, which pr"',srntlv ~re <"IS under: 

N~mp of curr~ncv 

1. 

Pound stprl ina 

II . S. d oll-:lr 

D eu tsche M ·"lrks 

~~3ximum sorr-'<1d bntwE'pn 
cust')mrrs'r~t('s fnr rf':ldy 
Cl(~nn T. T. busin(·\ss from 
th~ mc~n T.T. ratp (t~kinq 
both sid~s toq~thpr) 

2. 

(To bp fixed) 

1.0Cf>I" 

2.':0% 

2.~ 

. . . . 
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French Francs 
Sw is s F!--.ncs 

Dutch Gu ilders 

Australian Dollars 

other currencies 

2. 

2.50% 
2.50% 
2.50% 
2.50% 

No limit for the pres2nt 
but authorised dealers 
sh ::>uld keG'J th e rate 
spreads to"tha minimum. 

,c\.uthorised dealers are, howaver, free to quote rates t'J 

merchants wbich aro better than those warranted by the 

above spread +irnits. 

4.20 The merchant purch ase rates sh auld not be worse 

than the rates derived from the LBI buying rates in r esuect 

of the currencies in Wh ich LSI provides spot and forward cover. 

4.21 The merchant spot selling rates for T.T. and bill 

transactions should not be worse for the customer than those 

derived from~BI spot selling rate for pound sterling as the 

basis. 
4 22 The exchange rates for merchant quotes should be 

rounded off as follows: 

Currency 

(a) Pound sterling 

( b) u .. 3. Dollar s 

Fineness of rates to be 
guot~e~d ________________ _ 

upto 4th place of decimal 
ending with 0 or 5. r Jun.:3ing 
Off will be done to the 
nearost 5 or o. 
upto 3rd place of dec.iml 
3nding with 0 or 5. ~ounding 
off will be done to the 
near2st 5 or o. 



( c) 

( rl) 

Cu:crencv 

Belqi.:'ln Fr~ncs 

(~s,lOO = currf'ncy units) 

I t 

Finpn('>ss of r,3t(>s to bc" 
S~Qt::·q ____ .. ____ ._~ __ 

qound~d cffto t Franc. 

( i) Upto 20 .O()5 

(ii) Above 20 but n0t 
(·xc~'C'ci:ing 40 .01 

(ij i) .\bovr> 4f"\ but n0t 
r-xcrC'ding 100 .':.'5 

( :i'v) .n.bove 100 but not 
E'xc~)pdinq 400 .1 

(i) thr-~ b=1S0 "C'.:ltps f~r t1: c purr-os,", of ::rriv1nq crt. the 

.ffiprch?nt soot T.T, b~yinq ~nrl sellinc ~~trs And (if) 

Such rfcord "l~ould be:- rr.;'rl~lv"lil:lbl(' for ~ud::'t. 

4.::'4 The timp of (c·xccuting ;)11 mprcl1cmt tr·lnsaction~ 

should be r''''cord('d so ,"15 to (st.::JbllSh th~ a?pli~ai:.ion 

of th0 correct pr0v~lrnt r~t0s ~nd to prevent diaput23 

rrq"lrdinq m~rch~nt rat·'s consequent upon ch~ngcs in 

4,25 In th0 C,lS(' of forward contr,1cts for r·xport bills 



p~ri~rl, us~ncr ~f thr bill ~nd ar1C P p0ri0d, if 

2pplicabl~, sh~uld bp r0c~v~rcd 5PpRr~tely ~t thp time 

of n~qotiJtian, purchas~ or disc0unt of the cxoort bill. 

4.26 AuthorisC'd O,:'1lrrs "!r~ not permi ttp.d to quote 

f~rward buying r3t~s fnr pnund st~rlinq bills of 

us ancr> lonqi"'r th,m nine mnnths. 

4.2' The r1tf'S for tranSilctions whpr~ forC'ign currencif's 

will b0 dp.livcrpd by mrrchants on ~ futurE' date take 

int') cnns:i.dpr"1tion thp f n r '!l1lrd margins. SincE' Augost 

197P, thp qnsprvp B~nk h~s hnpn ch~rqing 1 fixed 

fnT'NRrd m~rgjn (d:isc')unt ahv-"!ys) of 60 points (£0.0060) 

prr mnnth f~r its f~~~nrd purch~sr>s ~f pound stprlina 

i ncl urlrd in r ."t"s is dAterminpd by thp tro1nsi t prri od, 

us~ncp pnrind of pxp0rt bill ~nd fnrw1ro p0 rind. In 

th'"' C,1S0 of purch:1Sf" of '('1n rlpm;:md' bill, the rp.lpvant 

f 0r p iqn p.xchLlnqC' will not be =!v·"Jil ~blr to thp bank for 

5'11(0' ')n spot b·1sis sincf' pvpn ;)n 'on dem:md' bill 

invnlv~'\s ~ minimum tr;)nsi t pr ri')d which is n8rmall y 

taken as 15 dnys. Accordingly, fnr fixing thf' buying 

rRtp for siqht bill in pnund strrlinq, a forward m~rg:in 

f0r nn0 m0nth is includ~d in th0 r~t~ as the rplativp 

c0vpr transaction with thn q~srrvc B~~k will carry 

a m5nimum f')rw~rd m1rgin nf 60 pni~ts hrc~usr the 

..... 



c;7 -- / 

Hrsrrve R·:;mk doC's not au'1V fnr ft"lrw"'1rd purch-=\s('s for 

prriorls of l"'ss th;m onr mnnth. Simil:'lrly, for :1 two 

m('lnths us,1ncC'''hill (60 rl:ws D/A) purchasrd two months 

forwlr~, thf' forw~rrl m~rqin (discount) for five months 

or 30n points is included. In this C,1SP, 60 d-=\ys is 

thp uS.::lnc..", 15 d:'lys is th(~ tr-!nsit period -3nd two mont.hs 

is thr f nrwArct p€riori, which toqr.thi'r comC's to 135 d.:'lYs 

or 4 m0nths Jnd 15 days, ~nd since the Reserve Bank 

applies th,:: f orw2rd marqin for c 1ch month or port of 

,::) month :'1t 60 points, thr- t'ot Al f orwiJrd marqin is 2DO 

points. 

I ntprrst. (' Ipm0nt . 

4.28 Forpiqn pXGhanq0 transactions which arE' put 

throuah by mpans of crprlit instrumrnts oth0r than 

trlrqr'::)phic tr~nsfprs, P.o., dr~fts, mail tr~nsfprs, 

bills of ('xch 100r· and tr<'lvrlir>rs chrCluns, involv0 loss 

of intrrpst ri thrr tn thE' srllf'r or buypr of f ot:rign 

currr,ncy. In a s '711'" tr-='lns "lcti 1)(\, r.ormall y thf' custompr 

p~vs the ruppp funds first but in ('xchanqf', th~ bank 

qiv~s out thp fnrE'iqn currpncy throuqh its Nostro 

i3CCl')unt only whf'n thf' crrrli t instrum(>nt, 5 ay demand 

dr'1ft, is prr:>srntL'd for P""fITl1c'nt ;:It the forrign centre. 

5 trictl y spe akinq, the custt')m,~r shnt.;ld be tnti tl,?d to 

rr'cpj,v(' from the b;mk int,'T.-st on th,' funds f or the 

intr'rvrning period. HowE'vc'r, b·"lnks do not pay any 

int:~rc:st br.>cC'lus(,. in thr-ory :'!t 1,.'c1st, a salp of foreign 

currc·ncy is imm('diatoly cov;-'rNi by thc' bank by ·3 

. . . . 



c~rrcsponding purchase ag~inst rupee paid by the 

cust~~r. This purchasi.:' r€:sults in a credit to the 

bank's Nostr~ accourtt on which it does n:>t earn any 

interest. EVGn if it is assumod that th9 sale of foreign 

currency is not covered by a corresp~nding purchase by 

the; bank, the payment in rupee made by the customer is 

in the nature of a. demand de posit on wh ich banks do not 

pay interest. The sale transactions, therefore, do not 

involve interest factor, regardless of the fact that 

they are put through by means of tolegraph ic transfers, 

mail transfers or dcnand drafts. 

4.29 In tha case of purchas0 transactions, the interest 

factor involved depends on tho transit period, QSance of 

bills and/or the method of reimburs2ment. The throretical 

assumption is that a purchase transation is covered by 

the bank by a corresponding sale which results in a debit 

t~ its Nostro account. If, thcrvfor8, a crodit to the 

bank's N~stro account arising out of purchase and the 

corr.::sponding debit thcret;o on acc')unt of cover sale do 

n")t c J inc ije, the re \\I ill be e i th 8r an overd raft or a 

credit balance in foreign currGncy dop~nding on whother 

the debit preceds or foll')ws th0 cradit~ in Nostro 

account. Banks do not earn any int0rcst on crGdit 

balanc~s in their Nostro accounts whor2as they hroiC to 

pay in teres t on ovordrafts th L;~'0: in wh ich, in turn, is 



charged to custom8rs. Export bills sent for collection 

also r0sult in purchase transactions. Powavar, the 

arrangament is that only vJhan the bills are realised and 

foraign currency procai3ds ::ir..:- crcditdd to its Nostro 

account, thd bank will effect paymont in rupees to the 

custnm~r. There is always a tim8-gap between the date on 

which foreign curr0ncy proc~2ds ar~ received by the bank 

in its Nnstro account and th0 data on which payment in 

rupoas is made by it to the customer, unless credit advice 

is callad for by cable!talcx from fora ign correspondent and 

rupee payment is made immadiat0ly on recaipt thereof. 

For this intervening period, strictly speaking, the 

customer should rcceiv~ COllpensation by way of payment 

of interest. HowEver, as indiCated abov~, foraign 

currc.;ncy funds rcccivE:d by t.he bank in its Nos tro account 

do not earn for it any interest ~nd; thereforo, no 

interest is allowed to tha customer. Hence, purchase 

tr~nsactions arising out of export bills sent for 

collection do not inv'Jlve l.ny interest factor irrespective 

of US1.nCd of bills colll.3ct(d. In the case of purchase 

tr~nsactions arising out of inward foreign currency 

remittances received by the bank from its foreign 

corr~spond0nts, the interest factor is determined by 



the mann8r in which th~ bank reCeive reimbursement. 

If thd r8 imbursl3men t arrangeiTIent is that the bank's 

Nostro account is croditcd (;ithQr prior to or at the 
its 

time ofLe.ffecting rupoG payment to the: beneficiary 

of the re~ittance, therd will n~t be any loss of interest 

to the bank. But if the arr3.ngemcnt is that the bank 

shauld make rup~.0 paymc:nt first and it will receive 

r~imbursGment in for~ign curr~ncy ther0after from the 

remitting bank, the bank will bo out of funds and, ther2f~r2, 

G nt it lod to claim int.:;r.:..:st for th\:, int.:;rven ing period. 

Exc(;;ption to this rule \oJill be a rtmittance, the re-

imburs0m0nt for which can be claimed by the bank on a 

T T. basis from th~ r~mitting bank. 

De linking of intc;;re:st c:le;:TIcnt from 
cxch~ng2 rates fro bills buying transactions 

4.30 As indicated in paragraph 4.10 above, it has been 

docided to d£link th3 int0rost clement from eXChange rates 

for the negotiation, purchas2 or discount of export bills 

in order to fall in lin~ with international practice. 

FrDAI has issuod gu idl' lin-3s in th is rc;gard which haVe biJen 

brought into forc8 with eff~ct from the 1st January 

1984. Acr;ording to the:. guid.:::lin;..s, l.uthorised dealers 

should quote the merchant spot and forward bill buying 

ra to s as ind ica t~d in p::lragraph s 4.13 3.nd 4.15 above, 

and the; interQst fro the.; notion').l tr"lnsit poriod, US1.nce 

of the bill and gr3.c,::: period (\vll0rl.. 3.pplic clblc) should 

b.; r<..:covcr~d l.t th\..; tim.:.; of n0gotiation, purchasiJ or 



disc0.unt '")f thE"' C'xport bill Clt th\:~ apprlJprii"tr-> rCltc of 

i!'lt;-r 0 s-t: on th·· rup" r ~m()unt ':If thr- bill. The· procl?dure 

to br. follolf . .wd will bf' (i) ~rriv"" 3t thf> rupt-:'e f'-quivClV'nt 

of th~' fnrc:iqn currrncy 1ffiount "f th,' bill at th€:o appro­

pri;~tp buvino r"tp (ii) crr'oi t th<: rupq- ,=.mount tn thr> 

custnm Clr' 5 ,'CC'lunt C''1d (iii) siJTIul t-:m':.nusly rr·cnvr·r the 

Acc~unt." Ov~rdu' intrrpst, if ~ny, should als~ h~ 

r0cnv~r~rl sPp3rlt p ly. '1h~n rXP"rt bills dr~wn in ruppps 

?r0 n~"q()ti-lt:;d, purchFls:>d nr rlisc:luntrd, thO' ('ntir~ ."lmount 

of the 1i:>ill- should be: p;:lid t"l the' cust?mr'r and simul t-=ln~ousl y 

. t h" intr~rp. st sh 'Julcl hr' r~ c·-v; rpr1 ')n thO' ruppp .ount from 

th·,· cLlst'Jmr'r at thc" appropriatl' r~t(· of int€r~"'st. In 

thc: C "'50 of p-':lvmr.,nt to ~ p-"1rtv n')t. b'.:,ing () custnm0r of 

t hp p:wing b =.mk , only thf' n"'-t amnunt sh 311 br-> paY3blp. 

Full d.:..tails of the 1 nt(~r st. and "ther dpductions should 

custnm":rs lo~rti,'s. 

~ '~'S':lrv0 9 :>nk. Fr.nAI h 15 1 ~irl d r-,wn, in cnnsul t ::lti nn w:i th 

thp npS0rvf' n~"'k. thr tr~nsit prrinrls ;.)pplicahlr tn 

'\5 indiclt~'d lhnvE' , nn inT.'TPst "'l,:'m"nt is invr-,lvr.-d in 

T. T. :~r.d q.C. spllino =IS ::>150 T. T. cl,".-m ruyinq tr·~ns-

~~tj~ns. H~','Jv('.r, :'1n int"r ·st rl:m.-nt is inv('llv~-'d in 

T • T. !) J~um"ll'U'r" huyi~ trans '1ctL·n. A minimum of 

...... 
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3 to 5 days are required to get rei~bursement of fore~n 

currency in the case of T.T. Documentary purchase trans­

action and, therefore, banks cannot sell soot. In order 

t~ c~mpensate themselves for handling documents, interest 

loss and forward margin, banks may charge interest for 

a few days, say five days, to the cust omer. 

Certain other important aspects 
relat ing to rate's for p;)und sterling 

4.32 The pound sterling bills drawn on and payable in 

the United Kingd~m are knmvn as d.irect bills. The bill~ 

drawn in pound sterling payable outside the'U.K., are 

regarded as indirect bills. For example, a bill in nound 

stElrling drawu :)(1 Dubai or Japan is an indirect bill. 

}Toweve r, a bill in ~)ound s terl ing drawn on Dubai or 

Japan where thP, negotiating bank claims reimbursement 

directly from the U.K., is a direct ~ill. When purchasing/ 

discounting indir~ct bills, banks are required to charge 

the'minimum differences' which ~epresent the interest for 

the additional t.ransi t period inv olv~d' lin realis ing and 

remitting the proceeds of hills to London. The I. minimurn 

differences' are calculated and advised to banks by 

FEDAI under T" ule 7 of FFDAI Lule s. 

4.33 A few examples on the calculation of exchange ratee 

for merchant transactions are given in the annexure to 

th is Chapter. 
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Exchange Control Regulati::ms 

4.3+ While quoting rates to public for both spot as well 

as forward transactions, authorised dealers should be 

guided by certain well-established foreign exchange 

c~nsiderations such as their own positi~n in the c~ncerned 

currency and volume ~f foreign exchange business given by 

the cl ient, ap~rt from the prev ai ling c over rates in the 

inter-bank or overseas markets. They should not quote 

to their c~nstituents rates wh~dh are better than those 

dictated by these genuine foreign exchange considerations 

on the gr~und that the constituents are keeping or have 

offered to kee? fixed or other deposits with the autho­

rised dealers. Conceding better exchange rates to merchants 

in this manner is against the spirit of the provisi~ns 

of the directives issued by the reserve Bank regarding 

interest rates on deposits as these practices in effect 

amount to giving a higher rate :>f interest indirectly 

~n the fixed deposits than per:nitted by the directives. 

Further, su~h practices lead to unhealthy competition 

amJng auth~rised dealers and serious distortions in the 

spot and forward exchange markets in India and hamper 

their orderly functi~ning. Should, however, occasi~ns 

arise for offering t~ the ir cust)mers rates Which are 

not based on the prevailing cover rates in the inter-bank 

or overseaS market on grJunds tha.t may appear to the 



auth~rised dealer t~ be genuine foreign exchange c~nsidera­

t iJns, the reas ::ms ~r c Jns idera ti~ns that we ighed with 

the auth~rised dealer f~r c~nceding the rates ~ust be 

J,::e ~t In rec~rc for pr::>duc t iJn t~ the f\eserve Bank f::>r 

.,crutinyas and when required (A.D. circular N~.44 of 1977). 

4.35 While quot ing rates fJr sell ing th e rupee to their 

JverseaS branches/Head Offices/c~rresPJndent banks, 

authJrised ce:llers should ensure ttlat the rate is in n') 

circumstances better f~r the ~verseas bank than the FBI 

ready selling rate (only ready selling rate f::>r '):mnd 

sterling is qu~ted by fBI) prevailing ~n that day in the 

case of p~und sterling and in case the qUJte is made 

against any other currency, the rate arrived at ,by 

coupling the RBI ready se lling rate f.)r :J~und sterl ing 

with the corresp"')nding rate f::>r the f:Jreign currency 

against pJund sterling (being thG direct cr::>s~ rate ')r 

the effective cr::>ss rate thr')ugh the medium Jf U.S. 

d Jllar) be ing qu Jted at the point Jf time in any ac t ive 

:)Verseas market such as L:md:m ::>r 3ingap')re. This rule 

will apply to bJth '!,.eady' as we 11 as 'Value next day' 

and '3pJt' (Le., value tHJ business days after c~ntract) 

transactiJns. Since the qUJtes f')r ".eady', 'Value next 

day' and 'S?Jt' transacti"')ns are nJrmally different, 

auth')rised dealers shJuld ensure, while qUJting rates for 

any Jne Jf these deliveries, that the rule can be c.)mplied 



... c.--._- -

with if a qu~te has t:) be made f:)r any other delivery at 

the sa~ne time. This rule will als:) apply if :)n any day 

the FBI buyinOg rate f:::>r the f:::>reign currency (being ~ther 

than p~und sterlihg) is better than the rate s:::> arrived at. 

Symmetrically, wh ile qu )ting rates f)r c JnversiJn )f 

surplus rupee balancGs held by JVcrseas banks/Head 

Officos/cJrrGspJndont banks int:::> f~r2ign currency, 

auth :)ris8d di.;llers sh ~)uld ensure that the rate qu:::>ted 

is n')t bo tt;:r f:)r the :;vcrsCas b3.nk than the :-.BI ready 

buying rate f8r p8und starling in tha caS~ :::>f p~und 

sterling and in Case the. qu )t·: is made against any other 

curroncy, the rate arriv0d at by c Jupling the F.BI reg.dY 

buying rate f:)r p)und sterling '~ith tho c:)rrespJndihg rate 

fJr tho f:::>reign currency against pJund sterling as 

0xplained abJvo. FJr enablipg snap chocks being cJnducted 

by the Reserve Bank at any timo, auth:)risod dealer.s ·sh~uld 

main tain 'a c Jnt inuing rec .:lrd )f tho rates. qu:)ted t ~ 

')versaas banks indicatin8 tho tim\:3 at which tho transacti')n 

was dJnc, the cr:::>ss rate: f:)r the f:)roign currency (if ~thcr 

than pJund sterling) against pJund st<:.rling :)n which the 

rate Was based and tho bank's margin. This r~cJrd 

t)gethor with supp:::>rting (;vid.::;ncc sh.)uld be avatlabla 

ri.'adily f)r producti')n t) tho Roserve Bank whoncvcr called 

fJr (A.D. - G.? S~ri0s - circular N:).50 )f 19'79). 
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4.36 Auth:lriscj d;:::al2rs, whc:thc;r Ind~n :)r f:)reign, 

sh:mld d0a.l with thoir :)V·)rSCas br3.nchcs at 'arm's length' 

and n') pre fc r-.:nc.::: s sh ')uld be sh JIm in re gard tJ rates. 

In Jth,;r w,)rds, they shJuld n:Jt :)ffor the prevailing 

inter-bank rate .Jr LBI c:Jv,:;r rate f')r s.Jlling rupJos 

against U.S. dJllars, De:utschc Hark.s and Japanese Yen tJ 

their :w,.~rs(?as branc110s with:>ut adding any cushi::m/ 

I'Jading margin whatsJ-.:;vcr )n grlunds such as that the 

transactiJns with )v~rSOas branches wcr~ c')vcrcd fr~~ th~ir 

p')siti.Jn )r that tho rup,,;0 funds gonoratcd by such trans­

actiJns c)uld be lent in th~ call ID')nay market, etc. 

A.Is::> , auth)r iSLd dealers sh :)uld n Jt 8ffor tJ JVcrsc:as 

branches rat0s )n the basis ')f ratos ·Jffcrcd tJ the ir 

imp')rtGr custJrncrs f::,r large value businoss by building 

up small. cnJugh cushL)n/1Jading margin thus making tho 

rat,.s b,~tt~r thg,n ~vc'n th,::; pr'"vailing int,,:r-bank rates 

4.37 Th€:' spr(~ad limits giv . ..:n in paragraph 1+.19 ab1Vc 

d:! n)t g:1V·Jrn rates qu;t"j f.lr rO'ldy businoss (Jthcr than 

clGan TT) jr f,)r fJrwaro businGss. The: ratos f')r rc~dy 

bus in;.~ s 3 (othor than clc an TI') sh Juld, as usual, b.3 

subjoct t) cJnsidcrati)ns )f intorest rate (nJrmal ')r 

c')nc0ssiJnal as apprJpriat0) and tr~nsit pori~d, if any, 



laid d:)wn by "FED AI with tho appr )Val :>f the Res.:rvc Bank 

fr')m timo tJ time. The f:)rward rat0s may be qu.:>tQd:--n 

the: bas is :)f n Jrmal fac t.:>rs :>f supply and demand and the 

c )vcr rat.:Js available f:>r s ucb bus iness. Au th Jris0d 

d":;alcrs must ensure that th0 rates qUJted f::r.r ready clean 

TT business at all their JP~rativ~ brancn~~ at any pJint 

jf time clnfJrm t~ th0 spread limits. Further, they 

sh )uld als J readily furnish t.:> the mcmbiJrs of the public 

wh~ enquire, their ratos fJr b)th sides Jf business with~ut 

insisting )n the naturo ,"Jf interest (i.e. purchase )r 

sale) b<3ing r,.;vc::llcd (A.D. - G.P. S~rics - circular NJ. 

68 ')f 1 980) • 

'twJ-way' dealings in f:>r",ign curr-:::ncics :mly in the 

Indian int0r-bank market, i.o., d~alings botw00n 

auth:>riscd dcalQrs thc-msolv0s. They arc n:>t pGrmittcd 

t) :)ff0r tW,l-way qu ,tcs f)r Indian rupo.::::s in intornati-lOal 

markets, i.c., as b0tw~cn the auth)rised dc~lcrs in 

India ~n the ono hand and JvorscaS banks .:>n tho ')thcr. 

Auth "Jriscd dealers can, h.:>w\Jvcr, qU.:>t0 a ratQ f Jr either 

a sale Jr a purchase )f rup'::;L;s, and c:mclude the trans­

acti~n at tho agr2cd rate (A.D.-G.P. Series - circular 

Guidclinus f~r Inspecting orfic~rs 

4.39 The Inspocting Offic~r shJuld verify, by sample 



ch:'ckino. whE'thcr thp rot,::·s of exchanqc qu!)ted by tho: bank 

arr in 3cc~rdancp with the F~chanqe Contr81 Rpgul~tions 

and the Rul~s of tht· Forf'ign ~xch.:'Inq{' D0alf'rs' Associ~tion 

nf Indi3. He should b~~r in mind the Exch~ngc Control 

~~qul~ti~ns qjvcn in paraaraphs 4.35 to 4.39 above and 

vU"j fy. by tpst ch.,ck. wh ... thr>r thc.. ratp.s quntr-d by th(> 

cC'lnk to its crmstituents 3nd 0V('TSC"lS br::lnchf>s,/Hrad Officp, 

C nrr('Spnn0 p nts art> in ClCC "lrd .1ncp with the rPQul.=.lti nns as 
.' 

r~a~rd. In casE' any sprcial rat~s nf pxch~nap h~vp b~pn 

ain~rl as als~ whrthrr thp "lP?r"lval nf the apprnpri~tn 

auth0rity in the bank h~s h~~n ')htain~d. He may also 

ex .1mine whcthr'r the rp as :Jns which 'l'Jeiqhed with the bank 
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PNNEXUP.E TO CH.LWTSR .4 

EX-3mplr-s on c;1lcul ~tion I)f 0xch3noe 
r~t~s fer mFrch~nt tr~ns~ctilJns 

F'1r thE' purplJst ()f thf'St'" illustrations. 'RBI selling 

-=3nd buyinC) r 3t('S f rr !")(')unrl storl inQ ;md buyinq r"lte for 

u.s. d()lllrs .1S on thF loth t-.Tnvr-mbc'r 1983 h.3ve been t"lken 

-=3S fnllnws 

( i) o,BJ selling rr:ltf:: Q<;. 100 = .r. 6.4977 ... .., 

(ij ) U.~I bU"ina r rltp: 0<; • 10n = ~ 6.5317 . - ., 

, iii) P.BI buvina r rlV': Pc: • Inn = ,.,. 9.70 
l' 

2 B.:.Jnks sh'lulrl ;'ld"pt V",P 9 ')inQ m·)rk0t rrltr.>s f0r 

I. POUlO STFU.LI .. {) P,ATES - - .-._---_ .. _--- -

With E'xch"lno(' m·lrain of 0 .025°~ ------- -- -.-........ -------
RSI rate Inter-bank ratE' 
_.__ _ _~s~~!lJ~_ 

(i) Bi3se rate~ £ 6.5317 .£. 6.5200 

~il) Add E'xch~nqp. margin 
of 0 .025"~ of the 
bASP ra~p Z 0.0016 

SOl"\t T. T. buyinQ 
r"ltp 

,£ 6,5333 

.: 6.5:13'5 

;2 0.0016 

.2 6.5216 

;: 6.5215 

..... 



(i) Fhsc rate::' 

(ii) Arid ~xch~nn~ m~r9in 
of 0 .0SO~ 0f thr­
b3S."" r·1tp 

Spnt T.T. buyinq 
r-"ltf> 

(i) B .::lS.:: r:Jtp. 

(ii) Add pxch~nqc m3rgin 
·")f o.oeo% of the 
b·1SP r-itp. 

Spnt T. T. buying 
ratp 

~h ('~ch;m9(? 

RBI r)tp 

£: 6.5317 

:£ 0.C033 

£ 6.53~ ---_._--

.~ 6. 53':D 

m-Jrgin r,f 0.050% 

Int0r-bank rat(3 
--'- as sumFd) 

_~ 6.5200 

£ 0.0033 

.:: 6.5233 

:. 6.5235 

'·Vi th f!xchi'mg0 m.:'1rqin nf 0.000% 
-----------~-----'-----------RBI r3t0 Int~r-bAnk r~te 

( assumc.~._ 

.£ 6.5317 .: 6.5200 

£. 0.0052 £ 0.0052 
--.::a:r---' -. - . -

£ 6.5369 -~--£ 6.5252 

.2 6.5370 £ 6.52~ 

2. SP'1t sjghtj?ill 'l:u.yina r~tp 

(ii) Add f0rv~rd m~rajn 
f"r thp tr-insit

J 

prri'Jd (us\)~lly fnr 
nne m0hth) 

(iji) Add pxch~nap m~rgin 
of 0 .12~ of the 
bls(~ r·1tc 

SP'"lt sil.Jht bill 
buyjng r.'1tr; 

'lIJith ('Ych"1no("l m'rgjn ....,f 0.125% --_._-- _. ------.. - ...... .. ' - _. ---- - --
RGJ r~tp Int~r-bank r~~0 
____ _ (.:l~m~11._ 

.2 6.5'3l7 

;:. O.00E'2 
~6--:5:45') 

.:: 6.5460 

.£ 6. 520n 

.2 0.0082 
~·6.5357 

~ 6.5355 

..... 



(i) B ;::1.se rate 

(ii) Add forward margin 
for the trtlnsit 
pcried (usually f':1r 
one month) 

(iii) ,"\dc. cxch:J.nge mi1rgin 
of 0.140% of the 
b:-1.sC rnte 

Spot sight bill 
buying rate 

(i) Base rate 

(ii) Add forward mQrgin 
for the transit 
period (usually for 
one month) 

(iii) Add exchange margin 
of 0.150% of the 
b·)'se rate 

Spot ~ight bill 
buying rate 
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\H th exchflnge margin of O. 140% 
RBI ri1te Inter-bank rate 

( assumed) 

;;;, 6.5317 £ 6.5200 

£ 0.0060 £ 0.0075 

£ Q.0091 £ 0.0091 --------_. ---------
.£ 6.5468 £ 6.5366 

£ 6.5470 £ 6.5365 

With exchange margin of 0.150% 

RBI r3te 

£ 6.5317 

£ 0.0060 

.£ 0.0098 
--------
£ 6.5475 

£ 6.5475 

Inter-bank rate 
( assumed) 

£ 6.5200 

£ 0.0075 

£ 0.0098 

£ 6.5373 

£ 6.5375 

3. Spot 90 days sight bill buying 
:r.ate tBill on France) 

~ith cxchungc margin of 0.125% 
RBI r,-:ttc Inter-bank rate 

(assumed) 

(i) Base rate £ 6.5317 £ 6.5200 



(ii) Arid f'"'rw~rc. mr1rgin 
f"r 4 m'"lf1t!:s 
(3 mr"'nths us -"1ncc 
nlus 20 d~'/s tr~nsit 
p~ri~ct fnr indirrct 
bi 1.1) .£ a .0240 .£ D.On:> 

(iii) A~d pxchJno D m~rain 
':"'f () .1?5-'" '"If thp 
bC'lSP r'3tt') 

( i) 

, ii) 

Spnt ~ dnys Sight 
bi 1.1 buyinCl r;ltC' 

8 i'lSG rate 

Adct f,.,rward m2'rai-1ll 
f nr 4 mr'lnths (3' 
mnnths usancp pluS 
21) d!3Ys transit 
p0ri~d fnr in~irpct 
bill) 

(iii) ~rld exchana~ m~rnin 
r.f 0 .14f)o~ ;'f th r ' .. 

'-: () .mp2 =: () .(\)82 
--.-- _ ..... - ---.--., 6.5639 £ 6.5582 

~ 6.5640 .;,: 6.55OC 

'~J:"th exchancF' m.:lrqjn nf 'J.t4C1J6 
u •. ':: r "tf' Itltc'r-b ar1ki.3tf> 
--.-~_ -_._~ ':I~~iL __ _ 
~ ? 5317 £ 6 .520( 

b~sf> r:=\"tp .;:, 0.")'"'91 £ ~ .(1091 

£ 6.55';)1 

, i) 

( ii) 

Spnt c)() days sic.ht 
hill bw'inQ rat0 

B.1se :r'-1te: 

And fGrw~rd m~rgin 
f ",r 4 'TI''''nths (3 
m~nths us:=\~cr p1u~ 
20'd?ys transit 
p~rind frr indirpct 
bill) 

£, 6.5648 

-£ 6.5317 

.": n .0240 

.. -... --~.-~-

.: 6.5,)~ 

£ 6.5200 

:. 0 .o~r.() 

..... · 
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(iii) A~d pxchann~ mRrain 
·")f 0 .l~~~ flf thp-

73 

b,s(· r~t!"· .: 'l.m98 

Sp~t 9J 0lYS siqht 
bill buyino r;ltp 

(i) o,"'ISr- r-"lt0 

(ii) Add fnr~~rd'm~rqin 

----

-£ /).'5317 

f()r five' ml")nths .,.: 0.0300 

(iii) ArlO CXCh.1r.OC m~rgj n 
(5.1V 0.0:0%) of the 
b~s(' r~tp 2 O.O~33 

---.--
,£ t. 5650 

Five m~nth5 f~rw~rd 
r. T. buying r.1tc ~~ f.. 56=-

5. F ~rl,f'l "'I"('n (5 ·"V nne m!lnth) 3r) rl ~y's 

..2 0.0098 

.£ 6.5598 

I ntl"'r-h;mk r :->tf" 
__ .L( ]~5_,!rn(>dL._ 

.~ 0.0375 

.2 0.0033 

.2 6. ~6oe 

~ 6.5610 

~.i..qb.:L ~ 5 11 buy i ~ r;"'t (.l (p. i 1 ~. 'llJ·'Jl!b.L 

(i) B.5P r3tp 

( ii) Arlrl fnrvarrl m~rq5n 
f~r thr~0 m~nths 
( rl ;:·1 i V' TV P "r i nrj 
"np m~nth, usanc~ 
3() rhys -?nrl tr ,""In 5 i t 
p"'rir-·~ 15 ~;'l'!S, i.r. 
2 m~nths l~ rlnvs nr 

.: 6.~117 

3 m~nths} ~O.ulAO 

iii5) Add pxchlnor m~rojn 
'if, S;:IY, O. 12 SO~ ;f 
thp b~s~ r~tp ~ O.~082 

:., 6.5579 

Intr;r-bank r·:1tf' 
_l~s_~~"~ 

=- 6.5200 

:£ 0.0225 

£ 0 .0082 

£, 6.5~7 

...... 



On r m ,...,nt h f ~·rw?lrd 
30 d,ys si~ht bill 
buyino rate 

(i) '1,?lSr.. rate 

(ji) Deduct cxch~nq( 
m lrCJ in ,.,f, say, 
0.140% 'if the 
·\:)~sC' rate 

Sp0t T.T. sellino 
ratp 

£ 6.5500 

1i.31 r.:::tc 

.£ 6.4977 

.£ 0.f")()9l 

~?, 6. 48£'6 

7 .. Spnt bjll selljnc r~t~ 

(i) :: as!" ratr 

(ii) Deduct exch~nar 
mrlr<"lin "f O.12SC~ 
(Minimum) 

So::t T. T. sGllinc 
rate 

(iii) Deduct c.xch~nqp 
m arq in rof, s ay t 

0.190"% ,)f the spnt 

.-------.... 

.¢. 6.4977 

::.n .00P 1 

.£ 6.4896 

(£ 6.4895) 

T.T. spllinq r~te £ 0.0123 

Spnt bill sellinc 
r::!tp (hithert'"' 
eall~d B.~. s011i 
r~tr) 

£ 6.4772 

h • 477'p 

.£ 6. 5:x.>5 

In >··r-bank rate 
_t~~s.£L __ 

£ 6.5100 

£ 0.0091 
----

.2. 6. ~~:)l0 

I .... t~r-b~nk rate 
t as s UI!l c.£L-

.£ 6.5100 

,Z O.Cl081 

.£ 6.~19 

(£ 6.5020) 

..:: 0.0124 

.£ 6.4896 

.£ 6.4895 

...... 
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8. Fnrward (5ClY tw'" mronth5) 
bill 5011ino r~t0 --

(i) SD')t T.T. 5('11ino 
rate (vid~ 7 nb~~0) ~ 6.4895 

( ii) 

( iii) 

I I • 

Adrl f~rw~rd margin 
f"r tw'"': mnnth5 
(f"rw~rds ·f;:r T")(""\und 
sterU nq' j n the 
inter-b~nk markrt 
in In~ia 3rr qu~tr~ 
at rli5c.....,unt) 

r).:-rluct "'xcr..Jnof' 
marain 'If, 5 ay, 

. ~ O. 2n()Q~., .~f thp 
Clb""ve 

F orw'lrd till 
5ellinq rlte 

U.S. DOLLAR 8ATES -. -

.: ,.f") 1J) 

---
. ..: o.+i45 

.2 ().r) 130 

.: 6.4915 

~ 6.4915 

1. S~nt T.T. buying r~te ------ -- ~ 

(i) ·3ase rate :',. 9.7QOq 

(ii) Add pxch~nqe marqin 
'::If, 5 ay, 0 .J)60~, . 
~f the b0SP r~tp. ~~.n058 

Spot T. T • buying 
r 3tp 

;.. 9.7-'58 

Inter-bank r.?lte 
( ;:l55Umcd-L 

Z 6.5020 

.:. O.01:xJ 

.f: 6.5170 

.~ 0.0130 

;. 6.~40 

In;'rr-bank rate 
( "l5sum"';;;;..-d~) __ 

$ 9 .68:iJ 

~ 0.0058 

:;. 9 .6~18 

~9~ • UIf, '1JII..J , .. 

. . . . . 



( i) 

( ii) 

7(;, 

Deduct pxchanqc m~rgin 
of, say. O. 13SOh. nf the 
b as(' r,lte 

Spnt T • T. 5e11ino r'-1V:> 

$ 0.0131 

.~ 9.6719 

.... 9.6700 ,.. 

I I I. SWISS FT'>. A!':C rp • .T~S 

Assumed qU0t~ti0ns -
(i) Sw.Fc. 2.177.11ffi5·p n r r,n~ U.S. df"'ll::'1r 

(ii) ~1 = ~ 1.4Pl3/4842 

(iii) P.BI r;~tps f I"'r p""'und st0rlino - R<;. 100 = 
£ 6.4977/6.5317 

(iv) Cr"ss rat>' R'i. 100 = Swiss Fr;:mcs 20.9P20/ 

21.1385 

1. ~Q0t T.T. buying ·7~te. 

(i) B ,1SP r :)to 

(ii) Add ~xch~nge m~rgin 
,f, s::)y, 0 .C)~% "f 
the bFlS~ r~t€' 

5 p'"'t T. T. buvino 
r::lte 

R~.:I r<1tc IntC:.'r-bank rate 
( ,) S S urn c d.-.) ___ _ 

Sw. F cs .21. 1385 Sw.F c s • 21. 1COQ 

Sw. F c s.. () .0.106 Sw·.Fcs. 0.0106 
-----_._._.-

Sw.Fcs.21.1491 Sw.Fcs.21.1.l.06 
- -- - .. -- - - .-

Sv.r.F cs •. ? 1.15 Sw.Fcs.2J..11 

. . . . . 



2. Spct T. T. se11ina L1i£ 

C~ver r~te in int~r-bank 
m.,rkr:t (=1ssumC'd) _________ . ____ ._0.- _ 

(i) B 1S~ r::lte Sw. Fes. 21.0000 

(ij) D~duct pxeh:no0 m~rqin 
r::f, s 2.,/, ~. 125°~ ')f 
th·~ blSE' rrlt(' Sw. Fes. 0.0263 

S P ('It T • T. s p 11 i nq 
r·,tp. 

Sw. F es. 20.9737 

Sw. Fes. ~.97 



CH.t>JlT ER - 5 ~ 

FINANCING OF EXPORTS 

In the context of the persistently high level of imports 

neCE' 55 3ry to susta in the econ any, the increasing external 

de bt (,ervice payments and the near stabil ity in the inflow of 

I=;riv.::-te reimttances from abroad oromotion of exoorts is of , . . 

paramount importance. The following agencies are, primarily, 

involved in the promotion of exportso 

(i) Commerc ial banks, who advise/ confirm letters of credit 

op~ned by importers' banks abroad; give pre-shipment credit, 

short-term p)st-shipment credit, medium/long-term post-ship­

ment credit on deferred payment terms; and issue bid bonds, 

performance and other gurantees, 

(ii) Reserve Bank of India, who issues directives to banks 

for granting export finance at concessive rates of interest; 

provides refinance to banks against their pre-shipment and 

short-term post-shipment advances; and disburses interest 

subsidy to banks on behalf of the Government of India 

(iii) Export-Import Bank of India(Exim Bank) , which rediscounts 

elYt)ort bills of banks with a usance not exceeding 180 days 

and unexpired usance of a maximum of 90 days; gives 100 per 

cent refinance in respect of post-shipment credit extended by 

banks for export of capital goods covered by contracts upto 

Rs.One core; participates with banks in providing term loans 

to exporters, in respect of contracts above Rs.One crorc, for 



financ ing export of plants, equ ipment, mach inery and related 

services on deferred payment terms, turnkey projects and 

(" 0n struct ion contracts; finances the equity investment by 

Indi.an prcmoters in joint ventures abroad in Indian rupees 

in the form of long-term credit with or without participation 

from the Indian prcmoter's bankers; provides pre-shipment 

credit, by way of term loans for periods beyond six months, 

in participation with banks to exporters for executing large 

value export contracts involving supply of high value caoital 

equipment having long manufacturing cycles; gives term loans 

to Indian consultancy firms for export of technology an:-l 

consultancy services with or without oarticioation of banks 

or thr ough ref inance; pa.rt ic ioate s with banks in the guarantees 

issued in foreign currencies on behalf of Indian exporters/ 

contractors in favour of overseas importers/employers; offers 

directly to foreign buyers Buyers' Credit for import of caoital 

go6ds ano turnkey projects frQn India; and extends lines of 

credit to foreign governments and overseas financial institu­

tions to enable them to provide long-term finance to borrONers 

in the respective countries fo~ import from India of 

machinery, capital eauiome~t and services for their oroiectso 

(iv) Export Credit and Guarantee Corporation Ltds(ECGC) , 

which issues policies and orovides guarantees covering risks, 

commercial as well as political, faced by exporters and 

export-financing banks. 



(v) The CQnmerce Ministry of the Government of India, who 

make available from their Marketing Development Assistance, 

incentives and duty drawbacks to exporters and interest 

subsidy to the export financing banks~ 

5.2 Fun~tions of EXDorts Section in a bank 

The ~xports Section in a bank is mainly cQncerned with 

the f 011 owing items of work: 

(i) Advising and confirming export letters of credit; 

(ii) Grant of packing credit facilities; 

(iii) Negotiat ion of eXDort bills drawn under letters of 

credit; 

(iv) Purchase and discount of export bills without letters 

of credit; 

(v) Handling export bills for cOllection and making advances 

aga inst them; 

(vi) Grant of med ium/long-term post-shipment credit on 

deferred payment terms; 

(vii) Providing forward exchange cover; 

(viii) Issue of bank guarantees towards fulfilment of export 

quota and export performance, as also bid bonds, performance 

and other guarantees on beha If of exporters of engineering 

goods on deferred payment terms and turnkey projects and 

undertaking overseas civil engineering construction contracts. 



5.3 Forms of export credit 

Export credit may be given/availed of in the followina 
-' 

forms; 

(a) Pre-shipment credit 
(Packing credit) 

(b) Short-term post-shipment credit, and 

(cj Medium and long-term post-shipment credit 
on deferred payment terms. 

504 While pre-shipment credit and short-term oost-shipment 

credit are given by commercial banks, post-shipment credit 

on deferred payment terms is given by banks as also by Exim 

Bank in participation with bankso 

505 Relaxation in rates of interest for pre-shipment 
and post-shipment cr~dit. 

S inc e Au gLl st 1967, c ommerc ial ban ks, by virtu e of 

directives issued by the Reserve Bank have been charging 

concessive rates of interest in respect of all pre-shipment 

and post-shipment credits granted by them. The details of 

the concessive rates of interest in force with effect from 

April 1, 1983, are given in the following paragraohs. 

506 Rates of interest for pre-shioment credit 

The rates of interest WQlld depend on the purpose for 

which the credit is extended as detailed below: 

(a) Pre-shipment credit for export of specified medium and 

heavy engineering goods and financing working capital 

reqJirements, for execution of construction contracts abroad, 



for incurring preliminary exoenses, e.g., to transport necessary 

technical staff and purchase of consumable articles either in 

Ind ia or in the country wher~ the contract is to be executed 

(vide circular DBOD~NooECC~BC,90/C.297P-75 dated October 23,1975)0 

Rate of Interest 

( i) 

( ii) 

upto lS0 days 

Beyond lS0 days and upto 
270 days(extension with 
the approval of Reserve 
Ban k of Ind ia) 

(iii) Beyond 270 days Not exceedino 
16.5CY,h J 

(b) Other specified goods, viz., hand knotted carpets, leather 

manufactures and finished leather, coir products, cashew, 

tobacco, sports goods and engineering goods as indicated in 

circular DBOD,No.ECC~BC.l44/C.297 P-SO dated December 9, 19S0. 

(i) upto lS0 days 

(ii) Beyond lS0 days 

( c) Other goods and consultancy 

( i) upto 90 days 

( ii) Beyond 90 days and upto 
135 days (extension of 
45 days may be granted 
by the bank itself) 

( iii) Beyond 135 days 

12.0)6 

Net exceed ing 
16.50}6 

services. 

12.0}6 

14.5~ 

Not exceed ing 
16.5(lb 



Rate of inte~est for post-shioment crcdi~ 
5. 7 At the post-sh ipment stage, banks are required to charge 

interest at a rate of 12.0)6 per annum on export bills purchased 

discounted/negotiated, whether under letters of credit or 

otherwise, and on advances aranted aaainst exoort bills 
-' J • 

received for collection, for a maximum period of 180 days, as 

indicated below: 

(i) Demand bills for the transit period as specified by FEDAI. 

(ii) Usance bills upto 180 days comprising usance period of 

export bills, transit period as specified by FEDAI and grace 

period wherever applicableo In cases where exoort 

bills are realised before the expiry of the full usance oeriQd, 

banks are eligible for the interest subsidY and are required 

to charge the concessive rate of interest only for the actual 

period for which the usance has run plus the permitted transit 

period and days of grace wherever applicable. If, hO'Never, the 

bills are realised after the notional due date, the interest 

subsidy can be claimed only upto the notional due date. The 

date cf realisation of usance bills for this purpose would 

be the date on which the proceeds are credited to the bank's 

Nostro account abroad. 

Rate of interest for advances acrainst 
claims for export incentive~~, ______ __ 

5.8 In respect of advances granted against export incentives 

receivable in the form of cash assistance and duty drawbacks, 

c overed by Export P roducti on Finance Guarantee of ECGC, at the 

pre-shipment stage and also at the post-shipment stage, the 



rate of interest of 12.~ per annum is aD~licable for a 

maximum period of 90 days, 

Rate of interest for deferred 
,2ayment eXDorts 

5.9 In the case of eXDorts on deferred payment terms for 

periods Over one year, the Reserve Bank has fixed a rate of 

interest of 8.65% per annum. This facility is, hOt/ever, 

available only in res~ect of export of s~ecified ca~ital and 

producer goods approved by the Reserve Bank from time to time. 

Rate of interest for Deriods for 
which concessive rates of interest 
are n ot ~o,..;;o;.;:l:..:i:.::c;..::a:..:b;:.;:l=-:e=--_______ _ 

5~10 Banks have been advised that where ~re-shi~ment credits 

or post-shipment credits are extended beyond the oeriods 

stipulated for concessive rates of interest, they shOJld 

charge a reasonable rate of interest, as low as possible, for 

the extended period, taking into accOJnt the priority 

character of export credit. The scheme of penal rate is not 

apolicable during such extended periods, vide circular 0800, 

No.Dir.OC.70/C.96.76 dated 26th June 1976. In those cases 

where packing credits are availed of but exoorts do not 

materialise Whatever may be the reason for ex~orts not 

materialising banks are required to charge a suitable rate 

higher then their normal rate of inter8st from the date of 

advance o The penal rate is such cases may be on the scales 

indicated in paragraph 2(ii}(a) of the aforesaid circular~ 



5.11 At the post-shipment stage, interest subsidy is 

available to banks only when export bills are realised within 

a period of 180 days from the end of the transit period in 

the case of a demand bill and fram the due date in the case 

of a usance bill. Where an export bill is realised beyond 

such period, the financing bank becomes ineligible for 

interest subsidy and would, therefore, be entitled to charge 

in respect of such overdue export bill interest at a rate 

not exceeding the ceiling rate (16.5 per cent with effect 

from April 1, 1983) for the entire period of the post-shipment 

c redi t, At the same time, the interest subs idy cl a imed an d 

received in respect of such ineliqible bills will have to be 

refunded to· the Reserve Bank. In such cases, it will be 

not in order for banks to recover from the exporters the 

interest subsidy of 1.5 per cent refunded to the Reserve Bank 

It may be emphasised that it is only where the credit does 

not actually result in an export transaction, in which case 

the credit ceases to be export credit, that banks can levy 

a penal rate of interest as indicated above. 

Credit Authorisation Scheme 

5.12 In regard to the financing of exports, the folla.Ji.",] 

relaxations have been allowed in the Credit Authorisation 

Scheme. 

( i) In the case of a maj or export-oriented manufacturing 

unit whose annual average export turnover during the preceding 

three calender years is more than 25 per cent of the total 



turnover of the goods manufactured by it and whose export 

turnover in the following year wQJld not fall below 25 per cent 

of the total turnover, the eut-off point for working capital 

limits is Rs.5 crores (as against Rs.4 crores for other 

borrCNlers in the public or private sector). Further, the 

cut-off point in respect of such an export-oriented manufactu­

ring unit in the private sector for individual term loans 

repayable over more than three years is Rs.l crore( as against 

Rs.50 lakhs for other private sector borro.vers and Rs.l crare 

for public sector borrowers, whether or not the public sector 

borrONers are export-oriented manufacturing units) 0 

(ii) Prior authori~ation of the Reserve Bank is not reQUired 

for the grant of post-shipment working capital limits relating 

to exports, but such credit facilities are to be counted for 

the purpose of the cut-cff point. 

(iii)The export packing credit working capital limits aggregating 

Rs~5 lakhs to a single borrower frQTI one bank may be granted 

withQ.Jt obtaining the prior authorisation of the Reserve Bank. 

Besides, without prior authorisation, banks may allow 

additional packing credit limits upto 25per cent of the 

existing export packing credit limits or Rs.50 lakhs, whichever 

is less, for periods not exceedinCJ three months. This discre­

tion is, however, available only where the packing credit 

limits are clearly defined and segregated, and not for 

combined/interchangeable cash credit and packing credit limits, 



and should be exercised in banks at a level not below that 

of a Canmittee of Executives. The aforesaid credit facilities 

are to be counted for the cut-off pOint. 

5.13 The export post-shipment and packing credit limits as 

at (ii) and (iii) above sanctioned to a non-CAS borro.Ner which 

would take the total credit limits enjoyed by it from the 

banking system to Rs,1 crore and above or to a CAS borrONer 

are required to be promptly reported by banks after sanction 

to the Reserve Bank along with the relevant data and a brief 

self-contained note or a copy of the note put up to the 

sanctioning authority explaining the reasonableness of the 

assessment of working capital neejs and justification for 

the additional limits souahtG 
oJ 

Pre-shipment credit(Packinq credit) 

5.14 Pre-shipment loan or packing credit facility is allowed 

to meet the working capital requirements of an exporter for 

the specific purpose of purchasing, processing, manufacturing, 

assembling and / or packing of goods meant for export against 

the lodgment of irrevocable export letters of credit or on 

the strength of confirmed firm export orders or sale 

countracts. Packing credits are also granted to finance 

receivables such as cash incentives and duty drawbacks. Raw 

materials, stores and components, goods-in-process and 

fin ished stocks, pr ocessed/ a l'}Jired with the pre-sh ipment 

finance provided by the bank, should be pledged or 



hypothecated to it, depending upon the stage at which they 

are. tlicking credit facilities are usually extended by way of 

loans and the outstandings in the loan accounts should be 

extinguished by negotiation of the relative export bills and 

cl a ims on Government departments in connect ion with cash 

assistance and duty drawbacks. Such adv~nces are usually 

covered by packing credit guarantees issued by EeOC. 

5.15 The period for which a packing credit advance may be 

given by a bank depends U00n the circumstances of each case, 

such as the time required for procuring, manufacturing or 

pr oce ss ing and shipp ing the relat ive goods. It is pr imaril y 

for the bank to decide the period for which a packing credit 

advance may be given having regard to the relevant factors, 

but it should be sufficient to enable the exporter to ship 

the goods. ~owever, concessive rates of interest are appli­

cable and interest subsidy is payable only for the periods 

stipulated by the Reserve Bank. 

5.16 A clos~ watch must be kept by banks on the end -

use of packing credits and also on the timely fulfilment 

of export orders. It should also be ensured by them that 

neither the amount nor the period of the packing credit 

advance exceeds the actual requirement in each case, as 

follows: 

( i) Whether the entire amount of the packing credit is 

needed in one lump sum for fulfilling the export order or it 

could be released in stages; 



(ii) Whether an import licence has been obtained in case 

a particular component or raw material is required to be 

imported for executing the export order; 

(iii) Whether a letter of credit has been received where the 

export contract provides therefore; 

(iv) "'~ether the reasons for the delay in receiving the 

letter of credit are justif ied; 

(v) Whether the progress made by the exporter from time to 

time towards fulfilment of the contract is satisfactory and 

funds drawn under the packing credit advance have been 

actually utilised for1he purpose for which they have been 

made available; 

( v i) Whether the contracts c over all e ssent ial particu lars 

such as the quality and quantity of gOOds to be exported, 

price at which the goods are to be supolied and the date of 

shipment, etc. in the case of packing credits being made 

ava ilable on the basis of export orders without the 

5tipulation of opening letters of credit. 

Packing credits without lodgmtnt of firm orders/ 
letters of credit and on running account basis. 

5.17 To satisfy the financing banker that the accommodat.lon 

required is export credit, the exporter has to produce a firm 

export order or a letter of credit and lodge thE" same with the 

bank. In the case of certain commodities which are processed 

exclusively for export, compliance with such requirements may 

not always be possible. Banks.have, therefore, been 



permitted to extend pre-shipment finance to regular exporters 

on the strength of their past performance and capacity for 

undertaking the exports for which the finance is sought, even 

if they are unable to produce letters of credit on firm export 

orders .. Commodities entitled to this relaxation include tea, 

jute goods, ca~hewnuts. coffee, hides and skings, finished 

leather, tobacce, diamonds, !)recious and semi-precious stones, 

oearls, synthetic stone~, mineral ores, marine products, sea 

foods, carpets and silver ornaments/ware.. In additional, pre­

shipment finance for these ccxnmodities is permitted to be given 

on a running account basis and banks can mark off individual 

export bills as they are received for negotiation against the 

earliest packing credit advance .. 

Packing credits in excess of FOB 
value of contract/order 

5018 Banks have been advised that packing credits g~ant~d to 

exporters should be sufficient to COver tbe value of export 

orders, except for costs, if any, to be inturred after the 

stage of shipment and/or negotiation of bil~s. Normally, 

packing credits should not exceed the FOB value of the contract/ 

order or the domestic cost of su ch goods, whithever is le SSe 

However, relaxations have been made as indicated belCMI: 

(i) Advances may be granted upto the domestic cost of goods to 

be exported even though such cost is higher than the FOB value 

of the contract/order, provided the excess advance is covered 

by export incentives receivable from the Government of India 

and Export Production Finance Guarantee of B:GC is obtained .. 



After ~.~e qoC'ds are shipped, the amount of the relative export 

bills should be adjusted towards the pre-shipment advance and 

any balance outstanding should be treated as a post-shipment 

advance against export incentives receivable. The advanc~s 

aga inst export incent ives at the pre-sh ipment stage( on th e amoont 

in excess of FOB v_lue) and at the post-shipment stage( on the 

ba lance outstanding in the acc ount after sh ipment) are el ig ible 

for the concessive rate of interest upto a maximum period of 

90 days. Where post-shipment advanc es are granted aga inst 

provisional entitlements for duty drawbacks as certified by the 

Cu stQ'ns auth ori ties under the Duty Drawbac k Cred it Scheme ,1976 t 

they may be used for adjustin~ any pre-shipment advances 

granted in excess of FOB value. 

(ii) Banks are permitted to provide packing credits to exporters 

of HPS groundn~t, deoiled and defatt~d cakes and rice bran 

extraction against the security of the relative raW materials 

(e.g., groundnut, cottonseed and rice bran) to the extent of the 

value of raW material reau ired even though the amount sO 

a dvanc ed exc eeds the va lu e of the exp art order, Th is f ac il i ty 

is, however, S\.lbject to the condition that the amcunt of 

packing credit in excesS of the export value shoold be adjusted 

either in ca.h or by sale of the residual grcundnut or bY-!Jroduct 

oil as soon as the selection of HPS groundnut/extract"ton of oil 

is completed. but within a period of 15 days in the case of 

packing cred its granted to exporters of HPS groundnut and 30 days 

in the case of packing credits provided to exportars of decilcd 

and defatted cakes and rice bran extraction, fr~ the date of 
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advance. The balancE in the p3ckinj credits has to be 

.:I~~j:.isted by the proceeds of the relative export bills. The 

excess packing credits would also be eligible for the concessi 

r:":1te of interest and interest subsidy upto a maximum period 0,,-

15 days or 30 days as specified above. Banks should extend th( 

benefit of the aforesaid relaxation judiciously for the genuin0 

credit requirements of exporters, after making a careful·asses~ 

ment of the additional credit required over and above the vall' 

of the export order, taking into account the genuine raw 

material needs fer executing the ex~ crt order and the product i 

schedules, etc. They should also ensure strict monitoring of 

the borrowers' accounts and devise approoriate safeguards to 

present misutilisation of the facility. 

Su...P...§t it l:Lti 00 of export contracts 

5.19 Where, for any reason, exporters who have availed of 

pre-shipment finance against export orders are unable to 

adj IJst the ~acking credit, it is in order for banks to 

allow the: exporters to adjust the outstandings from the procec:::.:: 

of export bills drawn on other importers ei"th.-:r in the same 

country or in any other country, provided the relative bills 

are in respect of the same goods for·'(.'hich th:~ pre-shiprn0nt 

credit was originally given ar.d the e)(~ort under the substitu'~ 

contract takes place within a reascnable time. 

Exports on consianment basis. 

5.20 Precious and scmi-preciQJs stones, pearls and synthetic 

stones are exported mostly on a consignment basiso Banks may 
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adj:.Jst tho:': pre-shipment adv.:Jnc(:s in th2 case of exoorts On 

ccnsiiJr.m0r.~ basis, as SOonlS the export takes place, by 

tr,nsfCL of the outstandin,] balance to a special( post shiprn8nt) 

,~ccount which, in turn, should be adjusted from the r(:lative 

sale proceeds received fr/)1} abroad. Such post-shipment 

advances are eligible for the concessive rate of interest as 

also interest subsidy upto a maximum period of 180 days from 

the date of advanr.e. 

5021 The authorised dealers are required to comply with the 

regulati0ns regarding consignment exports laid down in oara­

graph llC-15 of the Exchange Control ManuaL 

Packing credits for exports thra.Jgh 
E~r~~ouses/A~encies. 

5.22 Packing credits may be granted at a concessive rate of 

interGst to supoliers who do not have l:?ttc"'-s of crc:dit or exnort 

orders in their ONn name and are exporting thra.Jgh Exoort Houses, 

State Trading Corporation and other agencies provided that, 

apart frQ'n usual stipulations, the following requirements are 

complied with: 

(i) The ban k sh ou ld obtain froc; the Exp ort House a letter 

setting out the details of the export order and the portion 

thereof to be executed by the supplier and also indic3ting tho 

peri od, if any, upto which the Export House would 1 ike to avail 

itself of packing credit in respect of such oortion of the 

order as is to be executed by the supplier. 



(ii) The Export House; shf1'Jld open inland letter of credit in 

f<lV0Ur of the supplier givi.ng relevant particulars of the 

vxport letter of credit/ ordl;r, anj thE: outstandings in the 

packing credit account should be extinguished by negotiation 

of bills under such inland letter of credit. 

(iii) If (ii) is inconvenient for the EX90rt House, the 

suppl ier should draw bills on the Export House in respect of 

the goods supplied for eXl)ort and adjust packing credits frC)n 

the proceeds of such bills. In case the bills are not accom­

panied by bills of lading or othc:r export documents, the bank 

should obtain through the supplier a certificate from the 

Export House at the end of every quarter that the goods supplied 

under this arrangement have in fact been exported. The 

certificate should give particulars of the relative bills such 

as date, amount and the name of the bank through which the bills 

have been negotiated. 

( iv) The bank should cbtain an undGrtakino from the suoolier 
-' ' . 

th3t the advance payment, if any, received froo) the Exrort 

House against the export order would be credited to the 

packing credit account. 

5023 Where goods are to be manuf.:Jctured by the sU9plier and 

processed by the Export House, pre-shipment finance at a 

concessive rate of interest may be availed of by both the 

parties for the required PQriod, so, hO'Never, that the tot",l 

p8riod does net exceed the relevant maximum period l1errr.itted 

for pre-shipment finance at the concessive rate of interest. 



c: 1b 

5.24 Banks shQlld ensure that there is no double fin':lncing 

of the same export order. It is desirable that an inland 

letter of credit is established so as to bring about a clear 

~nd proper relationship between the banker to the Export House 

and the banker to the supplier/ manufacturer. 

Packing credit facilities against supplies 
to IBRD/IDA/UNICEF aided projects/programmes 
in India. 

5.25 Advances granted to partias against orders for supplies 

to IBRD/IDA/UNICEF aided projects/programmes in India are 

considered as packing credits if they satisfy the followin~ 

conditions: 

(i) The advances shQlld be adjusted from free foreign 

exchang e, represent ing payments for supol ies of goods made 

under the IBRD/IDA/UNICEF orders, However, in those cases 

where free foreign exchange is placed at the disposal of a 

Central Agency of the Government of India and the supplier 

of gOOds is not directly concerned with the receipt of foreign 

exchange, packing credit faciliti0s may be provided by banks 

on the basis of an authenticated copy of the contract between 

the project authorities and the supplier, together with a 

certificate issued by the concerned Central Agency to the 

supplier to the effect that he has won a particular tender 

under international competitive bidding for supplies to such 

aided project in India. 
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(ii) The sup'~lics made by the rnaian suppliers are used by the IERn/ 

IDt:\./u!.'·IC~F only for its aid proj ccts/programmes in India and are 

eligible for the gr2.nt of normal export benefits by the Government 

of India. 

:t:.aS .. 1.<.iPSL ... c.r.e.Q.i ,tE .. _ fo£_ e~p.o,r:t, .p.f ... c.oP.s .. uJ. tan.cy .. s.e_r~!.i..c~~. 
5.26 Banks may gr;:mt -ore-shipment credit facilities aqai.n,st conslJl-

tancy agreelilen'ts to consul tancycirms for meeting expenses of tech~ 

nical and other staff employed for projects set up in foreign coun-

tries ,md for purchase of any materials renuired for the purpose, 

after taking into account adval'ce r>ayments received agClJ.nst the 

contracts. Such advances are to be gr~nted ~t the concessive rates 

of interest for a maximum peri.od of 135 days, 1. e., 90 days at the 

rate of 12.0% per annum and further 45 days at the rate of 14.50% 

per annum. 

5.27 .. The regulations regard..i.ng ·the undertaking of consul tancy/ 
are 

technical services abroad JOVllaid dO\OTn a Part F of Chapter 11 of the 

Exchange Control l1anual. 

5.28 In ord(~r tr, assist construction contra.ctors to meet their 

initial working capital re,..,.utrements for execution of Cl"')ntr2cts 

abroad, banks :nay grant p~cking credi.ts to bonafide contr"l.ctors at 

the concessive rates of i.nterest for a mClximum period of 270 days, 

Le. lRO di.~yS at the rate of 12.0·'~ per annllm C'tnd further 90 days at 

the rah:~ of 14.50'% per annum, subject to the followi.ng condi_tions~ 

(i) The a;'.~T"'nces mU'·T be made on the basis of a firm contrnct secured 

from abroad, tn a separate account, on an undertaking obtained from 

contractors that the finance is required by them for incurring 

preliminarv expf>..nses in connectton ",11th the 
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execution of the contract, e.g., for transporting the 

necessary technical staff and purchase of consumable articles 

f or the purpose of executing the contract abro.ad. 

(ii) The advances should be adjusted by negotiation of bills 

re lat ing to the contract or by remittanc es received fr Qn 

abroad in respect of the contract executed abroad. 

5.29 Where the contractor is also exporting supplies like 

cement, steel and building materials, pre-shipment credit, 

as ava ilable to, other exporters of such goods, may be availed 

of by the contractor at the c oncess ive rates of interest of 

12a~ per annum for 90 days and 1405~fo per annum for further 

45 days. 

5.30 In Ci'lse the pre-shipment credit availed of for export of 

·materials and other expenses is to be repaid in part or in full 

out of progress payments and no bills are drawn at the post­

shipment stage, the balance outstanding in the packing credit 

account m3Y be treated as post-sHipment credit frQn the date of 

shipment of goods and as such, it will be eligible for the 

concessive rate of interGst of 12.~ per annum upto 180 days. 

5.31 The regulations regarding the undertaking abroad of 

construction contracts are laid dONn in Part E of Chapter 11 

of the Exchange Control Mannual. 



Packing credits to units in Free Trade/ 
EXDort Promotion Zones. 

~~~~~~--------------

5.32 Banks may make available working capital to units in 

Free Trade/Export Promotion Zones by granting them packing 

credits su bj ect to th e gu idelines indic ated below: 

( i) At the time of granting packing credits banks may not 

insist upon production of letters of credit/firm orders; these 

may be produced later. 

(ii) Packing credits may be gr<3nted from the stage of procuring 

raW materials, whether imported or purchased locally, for the 

purpose of processing, manufacturing, packing, etc. 

(iii) If the bank maintains different acccunts at various stages 

of processing/ manufacturing, etc., e.g., hypothecation and 

pledge, the outstanding bal~nce may be adjusted by transfer 

from one account to the other and finally by negotiation of the 

relative export bills or remittances received from abroad in 

respect of the eXDortso 

(iv) Banks should mark off individual export bills as they 

are received for negotiation against the earliest packing 

credit and thus ensure that no packing credit rem;;3ins ~tstanding 

for more than the stioulated period(s). 

Short-term post-shioment credit. 

5.33 Any advance granted by a bank to an exporter after the 

goods have been shipped is a po~,t-shipment credit. An exporter 

can avail himself of shcrt-term export credit at the Dost­

shipment stage from any cQ'nmcrcial bank authorised to deal 



in foreign exchange. The following are the principal mr::thods 

of financing exporters at the post-shipment stage: 

f i) Negotiation of export bills under letters of credit 

est-3bli shed by foreign branches/ cor:resp ondents; 

(ii) Purchase and discount of export bills or 'documents 

against payment (UP) and acceptance(DA} respectively; 

(iii) Grant of advances against bills on collection basis; and 

(iv) Grant of adv<3nces against cl-3ims for export incentives. 

5.34 Banks should maintain up-to-d-3te credit reports both on 

the drawers as also drawees of the bills. Export bills 

purch~sed/discounted without letters of credit are generally 

covered by export risks policies/guarantees issued by ECGC, 

besides usual marine/air insurance cover. 

Accounting procedure for overdue 
foreign currency export bills 
neqotiated, purchased or discounted 

5.35 Presently, there is no uniformity in the accounting 

procedure followed by authorised dealers in respect of export 

bills negotiated, purchased or discD..lnted by them which bec.Qne 

overdue. Such bills are generally included in exchange 

positions till they are realised which not only disturbs the 

maturity pattern of foreign exchanqe cQl1mitmcnts of banks but 

also involves swap transactions. The follONing guidelines 

have been issued by FEDAI, with the aporoval of the Reserve 

Bank, which will be effective from 1st January 1984. 

( i) Where bills remain unpaid for a period of 30 days ~fter 
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the transit period in case of demand bills ~~~ 

ca se of demand bills end the due date in case of usance bills, 

the foreign currency amC'unt shall be reversed by the authorised 

dealer from the "export bills purchased portfolio" on the 30th 

day. In case 30th day happens to be holid,3Y, or Saturday, it 

shall be reversed on the next following working day. The rate 

applicable to such reversal shall be the ready T.To selling 

rate of exchange on that day and shall be reported as'Notional 

sale' of foreign currency. The rupee equivalent of the foreign 

currency thus rc-versed, shall be held in the advances portfolio 

of the bank under the head "Advances against overdue export 

bills realisable account". The unpaid bill shall be treated as 

outstanding under the limit sanctioned tr:> the exoorter with 

the exchange risk open against him. Interest for the ov~rdue 

period shall be recovered at the appropriate rate upto the 

d.Jte of re-'3lisation of the bill. The approoriate rate of 

intcr'::st sh.311 me1n the maximum rate of intGrest permitted by 

the Reserve Bank for overdue export bills or the penal rate if 

the bill amount is recoverGd in rupees from the customer due to 

dishonour thereof by the drawee. 

( ii) As and when the bill is realis2d '3nd the advice of 

realisation either by cable or by mail is rec~ived, the autho­

rised dealer shall apply the ToT. buying rate on that day and 

adjust the advance created in its books against the bills as 

explained aboveo Any shortfall/excess shall be recovered franl 

paid to the exporter. Authorised dealer shall report the 
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'Purchase' of foreign currency. 

(iii) Authorised dealers shall not charge or pay any swap cost 

for tho period of 30 days, i,e., the period between the relevant 

due date and the transfer of the bill to advances portfolio as 

explained in (i) above. 

(iv) In the case of highly volatile currencies, it is up to 

the authorised dealer to negotiate the bill at the risk and 

responsibili ty of the custQ11er. 

(v) For the purpose of reporting the reversals of bills 

purchased earlier·- (i) above - and subsequent purchase of 

currency against realisation of bills - (ii) above - in the 

relative R-Returns, authorised dealers should be guided by the 

instructions issued by the Reserve Bank from time to time 

Advances aaainst retention money. 

5.36 In the case of turn-key projects/construction contracts, 

Overseas Gffiployers normally retain a small percentage of the 

progressive payments as retention money which is payable after 

the expiry of the stipulated period frQ11 the date of the 

completion of the? contract, subject to the obtaining of 

certificate/s from the sp2cifiod ·)uthority. B:mks hrlve been 

advised that 

( i) no advances may be granted against retention money 

relating to services .portion of the contract; 

(ii) exporters should, as far as possible, provide suitable 

guarantees to overs e·=! s emploY2rs, in stead of retention money; 



(iii) banks may grant, on a selective basis, advances against 

retention money relating to sUP9lies portion of the contract 

taking into account, among others, size of the retention 

money accumulated, its impact on liquid funds 90sition of the 

exporter and past p8rformance regarding timely receipt of 

retention money: 

( iv) in view of contingent nature of 9ayment of retention 

money, banks may like to stioulate a margin which may, 

however, be reasonable: 

(v) The payment of retention money may be secured by letters 

of credit or bank guaranteos, wherever possible~ 

5037 In those cases where advances are granted against 

retent ion money which aacording to the terms of the contract, 

will be 9-'3yable within a period of one year from the date of 

shipment, banks arc reauir<:d to charge interest on such 

advances at the rate of 12.0% per annum upto a maximum geriod 

of 90 dayso If the retention money,according to the terms of 

the contract, is payable after a period of one year from the 

date of shipment and corresoonding advance is extended for a 

period exceeding one year, it is to b~ troated as post-shipmGnt 

credit given on deferred 9ayment terms exceeding one year and 

eligible for interest at the rate of 8.65% per annumo Advances 

ag a in st retention money are eligible for the c oncess ive r.3tes 

of interest and interest subsidy only to the extent the 

advances arc actually repaid by remittances received from 



abroad rel-3ting to the retention money and provided such 

payments arc received within 180 days from the due date on 

which the retention money is payable according to the terms 

of the c ontr~ct. 

Advances ao~inst undrawn balances 

5.38 In certain lines of exports, it is the pr~ctice of the 

exporter nat to draw a bill for the full invoice value of the 

goods but to IG:1ve a small portion thereof undrawn, for payment 

after adjustments du e to differences in weight, QUal ity, etc. 

These adjustments are made after inspection, weighment or 

analysis of the goods by the foreign buyer on their reaching 

the destination. It these undrawn balances are not realised 

within six months (or three months in the case of Afghanistan 

and P -3kistan) f rQ'n th e date of shipment of the goods, the 

matter should be pursued by the bank with the concerned exporter 

It should maintain a special register for the purpose of keeping 

a watch on the realisation of the undrawn balances within the 

prescribed period. 

5,39 In cases where adVAnces are granted against undrawn 

b-3lances, banks are required to charge interest at the rate 

of 1200'f0 per annum on such advances till th e receipt of the 

remittances frQ'n abroad, subject to the maximum oeriod of 

90 days. AdVances against undrawn balances are eligible for 

the concessive rate of interest and interest subsidy only to 

the extent they are repaid by remittances from abroad tOWards 



such undrawn balances and provided such remittances are 

received within 180 days after the date of expiry of th2 normal 

tr-3nsi t period in the Cilse of dem.)nd bills ·3nd the due date in 

the case of US.3nce bills(bills relating to which the undrawn 

b~lances have arisen). 

,Export of qoods for txtlihition and sale. 

5.40 Any bank finance given against goods sent abroad for 

exhibition before sale does not strictly fall within the 

cCltegory of either pre-shipment or post-shipnent credit. Banks 

may, ho.Never, provide finance for export of goods for exhibition 

and sale abroad in the normal course in the first instance and 

after the sale is cQ'npleted, allow the benefit of the concessive 

rates of interest on such advances, both at pre-shipment stage 

and at post-shipment stage, upto the stipulated periods, by way 

of a rebate. Banks are eligible for interest subsidy on such 

advances given at the concessive rates of interest. 

Maintenance of Dollar accounts 
~bro<1.d by diamond exporters 

5.41 To facilitate the financing of import-exoort transactions 

of dL:'mond ex!=,orters, the Reserve Bank h-=ls evolved a scheme 

for maintenance of foreign curroncy accounts abroad. Applica­

tions from eligible exporters of di1monds are required to be 

su bni tted to the Reserve Bank thrQJgh the concerned authorised 

dealer for opening dollar accQJnts abroad subject to the 

conditions indicated in ECD's circular No.EC"COX/195/P&C.107 

dated the loth DecGmber 1982. 



Exports of engineering goods on 
dcfG'rred payment terms and turnkey 
projects, and overseas civil 
ena inccrino c oJ1struct ion contracts, 

5.42 Contracts for export of goods against payments to 

be received partly or fully ~fter the statutory time 

limit of six months (three months in the ca~e of exports 

to Afghanistan and Pakistan) are treated as deferred 

payment export contr3cts. Turnkey projects are those 

projects which involve the rendering of services like 

des ign, c ivi 1 con struct ion, erecti on ::lnd c ommissi oning 

of plant or supervision thereof, along with the supply 

of equipment, Deferr2d payment exports are financed 

out of Suppliers' Credit or Buyers' Credito Under Suppliers' 

Credits, the exporter extends credit directly to the 

overseas tuycr. Buyers' Credits (3re credits afforded to 

the foreign buyer by an authorised dealer or a financial 

institution (including consortium of authorised dealers/ 

financial institutions) and the exoorter realises the 

export value from the institution(s) concerned straight-

away. 

5.43 The regulations governing exports against deferred 

payml.nt arrangements and turnkey projects arc given in 

Part D of Chapter 11 of the Exch.:mgc Control Manual and 

those in respect of overseas civil engincc:ring construction 



ContrJcts are contained in Part E thereof. The Reserve Bank 

h 3S issued two booklets titled "Broad Gu idel ine s to Exporter s 

of Engine'2ring Goods on Deferred Payment Basis and Turnkey 

Projects" and "Guidelines regarding Overseas Civil Engineering 

Construction Cootracts" for the beneiit of exporters and banks o 

5044 All banks nuthoris2d to deal in foreion exchanoe are 
'" -

permitted to 3pprove applications for deferred payment exports 

and turnkey projects under Suppliers' Credits as 31so overseas 

civil engineering construction contracts upto Rs.one crore 

subject to certain minimum conditions as prescribed in the 

Exchange Control Manualo Applications which do not conform to 

the stipul~ted conditions and applic3tions of a value in excess 

of Rsoone crore 3S well as all applications for deferred 9ayment 

exports or turnkey projects under Buyers' Credits, irrespective 

of the value of contract, reQUire the approval of, the Working 

Group c ompr is ing the Reserve Ban k (Exchange Control Department 

and Industrial and Export Credit Department) , EeOC and Exim 

Bank, with the Exim Bank functioning as the focal point. 

Quasi-credit facilities 

5.45 Quasi-credit facilities, such as, bonds and guarantees 

on behalf of Indian exporters who want to set up projects 

abroad or who are involved in overseas civil enqineering 

construction contracts, are extended by commercial banks and 
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Exim Bank. These are~ 

(i) Rid bon~s an~ performance guarantees 

r:xporters ''''ho wish to tender for t1!e supply of plant and 

macljinery, enaineerinq/capital aoods or for construction 

workS, are reauired to furnish bi~ banns jn lieu of earnest 

money alonq with their tenders in favour of the overseas 

body/project authorities who have inviter! qlobal tenders. 

T he bid bonds become eff ective if the exporter is awarded 

the tender but refuses to sign or proceed with the execution 

of the contract. In the ordinary course, bi~ bonds are 

substituted by performance auarantees at the time of signing 

the contract by the exporter. The bid bonds/performance 

quarantees may be issued by banks in India directly in favour 

of the overseas henef5ciary or may be furnished by them 

throuqh their foreiqn correspon0.ents in the country concerned. 

It is important to note firstly that, the bank's liability 

un0.er bin bonds comes into operation only if the exporter 

is awar~etj the contract for which he 1!ad tendered ann 

secondly t1!at, the issuance of birl bonds woul~ enioin the 

bank to furnish performance Quarantees at the time of siqning 

of the contract. 1'1hilE' bid bonos are qenerally for 5% of 

the contract amount, performance bonds arp. for about 10% 

of the contract value. In other words, unless the bank is 

Prepared to undertake the liabjlity for twice the amount 

of the bid bond, it should not issue the bid bond on behalf 

of the exporter. Further, the bank should carefully examine 



the c.Jpacity of the exoorter to carry out the terms of the 

contr3ct ~nd his technical competence for undertaking the 

work or for supply of quality goods ilS per thl? specifica­

tions. It may sometimes happen th~t an Export House may 

tender for the supply of m~chinery overSC3S and, in turn, 

award the sub-contr.)ct to the 5upoorting loc-3l manufacturer 

of the machineryo In such a case, the reoutation and cap~city 

of the supporting local manuf,1cturer for the suooly of 

quality goods as· per the overseas buyer's. specific;:ltions 

should also be asccrt;)inedo Although the issuing. of bid 

bonds and performance guarantees is a'non-borrcwing"facility 

extended to the exoortcr, the possibility of his approaching 

the hank for pre-shipment fin-3nce and/or post-shipment/ 

medium-term' export credit for a substantial amQJnt of the 

OVerse3s c'ontract cannot be oV2rl ooked 0 Those borrowing 

facilities, if required by the exporter, may amount to 15-16 

time s the bid bond amount or 7-8 times the amount of the 

perf ormance gu ar~ntee 0 It is, the ref ore, necessary to 

enquire of the exporter -3nd ascertain what financial 

arr.lngements he has made/is cOritempl.)ting to make to serve 

the over s 2 a s c on t r act. In the ~ 1 t ern r:l t i vc, the b.1 n k mu s t 

bG satisfied that .the exporter has ?t his disposal/command 

adeauate fin3nci~1 resources for undertaking the Overseas 

c ontr3ct. If the an swer to the f oreg oing enau iries is in the 

neg~tive, the bank shnuld take into account the possibility 

of IJrFlntino financi.ll :3ccommod·1tion.Js .:.lfores;")id 3nd eX<1mine 
-' -' 
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the proposals for issuance of bid bonds/performance 

guarantees from th·3t angle as well. 

(ii) Guarante_Q.~ in resoect of r.tdvanc c p;)yments 

Bank guar-mtuesJre issued in favour of OV0rse3 s 

buyers in respect of advAnce payments to be made by them. 

Such advance payments arc a common feature in contracts 

pertaining to export of capital goods or turnkey jobs. 

(iii)Guarantees for realise of retention mon~ 

In cases of turnkey projects, OV2rSOAS buyers 

normally retain a c2rtain percentage of the contr.::lct value 

for a specified period. It is desirable that exoorters 

should try to secure the rele::lse of such retention money 

by furnishing a suitable bAnk guarantee in f.Jvour of the 

buyer. The bank issuing the guarantee shculd monitor the 

use of retention moncy so released until cancellation of 

the guarantee. 

(iv) Guarantees for bridging fin~ncc 
in f~1:eian excha~ __________ _ 

All turnkey projects and ovcrSG)S civil engineering 

construction contra·cts should normally be self-financing 

in regard to the foreign exch3nge component. In case any 

temporary shortfall in the cash-flow is anticipated, the 

gap may be: bridged by making necessary borrowing arrangements 

in the country of work or in ~ third country ag3inst an 

appropriate gu:)rantce from tho cxoorte:r's bank. While 



arranging such bridging financG abroad, ~reference should be 

given to an Overseas br<3nch of an Indian bank, where possible. 

5046 The regul-3tions govGrning furnishing of exoort guar.,ntees 

by -3uthoris,-d dealers arc gi ven in oart G of Ch'3~tcr 11 of the 

ExchAnge Control ManuaL 

5.47 Banks h2lvC been advised by the Reserve B'3nk to ad~t a 

flexible ap9roach in the m'3tter of obt'3ining security or 

c.1rmurking of assets or cash credit limits or the dr-3wing ~ower 

,1v.lilable in the relative accounts as cover '3Qainst bid bonds 

or perform,1nce and other guarantees issu;~d by them for export 

purposc's, :Jnd that they may not .='Isk for any cash m.:Jrgin in 

respect of bid bonds and guarantees c ounter-guarante·:~d by 

ECGC In oth2r cases where such counter guarantees of ECGC 

arc not available, for whatever reasons, the b~nks may stipulat 

a rC3sonable c)sh m'3rgin only where it is considered absolutelY 

necessary, The bid bonds and guar.:)nte2s executed by b.,nks in 

respect of contracts secured by Indian exporters in foreign 

c ou ntrics and gU·lrFlntees· rcl.Jt ing to eX90rts Clre exc luded for 

the purpose of the norm stipulat d by the R0serve Bank in 

terms of which scheduled commcrci~l banks '3re required to limit 

their commitments by way of unsecured guprantees in such manner 

that 20 per cent of a bank's outstanding unsecured guarantees 

plus the total of its outstanding unsecured ,"ldvancos should 

not exceed 15 per cent of its tot-3l outst-3nding adv.,nces. 
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P rc-sh ipm2nt Cred it Scheme and 
Exoort Bills Credit Sch~meo - --
5.48 The pre-shipment credit scheme W<lS introduced with effect 

from Febru3ry 1, 1969, Under the Scheme, refinanc~ can be 

availed of by scheduled banks, under section 17(3A) of the 

Reserve Bank of India Act,1934, ag~inst their pre-shioment 

adv·Jncos in respect of shipments expected to be made within a 

p.:r iod not exc ceding 180 da ys fr em the d1te of advance. 

However, where an 8xporter is for roasons beyond his control 

un~ble to ship the goods within the maximum oeriod of 180 d3Ys 

and the goods are ultim;)tely shipp2d within a reason~ble time 

therc-3ftcr, the advances will be eligible for refinance during 

the extended poriod, provided such extended period is a~oroved 

by the Reserve Bank. It shC\Jld be ensured th3t the total 

outstanding borrowings from the Roserve B~nk und2r the scheme, 

at any time, are fully covered by the amount of ore-shipment 

advances drawn and outst.:tnding. 

5.49 Th2 Export Bills Credit Scheme w~s introduced in M~rch 1963 

and r<.:finance is made av.]ilClble to sch·::duled banks authorised to 

deal in foroign exchange, under section 17(3A) of the Reserve 

B"'lnk of India Act, 1934, Jgainst holding of eligible US-3nce 

export bills having a u.sance not exceeding 180 days purchased/ 

ne:gotiated/discountcd by them. It is to be ensured th~t the 

outst:lnding borrowings from the Res2rve B3nk und.:::r the sch2me 

are Jt all times, fully covered by th2 borrOJlling b.~nk' s holdinos 

of oligible export bills. 
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5.50 The; qU3ntum of refinanc2 to be orovidcd by the Reserve 

Bank under th,-, Schemes ;)nq th2 rate of interest to be ch;'lrgQd 

thereon 1re Llid dONn from time to time in consonance with 

credit policy of the Rcservo Bank. (With effect from Novembor 

25, 1983, bnnks are entitled to exoort rcfin~nce upto 125 peru 

of the incrcJs'::" in 02xoort credit oV....;r the monthly avcrlgc level 

for 1982. The r.1tc of interest ch':Hged on the rcfin'mce by 

the Reserve Bank is 10 pur c~nt p0r Rnnum). 

I:A..lty Dr.)wback Crodit Scheme,1976. 

5051 DrC'lwback is refund of custQns and/or central excise duty 

i3lr~_ldy p3id on tho r:=tw matcri.::ll and/or cQnooncnts which h·1v< 

a one int 0 the.! or oduc ti on of th C c:xo orted a oads ~ It is an 
oJ • ..J 

incentive given by the Government of India to export;:rs in 

cases where goods to be exported aro not cQnpetitivc in 

foreign mlrk2ts. As an Gxport promotion mC·1surc, the Duty 

DrJ.wb:=lck Credit Scheme, 1976 was introduced with effect frQTl 

February 1, 1976 to provide exporters with int::rest-free 

advances frQn banks upto 3 period of 90 dRYS against their 

Duty Dr.'lwbrtck enti tL:.:ments 1S provision-='llly certified by the 

CustQns authorities p0nding fin:1l s·:lnction lnd p"lymcJnt. B,lnks 

in turn, arc 2ligible to obt.lin refin"lnce from the Reserve 

Bank und2r section 17(3B) of the Reserve 83nk of India Act,19 

free of interest, for a period not Gxce2ding 90 dayso 

P rc s ntl y, the f"lc il i ty is aV1ila ble iD r,:spect of export 5 rn~ 

from Bombay, C'llcutt,3, Cochin, Delhi :md Hadr1s; r2finance is 
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 at BQflbay, Delhi, 

Calcutta and M~dr~s. 

5.52 Banks may stipulate 3 margin be-tweon the C'lmount of duty 

drawback provisionally certified by the CustQncs .~uthorities 

'lnd tho 1dvanc e to be granted 0 However, the m-Jrg in should 

not exceed 10 p.::r cent. Thcy may ch-'1rge a reasonable Jmount 

towards the administrative expenses or costs relating to the 

transmission of funds between thu centres where refinance is 

obtJined from the Reserve B~nk and the centres where adv~nces 

arc made to exo orters. Acc ord inC] to Rule \3'-XI of FEDAI, su ch 

a service ch<3rge sh.~ll be -1t -i% subj:~ct to a minimum of 

Rs.IO~ In the event of the borrower not being found eligible 

to the dr3wback amount claimed by him and aqainst which an 

advance was gr~ntGd to him or as being entitled to a lesser 

am ount, the bank m-3Y charg0 frQn the date of adv3nce, interest 

on the s.)id amount or the diff crence, as the c,'se m-1y be, at 

the r·1tli norm:'lily charged by. it on its cash credits/ adv.)nc;:'s, 

and the b.Jnk sh1ll P3Y to th~ Reserve Bank on tho corresponding 

·]mount refinance obtlined, for the: o~:riod for which such ''In 

advance W·3S included in tho decl:lr·"'ltions subnittcd to tho 

Res0rve B:,mk, interest at ;:] r~tc eau3l to the rlte ch,:'!rgcd 

to the borrONer less 1.5 per ce:nt. The adv=.lr1ces gr."lnted to 
. 

exporters under th2 Scheme r'3re not elinibl.:: for the interest 

subsidy, 
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Exoort Crc;dit (Int0rest Subsidv)Schc:me,1968 

5.53 Granting of export finC'lnce .Jt conc€!ssive r:'1tes of interest 

results in loss of income for· banks, In order to ensure th"lt 

the reduction of profit m,"1rgin docs not discour:'1ge them from 

providing the necess"lry fini'ince to €!xporters, banks arG 

eligible for ;:m interest subsidy of 1.50 per cent per :mnum 

under the captioned Scheme, effective frcm March 1968. Tho 

amount of interest subsidy is dr,lwn frOTl th.::: M!)rketing 

Development Ass ist::lnce of the Ministry of CQ'nmerce, 

Government of Indi'3, ,lnd disbJrsed to b"'lnks by the Reserve 

Bank. The: subsidy is p.1y,ble in respect of FIll types of 

export cr.:::di t exc cpt thi'lt ref inJnced by the Ex im Bank. 

5.54 Buyers' Credit granted by b.=mks on or aftGr the 15th 

September 1980 to a buyer in a for€!ign country is also 

eligible for tho interest subsidy at such rates not exce€!d-

ing 1.5 per cent par annum and for the period 3S may be approved 

by the Reserve Bank. The Buy.::rs' Credit has been defined in the 

c-3ptioned Sch-.::me as any 101n or advance gr.:Jnted or any other 

credit provided by ::m institution to an importr::r in a foreign 

country importing machinery or equipment frQ'n India on deferred 

p-J ymcnt terms -3pprov:...d by th0 RGserve Bank. The r·lte of interest 

to be ch"'lrged by b-3nks on the Buyers' Credit will depend on the 

m~;-:'ts of each case t the objective being to ensure that the 

terms offered are attractive enough to the foreign buy€!rso 

Hence, for the purpose of eligil:ility fer the interest subsidY 

the r::lte of interest th·)t m::!y be ch1rged on the Buyers' Credit 

is approved by the Reserve Bank on a c~se-to-case b-3sis. 



Export Crc.d it aOoo Guarantee 
~orporation Limited 

'The main functions of the Export Credit and Guarantee 

Corporation Limited (EGGC) are to assist eXi=-orters to sell 

in international markets with confidence and help banks to 

exporters nore liberally and with less risk. Exporters are 

protected a;;ainst credit risks, cornercial as well as 

political, and reGC bears the major part of their losse~ 

if payn~ents for goods and services get blocked or delayed. 

ECGC issues standard policies to I-rotect exporters against 

the risk of not receiving payment while tradirg with over­

seaS buyers on short-term credit ani slJecific policies to 

protect exporter s agains t the risk of not rece iving paYr:1ent 

for exports on deferred payment terrls, services rendered to 

foreign parties and construction works including turnkey 

pr oject sundEr ta ke n abr oad • Ban ks are given financial 

guarantees against the risks involved in extending credit 

or Juarantee fac ilities to exporters. In addit ion, transfer 

;?,uarantee is issued to protect banks which add confirmation 

to letters of credit, while insurance cover is provided 

for buyers credit, lines of credit, joint ventures and 

overseas invest~ent. 

,§tandard Policies 

5 • 56 Four ty pe s of s ta ni ard flO 1 ic ie s ar e issue d to 

exporters: Shipuents (Cor!';prehensive Risks) Policy covering 
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both commercial and political risks fr·om the date of ship-
Shipot::;nts 

ment,L (Pol it ical Risks) Pol icy cover ing only poli tical 

risks from thf' date of shipr.:ent, Contracts (Comprehensive 

Risks) Policy covering both cOr:1mercial and political risks 

from the date of contract, and Contracts (Political Risks) 

Policy covering only political risks frot'l the date of 

contract. Under the contracts policy, in addition to the 

risks covered under the ship[o]ents policy, the risk of loss 

due to governmental ban on export of goods after the date 

of contract is also covered. ECGC normally pays 90 per cent 

of the losses on account of political or cOr.Jf:iercial risks. 

CO:1mercial r is ks are covered by ECGC subj ect to approval 

of credit li!'nit on each buyer. Credit limit is the limit 

upto which claim can be paid under the policy for losses 

'on account of corr;Dercial risks. If no credit limit on 

a buyer has been approved, ECGC accepts liabiliv.v for 

c ommerc ial risk:s subjec t to cer ta in conditions. Vthen 

payment risks becot'le too high in a country, ECGC provides 

cover on a restricted basis. 

S.pec ific Policies 

Contracts for ,export of capital goods or turnkey 

projects or construction works or rendering services abroad 
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are insured by ECGC on a case-to-case basis under specific 

policies. Spec if ic policie s rray take any of the following 

four f,orl7ls: Specific ShipcJents (Comprehensive Risks) Policy 

covering both conlLJercial and political risks at the post­

shipment stage, Specific SbipIJer'lts (Political Risks) Policy 

covering only political risks at the post-shipment stage 

in cases where the buyer is an overseas Governnent or 

payments are guaranteed by a Government or by banks, or are 

made to associates, Specific Contracts (Comprehensive Risks) 

Policy and Specific Contracts (Political Risks) Polia!Y. 

A contracts policy provides cover from the date of contract. 

Guarantees to banks 

ECGC provides five types of guarantees to banks, 

namely, Packing Credit Guarantee, Export Production Finance 

Guarantee, Post-shipment Export Credit Guarantee, Export 

Finance Guarantee and Export Performance Guarantee. These 

guarantees give protection to banks against ·losses due to 

non-payr-Ent by exporters on account of their insolvency or 

default. The Export Production Finance Guarantee enables 

banks to sanction advances at the pre-shipment stage to 

the full extent of cost of production when it exceeds the 

FOB value of the contract/order, the difference representin~ 

incent ives receivable. The Export Finan ce Guarantee covers 

post-shipment advances granted by banks to exporters against. 



export incentives receivable in the form of cash assistance, 

du ty drawback, etc. 'Ihe Export Performance Guarantee, wh ich 

is in the nature of a counter--guarantee to the bank, is 

issued to protect the bank against losses that it may suffer 

on account of suarantees given by it on behalf of exporters. 

Transfer Guarantee 

The Transfer Guarantee safeguards a bank in India, 

which has added its confir1'!lation to a foreign letter of 

credit, against losses suffered by it due to the failure 

of the o~ening bank to reimburse it with the amouht paid 

to the exporter. It is issued at the option of the bank 

either to cover political risks alone or for covering both 

political and comnercial risks. 

Insurance Gover for Buyer s' Gred it 
.snd Line s of Gred it __ 

Insurance cover is pr ov ided to financial inst i tu-

tions in India for direct lending to buyers or financial 

institutions in developing countries for iMporting machinery 

and equipment from India. This kind of financing facilitates 

imr:1ediate payF.lent to exporters and frees them from the 

problems of credit managel.;ent as vell as from the fear 

of loss on account of overseaS credit risks. 

Qyers~ !nvest~~nt Insurance 

Any investnent made by way ar equity capital or 

untied loan for the purposE" of setting up or expansion of 



overseas projects is eligible for cover um.er investr.J8nt 

insu rance • Inve str:1e nt s Glay be by way of cash or expor ts 

of capital goods and services. The cover is available for 

the original investrJent together with annual dividends am. 

intere st payable. Risks of war, expr opr iation, and res tric­

tion on re!:littances are covered under this insurance. 

Exchange Fluc tua tion Risk Cover S,chem~ 

~ . The Exchange Fluctuation Risk (Bid) Cover Scheme 

and Exchange Fluctuation Risk (Contract) Cover ScheJ:le help 

the exporters engaged in exports involving deferred payment 

ter:-r1s. The exchange fluctuation risk is protected fron 

the date of bid. VJhere the contract is won, the exporter­

contractor is given option to have the exchange rate as on 

the date of bid or as on the date of contract, whichever 

is more advantageous to h irn, as the reference rate for 

the purpose of indemnification by ECGC. The bid cover is 

provided for a r'.axirum period of 12 months, but it can be 

extended. The contract cover is available for contracts 

with payments going beyond 12 months, with a maxioum 

period of 15 years. Any instalment payable during the 

first 12 r.Jonths is also covered in such cases. The cover 

is available in respect of all anounts receivable in India 

in foreign currency under the contract. Besides supply 
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contracts, construction contracts, turnkey projects and 

serv ice contract s are cove red under the scher:e s. 'W1 ile 

pound sterling, USJ dollar, Dautsche mark, Japanese yen, 

French fr-anc and Swiss franc are speficied, cover can be 

cons i':lered for any other convert ible currencie s approved 

by the Govern~ent. Contracts coming under buyers: credit 

and lines of credit arrangements are also covered. Losses 

exceeding 2 per cent-.and upto 35 per cent with reference t 

to the agreed rate are reimbursed by ECGC. Profit between 

2 per cent and 35 per cent of the agreed rate is payable 

to ECOC. 

Guide lineL£,or Inspectin!L,Qfficers 

DJring the financial inspection of a bank, the 

Reserve Bank, as the supervisory authority, is basically 

concerned with the quality of credit appraisal and effec­

tiveness of the supervision eXE'rcised by the bank over 

export finance extended by it, as part of the asse ssment 

of the bank's advances portfolio. Apart from these general 

considerations, the special aspects regarding financing of 

exports are as follows: 

(i) The export fin~ncE is granted at the concessiyo 

rates of interest prescribed by the Reserve Bank and it is, 

therefore, necessary that a close watch should be kept by 

the bank on tho end-use of the finance and on the t ir181y 
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fulfilment of export orders besides ensuring that neither 

the amount nor the period of export finance exceeds the 

~ctual ~)quiremcnt in each case. 

(ii) All possible efforts should be nade ~owards 

the prcrnpt repatriation of export proceeds within the 

prEscribed period and in accordance with the permitted 

methods. 

(iii) The rE'gulations govprning export of goods 

and services given in Chapter II of the Exchange Control 

Manual should be strictly caTIJ;lied with. 

The Inspecting Officer should bear in nind the 

af ore sa id gene ral considerations and spec ial aspec ts 

rep-;arding financing. of exports and, particularly during 

branch inspections, should carry out a test check of 

selected transactions in order to verify: 

(i) \otlether packing credit s have been granted, 

negotiation of export bills has been done and advances 

against bills sent for collection have been allowE'd under 

proper sanction of the: appropriate authority or is within 

the discretionary powers vested in the Manager and, in 

the latter case, whether the facilities have been given 

to de serv ing partie s only. 

(ii) Whether, while granting pre-shipment credit 

facilities, the usual safeguards, such as, lodgment of 
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irr€vocable export letters of credit and / or firm export 

orders by exporters, COi:lpetence and capacity of the exporter 

to exc~ute the orders within thE' stipulated delivery 

schedtlles, fin:lncial viability of the export deals, and 

relating amounts and per iods of packing credit advances 

to export turnover and actual requireo€nts, have been 

observed as also whether a watch is kept over the' end-usc 

of pre-shipot.:nt finance and packing credits are liquidated 

by nE(jotiation of relative export bills within a reasonable 

tiMc; 

(iii) \obcthe:r bills ne~otiat(::d have generally b0en 

und~r letters of credit established by Rp}:-Toved banks or 

against firm orders from creditworthy parties abroad; 

,1V) Wbrthcr thf'rc: is a proper procf'dure for 

thorough scrutiny of tht bills r(>ccived for I)€>gotiation; 

in the:; case of bills negotiated under letters of credit, 

the instructions of the banks op€'ning the letters of credit 

have been complied with; where bills have bGen drawn on the 

basis of fir!"'J orders, the dCCUD€nts have bc'en drawn in 

accordance with th c terMS of the relat iva order; 

(v) vtJ eth~r bills, inc ludi ng tho se wh ich have' be en 

ncgotiat8d against indemnity or undLT reserve (on account 

of thf' docuwcnts not being entirely in conformity with the 

terms of the relative letters of crrdit), have been 
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realised without undue delay (the Inspecting Officer should 

satisfy himself that negotiation against indemnity/under 

reserve has been allowed to deserving parties only; he should 

also go through the particulars of bills, if any, remaining 

unrealised beyond the prescribed period - including those 

held in 'East Due ~nd Dishonoured Bills' account - and 

ascertain the reasons for delay in realisation as also 

whether the position of overdue bills is reviewed periodi­

caliy and appropriate steps taken for their realisation; 

he shou~d further verify whether overdue interest has been 

collected wherever necessary 

(vi) Whether appropri~te export risks cover has 

been obt~ined from the Export Credit and Guarantee Corpora~ion 

Ltd., and if not, the reason therefor may be ascer~ained; 

(vii, Whether the ~eserve Bank's directive~ relating 

to the rates of interest to be charged on export finance and 

stipulations regarding eligibility of packing credit and 

export bills for interest subsidy and refinance from the 

Reserve Bank, have been complied ~"i th; 

(viii) Whether there is a satisfactory procedure 

for collection and recording of up-to-date credit information 

on the parties; 

(ix) Whether the Export Bills Registers have separate 

columns for recording (a) the date on which the period 



prescribed for realisation of an ex?ort bill will expi~ 

(b) the dates on wh ich copies of GP,jpp forms have been 

submitted to the reserve Bank and 

( c) the amount of comi.1iss ion and/or discount declared by 

exporters on GR/PP forms and accepted by Customs; 

(x) Whether the bank is maintaining (a) special 

register to keep a ',Jatch on the realisation of the undrawn 

balances, if any, within the prescribed period a.nd 

(b) special register for recording full details of exports 

on c:msigmnent basis indicating under a separate c.,lumn, 

the date on wh ich the period prescribed for realisat ion 

of the export preceeds expires; 

(Xi) Whether any bills discounted by the bank have 

been redisc:>unted by it with its overseas branches/ I-Tead 

Office I c.errespondents ; if so, the matter 'Ilay be lcnked 

into in detail as banks are n_t permitted t. rediscou~t ~r 

avail themselves ,f advances abroad against bills negotiated, 

pur~hased or discounted by them. 
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CHAPTZR 6 

Import Tr~de Control 

Primary control over import of goods i~to India 

is exercised by the Import Trade Control organisation 

(ITC) which functions under the Ministry of Commerce of 

Government of India. The import policy of the Government 

of India is embodied in the 'Import Policy Book'. Rules 

~nd procedures observed by ITO are contained in the Hand 

Book of Import-Export Procedures' brought out from time to 

time by the Chief Controller of Imports and Exports. 

Changes in policies, rules and procedures are notified 

by ITC by issue of Public Notices. Authorised dealers 

should make ar~angements for obtaining these publications 

and be conversan~ with provisions thereof having a bearing 

on their operations, viz., opening of letters of credit, 

remittances, etc. towards imports into India. 

6.2 Import of goods from outside India is subject 

to lic ence ex·cept where i-t is cover ed by Open General 

Licences (0. G ...... ) in te·rms. of prevailing import licensing 

policy. An O.G.~. is a general permission to import 

certairt goods· during a specified period. No individual 

licences are necessary in the case of O.G.L. Items, 

eli~ible importers, value, quantity covered and the 

period for which the items will be under O.G.L., are 

• • 
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an~ounced by the 0hief Contreller of Imports and Exports 

from time to time. The import licences issued by IilC 

authorities can broadly be classified into two categories, 

viz., cash licences and deferred payment licences. In 

respect of tmports m~de into Indi~ ag~inst cash lice~ces, 

importers are required to make remittances relating to 

cost of goods within a period of six months from th$ 

date of shipment. In the case of licences issued on 

deferred paymen't basis, the terms of deferred payment 

are indicated in the licence and the rem-ittances are 

allowed by the Reserve Bank in accordance with these t·erms. 

Functions of ImEorts 
~~cti~n in a bank 

6.3 The tasks generally performed by the Imports 

Section in a bank are : 

(i) Opening import letters of credit and obtain-

ing payments against documents reeeived thereunder; 

(ii) Grant of credit facilities for the retirement 

of bills l'eceived under import letters of credit; 

(iii) Handling import bills received for collection; 

(iv) IBsuing guarantees in respe~t of imports 

on deferred p~yment basis; 

(v) Providing forw~rd exchange cover to importers 

• • 
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~etters of Credit 

6.4 International trade t~kes place between sellers 

and buyers located in different countries and the parties 

to a trade tr~ns~ction are not always known to each other. 

Even if they are known to e3.ch other, the seller may not 

have full confidence in the creditworthiness of the 

buyer or the buyer may not like to pay before he actually 

received the goods. A letter of credit is a device which 

enables the seller to safeguard himself by obtaining 

payment against shipping documents and also protects the 

buyer in that he does not part with nis money until the 

shipping docum6nts are in the possession of his bankers 

or their correspondents. 

6.5 Documentar.y credit iEi defined in the Uniform 

Customs ~nd Practice for Documentary Credits (1974 Revision 

- The International Chamber of Commerce Publication &0.290). 

In simple terms, it is an instrument issued by a bank in 

which the bank furnishes its credit, which is both good 

and well known, in place of the buyer's credit, which 

m~y be good but is not so well known. Expressed more 

fully, it is a written undertaking by a bank (issuing 

bank) given to the seller (beneficiary) at the request, 

3.nd in accordance with the instructions, of the buyer 

(applicant) to effect payment (that is, by making a pay­

ment, or by accepting or negoti~ting bills of exchange) 

•• 
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up to a stated sum of money, within a prescribed time 

limit and against stipulated documents. It w laid down 

in the Uniform Customs and Practice that credits, by their 

nature, are separate transactions from the sales or other 

contracts on which they may be based and banks are in no 

w~y concerned with or bound by such contracts, that credit 

instructions and the credits themselves must be complete 

and precise, and that in order to guard ag~inst confusion 

and misunderstanding, issuing banks should discourage any 

r1.ttempt by the applicant for the credit to include 

excessive detail. 

Revocable credit 

6.6 A revocable credit is a credit which may be 

amended or cancelled at any moment without prior notice 

to the beneficiary. When, however, a revocable credit 

h~s been transmitted to and made available at a branch or 

other b~nk, its modification or c~ncellation shall become 

effective only upon receipt of notice thereof by such 

branch or other bank and sh1.11 not af ect the right of 

thr1.t branch or other bank to be reimbursed for any 

p~yment, acceptance or negotiation made by it prior 

to receipt of such notice. 

Ir~ocable credit 

6.7 An irrevocable credit is one ~lhich cannot 00 

amended or cancelled by the issuing bank without the 

••• 
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consent of the beneficiary or any other interested party 

including the confirming bank. It is a definite 

undertaking on the part of the issuing bank and involves 

an added credit risk for it since the issuing bank cannot 

cancel its commitment should the credit standing of its 

customer change, even before any shipment has taken place. 

The undertaking of the issuing bank is, however, 

conditional, that is, it is contingent on the fulfilment 

of the terms and conditions stipulnted in the credit, 

which, generally, relate to the presentation of stipUlated 

documents within a prescribed time limit by the beneficiary. 

Until and unless the terms and conditions of the credit 

are complied with, the issuing bank has no liability. 

Thus, a letter of credit by itself does not constitute 

a security. All credits should clearly indicate whether 

they are revocable or irrevocable. In the absence of 

such indication, the credit shall be deemed to be 

revocable, even though an expiry date may be stipulated 

in the credit. 

Confirmed credit 

6.8 When a letter of credit is opened by a bank in 

favour of an exporter in another country, the corresponaent 

bank which advises the credit mayor may not confirm the 
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credit. If the issuing bank asks the correspondent bank 

simply to transmit thecredit to the beneficiary, then 

the credit is not confirmed and, ~n such a case, the 

correspondent bank is only an advising bank. The advising 

bank, merely by advising an irrevocable letter of credit, 

does not bind itself to negotiate -the documents drawn 

thereunder even if the documents submitted are a perfect 

tender. It is the discretion of the bank to negotiate 

documents or refuse to do so. This position applies even 

in respect of the letters of credit restricted for 

negotiation to the advising bank as mere restriction of 

negotiation does not constitute a promise on the part of 

the advising bank to negotiate documents. When the issuing 

bank authorises or requests the correspondent bank to 

confirm its credit and the latter does so, then it is a 

confirmed credit. Such confirmation constitutes a 

definite undertaking Qf the confirming bank and it cannot 

be amended or cancelled \'li thout agreement of all parties 

concerned. Banks add confirmation on:y to irrevocable 

dredits. The beneficiary of a confirmed credit has a 

double assurance of getting his money, the undertaking of 

the confirming bank in his own country which he knows in 

addition to the undertaking from the overseas issuing 

bank about which he may know nothing o For the importer, 
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the confirmation represents an additional requirement on 

the part of the exporter and is costly. \'fuen the exporter 

presents documents strictly in compliance with the credit 

terms and if the confirming bank accepts the documents as 

being complete correct and a valid tender, any subsequent 

rejection of the documents by the issuing bank will be a 

matter of dispute between the two banks and the exporter 

is free from any liability to the confirming bank. 

~ed Clause credit 

6.9 A Ired clause l letter of credit is a credit 

containing a clause, usually print(~d in red, authorising 

the advising bank to grant advances to the beneficiary up 

to a specified amount to enable him to meet his expenses 

before shipment. The advances made are granted on the 

sole responsibility of the issuing bank, and are customarily 

repayable when the s'1ipping documents are eventually 

sUbmitted to the advising bank for negotiation under the 

credit. The amount advanced to the benefiCiary with 

interest is recovered fram the procee~s of the bill 0rawn 

under the credit and the balance, if any, is paid. to the 

benefici3ry. If no shipping documents arc presentee in 

due course, the advising bank is entitled to immediate 

reimbursement by the issuing bank. In order to have an 
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effective control, red clause credit must necessarily be 

restricted for negotiation to the advising bank sO that 

the beneflciary is prevented from negotiating the 

stipulated shipping documents through another bank and 

thereby obtaining payment for the second time for the 

same shipment. The red clause credits are also called 

I packing house credits' or 'anticipat~ry credits ' • 

Opening of such letters of credit for imports into India 

requires prior permission of the Reserwe Bank. 

Transferable credit 

6.10 A letter of credit is not a neqotiable instrument. 

\vhat is negotiable under it is the bilJ: of exchange. In 

other words, the right to draw a bill ;,nd obtain payment 

under the credit conferred by the issu"lng bank on the 

beneficiary cannot be transferred by hIm unless the 

issuing bank specifically inaicates thilt the credit is 

a 'transferable credit'. The transfer.rable credit is 

usually established when the first be"2eficiary is not 

supplying the goods himself but wish(~ to transfer part 

or all of his rights under the credit to one or more 

second beneficiaries who will suppl~ the goods. Article 

46 of the Uniform Customs and Practice for Documentary 

Credits provides, inter alia, that n credit can be 
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transferred only if it is expressly designated as 

'transferable' by theif;suing bank and that under such 

a credit, the beneficiary has t~e right to give instructions 

to the bank called upon to effect payment or acceptance 

or to any bank entitled to effect negotiation to make the 

credit available in whole or in.partto one or more third 

pparties (second beneficiaries). A transferable credit 

can be transferred once only, that is, the second benefi-

ciary canaot transfer to a third beneficiary unless transfer 

without restriction is specifically authorised. 

Back-to-Bac~redit 

6.11 A back-to-back credit is the term qiven to an 

ancillary letter of credit, which arises where the 

beneficiary (seller) uses the letter of credit opened in 
bank 

his favour by the issuip.q/to support another (the 

ancillary) letter of credit opened by the seller's bank 

favouring ~is supplier. As both the letters of credit 

are intedded to cover the same goods, it is important that 

they contain virtually identical terms, except for such 

variations in price, amount arld validity period as are 

required to meet the slightly different circumstances of 

the supplier and the seller. 
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Restricted credit 

6.12 When the negotiation of documents under a letter 

of credit is restricted ~o the advising bank or to a 

specified bank, it is called restricted letter of credit. 

The documents under such a letter of credit can be 

negotiated only by the advising bank or the specified bank 

and it is not open to the beneficiary to negotiate 

documents through a third bank. Letters of credit are 

restricted by the issuing bank either under instructions 

from the opener or to retain the business within the same 

group or with a favoured correspondent bank. If the 

beneficiary wishes, however, to negotiate documents 

through a third bank, he should seek an amendment of the 

letter of credit. 

Liabilities and responsibilities 
under letters of credit 

6.13 The liabilities and responsibilitieslof the issuing 

and negotiating banks are governed by Articles 7 to 13 of 

the Uniform Customs and Practice for Documentary Credits. 

Broadly, the banks must examine all documents with 

reasonable care to ascertain that they appear on their 

face to be in accordance with the terms and conditions of 

the credit. In documentary credit operations, all parties 
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concerned deal in documents and not in goods. If, upon 

receipt of the documents, the issuing bank considers that 

they appear on their face not to be in accord.9.nce with 

the terms and conditions of the credit, that bank must 

decide as sl.lch on the basis of the documents alone, and 

not on any extraneous circumstances such as bankruptcy of 

the buyer, falling market, etc. The issuing bank is 

allowed reasonable time to examine the documents, but 

if it decides not to take up the documents as tendered, 

it must notify the negotiating bank without delay, stating 

the reasons, by cable or other expeditious mf.~ans, such 

as telex or telephone, and must also state that the 

documents are being held at'the "disposal of the negotiating 

bank or are being returned. If the issuing bank fails to 

do so, it shall be precluded from making any claim. Thus, 
is 

timeLof essence in such matters. When the negotiating 

bank draws the attention of the issuing bank to any 

irregularities in the documents or advises that it has 

paid, accepted or negotiated under reserve or against a 

guarantee, even in such cases, the issuing bank is not 

relieved from any of its aforesaid obligations, ~s such 

guarantee or reserve concerns only the relations between 

the negotiating bank and the benefici~ry and the guarantee 

or reserve cannot be transferred or extended to the issuing 
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bank without the consent of the beneficiary. Any delaY 

or failure on the part of the issuing bank would amount to 

ratification of the discrepancies. 

Appraisal of applications for opening 
Jetters of credit 

6.14 The opening of a letter of credit amounts to 

granting a temporary advance to an importer. The following 

factors determine the extent of risk involved in a letter 

of credit transaction. 

(i) Means and standing of the applicant 

(ii) The standing of the beneficiary 

(iij) Nature of the shipment and whether it consists 

of merchandise which is readily marketable. The risk of 

being saddled with security of an undesirable nature should 

be avoided and care should be taken to ensure that th~ 

goods are being imported for the genuine business 

requirements of the applicant. 

(iv) In the case of imports of items of working cdpital, 

whether the working capital funds at the disposal of the 

applicant are sufficient to take care of the cost of the 

imported material. 

(v) If the import is an item of fixed asset, 

whether suitable financing arrangements by way of term 
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(vi) Whether the landed cost of the commodity to 

be irTiported is the approximate current market value and 

whether the price is 1iablG to wide fluctuations in the 

local market. 

Retirement of import bills 

6.15 The documents negotiated under letters of credit 

opened by the bank should be scrutinised by a supervising 

official immediately on receipt in order to ensure that 

the documents have been made out in strict confirmity 

\'lith the terms and condi tions of the letters of credit. 

Any discrepancies noticed by the bank but not disclosed 

by the negotiating bank in the relative forwarding schedule 

should be advised to the latter immediately by cable/telex. 

Doc~~ents which are free from discrepancies may be 

delivered to the applicants against payment of the drafts 

or against acceptance thereof subject to ensuring in the 

latter case that D/A facilities have been sanctioned to 

the applicants by an appropriate authority. Where the 

documents have not been made out in strict conformity with 

the terms of the relative letters of credit, the 

discrepancies should be advised to the applicants 

immediately and their confirmation that the documents are 

acceptable to them despite th~ discrepancies should be 

obtained before the release of the relative documents. 

PUJASOFT-I
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It is importent thpt the epplicpnts' instructions are 

obtpined with the utmost expedition ~s ~y delpy is likely 

to prejudice the bpnk'e clpim Against the negotieting 

bpnk. In respect of all bills in which the bpnk hes pn 

interest, it should tFke all necesspry steps to protect 

the goe ds on c>.rrivpl. The expected dete of errivpl of 

the cprrylig vessel shculd be escertpined ~d diprised. 

The bank should tc>ke particulpr care to see thF't the gords 

ere fully ccvered by insurpnce until they ~e finplly 

delivered. If the bill is net retired even on prriv81 of 

the reletive goeds, steps should be tpken to h?Ve the 

gocds clec>red, stored pnd insured in the bpnk's n~e. 

6.16. Where necesspry, importers mpy be grpnted credit 

fAcilities to enpble them to retire the bills, clepr the 

gOlds from the Customs pnd hold them under pledge/ 

hypotheceticn to the bpnk. In such ceses, it should be 

ensured by the bF'nk thpt the gords ere tpken delivery of 

by the pprties within p repsoneble time pgpinst full 

p~yment. Further, in these cpses Where importers ere 

aIle wed to tpke delivery of shipping documents or gocds 

pgpinst a letter cf trust, the proceeds sh::·uld be re pli sed 

And ppid into the bpnk wi thin p repsonpble period which 

ncrmplly shculd net exceed p munth or two. 
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6.17. Sight/dempnd bills under import letters of credi t 

should normally be pp.id on presentpticn cr lptest on the 

arrivpl of the steRmer cprrying the relptive shipment. 

Uspnce bills on D/p (Documents pgpinst ppyment) terms 

sh~ uld be ppid on due dptas c.·r im..-nedi ptely pfter the 

prrivpl cf the cprrying steFmer, whichever is eprlier. 

In the cpse of uspnce bills cn D/A (Documents pgpinst 

pcceptpnce) terms, documents pre delivered pgp.inst 

~cceptpnce ~nd ppyment obtpined cn due dpte. Unppid/ 

cverdue bills pre generplly trpnsferred to IUnppid Bills 

Receivpble/prrtested Bills Account' • 

Guidelines issued by FED!'r rcgprding 
~counting procedure for import bills 
received under letters of credits 

6.18 Wi th the 8Pprov pI of the Reserve B pnk, FED!I hfls 

issued the following guidelines, effective from JpnuFry 1, 

1984, regprding the ?ccounting procedure to be followed 

by b pnks fer import bills received under letters ()f credi t. 

(i) Sight import bills received under letters of 

credi t pnd conforming to the ter:ns pnd condi ticns of the 

credits IDPY be held in fcrt;:)ign currency fer p mpximum 

pericd cf 10 dpys from the dpte of receipt cf documents 

by the b~nk. 
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(ii) In cpse of non-payment by the drpwee within 

10 dpys AS ~bove, the importer's lipbility on the foreign 

currency bill should be crystpllised by converting the 

foreign currency ffilOWlt into rupees pt the B.C. selling 

rpte prevpiling on the 10th dpy or the forwprd exchpnge 

ccntrpct rpte where PI?plicpble. The Ii pbili ty of the 

importer in rupees should be reflected in pn pdvpnce 

pccount AS 'Import Lopns', etc. (The nomenclpture used by 

bpnks shculd be such thpt the pdvpnces pre epsily 

identified) • 

(iii) Authorised de pIers shculd keep co proper record 

of the dpte of receipt cf documents (in the bpnk pnd not 

by the concerned depprtment/brpnch). 

(iv) Authorifled deplers shculd suitpbly mpke chpnges 

in their letters of credit Agreement/epplicpticns to give 

effect to the pbcve. 

(v) In cpse the 10th dpy is p holidpy or p Saturday, 

the import0r's lj. Abili ty in rupees shculd be crystpllised 

on the next following working dpy. 

(vi) Authorised deplers should cprry the sWFP costs 

uptc the 10th dpy en their own pcccunt pnd should no t 

reccver such costs from the customer. 

(vii) Authorised deFIers shculd chprge interest pt 

the rpte prescribed by the Reserve Bpnk, from time to 

time, for cdvpnces to non-priori toy sectors, on the rupee 
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pdvpnces m~de agc>inst import bills pending retirement by 

customers. Such interest shc.uld be recovered from the 

dpte rf negotiption to the dpte of crystpllisptiun of the 

rupee lif'bility, and therepfter penpl interest should be 

recovered. 

(viii) If the dpte when the rupee Ii pbili ty on ~ 

impor~ bill is crystpllised pt the forwprd exchpnge 

oontrpct rpte rasults in eprly/lpte delivery under p 

forwprd exchpnge ccntrpct, the chprges ps per FEDtU Rule 9 

shou~d be levied. 

(ix) Authorised deplers sh~uld chprge commis6i~n/ 

hpndling chprgea ~t the rpte of 0.15% on the bill Amount 

et the time of oonv:~:ing foreign currency into Indi AIl 

. rupees irrespective of the fpct whether the bill is retired 

within 10 dpys or lpter. 

(x) All import bills under letters o£ credit sh~uld 

be reported flS 'Sales', when the rupee Ii pbili ty is 

crystpllised, in the reletive 'R' returns elong with 

forms' J.I. The instructi,:ns isslled by the Reserve Bpnk in 

this regprd shculd be scrupulously followed. 

(xi) If pn import bill received hps discrepp!1cies, 

the lIl~tter shculd be irIU!ledi c>tely tpken up with the 

negotipting bpnk holding documents pt the risk pnd 

responsibility cf thpt bpnk c>nd the bill shruld be trepted 
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8S pn import bill for the purpose of crystpllispticn pfter 

the discreppncies ~e removed. Otherwise, the bill should 

be trepted PS p collecticn item. 

ExchPDlie Control Regul ptions. 

6.19. The regulpti~ns gcverning import of gordsfrom 

outside Indip pre ccntpined in Chppt~r 13 of the Exchpnge 

Control Menuel (1978 em tion). Authorised deplers h?Ve 

been delegClted wide powers to effect remi ttpnces ~rinst 

imports, whether pgpinst O.G.L. or specific import 

licences issued by ITC ~uthcri ties, end only? few tlYPes 

of ceses, e.g., imports on deferred ppyment terms, pdvpnce 

p pyrnents egpinst imports, remi ttpnces in excess of the vpllle 

·cf import licences, imports into bond, etc., pre required 

t~ be referred to the Reserve Benk thr ugh puthorised depler 

fer specific approvpl. The Inspecting Officer should 

fpmil~rise himself with the regulpti,ns befere commencing 

C' scrutiny of import l.etters C'f crcdi t pnd ?dvpnces 

grPflted by the bpnk fc'r finpncing of i!!l~Grt.s. 

Guidelines fer Inspecting Officers. 

6.20 As plre?dy indicpted in ChFlpt;.::r 5 cn Finpn~ing of 

Exports, the Reserve Bpnk, FS the sU1Jervisory euthori ty, 

is bpsicplly concerned with the quplity cf credit Flpprpispl 
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~nd effectiveness of the supervision exercised by the bpnk 

over import finpnce extended by it, ps pprt of the 

pssessment c·f the bpnk's f.idvpnces portfolio. Bepring 

this in mind, the lnpsecting Officer shruld test check 

selec·ted trpnsf'cticns, which should include some items of 

remi ttpnces of Rs.50,OOO pnd E'\bcve effected by the bpnk 

agpinst ~pcrt licences/O.G.L., in order to verify: 

Letters of credit. 

(i) Whether letters of credi t limits pre spncticned 

by the bFnk pfter t?king into ccnsiderpticn fill the 

relevpnt fpctcrs including mprketpbility pnd price 

stpbility of gocds to be imported PS plso F critical 

?p~)rpispl of the !:1bili ty of importers to retire bills from 

their own resources or of the pdequpncy of prrpngements 

m?de by them to rpise necesspry resources in time; 

( ii) Whetre r letters of credi t havr: been opened 

under proper spncticn cf the ~propri pte higher Pllthori ties 

or within the discretionpry powers of the Mpnpg.;r, pna 

Where letters cf credit h~ve been opened under the 

di scretionpry pcwers of the Menpger, whether the fpcili ty 

hps been pllowed to deserving p prties cnly; 

(iii) Whether the bpnk mpintpins credit reports on 

overse~s suppliers in who se fp.vcur import letters cf credi t 

pre Gstpbli shed; 
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(iv) Whether the Exchpnge Control requirements thpt 

letters cf' credit shculd be opened by rothorised de pIers 

only on behplf (of' their own customers who mpintpin accounts 

with them pnd pre known to be pprticippting in the trp<je, 

thpt credits shculd be Qstpblishcd only pfter veri.ficF'ticn 

of the Exchpnge Centrol copies of impcrt licences (except 

in cpses where imports E1I'e under vplid O.G.L) 8S plso 

documentpry evidence to the effect th~t firm crders for 

the goods to be imported hpv8 been plpced end eccepted, 

and flfter mfl?:cing endorsements on import licences et the 

time of opening letters of credit, thpt the dpte cf expiry 

of the credit sh,-uld not be lpter then 75 dpys efter the 

finel dpte for shipment permitted under the relptive 

(specific) import licence, thpt lett"ers of credit she uld 

not be opened during the grpce period nf 60 dpys for 

effecting shipments pllcwr..:.d by ITC ?uthc:ri ties pnd thpt 

in cpses where letters of credit have been opened on 

F. O. B. terms, sui tpble provi si cn should be mede to cover 

freight find insurpnce chprges, heve been complied with; 

( v) Whether in the c pse of letter of credit with 

provisicn fer deferred pp~ent fpcility, the constituent 

has been remitting instplments eccording to the terms of 

the credi t pnd is in p posi tien to meet future commi wents, 

ps pnd when they fccrue; 
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(vi) Whether the benk has implemented the suggesticns 

of FEDAI (mpde pt the instpnce of the Reserve Bpnk) thpt 

letters of credit should stipulpte thpt shipments shruld 

be ~ede only by Conference vessels Which pre on the Lloyds 

approved list pnd Which ?re se?-worthy, th?t letters of 

credit shr.uld .pll for? certificpte of inspectirn by p 

well-kncwn Internpticnel InspectiC'n Agency, thpt in cpse 

of lprge vplue import contrpcts, b?nks should obt8in 

credit reports on the suppliers before issuing letters of 

credi t, that letters ~f credit sh~·uld c pll fer p certific pte 

of origin from pn independent third p erty like p ChFrnber 

cf COrrll::18rCe ?nd thpt bpnks should see whether, tpking into 

account the volume of consumption/dempnd in Indi? fer the 

go~ds ordered, the import contrpct on the b?sis of which 

letters of credit pre issued, Wps re?sonpble; the 

underlying intenticn in the last suggestion being thet 

bpnks shc:uld discourpge speculpti'.n in commodities either 

en the bpsis cf prtificial scprcity cr en the bpsis of 

expectptions of chpnges in the Import Policy; 

(vii) Whether there is pny indic pticn thf't imp(~rters 

hpve entered into contrpcts with overseps suppliers pnd/or 

bFck-dpted the c8ntrpcts Gr the relptive letters of credit 

in crder to circumvent restrictic'ns imposed by the Import 

Policy (imposing p bpn en or cpnelisetion of Import of the 

cOffiQodity involved). If so, the ~?tter shculd be leoked 

into in detr:lil by the Inspecting Officer; 
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(viii)Whether discrcppncies, if pny, i~ documents in 

relpticn to the ter:ns pnd cC'nditions of the letters of 

credit, pre prcmptly tpken up with the foreign brpnch/ 

correspondent; wnether in c pse, due to such di screp pncies, 

the foreign brpnch/correspondent hps negcti ?ted the bill 

f'g?inst indemnity cr under reserve, the ?cceptpnce/payoent 

cf the bill has bean prcmptly cdvi sed to the fcrei?,n 

brpnch/correspondent ?nd in the event cf di shonour cf such 

~ bill, notice cf dishonuur h~s been promptly sent tc the 

foreign brpnch/ccrresF-cndent by cF'ble/telox, dempnding 

refund c f the Plllount, i·f pny, obtpined by it in reil!lburse-

ment, ps required; 

(ix) Whether (~) uspnce bills pre pdequ~tely stpmped 

cn their receipt by the brok (b) due dptes pre correctly 

prri ved pt pnd reccrded in P. di ?ry mpintpined fc r the 

purpose pnd (c) Flccept?nce is ;)ro~erly reccI'lled cn the 

bill pnd there is p pi"'ccedure of verific ption of the 

~cceptor' s signpture (the Inspecting Officer shculd check 

this by selecting p few bills ~t rpndoB) ; 

(x) Whether in cpse If non-p~~ent of documentpry 

bills, prompt steps pre tpkan to protect the gocds covered 

by tho bills (bills not retired even pfter the ?rrivpl of 

the cFrrying vessels should r~ceive specipl scrutiny pnd 

the repscns therefor ?scertpined); 



147 

(xi) Whether in c pses where import 10 pn/trust 

receipt fpcilities hpve been grpnted, the ~vpnces hpve 

been allowed only for €I re~son?ble period pnd s?nction of 

the ~propripte authority he-s been GbtFined, where 

necess pry; 

(xii) Whether the guidelines issued by FEDAI regprding 

the eccounting procedure in respect of import bills 

received und8r letters of credit hpve been foll'Jwed by 

the bpnk; 

(xtfll, Whether interest pnd other chprges, where 

necesspry, pre collected fro~ the drpwees fit the time of 

ropliseticn cf the bills in 8ccordpnce with tho diroctives 

issued by the Reserve B Pnk pnd the rules of FEDAI ; 

(xiv) Whether the ForGi~n P Freel Register is 

mpintpined fer foreign inwprd bills pnd p?rc€ls, the 

pprticulFrs of pprcels/bills pre properly reccrded therein, 

end necesspry spfeguFrds for the custody of bills pnd 

pFrcels pre observed; 

~xchpnge Control pspects 

(xv) Whether the vprious formplities rcl?ting to 

impcrt trF'ns?ctions prescribed in Chppter 13 of' the 

Exchpnge Centrol Mpnupl such PS (p) submissicn of the 

EXehpnge Control copy of the i~port licence to the Reserve 

Bpnk p.fter its utilispti,:-n to the rnrodmUl!l extent 
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( b) P pyr:J.ent f'or imports in the prescri bed/ flpproved currency 

t'md in pccordpnce wi th permi tted methcds (c) obt~ining 

prior epprovpl of' the Reserve B pnk f'er rcmi ttpnce of 

froceeds of' bills rel~ting tc imports under 'cpsh' import 

licences where remittpnce h~s been delpyed beyond the 

prescribed period, viz., six months frcm the lpst d?te f'or 

shipment puthoripcd under the import licence (including 

grpce period) or undt:r the O.G.L., ?s the cpse mpy be 

(cl) cbtpining e-IJpre:vpl of' the Reserve B Pnk fer opening 

letters of' credit agpinst import licences cn 'deferred 

~pyment' be-sis or f'er furnishing guprpntees in the cpse of' 

such i~ports to CCVGr due payment of instplments by the 

importers (e) mprking of'f' the ?mount cf' f'reight on the 

relptive import licence befcre issuing to the ccnsignee ~ 

certific pte (in the prescribed f'orm) in sUPl)ort of' ~~plic po 

ti en f'or payment of' f'reight in rupees in c pses where goe ds 

pre ship~) ed to Indi B (oth:: r thpn under O. G. L.) on 'freight 

ppypble at destinpticn' b~sis, etc., hpve been c0mplied 

with by the bpnk; 

(xvi) Whether ppyments in retirement Gf' import bills 

pre received by the bpnk, irrespective cf' 8mcunt, by debit 

to the pccount of' the importer or by meMS of' p crOssed 

cheque dr~wn by him on his other bpnkers; 
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(xvii)Whether in tho cpse cf impcrt by post pprcel 

the prcc puticns envi sP.:3ec1 under the Exchpnr,e Centrel 

re~ulpti(ns hpve been ebserved; 

(xviii) Wheth~r in the cpse cf i~pcrts under foreign 

lo?ns/credits, tho turms pnd ccnditirns c"f' the relevpnt 

Public Nctice issued by the Import TrPde Centrel hpve been 

ccmplied with pnd the prescribed documents PS required 

hpve been duly ebtpined pnd flrwprded tc the ccncerned 

?uthC' ri ti es prcmptly. 



CHAPTER 7 

Fom'IARD EXCHAITGE CONTRACTS 

A forward exchange contract nay be defined as an 

operation in exchange whereby a rate is fixed at once for 

a purphaRe of sale of one currency for another which is to 

be completed at some future date. In other words, a forward 

exchange contract is a firm and binding contract between 

a customer and his banker, or bet'\veen two banks, for purchase 

or sale of a specified quantity of a foreign currency, at 

a rate of exchange fixed at the time of making the contract, 

for performance by delivery and payment at a future time 

agreed upon when making the contract. The purpose of the 

forward exchange contract is to fix the exchange rate in 

p,dvance for a future caromi tment in a foreign currency in 

order to eliminate the risk of an adverse movement in the 

rate of exchange TIrior to the maturity of the commitment. 

For inst&~ce, an exporter who has to receive payment for 

goods in a foreign currency at a future date or an importer 

who' has to discharge his debt at a future date in a foreign 

currency can enter into a forward exchange contract in order 

to fix the value of the debt receivable or payable in terms 

of rupees. The ingredients of a fOT't'ITard exchange contract 

are the ~arties (buyer and seller) to the contract, the 

amount expressed in foreign currency, the rate of exchange 

at which the purchase or sal e is mad I,!, the date on or the 

• • 



period during which the foreign exchange will be delivered 

and the mode of delivery. No money passes between the 

parties to a fOT\'lard exchange contract until the agreed 

time arrives when the tr~nsaction is completed at the rate 

of exchange fixed in advance on the date of the contract. 

Forward exchange contracts may be classIfied as under : 

(i) l'-1.erchant contracts betw'een ban!cs and their exporter/ 

impol~er customers • 

. (ii) Inter-bank contracts between banlcs in India usually 

through the medium of exchange bro~ers. These are normally 

entered into for covering operations. 

(iii) Contracts bet'\lTeen banks in India and their overseas 

branches/correspondents for covering operations. 

(iv) Contracts for sale of certain specified foreign 

currencies by banks to the Reserve Bank. These are entered 

into by banks as a last resort since the rates of the 

Reserve Bank are least ·favourable to them. The banks need 

not approach brokers for fixing contracts with the Reserve 

Bank. 

7.2 l;[hen a bank enters into forward exchange contracts 

with customers or banks, it takes credit risk. For instance, 

if a customer or a counter-party bank \.;rhich has to deliver 

foreign currency fails to deliver it on maturity date, the 

bank must meet its off-setting customer or inter-bank 
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obligation by purchasing the currency whiCh it had expected 

to receive (but did not receive) and had, in turn, contracted 

to deliver to the third party (customer or bank). The 

actual gain or loss will depend on the then-prevailing spot 

rate of the desired foreign currency relative to the 

contracted rate for the'd8faulted contract. The difference 

j~ deemed to arise from credit risk. The ballie must, therefore, 

be confident at the time of concluding a forward contract 

that the counter-party possesses the financial soundness 

and liquidity required to meet at maturity, the obligations 

being undertaken by it. As the standing of the counter-parties 

may change during the intermgmQ of such contracts, the 

outstanding contraots ag~inst each counter -party should 

be monitored periodically by the bank • 

. ~'Terchant contracts 

7.3 The regulations relating to forward dealings with 

merchants are contained in Chapter 7 of the Exchange Control 

Hanual ( 1978 edit ion) and the Inspecting Officer should 

carefully study the regulations before commencing a scrutiny 

of for'.fard exchange contracts -e,."'1tered into by a bank with 

its exporter/importer customers. The more important 

regulations are summarised below for ready reference. 



7.4 Forward con~racts cannot be undertaken with persons, 

firms, companies, etc., resident outside India. 

7.5 Authorised dealers must satisfy themselves that 

exchange risk cover is required in respect of a genuine 

trade transaction. 

7.6 Oontracts for forward purchases and sales may be 

entered into only in permitted currencies. 

7.7 Authorised dealers must ensure before entering into 

forward contracts that their exporter/importer customers 

are in fact exposed to an exchange risk in respect of the 

underlying transaction and the risk is in the currency in 

which the ;forward cover facility is desired. For instance, 

if the sale contract between exporter and overseas buyer 

is entered in pounds sterling, a forward cover can be 

provided only in pounds sterling and not in any other 

currency. Doubtful cases and cases 'vhere the parties are 

exposed to exchange risks in more than one currency in 

respect of the same underlying transaction should be referred 

to the Exchange Control Department. 

ForW'ard facilities for exports.. 

7.8 The amount of fOr1'Tard purchase contract should not 

exceed the expected proceeds of a shipment already made/ 

to be made. Where shipment has already been effected, 



the amount of forward purchase should not exceed the value 
• 

of the bill presented by the exporter for negotiation/ 

collection. In cases where agency commission in respect 

of an export bill is desired to be deducted from the bill 

and paid to the agent abroad, the amount of forward purchase 

should not exceed the net amount expected to be received 

in India. 

7.9 In the case of exports on consignment basis, forward 

purchase may be made only after the shipment has been 

effected and to the extent of the relative bill drawn in 

respect of the shipment. 

7.10 The exporter customer must apply to the bank either 

in the bank's specified application form or by letter 

requesting for a forward purchase contract. Along with 

the application/letter, the customer must submit the 

following documents as evidence of the genuineness of the 

transaction. 

(i) The original sale contract between exporter and 

overseas buyer and/or firm order from overseas buyer showing 

description and quantity of goods to be supplied, agreed 

price, approximate date of shipment, etc. 

(ii) A valid irrevocable letter of credit i.n favour of 

the exporter and a declaration from the exporter concerned 

that he has not entered into any other forward exchange 
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contract against the same letter of credit or the underlying 

sale contract in respect of the shipment in question. 

Where letters of credit are incomplete in any material 

respect such as unit price or description or quantity. 

foruard contract may be booked only after verifying the 

underlying firm order or contract. 

(iii) In cases where a contract ls entered into on the 

basis of cables/telex messages, the cables/telex messages, 

etc., in original, between the exporter and the overseas 

buyer showing definite offer and acceptance and indicating 

quantity, price/value of goods to be shipped and approximate 

date of shipment, should be nroduced to the authorised 

dealer. In such cases, a written undertaking should be 

obtained from the customer that he will produce the 

original sale contract and/or letter of credit within a 

month from the date of booking of contract and the bank 

should ensure that the contract/letter of credit is so 

produced. 

(iv) The verification of sale contract may be dispensed 

with while booking contracts against export documents 

already sent for collection through the bank. 

Fo~ard facilities for imports 

7.11 Authorised dealers may sell forward exchange to 

their constitutents against import of goods into India 

after satisfying themselves that the foreign exchange 
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to be sold does not exceed the value of the goods contracted 

by the importer with overseas seller of goods or the valde 

for which letter of credit has been opened through their 

medium, provided the proposed imports are covered either 

by vnlid import licence or by Open General Licence. In 

the case of imports cOlltracted on f.o.b./c.& f •. , etc., basis, 

forward sales may be made for the firm value on f.o.b./c. & f., 

etc., basis or if so desired by the importer for estimated 

c.i.f. value inclusive of reasonable estimates for freight/ 

insurance/escalation charges if latter charges will be paid 

by supplier and recovered from importer on the invoice. 

Any commission payable in rupees to local agents should be 

excluded before concluding the forward sale contracts. 

7.12 Before entering into forward sale cont'racts againSt 

import, CY! goods into India, authorised nealers should 

verify that the importer wishing to purchase forward exchange 

is in possession of valid import l.Lc~nce ''lith Exchange 

Control copy covering the pro~osed iaport. Authorised 

dealers should not book for~fard contracts either in 

anticipation of issue of licence (even lfhere the importer 

has received IILetter of Intent") or on the strength of the 

il-nporter's statement that he has valid import licence. 

In all cases. original Exchange Control copy of licence 

should be called for and insYJected. Additionally, authorised 
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dealer must verify either that letter of credit has been 

opened through his medium covering the proposed import or 

that firm order has been placed by the constituent and 

accepted by overseas supplier, for the pro~osed import. 

An apnropriate remark about the booking of contract should 

be made on the licence over stamp and initials of authorised 

dealer before it is returned to the importer. Full 

particulars of the licence should also be recorded with 

the authorised dealer. lnlere import is proposed to be 

made under Open General Licence, authorised dealers should 

verify that the proposed import is in fact covered by a 

current Open General Licence. 

7.13 \Vhile entering into forward sale contracts or 

extending delivery period of forward sale contracts already 

fixed, authorised dealers must ensure that the last date 

of delivery under the contract or the extended contract. 

as the case may be, does not fall beyond six months from 

the date of shipment if goods are already shipped and 

expected date of shipment according to underlying sale 

contract if goods are yet to be shipped. ~lese rules are 

applicable for import of goods into India covered by 'cash' 

import licences (i.e., licences not sti~u1ating deferred 

payment terms) or under Open General Licences. Fixation 

of forward sale oontracts or extension of forward 



contracts already fixed so as to provide for delivery 

beyond six months from the date of shipment is not 

permissible. 

Verif~c~tion of documents, 
.1:!'::.ili8at ion of cover, 
cancellation of contracts, etc, 

'1.14 Authorised dealers must mark documents verified 

while booking forward purchase or sale contracts with 

reoarks indicating date and amount of forward contract under 

their stamp and initials. A record of documentary evidence 

so verified should be kept contract-wise in a systematic 

m.::1.nner. 

7.15 The last date of delivery under forward purchase 

contract with extensions, if any, should not 1hll beyond three 

months in the ease of exports to Pakistan and Afghanistan 

and siz months in other cases, from the date of shipment 

if l'joods are already shipped and expected date of shipment 

according to underlying sale contract if goods are yet to 

be shipped. HovTever, ";'l"l:!.ere the Exchange Control Department 

has relaxed the time limit for realisation of proceeds of 

ex:ports, the corresponding forHard purchase contracts may 

be extended to cover the extended period approved by the 

Exchange Control Depart~ent. 



7.16 It is in order for authorised dealers to book a 

single contract against different firm export orders 

provided payments against all the orders are to be received 

through themselves subject to the conditions stipulated in 

paragraph A.4 of Chapter 7 of the Exchange Control l1anual. 

In terms of A.D.(G.P.Series) circular No.55 of 1979, 

authorised dealers are also permitted to fix a single 

contract covering several bills sent through their medium 

for collection covering shipments already made by the 

exporters. If, however, a forward contract has to be fixed 

for a round sum representing part of the total value of 

the bills, ~Tithout identifying the amount covered against 

each bill, the authorised dealer should insist on the 

exporter furnishing a list of all the bills sent through 

the authorised dealer t s meditU!l against which the cover is 

required. The authorised dealer S40uld verify the 

correctness of the information furnished by the exporter 

and thereafter fix a single contract on condition that the 

exporter will not be eligible for covering at any subsequent 

stage the uncovered balance of the listed collection items. 

Additionally, in such cases, the full value of the bills 

should be first ad justed against the conteact as and 1'lhen 

they are realised and the value of the remaining bills 

adjusted on ready basis. 
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7.17 Forward purchase and sale contracts must be utilised 

for fulfilment of the same transactions in respect of which 

they ""ere originally fixed. In no circumstances, should 

contracts be utilised even partially against any other 

foreign exchange commitments or risks of a constituent. 

In case of fort'lard sale contracts against imports , this 

prohibition applies even where the order in respect of 

1'1hich the contract is desired to DC ttilis·ed arid the order 

against w'hich the contract WR.S originally booked are 

covered by the same import licence or Open General Licence. 

Authorised dealers are, however, permitted to accept from 

exporters delivery of foreign exchange derived from part 

shipment(s) in part utilisation of forward purchase 

contracts and to allow utilisation of a forward purchase 

contract against shipment of goods of a quality/grade, etc., 

different from that mentioned in the original order from 

the foreign buyer provided that the foreign buyer has 

agreed to accept those goods under the same order and 

suitable documentary evidonce in support thereof is 

prcduced to the authorised dealer. Further, in terms of 

A.D.(G.P. Series) Oircula.r No.55 of 1979, where after 

fixing forward purchase contracts, ex~orters obtain unit 

price rises for the products to be exported on grounds 

of rise in raw material prices, hike in export duty/ 



frE)ig1.lt charges, etc., or as a result of operation of 

escalation clauses, authorised dealers may accept deliveries 

after satisfying themselves that the goods to be shipped 

are the same (even if of a oif:ferel1t quality or grade, 

etc.) and the price rise hr'.s been negotiated in respect of 

;)art or whole of the name ord er against which the forward 

cover was fixed. Documentary evidence submitted by 

constituents in this connection should be marked by the 

authorised dealer in the manner indicated in paragraph 7.13 

above. In the event of a bal~nce being left unutilised out 

of a forward purchase or sale contr~ct after completion of 

the original transaction, such balance must be cancelled. 

jifo fresh ready purchases from or sales to a constituent 

should be made in res~ect of a transaction for which forward 

purchase or sale contract had been previously fixed. 

Authorised dealers should maintain records in a systematic 

manner so that this can be ensured. 

7.18 Authorised dealers may cancel unutilis6d portion of 

forHsrn purchasE: or sale contracts, v'li thout reference to 

the Reserve Bank, irresnect ive of amounts involved. In 

cases, hm-lever, 'oJhore unutilif19d port ion of the contract 

exceeds U.S. $ 500 or its equivalent, authorised dealers 

should obtain applications from their COlilltituents (on 

form FCC! or FCC2 given in Excilange Control I1anual -



Volume II) for cancellation of the contract. Authorised 

dealors should satisfy themselves about the genuineness of 

the reasons for cancellation stated therein. Reports of 

such cancellations should be furnished immediately to the 

neserve BanI:: enclostng cony of application with their 

certificate appended thereto together with supporting 

documentary evidence. 

7.19 Authorised dealers should not keep forward purchase 

or salG contracts open for unrensonz.ble length of time 

merely on the ground that application for cancellation has 

not been received from the cuctomer. In such cases, 

unutilioed portions of contracts may be cancelled if 

authc)rised dealers are otherwise sHtisfied that their 

customers are not in. a position to fulfil the contracts. 

A sepe.rate report of such cases should be submitted to the 

Res8rve Bank. Rule 9 IV of 2?:CDAI Rules provides that if 

an expired forward exchangE! contra.ct is not taken up, 

(D:t ended or cancelled. Hi thir: 9. Tna::clmum period of 2 months 

frOl:J. the date of its expiry, authorised dee.ler should treat 

it ['.8 cancelled on the expiry of thd said period of 2 months 

afte:." serving a 15 days ' notice ~o the contracting party 

in respect of the cancellation, :'~roYided the authorised 

dealer is satisfied that no further delivery will be made/ 

taken up by the contr8.cting party. 



'7.20 AuthorisAd dealers should not cancel a forward 

purchase contract entered into with a customer against a 

firm export order on the ground that the letter of credit 

opened by the buyer is restricted to another authorised 

dealer. In all such cases, exporters should arrange through 

+'hoir bankers for obtaining ',)ayments in foreign currency 

irom the bank to lThic~l the lett er of cred it is restricted 

Sf) that delivery of foreign p.xchange may be made under 

forward purchase contract. 

7.21 \,lhile cancelling for1'1ard sale contract entered into 

against import of goods into India, amount cancelled must 

be endorsed on Exchange Control cony of the relative import 

licence, excent in undernoted ce.ses : 

(a) where contract has been entered into with an indenting 

agent under a valid Letter of Authority and the original 

holder of import licence decides subsequently to import 

either directly or through another indenting agent; 

(1:» llhere original overseas SUP:rllier may not be in a 

position to supply the relative goods ::md importer desires 

to trcillsfer the order to another supplier; 

(c) uhere cancellation has arisen because of freigh.t andl 

or insurance having been settled locally and the amounts 

l:aving already been endorsed on the licence. 



In all caS(3S 1.fherc amount cancelled has not been 

p:':1dorscd on tho 1. icencc , suitable ('~x,lanatory note should 

be given in the re-!ort re(1uirea to be submitted to the 

J1.Bscrve Bank. If any re~l1~sts aro received from constituents 

for cancelling enc1orsem~nt on import licence (relating to 

u.ndelivered portion of thr:; fOJ:'uard sale contract), reference 

should be made to the neser7s ~ank statiI16 reasons why 

the endorsement is required -[;0 be co.ncelled. 

7.22 Forwa.rd purchase/ s2.1e contre.cts covcl"ing ex:?orts/ 

im,orts on deferl"ed payment "be.sis s:'lould not be cancelled 

uithout the prior ap"prov,.,~ of the l'~xchange Control Department. 

7.23 AuthorisE)d dealers a.t',~ '!1ermi t-G ~d to provide long-term/ 

roll-over fOrl'Tnrd covor for unferred :?aymcnt exports/ imports 

as well as forwa.rd facilities against exnort of services, 

export of forei[~n currency notes ann. surplus freight/passage 

collections subj()ct GO sti,)ulations in paragT:\phs 7A.5, 

71\..10, 7A.11, 7B.4 and 7B.5 of thn j~xchange ControlU2.nual. 

7.24- Subject to coml?liance 1-1it11 the ~rovi8ions in 

par~lgra:;)hs 2 and 3 ()f Cha:ptor 8 of tlL::! By-change Control 
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rIanual regarding exchange position and cash balances, 

authorised dealers may freely enter into forward purchase 

or sale contracts in any permitted currency, against rupees. 

or any other nerm1tted currency, 1'rith other authorised 

dealers in India. They may a.lso freely correct imbalances 

in their ovm exchange positi.on s\)_ch as overbought in spot 

position and oversold in foniard position or overbought at 

one ~orward position and oversold at another, by making 

appropriate swap operations in the currency with other 

authorised dealers in India. How'ever, authorised dealers 

should, as far as possible, avoid outright forward or s; 

swap transactions which 1-1ill result at the close of business 

on any day in ·unreasonably 'mismatched' maturities. 

7.25 Subject to cowpliance with the provisions in paragraphs 

8.2, 8.3, 8.8 and 8.9 of the Exchange Control Nanual, 

authorised dealers may buy and sell for forward deliveries 

any permitted currency aG'ainst any other permitted currency 

from and to banks (includin.'1 overseas branches of authorised 

dealers) in the External Grou? of countries or make swap 

operations in permitted currencies 1-1ith them. ROllever, 

authorised dealers are required to put the broker network 

or inter-bank communication channels in India to maximum 

use before undertaking the o-pe"!'atlons 1<Tith overseas banks 

and explore whether necessary cover for merc~ant business 
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o~ for reotification of exchange position imbalances cannot 

be secured in inte~-bank barket in India itself. 

Operations for forward purchase or sale of foreign 

currencies against rupees with overseas banks (including 

overseas branches of authorised dealers) are prohibited. 

7.27 In case of forvTard purchases and sales made with 

overseas banks (including overseas branches of authorised 

dealers) involving amoQ..11.ts individually exceeding U.S.$ 

500,000 or its equivalent, particulars thereof are required 

to be intimated on a daily basis by letter to the office 

of the Reserve Bank to which R Returns are submitted by 

authorised dealers in the mal'lner ind icated in paragraph 

8.7 (iii) of the Exchange Control Tl1anual. 

7.28 Authorised dealers must not do any transactions 

with their overseas branches/correspondents which would 

enable them to grant to persons, firms or companies in 

India forward exohange facilities which are contrary to 

Exchange Control regulations in force in India. 

BuIes ,-of_ F<?,reign Exchange 
Dealers' Association of India 

Contract amounts 

7.29 Forward exchange contracts should be for definite 

amounts, ~.e., there should be no provision for excess 

or shortage. ror instance, a forw'ard contract for purchase 

of say 8 10,475 with a provision Xyxxxxxxxxxxxxxxxxxxx 



of say 10% nore or less is not per~itted by Rule 4 I of 

FEDA I Rules. When ;:lore than one rat e for bills with 

different deliveries are ~-lentioned, the contract Dust 

state the anount and delivery against each rate. 

Option of delivery 

7.30 Foruard contracts ~1ay be fixed or option forwards. 

A fixed forward is a for\-Tard contract l!There one specific 

date is agreed upon for pe"cfor:::tance to take place, for 

exa~ple, 14th of August. An option forward contract is 

one where a specific period of ti~e is agreed u~on and 

perfor:"lanCe :!lust take place during such a period, for 

exa!"!lple, 15th of January to 14th of February. The word 

'option' does not mean the customer has a choice as to 

'\'Thether or not to take or give delivery of foreign currency 

The party to whorl the o-ption is given is bound to cOI!lplete 

the deal and his option applies only to the date, within 

the s,ecified o"f)tion perio~, OLl w-hich he !lay choose to 

cO!'lplete it. 

7.31 Rule 4 I(b) of FBDAI 1.uJ_8S lays dm"Tn that the option 

of delivery should in no case extend over a total period 

of !:lore than one calendar ~onth, for exa~.ple . . 
15th January to 14th February 

30th January to 28th (29th) February 

28th February to 27th March 

31st March to 30th April 



7.32 The first and the last dates of delivery !!lust be 

stated in the contracts. It i8 not perniosible to use 

general expressions such aD 'delivery one '\-Teek', or 

'delivery one month' or 'delivery two ~onths forward·, 

etc. Unless it is specifically stated in the contract to 

the contrary, the option of delivery lies w'i th custoners 

or parties, other than authorised dealers, irrespective 

of ''1hether it is a sale or ,?urchase contract. Between 

two banks (authorised dealers), the option of delivery lies 

with the buyer, unless other"Tise stated. Delivery can be 

taken/given by the custo~er on any day during the option 

period as determined by the first and last daVes of 

delivery. In case the last ~ay of the delivery period of 

a contract falls on a Saturday or a holiday, the contract 

should be dee!'1.ed to fall due on the preceding working day. 

Subs'citution of bills for T.Ts. 
~nd v:lc_~~~J1ule 8II : :: 

7.33 If a forward contract is :"1ade for the purchase of 

an export bill, the bank should not a ccept delivery of a 

clean T.T. or doc~Dentary ~.T. in substitution thereof. 

This is because, it is a~gued, the substitution would 

upset the rediscounting arrnngerlents the bank might have 

nade in the foreign centre for usance bills, l,'lhen the 

forward oontr~ct was originally fixed. However, since 

there is no question of rediscounting sight (O.D.) bills 



in a foreign centre, banks may accept delivery of a 

documentary T.T. in substitution for O.D. bil:Ls subject 

to recovery of the cost, if any, of budleeing the relative 

covar contr8.ct. Further, a bank may accept delivery of 

bills under a contract made for the purchase of T.T. 

proVided the interest at the current rate of interest 

applicable to the purchase 01 the bills in question and the 

cost, if any, of budleeing the relative cover contract, 

are recovered. 

Changes in contract usance 
]T-ior to or at the time of 
.9.Q.n:{:r:ait delivery (J.ule 8 II) 

7.34 It is within the option of a bank whether to accept 

or to ~gree to accept bills drawn at usance other than 

that stated in the contract. For instance, it may accept 

90 days bill instead of 60 days bill stated in the contract 

or vice varsa. When the bank permits such a change, a 

difference in rates will either be allowed or collected, 

as the case may be, from the original rate quoted to the 

merchant. The differenoe should be caJ.culated on the 

basis of any change in the rate of interest applicable to 

the purchase of the bills in question between the date of 

the contract and tae date of substitution, and the cost, 

if any, or budleeing the relative cover. 



7.35 If the usance of a hill purchased is altered to a 

longer pe1:'iod, it is not enough to collect, from the 

d rawe'." or the drawee, onl~r -';~H~ add i tional interest but 

the bank should also recove:;:' interest on the basis of any 

change in the rate of interest applicable to the purchase 

of the bill in qu.estion hct~lacn the date of pu::.. .. chase and 

the date of al te:.ra.tion in tJ1e usance, and the cost, if an..v, 

of budleeing the relativp. cover. 

Alt~~ation of a .n~p 
till to: nfA subse uent 
~~o .J>urchas~ 

7.36 Uhen a Dip bill (which attracts a higher rate)is 

altered to D/A after purchase, the purchasing bank should 

not make a refund of the difference between the Dip and 

D/A rates • 

.m~rly delivenr under 
fq.r.~ard exchange contracts 

7.37 Rul~ 9I of F'EDAI Ruleo provides t~lat it is optional 

for a bank to acce;..)t or give earlier delivery under a for'\vard 

contract than that origi:'lally contr·'1.cted for and tha-t in 

all sueh cages, the cost i.f any, of budleeing the relative 

cover including interest (Jll any outlay of funds by the bank 

for the purpose of iJ.rran(';in~ the ~U(1J ee, at the time of 

accey>ting or gi1.T ing early delivery, irrespective of whether 

a.n actual budlee is n:::tde or not, should be recovered from 

t!19 merchant. 



A bank entered into f-l, for\vard contract with its 

0xport.el' custo:::ner for tb_!'e~;'1~nt;1.3 for US $ 50,000 at 

_$ 10.75 for the purcLl8.l=.::e of a sight (demand) bill. The 

hanl( t S c')vor 9:.1.1e for three months forvTR.rd was fixed at 

$ 10.60. Before the end of the s0cond month, the customer 

~pproaches the bank with the bill for negotiation. The 

baru:- agrees to accept early d:1livery. On the date of 

negotiation, the inter-bank rates are as under: 

1 month for~Tard (Buying) 

2 montlE f t):r.'vTard (S-elJ_in.'t;) 

8 10.60 

• 10.45 

As9umin~:~ that ·the btll 1-Til:J. take 20 days for 

realise.tio.n, the bank will s~·:ll one month forward at the 

inter-bank bUYing rate of t 10.60. As the original cover 

sale 80ntract will mature in ~bout two months time, the 

bank 1'1-111 buy two montho fOrllard at the inter-bank selling 

rate of $ 10.45. Hence, the bud1ce (swap) transaction will 

be as follows : 

Sell one month for1'Tard 
$ 50,000 at $ 10.60 

Buy two months forwar~ 
& 50,000 at S 10.45 

Cost of Dudlee 

~.471,698.11 

~.478,468.89 

Rs. 6,770.78 

-----------
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The brokerage on the abov.e t"tiO inter-bank contracts 

agl:,L'egating Rs.950,167 at, s~.y, 0.01 per cent, amounts to 

Rs. 95.02. The bank will recover the cost of budlee and 

brokerage from the customer "\"lhile negotiating the export 

bill at the rate originally fixed under the contract as 

unaer 

Demand export bill for 
S 50,000 at ~ 10.75 

Less ---
Cost of budlee 

Brokerage 

Net amount ,ayable to 
customer 

Rs.465,116.27 

I?s. 6,770.78 

Rs. 95.02 
-------~ .. -
Rs.458,250.47 
-~-------

'rhere is no outla3r of funeJs by the bank under the 

swap transaction and, therofore, no interest in this 

regard is to be recovered f~om t~e customer. 

7.3B It is laid down in Hula 9 II (A) of PEDAl Rules 

that the extension of a forvrard exchange contract is at 

the contracting bank's option. At the time of extension, 

the bank has an opportunity to reassess the risk and the 

option to determine the contract or impose other conditions 

such as a cash margin, etc., as may appear necessary. A 

forward exchange contract may be extended at any time 



prior to, du.ring or after the delivery period stipulated 

in the contract. Tho cost of extension to the customer 

would be the cost of budleeing tho relative cover including 

interest on any outlay of funds by the bank for the purpose 

of a:::-ranging the I:>udlee at the time of extension irrespective 

of '\"lhether an E'.ctual budleo is made or not. In case, 

hOl-rever, the contr.act is ex"bendeit after the last delivery 

date specified therein, the bank ''lOuld charge for such an 

extension overdue interest or e~change. difference (cost of 

budlee), whichever is more favourable to the bank (but 

not both), for the overdue "?eriod, i.e., the period for 

which the contract re1n~ifiS unextended beyond the last date 

of delivery. The overdue interest or exchange di~ference 

should be collected from the customer at the time cf 

extending the contract which continues to run at the Bame 

rate. The above rules are applicable to extensions of 

forward exchange contracts in all currencies. 

Cost of budlee (Swap) 

7.39 The cost of budlee (s,"Tap) to be collected from the 

customer consists of the following : 

(i) The difference between the selling a~d buying rates, 

whenever such difference is a.gainst the bank. 

(ii) Brokerage on inter-bank sale and/or nurchase depending 

w'hether it is a short swap or a long swap. 



; .. ; 1 
. I Lt· 

(iii) '.rhe intorest 0:1 any funels invested by the bank 

(outlay of funds) on behc~li' 1):( the customer as a result 

of extension of the contract. 

7.40 In the carle of a contract exten(!~('. after the last 

to he chFl.rged by the bank on the rU"lJee equivalr-mt of the 

foreign currency at tl:1C cO:1.tract :::oate as follOl'TS : 

(i) For purch~ne contracts, inte~st at not less than 

2 per cent per annum over the ruling·discount rate of the 

Central Banking Institution of the country on which exchange 

\Tas fixl3d, with a minimum of 7 ~Jer cent per annum~ from 

the date of expiry to the date 0'.1. "tihich extension of the 

delivery period is arranged. 

(ii) For sale contrncts, in-Gerest 8.t not less than 2 per 

cent pe:,:, I3.lll1UIn over the Ile3crve :Sp.nk of' India Rate, with 

a E11nimum of 7 per cent "Der J.nnUID from the date of expiry 

to the date on uhich extension of the delivery period i8. 

Examule 
~~-==-:.-

A bank entered into a t,-TO months forward contract 

for the purchase of an ex:::>ort bill sent for collection 

amounting to U.S. G 100.000 at R<;.100 = 8 9.84 and covered 

itself in inter-bank market at ~ 9.75. Ten days after 



the expiry of tho contract, tho r:xport')r rl)quC'lstcd the 

ban!::: to extend the contract by two months Nhen inter-bank 

rates 'Vlere as under : 

spot S 9.7800 

1 month 
fortvard ('\ 9.7950 "': 

2 months 
:fortlard $ 9.0100 

Tho bank I s cover sale lrill have --(;0 be met by spot purchase 

and s imul taneously it vTill have to sell forw'ard for two 

months to match the extended delivery period. 

Buy s~ot a 9.78 

Sell forward 
- 2' months $ 9.81 

S,\'1ap difference e 0.03 

The SvTap difference is against the bank and it will, therefore, 

be recovered from the customer along lvi th brokerage. 

Hm<Tever, as the spot purchase is at a rate (R').100 = S 9.78) 

higher than the ban~:c' s ccver sale (r:;.100 = 8 9.75), there 

is no outlay of funds. 

,Ad j us te.LIl~e. 

Original contract 
rate 

Add 

Swap difference 

Brokerage 

Rounded to -

S 9.3400 

8 0.0300 

Z 0.0040 

~ 9.8740 
.----... -~ 
$ 9.875 
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C 100,000 at 
::' 9.84 (Contract 

ra"ce) 

C 100,000 at 
~ 9.875 (adjusted 

rate) 

Rs.10,16,260.10 

Rs.10,12,658.20 

-------.. _--
Dxch3.nge difference Rs. 3,601.90 

The interest for the overdue period of 10 days on the rupee 

equivalent of the foreign currency at the contract rate 

(R:;.10,16,260) at 10.5% per annum (U.S. interest rate of 

8.5~b plus 2%) works out to rs.2,923.48. As the exchange 

difference is more favourable to the bank than the overdue 

interest, it will be recovered from the customer and the 

contract will be extended at the original rate of 0 9.84 

for tuo months. 

Cance1:1~ ... ation of foruard contracts 

7.41 I'or",ard exchange contract s may be cancell ed at any 

time during the currency of the contract, on the date of 

expiry of the contract or after the expiry of the contract. 

On ct'.ncellation, the pennl ty or the cost f)f co.noolllltion 

t,., DO colloot(,d froll tlv" Ct1.si.:olJ.(>r should c,)nE-=llst of 



(i) exchange difference, plus 

(1i) if the contract is cancelled before the option 

period of delivery, the cost of budleeing the. relative 

covar including interest on anY outlay of funds by the 

bank for the purpose of arranging the budlee, at the time 

of cancellation, irrespective of whether an actual budlee 

is made or not, ~~d 

(1ii) if at the time of cancellation, the contract 

has already expired, then overdue interest on the rupee 

equi.valent of the foreign currency at the contract rate 

from the date of expiry of the contract 'to the date o~ 

its cancellation. 

7.42 The exchange difference referr&d to in paragraph 

7.40(i) above means the difference between the forward 

rate fixed under the contract and the oPPosite spot rate 

obtaining on the date of cancell~tion. fi1US, a forward 

sale contract is to be cancelled at the bank's T.T. buying 

rate on the date of cancellation and the exchange difference, 

if any, shou1.d be collec"~ed from the customer or paid to 

the customer by the bank, as the case may be. Similarly, 

a forvTard purchase contrac"c is to be cancelled at the 

bank's T.'l'. selling rate on the date of cancellation. The 

exchange differenee not exceeding ~.10 may be waivp.d at 

the option of the contracting bank. 



7.43 Rule 9III(B) of P~DAI Rules lays down the rates of 

overdue interest that should be charged by banks while 

c::t.ncelling overdue forward contracts, vide paragraph 7.39 

above. However, overdue inte~est not exceeding Ps.10 may 

b~ tTaived at the option of the contracting bank and it 

may also be waived if a bill purchase contract becomes 

overdue dLte to -the bank's r()fusal to accept the bills 

tf.:ndcrod as approved bills (via (~ Etlle 10 of FaDAI Rules) 

and the export~r takes up the contract by tendering other 

approved bills or cancels the contract ' .... ithin a reasonable 

time. 

On 25th June, a bank entered into a fonfard sale 

contract for 2 months for l)l\f 25,000 at thtl B.C. selling 

I'ate Dr1 25.20. On the 24th August, the mworter requests 

fOr the cancellat ion of the contract, l'Then the spot rates 

for m~ quoted by the ban!<: are as follows : 

Selling rates Bll,y:ine; rates 
T.T. }-}.C T.T. O .• D. ----- .. 

Rs.100 =: DIJI 25.30 25.20 25.80 26.10 

The forward sale contract will be cancelled by 

the ban.~ at its spot T.T. buying rate, eVen thou.gh the 

fOrl'lard sale was a B.C. sale. Thus, on the forward sa.le 

of DM 25,000, the customer would have patd to +'he bank 



at the rate of Dr,! 25.20 (i.e., the B.C. 1!Jelliller rate fixed 

under the contract) : 

Leos : By purchasing back ---
Dr! 25,000 from the customer, 

the bank \-lOuld. pay at the spot 

T.T. buying rate of Dr:! 25.80 : 

Rs.99,206.3'5 

Rs.96,899.22 

Rs. 2,307.13 
-----------

The bank would, therefore, recover from the customer 

ns.2, 307 .13 as the cost of cancellation. If, for instance, 

the contract could not be cancelled until the 3rd September, 

the bank l'1ould recover the cost of cancellation as under 

(i) Exchange d'ifference 

(ii) 

as calculated above : 

Overdue interest for 
10 days (i.e., from 
25th August to 3rd 
September) at 12% p.a. 
(i.e., 2% over m3I 
Rate) on ~c;. 99,20(;.35 

P.s.2,307.13 

Rs. 326.16 
----------
Rs. 2,633.29 
---------

The cost of cancellation of the overdue contract 

to the i..'"aporter would, therefore, be R~.2,633.29. If, 

hO\rlever, the exchange differe~1ce :i..s in favour of the 

customer, the bank would pay the exchange difference to 

the customer but collect the overdu8 interest from him. 

It is important to note that in the case of a forward 

sale contract, tha bank w'ouln cancel the contract at 



the T.T. clean buyine rate irr~spective of whether the 

forward sale is a clean sale or a B.C. sale. 

Guidelines for Inspecting 
,OJ·.!:_~.E_e}:s ___ . ____ _ 

7.44 ':Ihile examinin{~ fOJ:'~Tard e::change contracts entered 

into by the bank, the follo\oring points should be seen by 

the Inspecting Officer. 

Inter-bank and 
·custorner" TIm-its ,._._.- .---------

(i) The Inspecting Officer should ascertain whether 

the guidelines given in pe.ragraphs 3.2.3 and 3.2.4 of the 

Guidelines for Internal Control over Foreign Exchange 

Business issued by the Reserve Bank, regarding setting up 

and monitoring of limits for for,.;ard contracts for its 

larger cu.stomers and individual banks, both overseas banks 

as uell as authorised dealel~s in India, have been implemented 

by t~J.e bank. 

p"'q~uments and procedure 

(ii) It may be seen vrhether before entering into 

fort'lard contracts "lith merchants, the bank has verified 

that there is adequate oocumentary evidence in respect of 

the relevant transaction of the constttuent and a record 

has been kept of such evidence 1'1hich shows that the exchange 

risk covered has been in respect of genuine trade transactions 

and the method of remtttance is a permitted one. It may 
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be ve~::'ified whether in cases where fort'Tard purchase contracts 

were boaked against letters of credit, the requisite 

t~cclaration of the exporter as required in paragraph 7A.2 

of the Exchange Control Manual had been obtained. 

(iil) v!hero in any case, the forlTard purchase contract 

had been booked On the strength of cable/telex message, it 

should be yerified "that the origtnal signed contract has 

b een submitted to the bank 'vi thin. e.. period of one month 

from the date of booking of the. contract. 

(lv) A few cases of forvlard purchase and sale contracts 

may be verified with the available case papers to see 

whether they have been booked in conformity with the 

Exchange Control regulations. 

Delivery period 

(v) ~le Inspecting Officer should ascertain whether 

the bank has ensured that the period of delivery (as extended 

from time to time) is such that the last date of delivery 

does not fall beyon~ 6 months {} m&ftths in case of Afghanisthan 

and Pakistan) from the actual date of shipment or eXpeG~ad 

date of shipment or beyond the extended period approved by 

the Reserve Bank. 

utilisation of cover 

(vi) It should be vex-ified whether the bank has a 

satisfactory procedure/system for watching the delivery 



dates of forward contracts and ensuring that the contracts 

are taken up/extended by the due elates. It may be noted 

that autho~ised dealers are permitted to cancel outstanding 

contracts unilaterally, i.e., even if the application in 

Form FCC 2 has not been completed by the customer, after 

giving due notice to their customel"s, at the expiry of t1iO 

months from the last date of delivery of the contracts, if 

they are satisfied th~t the contracts l·rill not be performed 

by the customers. In the case of ove.!'due contracts, the 

comments of the authorised de~ler should be obtained as to 

why they l1.ave remained outstanding. Opportunities for 

speculation in the exchange rate can be provided to 

customers if contracts are not cancelled as quickly as 

possible. 

(vii) It should be verified vThether the bank has 

inbuil t procedures to ensure at tlle time or ,?\,U'chas ing 

foreign currency proceeds of exports from their customers 

or purchasing their export bills, that a for'\'1ard contract 

has not been fiJtea already in resl!ect of the underlying 

export order and is outstanding against which the purchases 

are to be adjusted. l1J:fy cases coming to notice where such 

purchases have been treated as rGady purchases vThen the 

forllard contracts were outstandil12 should be properly 

enquired into as such shortcomings in procedure can provide 

opportunities for speculation in ·the exchange rate. 



(viii) \'1here forward contracts have been booked after 

export bills ''lere sent on Dollect ion basis. it should be 

verified whether the bank takes care and ensures that the 

~roceeds of such bills ,men realised are adjusted against 

the contracts and are not treated as fresh (i.e. ready) 

purchases, The aim should be toaee whether proper 

coordination exists between the department handling forward 

contracts and that handling doc~ments for negotiation/ 

purchase/collection. 

(ix) If the bank had booked any contracts against 

bills sent for ~ollection after they were sent for collection 

in terms of the relaxation nermitted in AD (GP Series) 

Circular No.55 of 1979, it should be verified whether the 

conditions laid down therein have been fulfilled. 

(x) It may be verified whether the bank had any 

cases where the forward contracts had been booked with it 

by the exporter and the letters of credit opened subseauently 

was restricted for negotiation through another authorised 

dealer and if so, whethe~ the bank arranged to obtain a 

foreign currency draft against negotiation of documents 

from the other authorised dealer for settlement of the 

foruard contract. 

(xi) It should be verified l'lhether the bank is allowing 

exporters to substitute contracts, i.e., deliver proceeds 

of an export contract other than the one against which 
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the for111ard c')n tract was booked, wi thout prior permission 

of the Reserve Bank. 

Cover 0tJerations 

(xii) The bank's cover opergtions in inter-bank and 

overseas markets should be verified to spe Whether there 

is any s")eculF.'tive tendency in fiying forwa""'d contracts. 

r. yFle' ell ~ti on 

(xiii) It should be checked that wherever unutilised 

portions of cancelled contracts were more than U.S. I> 500 

or its equivalent, they have bee.l reported to the Re::ierve 

B~nk promptly. 

Compliance with FEryA1 ~ules 

(xiv) It should be verified, by a test check, whether 

the charges prescribed under FEDAl Rules have been recovered 

from customers w""iie accepting or giving early r'Q11veries, 

granting extensi on sand/or c anc elling forwarcl exchange 

contracts as there is scope for leakage of the bank l s 

inc orne. 



CHAPTER ·8 

NON-RES1IENT CE;XTER N.AL) RUPEE: ACCOUNTS 
AND FCRE1GN CURRENCY (NON-RESIDENt') 
ACCOUNTS. 

1ntroduct ign 

The accounts opened and maintained with authorised 

dealers in the names of p3rsons of 1niian nationality/origin 

residing abroad, in pursuance of the Non-resident CE:xternal) 

Accounts Rules, 1970, are known as "Non-res tdent. (External) 

Acc ountsll. The scheme was introdueed by the Reserve Bank 

as a measure of incentive to encourage persons of 1nd ian 

nationality/origin to remit their savings to In:iia. Initially, 

the accounts were allowed to be rna. intained only in Indian 

rupees. Since 1 st November 1975, Non-resident (External) 

accounts have been permitted to be opened in designated 

fore ign currenc ies. 'lhese ae counts are known as "Fore ign 

Currerey (Non-resident) accounts (FCrR accounts)lI. Presently, 

the FCm accounts are permit ted ~o be opened in Pou nds 

Sterling and U .B. Dollars. The R-tchange Control provisions 

relating to Non-resident (Externa:') Rupee accounts and FCIR 

accounts are contained in Chapter 28 of the 3xchange Control 

Manual. The Inspecting Officer s should famil.iarise themselves 

with the provisions of the Manual before undertaking scrutiny 

of Non-resident (External) Rupee acc:>unts and FG.NR accounts. 
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8.2 Spec ial Features 

(i) Interest accruing on balances held in the Non-

resident (External) accounts is free of income-tax and 

balances .beld in these accounts are exempt fran wealth-tax. 

Gifts made from the accounts are also exempt from gift-tax. 

The balances are, however, not exempt from estate du ty • 

(ii) The rates of interest payable by banks on deposits 

of maturity· of· one year and above held in Non-resident 

(EJrternal) Rupee accounts and FCm acc ounts are 2% higher 

than the rates permissible on dom8stic deposits of comparable 

maturi ty. 

(111) Balances held in these accoonts alongwith interest 

thereon are freely· repatriable outside Ind!a at any time at 

the request of the account holder without obtaining prior 

approval of the Reserve Bank. 

(iv) The exchange risk involved in- maintaining FCrR 

accounts in the designated foreign currencies and the interest 

a.ccrued thereon is borne by the Reserve Bank. 

(v) Transfer of Non-resident (External) accounts 

from one branch of authorised dealer to another branch of the 

same authorised dealer is freely allowed. 
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(vi) Transfer of funds from Non-resident (&Xte-na.l) 

accounts held with one authorised dealer to another authorised 

dealer at the same centre or at another centre for opening 

new Non-resident (External) accounts is allowed by authorised 

dealers on fulfilment of certain conditions. 

(vii) Transfer of funds from Non-resident (External) 

account of one person to thE: Non-resident CE4Xternal) account 

of another person may be considered by the Reserve Bank on 

fulfilment of certain conditions. 

8.3 Operdng of Accounts 

(i) Noo ... resident (External) accounts are allowed to 

be opened in the farI:} of savings, current, recurring or 

ftixErd depOosits in the names of persons of Indian nationa11ty 

or origin, re sident outside India provided the funds are 

received from the countries of residence of the prospective 

account holders or from any other country provided the country 

of res idence of the account holder and the country fran wh ich 

remittance is received are both in EXter"!lal Group. 

(11) Overseas companies, partnership firMe, societies 

and other corporate bodies which are owned to the extent 

of at least 6C% by non-residents of Indian nationality/ 



origin and overseas trusts in Which at least 60% of the 

benE:ficial interest is irrevocably held by such persons 

are also eligible to open Non-resident (External) Rupee 

accounts and FCm accoonts witb authorised dealers in Ind ia, 

provided the furds for the purpose are transferred to India 

in an approved manner from the country where the company/ 

firm/society/trust is registered or situated or from any 

other country if the country where such entity is registered/' 

situated. and the country from \J1ich the remittances are 

received are both in External Group. 

(iii) Designation of existing ordinary coo-resident 

accounts as Non-resident C&xternal) Rupee accounts and 

opening of new Non-resident (External) accounts in rupees 

by transfer of funds from ordinary uo!)-resident accoonts 

require prior approval of the Reserve Bank. 

(iv) OIX3 ning of Non-r es ident (External) Rupee acc ou nt s 

and FCNR accounts in the names of individuals other than 

those of Indian nationality or origin and in the names of 

overseas companies, partnE:rship firms, societies and 

overseas trusts, otherwise than in the manner explained at 

item 8.3(i1) above, are not normally permitted. 



8.4 

'i) 

F~ilitiC~ aV~lable to Non-~esident 
, ternal_ Ru~e . and FeNR ac_ounts 
hold~ 

Debits for local disbursements are freely 

allowed. 

(ii) Balances held in Non-resident CExternal) Rupee 

and FCm accounts are freely allowed to be invested, without 

pr ior approval of the Reserve Bank, in Units of Unit Trust 

of India, National Plan/Savings Certificates and Government 

Securities (investment in bearer securities is not permitted). 

(iii) Interest/dividend on ~~e aforesaid securities is 

freely allowed to be credited t~ the Non-resident ,External) 

Rupee and FCrR accounts. 

(tv) Sale/maturity proceecs/repurchase price of Units/ 

Government Securities can be freely credited to these accounts 

provided the original purchases were made by debit to the 

same account. 

(v) Balances in these ~ccounts are allowed to be 

ut ilised towards payment of passage fare of the account 

holders as well as of the dependents for travel to/froCl 

India wi thou t pr ior appr oval of the Reserve funk. 
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(.,i) Balance s in Non-res ident (External) Rupee am 

FCNR accounts are eligible to all benefits that are generally 

available to foreign exchange remittances (i.e., investments 

in shares with and without repatriation benefits, investments 

in debentures/bonds, investments in new issues of Indian 

canpanies under 40% scherJe and investment in priority industries 

under 74," scheme, etc.) 

(vii) Balance s in Non-re sident (Ex ternal) Rupee and FCm 

accounts are freely allowed to be invested in the new issues 

of 12% 6-year National Savings Certificates. Such investments 

are free::&ran wealth-tax, income-tax and gift-tax. 

(viii.) Shares/debentures pUrch~sed on repatriation basis, 

with the apprcwal of the Reserve Bank, ~ non-residents of 

Indian nationality/origin residing abroad, by utilising the 

funds in these accounts, are eligible to be offered as collateral 

security for obtaining loans/overdrafts from overseas corres­

pondents/branches of authorise~ dealers abroad. 

QJ1ide line s for Ins;pecting Officeu 

S!\.5 Since the balances held in Non-resident (EJeternal) 

Rupee and FCNR. accounts are repatriable by authorised deale rs 

a t the reques·t of the account holders, wi thout obtaining pr ior 



I cr J 

approval of the Reserve Bank, and also these funds are eligib1e 

for investment in various schemes, including sche~s with 

repatriation benefits, much responsibility is devolved on 

Inspecting Officers to ensure that the operations allowed by 

au thorised dealers in these accounts are strictly in accordance 

with the provisions of Exchange Control regulations. The 

Inspecting Officer should, inter alia, satisfy himself about 

the following : 

(i) that the Non-resident (Ex ternal) Rupee and FeW. accounts 

have been opened by authorised dealers only in the names of 

persons of Iniian nationality/origin after obtaining necessany 

application/account opening farm containing essential information 

(i.e., nationality, country of origin, permanent overseas 

address, purpose of stay abroad, etc.). An undertaking (in 

the account opening form itself) that the account holder WQlld 

pror:::ptly intimate the authorised dealer about h i.-return to 

India on his coning to Irrlia for perGlanent residence, is also 

obtained. 

(ii) that in case of accounts opened in the names of overseas 

cornpany/firm/society/trust, a certificate, along with account 

opening forL1, from an overseaS Auditor/Chartered Accountant/ 

Cer tified Public Accountant is obtained to ensure' that the 

ownership/interest in the overseas company/firI!l/society or the 
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irrev ocab le be neficial intere st in the trust he ld by per sons 

of Indian nationality/origin is not less than 60%. Also, 

an undertaking from the insti tutional account holders is 

obtained to the effect tha t in case such interest falls below 

the level of 60% at any time in future, they would immediately 

intimate the change to the authorised dealer. 

(i1i) that the Non-resident (~ternal) Rupee and F.CNR accounts 

are maintained in separate ledger/binders or in separate 

block of the same ledger/binder to distinguish these accounts 

while allowing operations, from other accounts. 

(iv) that foreign currency instruments (i.e., Fes, drafts, 

cheque s) drawn in favour of re sidents of 100 ia/third party 

which ar'e subsequently ~ndarsed in favour of the account 

holders are not accepte:i for affording credit to these 

acc cunts. 

(v) that rUrDS held in ordinary Don-resident accounts are 

not transferred to Non-resident (Ex ternal) Rupee and FCNR 

acc ount s wit hout obtaining prior approval of the Reserve 

Bank. 

(vi) that the directives issued by Department of Banking 

Operations and Development regarding rates of interest on 
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deposits and directions regarding re-investment of deposits, 

etc., are strictly adhered to by authori sed dealers. 

(vii) that encashr.lent/~ank certificates are not issued by 

authorised dealers in respect of remittances received/foreign 

currency tendered to the credit of these accounts. 

(viii) that applications for grant of loans and overdrafts 

to resident individuals/firos/companies in India against the 

collateral of fixed deposits held in Non-resident 'External) 

Rupee and FCNR accounts are promptly forwarded by authorised 

dealers to the Reserve Bank (Exchange Control DepaTtment am 

Department of Banking Operations and Deve lop!Dent) for their 

approval and such loans and overdrafts are granted only after 

obtaining their approval. 

(ix) that Rupee loans gra-nted to holders of Non-residp,nt 

(External) Rupee am FCNR. accounts are credited, if necessary, 

to ordinary resident acccunts of the respective account holders 

bu t not to Non-res ident C&xternal) Rupee ac counts • 

(x) that Non-resident (External) accounts are not opened 

with Wian rupees derived from local sources. 

(xi) that all transac tions in Non-resident (External) Rupee 

and FCm accounts are promptly reported to the Reserve Ba-nk 
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every month in STAT-4 and S,TAT-6 respectively (if the 

authorised dealer under inspection is a link office, i.e., 

wh ich undertakes sale and purchase transactions wi th the 

Reserve Bank, it should be ensured that S,T~!T-5 received from 

its offices/branche s, is proMptly forwarded to the Reserve 

BanK af ter scru tiny). 

(xii) that all t ransac tions in Non-res ide nt (Ex ternal) Rupee 

and FCNR accounts required to be reported to the Reserve Bank 

on Form A4/A2 are correctly reported and all transactions 

requiring specific approval of the Reserve Bank are handled 

only after obtaining such approval. 

8.6 The Inspecting Officers may select a few Non-resident 

(External) Rupee and FCNR accounts, at random, and ver"dfy the 

credits afforded to these accounts with the original credit 

advice-s (i.e., T.T., M.T., D.D.) received fl'or:l overseas branches/ 

correspondents/other authorised dealers to ensure the external 

origin of the credits and that no rupee credits from local 

sources are afforded to these ac~ounts. Sil!lilarly, the debit 

entries for large amounts may be checked to ensure that these 

debi ts are allowed str ictly as per Exchange Contr 01 regulat io~s 

~ : \ll ile persons resident in Bilat eral Group of countr ie s 

(U.S.S.R., Poland Zechoslevakia, Romania and German re~ocratic 
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open FCNR accounts, the Inspecting Officers should familiarise 

themselves with the specific provisions of the Exchange Control 

Manual relating to Non-Resident (External) accounts in rupees 

maintained by persons resident in any country included in 

Bilateral Group. 

Recommendations 

8.7 It is observed that certain Exchange Control regulations 

governing FCNR deposits are at variance,with the relative 

directives issued by the Reserve Bank (DBOD), which are 

detailed in the Annexure to this Chapter. The Group recommends 

that early action should be taken to bring about a uniformity 

between the Exchange Control regulations and the directives 

issued by the Reserve Bank (DBOD) so that the Inspecting 

Officers are clear about the various provisions governing 

Non-resident (External) and FC~R accounts. 
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ANNEXURE TO CHAPTER 8 

Rate of interest payable on FCNR deposits 
converted into rupee deposits on change 
of status from non-resident to resident 

(i) According to the note to paragraph A.14 of Chapter 28 

of the Exchange Control Manual, in cases where FCNR deposits 

are converted into rupee deposits upon the return of the 

account holder to India for taking up employment or for carrying 

on a business or vocation or for any other purpose with the 

intention of residing in India and the deposits will be kept 

for the full term, interest will be payable on the rupee 

deposits at the rate applicable for such deposits for the full 

term originally fixed, as on the date of conversion. However, 

authorised dealers have been advised, in circular DBOD No. 

Dir.BC.4l/C.347{I)-83 dated the 9th May 1983, that notwith-

standing any change that might take place in the status of a 

depositor before the date of the maturitt of a Non-resident 

(External) (NRE) deposit or FCNR deposit, it will be 

inc~ent on the bank to allow on the relative deposit the 

rate of interest originally contracted for until the date 

of its maturity. In other words, even after the change in 

the status of depositors from non-resident to resident, NRE 

deposits and FCNR deposits (converted into rupee deposits) 

of terms of one year and above will continue to be entitled 

to the additional interest of 2 per cent per annum over the 

rates permissible on local currency depOsits of comparable 

maturities. 



Permitted types of FCNR deposits 

(ii) According to paragraph C.3 of Chapter 28 of the 

Exchange Control Manual, effective from 1st March 1978, FCNR 

deposits Can be made only for a minimum period of one year 

and a maximum period of five years and opening of accounts 

of any other kind including recurring deposits is not 

permitted. However, paragraph C.ll of Chuptcr 26 of the 

Manual states, inter alia, that where3.mounts in FCNR 

accounts are held in term d~posits for periods less than 

twe 1 ve months, interest should be paid only on rnatut-i ty of 

the deposits which implies b,at FCNR deposits can be accepted 

for periods less than twelve months. In terms of A.D. 

(M.A.Series) circular No.16 of 1979, paragraph 28 C.3 of 

the Manual has been amended by stating that the period for 

which deposits under the Scheme can be accepted by authorised 

dealers will be notified by ngOD from time to time and they 

should be guided by the circulars1ssued by DBOD and that 

the nature and p8riod of deposits should conform strictly 

to the provisions contained in such circulars. In this 

connection, it was observed that the earlier instructions 

contained in paragraph 28 C.3 of the Hanual that 'opening 

of accounts of any other kind including recurring deposits 

is not permitted under the Scheme' have been deleted by the 

Exchange Control Department and not clarified by DEOD. On 

the other hand, in terms of circular DBOD No.Dir.BC.80!C. 



347-79 dated the 5th June 1979, the stipulation about the 

minimum period of one year and maximum period of five 

y=ars applicablc to FCNR deposits has becn discontinued, 

with effcct from 5th June 1979, bringing such deposits on 

par with all other deposits accepted by banks. In other 

words, authorised dealers may open FCNR accounts in any 

form, e.g., savings, current, r~curring and fixed deposit, 

like NRE accounts. 

Periodicity for calculation of interest 

(iii) The note to paragraph 28 C.3 of the Exchange Control 

Manual states that authorised dealers may accept deposits 

under FCNR accounts with the facility of automatic reinvest­

ment of interest as ·and when it accrues provided the plans 

involve compounding of interest on the deposits at half-

yearly rests (~nd not at shorter intcrvnls), period of deposit 

is 12 months or more and the plans are otherwise in conformity 

with the directive DBOD.No.Dir.BC.95/C.347-75 dated the 27th 

October 1975, as amended from time to time. Further, paragraph 

28C.ll of the Manual provides that interest on balances held 

in FCNR accounts should be paid half-yearly, but authorised 

dealers may also pay interest on an annual basis if so 

desired by the depositor. As indicated at (ii) above, FCNR 

deposits have been brought on par with NRE deposits on which 



interest can be c~lculated ~t quarterly or longer rests, 

vide DBOD NO.Dir.BC.25/C.347-78 dated 28th February 1978 

as amended vide directive DBOD No.Dir.BC. 30/C. 347-78 dnted 

2nd March 1978. 

Premnture withdrawal of deposits 

(iv) In terms of paragrnph 28 B.5 of the Exchange Control 

Manual, where n term deposit in Non-resident (External) 

nccount is withdrawn before maturity, the penalty in terms 

of directions issued by DBODfrom time to time should be 

levied. In regard to FCNR accounts, the regulations 

governing premature withdrawal of deposits given in paragraph 

28 C.12 of the Manual are based on the directive DBOD.No.Dir. 

BC. 95/C. 3~ 7-75 dated the 27th October 1975. However, as per 

the directive DBOD.No.Dir.BC.20/C.347-82 dated the 27th 

February 1982, the provisions relating to premature withdrawal 

of NRE and FCNR deposits shall be determined in accordance 

with the directive DBOD.No.Sch.BC.4/C.347-75 dated the 

14th January 1975. Broadly, in terms of this directive(a) 

where a NRE or FCNR deposit is repaid before the expiry of 

the period of deposit agreed up0n at the time of the deposit, 

the interest payable on such deposit shall be, for the entire 

period of the deposit, at least two per cent less than the; 

rate of interest applicable to the period for which the deposit 

has remained with the bank and (b) a renewal of a deposit 
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before the date of its maturity shall not be regarded as 

involving premature repayment of the deposit, provided the 

deposit is held by the bank after th~ date of renewal for 

a period longer than the remaining period of the original 

contract whereas according to paragraph 28 C.12 of the 

Exchange Control Manual, (i) no interest will be payable if 

a FCNR te~ deposit for any period up to one year is with­

drawn before the expiry of one year from the date of deposit 

and (ii) in cases where FCNR deposits are converted into Non­

resident (External) account deposits before matu~ity at 

the request of account holder, the FCNR deposits will be 

treated as if they have been withdrawn prematurely and new 

deposits made in Non-resident (External) accounts in rupees. 

Further, as per the directive DBOD.No.Dir.BC.38/C.347-83 

dated the 30th April 1983, the rate of penalty for premature 

repayment of term deposits h~s been reduced from two per 

cent to one per cent and in the ~vent of premature closure 

or withdrawal of a deposit under reinvestment plan, which 

provides for reinvestment of the interest, interest nS 

permissible is to be paid on a compounded basis with 

quarterly rests for the period during which the deposit hQS 

remained with the bank. It is not very clear whether this 

directive is also applicable to NRE and FCNR deposits. 
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CH~PTER 9 ... - -- ..... _ ... 

RUPEE .\CCOUNTS OF NOn~RESIDENT 
EXCg~NGE HOUSES 

The il!lmigretion of skilled and semi-skilled labour for 

gainful employment in the ~!est '\sL'3n countries after the oil 

~rice yise in the early 70s brought to the fore the question 

of hi1ndling their remittances to families and dependants in 

home countries, The ~Vest /\sii'ln countries do not generally have 

a network of banks with well-snre0.cl out brt1 nches and, in any 

case, the e;dsting network is not adequate to handle the large 

volume of remittances made by eXptltri.ltes. Most of the West 

Asiiln countries follow u restrictive policy in regard to the 

opening of branches by foreign banks, For example, Kuwait, 

Saudi Arabi" and Iraq do not ~llow entry of any foreign bank. 

It ,vas aCJainst this background that Drivate local firms 

generically known AS "Exchange Houses:' fouro an apnortunity to 

act as intermediaries in makinq rel!lit'tances outside the West 

Asi.Jn countries. These Exchrlnge Houses .=Ire, for the most part, 

partneTship firms trac'itiont311.~' cncJc''l<Jec! in carrying out a 

number of 5.nform,--,I banl~ing sGr'/ices bssides trading in silver 

and (Jold bull ion -1S well as Ot'1f;:;:- COUf.10C i-ties, They , with 

their 10Cui ownership arrl intirn.;'lte l~no'J:lec:ge of the administrCl-

tive systems, are in " position to provide facilities at the 

sites of industriAl ,1nd other projects for the issue of drafts 

to expatriates to enable them to remit their savings to home 

countries. Further, the Exch~nge Houses, bec~use of their low 

administrative cost and in-f o""'m,ll a'1oroach to customers, are 



able to offer to imnigrants rates of exchange finer than those 

which th~y could obtain from banks operating in these countrie~ 

However, this requires an :laccount rel-3tionshi pa with banks in 

India as, according to Exchange Control regul2tions, transfer 

of funds to ben~ficiaries in Inc~ia can take place only through 

the medium of authorised de~lers. 

9.2 During the years 1975-70, ;'j number of Exchange Houses 

sought relationship with Indian b(mks so as to facilitate the 

• 

transfer of srlvinCls of ~xpatriates. The Indian banks were also 

k:'2n on establishing such relationshio because they saw in the 

ilrr,lng'2ments three main advantages, namely, use of float funds, 

earning of excha nge prof its on sale of rupees to the Excha nge 

Houses 19ainst convertible currencies rynd a boost to deposit 

mobilisation in India as beneficiaries of remittances could be 

expected to save a part of their receipts. The requests receiv~ 

from Indian banks to open non-resident rupe~ accounts in the 

names of Exchange I-louses '.·J~re initially consider~d by the 

Res~rve Dank on i) case-by-case basis and permission was grant~d 

on the condition that such .1ccounts would be operated only for 

channelling inward remitttlnces on personal account .1nd no 

overdraft f acili ties would be allowed by ba nks for co r!l uctif1() 

th~ oD8rations. In 1979, consid~ring the fact that Indian 

bankS were not rc~resented in the ~cst Asian region adequately, 

it was decided to permit Exch"nge Houses more liberally, on a 

general basis, to have account :rcl.Jtionshins with Indian bCJnks 



in ord~r to fac ili tat..; the tr'lnsf~, r of sav ings by .:)xpatriates. 

Ii. \".'as also f~lt <:t that tim.:; thlt enquiry into th-3 m8::.l,ns and 

stqnding of Exchang~ Housos c~uld bctt~r b~ done by auth~ris~d 

d-.::aL~rs th-::ms.:::lv.Js l.nd th'lt guid-..;lin,_s could b0 fr'lm.:::d to 

C'nsurc that th oJ non-r2sid2nt rup,c,-, accounts W0r(: c~nnuctod 

slltisf'"'.ctorily from the: Exch!J:.nge: Control ··~ngl(;. Accordingly, 

in t.:.:;rms of A.D. (G.P. S,.rLs) Circular No.8 of 1980, ~uthoris.:;d 

d~~l~r3 were gr~nt~d gcn~r~l p~rmission for 0st'lblishing ~ccount 

r-:;lationships with Exch1.ng--: Hous~'s subject to D. propc:r ~ssc)ssllcnt 

of the; ir means 'J.nd stand ing l.nd scrupulous ObS0TV3.nCO of the 

rules sp8cifiej in the circul~r for opening ~nd allowing 

oper:ttions on the rupee accounts. Subsequently, in July 1981, 

the Feserve B::l.nk issued to authorised de:tlers Guidelines for 

Internal Control over Foreign Exchange Bus iness wh ich 'lls 0 

c~nt~ined instructions reg~rding the management of risks arising 

in rupee accounts of ExchJ.nge H~uses. 

9.3 In the ligh t of th e failure of an Exchange H :)Use in 

Q'l t'lr ~nd on the bas is of the find ings of th e fe serve Bank's 

study Te').m which visited some Hest Asian countries, it W1.S 

dec ided in July 1982 to w ithdrn.w the gener'll permission 

gr~nted to authorised de~lers for opening/maint~ining ru~~e 

8.ccounts of non-resident Exch:1.nge Rouses, ::>..nj the authorised 

dealers h:we been q,dvisE'd th:"J. t 1.11 such fresh'lccounts C1.n be 

opened only with the pr ior permis[) iOr} of the Reserve Bank 

Authorised de'~lers have U30 been adv ised that the nnintena~ce 

of the existing rupee l.ccounts 'lS nlso of new ~ccounts (th1.t 
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may be permitted by the Ileserve Bank) of non-resident Exchange 

Houses will be governed by the revised guidelines laid down by 

th0 l-lcsc:cvc Bank. These guidelines are given in the following 

Guideline's issued by Exch" nge 
~C2.nt.F?t P2J?~,!~_m.e.nt J.n_ /ul..Y . . I,9.8l 

9.4 All the existing Clccounts SilOUlc1 be brought VIi thin the 

fr~mework of the revised guidelines e'~factive 1st October 1982. 

9.5 An agreement as cnvis.=:\ged in 'chr. revised guidelines may 

be cntcrcc1 into with the Exchange House before 1st October 1982. 

9.6 In order to ensure that operations as per the revised 

9uidelin~s are closely observ('d, authorised dealers should open 

fresh accounts of E;(chClnge Houses to put through the transactions 

rellting to drafts issued from 1st October 1982. 

9.7 Tho nUMber of accounts an Exch"ns. HOUSQ will be allowed 

to mi1inti'l5.11 vJith b<lnks in Indi;) will be restricted in ;)ccordancc 

with the guidelines f"Jiven by Exch,~n9c Control Do t).::lrtmont. 

9. 8 ~'~11ilG com;ic1cring th.? rlJqucst of an Exch;H1ge House for 

op,~ning a n account, the ;:}uthoris.;cl c1 caler co nccrncd should m.Jke 

all necessary enquiries ~bout th:::. fin.1ncL~1 standing of the 

Exch;) n9': House in accordn nce INi th the normal DG nking practices 

and sntisfy himself fully in all respects. l~'~orc spccific.:dly, 

authorised dealers should s,l'l:isfy thof.1s:..:1vcs th~·:t the :;)~ch"ngc 

HouSt:S haIr v:Jlic1 liccnc;.":s issu.xl by th0 Lncal Lionc'':Llry 

Authority concerned ;)[1(1 h"ve necessary r1uthority/liccl1cc to 
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tr~nsact currency exchJng~ busin~ss. A resume of the authorised 

dCc1lcr IS own ass2ssment - the- creditworthiness and standing of 

the Exch.:mgc House - should be submitted to tho Reserve Bank 

while sc:\..:kin<] permission for opening the account. :1.cquests 

rccciv(!cl from Exchange Houses v/l1ich ,::Ire not registered/licensed, 

as indicated .3bovc:, should not b,- -: ntcrta incd by authorised 

9.9 It is the intention of th,.:: nesc~~ve Bank that the arra ng0-

ment which un authorised dealer enters into with an Exchange 

House should be subject to conpr(;hc.nsive legal clocumontation 

d ul y r.~g ist~r~d. It should bt..; ,) nsurcd thi'lt illl the p<3rtners of 

the Exch.:: T"lCJ1.] House ;::rc j ointl y <J rrl sever,1l1 y bound to honour 

thl"' obligati:Jns dc:volving on th\..: Exchangl; House under thL 

9.10 Th(: normal banking requireMents of rl;gistr.=!tion of Power 

of Attorn r, y /So.:cimc.:n sig natur\,s of sig ning off icia 1,s of Exch::l nge 

Hous;.:s should b;:; obscrv(~d. 

9.11 The.; accounts shoulc' be used for ch<'lnnelling inward 

r~:mitt;lnccs to Indi.1 9_nl.Y._o_~J)..r:).'y-,1~!.....Q..C_c~nt. The remitter in 

most CDSCS am th.: bcn.:.:fici.)ry inv,Jriably shoulrl be c1n 

should be permitted in such i'lccounts nor should the Rccounts be 

used for re:mittunccs i.!2..m Inclt.2.. 

9.12 The t1ccounts should run on ;) cr2d it b,)s is after taking 

into .lccount, if n-.:.·.x~ h.:;, the func.~s lying .,bro.,d At the .dist:>osal 
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of the bank, vide pnragraoh 9.19 b~low. No overdraft should be 

C]ranted to th:::: account holders. It is the intention of the 

R:;servc Dank that the Excha ng.:.: Houses m."y cnj oy the bcn.:::!fi t of 

u float up to 7 d 2YS ;Hy-1 in this ba ck!)roun::l, th~ brmks nc cd not, 

if th-..:y so decide, insist on paym.:;nt of int~r~st in the.. .::v-.::nt 

of an occ(lsionul ov~:rdr,lft arising accidentally in the opLration 

of thc:sc :lrr<1ng .... fIlents. 

9.13 The accounts should be fund..::d by sa!.:) of p2rmittc:d 

fore: ig n curre ncy :t2_.:tJ1_q_.;;~_t..h[j}:'j.li~9.2_,:.~).cF_ p .. aJ.rj:a i.rJ .. n,9. .!.h .. c_~.f£.o. .. uJli. 

Rup,;c fund.s tra nsferr,jd from n nother ("!uthoriscd dealer will not 

be ~ligible for credit to the accounts. Authoris0d dCulcrs may 

permit credit of rupees ckrivcd by sale of rupees by their 

overseas branch/Head Office of the same: authorised dealer to 

the account of the Exchc1nge House provided both the transferor 

unci the transferee arc situ(1t.~d in the External Gr')up of 

countries. (Also refer to oaraCjraph 9.14 below regarding 

tr.insfcrs) • 

9.14 Debits of permittd typ~s (vide paragroph 9.11 abov.:::!) 

mf-ly be: rn(~dc.. freL:ly ,"l.nd given th~ s'Jmc: st . .,tus AS rcmittanc.::s mAde 

in foreign ,-XChrJl1gc in c1n .1Porovcd m.inncr to IndiFl. Thus, such 

payments will b.) eligibl(; rOl' croc1it to Non-Rosiclent (Ext~rn:ll) 

Accounts maintain,_d by non-rc:sidont Indians or for acceptanco 

under priority ()llotm..:nt, ~;tc., -sch;~m,_s. In ordl:r thilt 

t0urists (whcthc..r Indian or not) r:.c __ iving r._mitt;:ll1c,:,:s thr()ugh 

such accounts m~y prove th,. cxt.::rn2l sourc .... s of th;:. furr1s wh~-.re 



required (such as for p~yment of p~ss~ges in Indin or 

for reconversion Jf unutilised b~lances), ~uthorised 

de~lers may iSSUE certific~tes in the s~me form as for 

inw~rd remittances received through rupee accounts of 

overse::,.s banks. 

9.15 Funds in such ~ccounts will not be convertible, n~r 

will they be tr~nsfer~ble to other ~uthorised de~lers or 

to non-resident ~ccounts of other such institutions or 

b~nks with the s~me ~uthorised deqler. 

9.16 B~lqnces in the rupee accounts will not qualify 

for p~yment of interest. 

9.17 The office m1.int::tining the funding ...... ccount should 

not credit to the 1.ccount of the Exch ...... nge House rupee 

purch~sed by the l ...... tter unless written confir~~tion is 

received to the effect th~t the Nostro ~ccount of the 

~uthorisej de~lers h~s been credited with the counter 

v.':'..lue of foreign currency (vice p:lrlgr'"1.9h 3. 1 .3 of the 

Guidelines for Intern~l Contr~l over Foreign Exch1.nge 

Business) • 

9.18 Authorised de1lers m ...... y like to obt ...... in suit ...... ble 

'lnd 'ldequ:.te c')ll~ter'''..l either in the form of a c'lsh deposit 

with ~ foreign b1.nk -:lnd with ~n 1.ppropri::tte lien thereon 

~nd/or ~ gU1.r~ntee of q well-known intern'ltion1.1 bank. 



9.19 The Exch~nge Heuse will b~ r~quir~d to op~n a bank account 

in U. S. Dollars or Pound St2r ling in the n,lm.:.. of the drawee 

bc::nk (?tIc. - Exchange Eousc) with an int'-1rnati,nal bank -

D~sign~t~d Depository Agency (D.D.A.) - ~ccaDtablc to the 

dr~wc~ b~nk at n ccntr~ mutually ~grcQd. 

9.20 The: Exch.:'lng:.:. r-l;uS(. v/ill, ,1t tIL coo of o()ch d.1Y, arrive 

at the totc1l dr()wings in rnd i;' n rupc ~s for the day .J nd will 

c'~nvcrt th,-; SAme int') U.S. Dollars/Poum Sturling which sum 

shnll be de:posiL_d int'J the rlccr,unt of thi.: drcw~.: bClnk (as 

dcscrib;:;d c1t 9.19 dbove). Exchi)n~j~ !iOUS2S may dep0sit their 

dnj_1y colL .. ctions on th.:.: n,-xt working cL1y b,;forc noon in local 

currency if the sam,- is a froe:ly c~)nv~:rtiblc curr.:;ncy. l;i,hcrc 

th--.: colL.ctions c:::rc cnnv:rt.::c1 intJ U.S. Doll<1rs/Pourd Sterling, 

thl. d ,_ posits of such co lle:ctions m,:ly bl..! m,ldc vIi thin tW0 working 

dAYs. 

9.21 The Exchange House wiJ:I scrP to th\..: drCtw,::: b('nk on each 

Mond.1Y morning r} te:L;x containing inf0rm,::tinn ('b~ut the total 

numb0r oro the nggrcgC1tc v,""lu;:; of drafts dri'lwn on -:r:lch day of 

th~ prc.cc;ding w2c:k (!rdcd pr:vi:;us Sunc.lny ·lnO dc-dly dCp0sits in 

,1 nd transL:rs fr·)r.1 the U. S .DolLlrs/Pounc) Sterling cJcc,')unt during 

the wcd~. The inform.,ti·:n .lbuut th.:.: t:')t.:1l numbe:r of crafts 

drawn n~.;d n0t b,~ insist,:d u!)on. HJW2v:..:r, the informr.1tinn 

c· ,ulr~ b", obt('.in~d on m()nthl~' hnsis f:;r r2c~.)ncilii1ti·m purpos.~s. 

9.2:? TI! __ De:sign,l't::d Ol;oositr;:.:-y ;\C)~ncy .,.,bro"d will hold the 

U.;:;.D011.3r/Pourd Sterling funds uncL.r lien t') the dr(!wc,~ bi~nk 



LInd will cJllow debits only on l3cc;-)unt of transfer to the U.S. 

Dollur/Pounc: St..:;rling account of the drawe~ bank. 

9.23 It will be the responsibility 0f the Exch,1nge House to 

,)rr.1ng2 for the: transfer cf the: sum deposited on any particular 

d.1Y to th.:: U.S. Dollar/P()uro St(:rling accounts in the U.S.A./ 

U.K. of th,-, drawc0 bank not l<:1t,-'r th()n seven d(lYS from the date 

of d,::mosit. The Exch[mgc House m"y, if it so dcsir-.)s, transfer 

the U.S. Dollar/Pound St~rling furris to the accounts of the 

drawc·; bonk any day prior to the stipulated 7-d,1y period. 

9.24 The: interest earned ~)n tho U.S.Dollar/Pound Starling 

funds dc:positcd by the Exchange House with thu D.D.A. abro2!d as 

provid.:;c for 2t 9.20 fJbove upto the dilt.-, of transf~r to the 

U.S. Dollar/Pound St(;rling uccaunt in the U.S.A./U.K. of the 

drawee bank will nceruc to the Exch~nqc House. \~ere the 

Exeh,'nq:-:; House transfers to tlK Nostrc) account deposits mc:lde in 

th·; ·D.D.A • .)ny d.")y prior t, th.:: stipul()t;~d 7-dc:ly period, 

~uth(Tis,~.d dc..!()lors may compcnsnt,: th:.: Exch2ngc House (for loss 

of intcr~st) for the full 7 d~ys at the rate of int0rcst 

,1P'..,lic-"blc.; to U.S. Dolli1r irr...:sp(;ctivc of the curr:~ncy in 

wl:ieh th,- deposit h·1S b,::cn m,-,d0. In ()th . ..:r words, iwtht'ris,:d 

dealers should comp,:..nsC!to the Exch,1ng,: House tr) the extent of 

7 d"ys' intcr~st applieabV.: t:) the U.S .. DollC'1r on d,Jily 

colloctions. 

9.25 To cnsur~ eomoliClncc; with the C1b,)ve, the drClw,;c bimk 

in Indiil will ,ll)pl")int () firm of pr:"Jctising Ch~rt~rcd Acc()unt,"'Ints/ 
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Auditors operating in the country concerned to examine the 

daily drawings and deposits in the accounts with the D.D.A. 

abro~d as well as transfers to the U.S. Doll~r/Pound Sterling 

accounts of the drawee banks. For this purpose, the Exchange 

House will undertake to allow the auditors to inspect the books 

pay-in-vouchers, etc., of the Exchange House in so far as they 

pertain to the rupee drawings. Suc~ inspection will be done 

a t least once or twice in. every w'eek by the auditors. In case 

the Auditors of Exchange House are entrusted with the work, 

authorised dealers should issue a mandate to such Auditors 

specifically for overseeing the compliance with the provisions 

of the guidelines. 

9.26 As 3.n alternative to the appointment of auditors as 

mentioned in paragraph 9.25 above, the authorised dealer may 

depute a suitable official as his represent~tive to the 

Exchange House to take up such functions so as to s~feguard 

the interests of the authorised dealer. 

9.27 The auditors/representative vTil1 promptly report the 

findings by telex to the drawee b~nk. In case of default on 

the part of the Exchange House, the drawee bank will, as per 

terms and conditions of ~greeme~t, termi~ate the a~ency 

arrangement under notice to the Exchan7,e House by telex. 

The termination will also be p~omptly reported to the 

Reserve Bank by telex. 

9.28 The Exch~nge Houses man~ged by Indian/Foreign banks and 
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d few I"Ith .rs h,:ving g~'Jd trClck r(;c'"")rd ;,r," ,"llowc:d to- follow al1:cn'nt:hlo 

pr'::; ccdur..:. t') D .D.A. proc~.durl... ')utlin,:d .",b'~vc which is CIS under:-

(1) All tho Exch~ngc .HOUS2S wh" C1rc m,lint2ining .:1cc"unts under 

the ," I t:rn-.,tiv.: procedure) sh)ulcl k~:0p cle p'Jsi ts in Incli,l or Flbre"d 

cqu;>l t"'! ninimum 15 d("'Iys I dr:wings ~n " moving ~vcr(19c b~sis ;~s 

s,;curity. Th.; d'::P1Sits shlulcl b~. in the nrtmc of tho b,1nk m,lin­

t.:"1ining thG ;"lccJunt with int .. r2st thl.;rc"ln p<,y,:blc tr: the Exch2ngc 

House if the duposits ~rc pl~c~d ~br0(1d. The ~mount of deoosits 

should be periodically reviewed and properly monitored by the 

bank to ensure that these denosits ade~u2tely cover the drawings 

effected. 

(b) In addition to what is st~ted 0t (a) ~bove, guarantees 

(~ctual amount to be decided by the bank maintaining the account 

but which should no-c be less than 15 days drawings on ;) moving 

averC'lge basis) from interni'ltional banks of repute should be 

obtained as collater,l to cover the drawings effected. As in 

the case of (0) above, the (1mount of gUArantee should be 

periodicCllly reviewed to enSU2:'e adeQu(1te COVGr for the drawings 

effected. 

9.29 So long the ExchC'lnge House cOflnlies with· these guide­

lines, the drawee bank vdll ensure thAt the drafts issued are 

honoured Gt the branches mutu~lly flgreed to. 

9.30 The remuneration paT1blc to the auditors will be borne 

by the drawee b<.mks who will obt~dn the np.cess,lry I')rior iP1orovai 

from the Exchange Control ('It the time of appointment of auditors. 
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Dr~fts drcJl;Jn by the Exch,Jnge House should have a validity 

of only three months fron the date of issue thereof. 

9.32 In ~ll respects other than those specifically covered 

in the above parJgraphs (incluc!ing reporting of the transActions 

to the Reserve Bank), the accounts of Exch~nge Houses will be 

treated ('lS b,""Inl: accounts. Thus, the guidelines cont;:!ined in 

prlragraph 2 of A.D. (G.P. Serips) Circul~r No.50 of 1979 will 

be applicable for the r~tes to be quoted for fundin9 remittances 

from the Exch~nge Houses Cllso. Further, the transactions in 

the accounts should be report0~ on R5 Returns, these accounts 

being listed seprll~Cltely under P,":>rt 'C' immediDtely after 

Accounts of banks in Bilateral Group countries. Funding 

remittances received in foreign currency from the Exch'lnge 

Houses should be reoorted in the corresponding R1,R2, etc., 

Returns against the item 'Purchases from Overse~s BClnks and 

Bra nches f. Likewise, the corres oond ing rupee cred its should be 

reported in the R5 Returns under column (5). 

9.33 The 2bove guidelines ~uthorise only the opening of 

rupee Accounts for the Exch2nge Houses in the local books of 

i"'uthorised de"lers. Authorised de .. "'le:::'s should no.t ODen any 

foreign currency accounts with the Exch2nge Houses abro~d. 

9.34 Authorised de~lers should s~tisfy themselves th~t the 

books of ~ccount of the Exch~nge Houses ~re regul~rly ~udited 

by auditors ,lDoroved by the loc;)l monet,lry "uthorities. 

9.35 Authorised dealers should c~ll for periodiCCll credit 
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reports, ,ludited bal,"nce sheet <'1X1 profit nnd loss ~ccount of 

the E~{chl1nge Houses 211d other relev,lnt informiltion so (lS to 

t2ke 0 decision regArding continuAnce of the 2ccounts in their 

books. 

9.36 Since the books of .lccount of Exch;:'Inge Houses cunnot be 

inspected, ~uthorised de~lers should periodic~lly review the 

;:orr~ ngements by p,;ying visit:; to Exch()nl]e Houses ;] o%r by 

pcriodic~l reviews of opinion reoorts. The visits of officials 

from authorised deC11ers should be .It .1 sufficiently senior 

level, fully conversent with the cooouct of the non-resident 

rupee accounts of the ExchL-:nge I-louses. 

Guidelines for 
l.n.2.E.e c"t~'!LQf f i~ 

9.37 The Inspecting Officer should 2scert2in whether the 

rL!!Jee i~ccounts of non-resident Exch:)nge Houses ,1re m,lint<:lined 

iH"t:! oper,,,tions thereon 2re "llowed by the b,lnk in accordclnce 

vii th the guidelines issued by the Exch(~ ngc Control Department 

(viC'::e p,~rt,gr.19hs 9.4 to 9.36 .1bovc ,~nd lor th,lt m.-'y be issued 

in future) AS ,~: Iso \\lhether it h;'s imDleme nted the instructions 

cont;:ined in Part 7 of the Guidelines for Intern~l Control over 

Foreig n Exch,-. nge Bus ines s issu€cl by the Beserve Bc1 nk. In 

p-"rtieul;,r, the Inspecting Of Ficer should verify the following 

(i) Whether the ilccounts ;]re m'-'int:;ined by the Foreign 

Exch,~nge Dcp,Jrtr.1ent of the b(1nk , .... I'Y-i if not, where i1re they 

loc,-.ted, how ;ire they supervised , .... s "Iso whether the .C'rrc'"~ngemeris 



for supervision over the ;"'ccounts ;::re s, .... tisf,:-!ctory; 

(ii) Whether the bnnk is following one of the three 

oltern2tives provided in p."'r'Jgr."'\l)h 2 of A.D. (G.P. Series) 

Circul, .... r No.23 of 1978 reg~rdin() druwings in rupees by the 

EXch,:nge Houses or whether any (;xceptions h·:ve been mude; 

(iii) Hhethcr ..... ccounts of the Exch.~nge Houses in IOOi,~ 

h;:ve been utilised for ch .... nnelling inw,"'\rd r0mitt<':'!ncCS other 

thrJn on privcJte ."'\ccount ,~ncI, in pt'rticul('1r, whether the btl nk 

h,"s , .... p'Jointed ."ny Exchr"'Inge House ::s its ,"1gent for sellif11J 

rupC!e tr .... vellcrs cheques (RICs) "'.00 tr, .... ns;,ctions ir: rC!spect 

thereof ;)'re mixed with other business of the Exch.:nge House ;:00 

5 et tIed through its rupee ;~ ccounJC.s m(" int ... in·.d in IOO i;':. If so, 

the n;Jmcs of such Exch.:-' nge Houses, whether the Exch·-: nge Houses 

conccrned ,lre m,~n:ged by the b;'Ink or ·"1ny other b,"'nk in Iooi. .... or 

, .... bro~d, the det ..... ils of ,:r= ..... ngeEwnts for the s .... lc of RICs ,:00 

the m: nncr of rcir.1bursemcnt, why the cnc, .... shmcnt/reimbursemcnt 

of RICs is not done through the: ,""\ccount oper, .... ted for the b ..... nk's 

RICs, etc., should be .;scert;:incd by the Inspecting Officer; 

(iv) Whether the time-l ..... g between p,-:ym'::'! nt of dr<1wings ;"It 

the dr<1wee office ,"'00 debits r ..... iscd ."'t the .:ccount-m':int,:ining 

office is re ..... son·."ble ·"00 if not, whether the bi'nk 11."'5 t;:ken 

me . .,sures , .... s suggested in A.D. (G. P.Scries) CircuL'Ir No.75 of 

1979; 

(v) Whether the b.:nk h .... s m ... dc sufficient enquiries ,:bout 

the me,"'ns ,:00 st, .... riling of the Exch ..... nge Houses through reli:ble 



SOU1'CC s ~bro ;..,d including tho Indi,'" n Missions in the territory/ 

country conccrnGd ."'rd likewise s,;tisficd itself periodic."'lly 

th·~t they continue to be well rc·oorted upon; 

(vi) Whether tho b~nk while quoti ng r,"'tes for selling 

rupGCS to the Exch:ngc l;ouscs ensures th."'t tho rr1tcs quoted "rc 

strictly in ."'ccorct"'nce with the instructions cont,"'incd in A.D. 

(G.p • .serics) Circul:T No.50 of 1979. 



CHAPTER 10 

ForEIGN EXCHANGE DEALINGS, COVER. 
OPEF. AT IONS, SWAP 'IRA-N3 tC T IONS, 
DE\LmGS WITH OVEFiSEAS BANKS/' 
BILA!'JCHES AND HUPEE (1JOSTf~O) ACCOUNTS­
F.L3KS AND C01T.ROL 

International trade in goods and services is worth some 

10 billion for every working day. Direct investment flows 

account for another few hundred :nillions yet trading 

v~lume in the world's foreign exchange mar-k€ts is estl~~ted 

at over .~~ 200b1 J J jon a day. Thus, ab~ut 95 per cent of 

fore ign exchange is not direct cO"l1me-rc ial -bus iness but 

trad ing between market bankers - the foreign exchange dealers 

of the world's internati~nal bank~. The foreign exchange 

turnover of authorised dealers in Ind.ia has been increas ing 

at an annual rate of over 45· per cent; the fore ign exchange 

turnover rose fr orn P.s.31 ,843 crores in 1977 to ?'s.1 39,869 

crores in 1981. (In 1981, export receipts amounted to 

.1s.7,178 crores and import payments amoulted to iIs.13,338 

crores. Thus, ~.20,516 crores accounted for foreign exchange 

transaction:; arising out of foreign trade The total 

foreign exchange turnover includes transactions arising out 

of foreign trade, p~rchase and sale of foreign currenci~s 

for travel and other ~urposes and inter-bank transactions 

w.1th the lr multiplier effect.) The increase 1n foreign 

exchan.:.~e operat1::ms has been €l3sentially due to opportuniti~~s 

prov ided by the regi~ of floating exchange rates, Which 
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has enabled foreign exchange dealings to become more 

renuneratil/e but at the sane time more risky. There is, 

therefore, a need for better internal controls by banks 

over their foreign exchange operations. 

10.2 The world's foreign exchange markets span the globe 

The m~re important exchange markets are found in Lond~n, 

New York, ,San Francisco, Paris, Frankfurt, Amsterdan, lIilan, 

Zurich, Tor'Jnto, Brussels, Bahrain, Tokyo, Fong Kong and 

Jingapore. Rowel/er, the foreign eXChange market does n'Jt 

exist in one :Jhysical place like, for example, the Stock 

Exchange. The 'market place' for foreign eXChange is a 

communication system thr~ugh Which participants re'!lain in 

c ontinu ~us contact with one another ~ The com ;1Unication 

system is so ContinLl~US that, despite tLne and space 

differences, there exists a single world market and, for at 

least 23 hours a day, currencies are being bought and sold 

and prices are ';lOving somewhere. Banks in the Far East 

begin trad ing in H )ng K'Jng, ;3 ingapore and 'I'oky~ at ab::>ut 

the time most traders in 3an Francisc~ are going home. ~s 

the Far '::ast closes, trad ing in Middle 3astern financial 

centres has been going ~n for two hJurs, and the trading 

day in Zurope is just beginning. Because of the United 

Teing.Jom's geogramical position, banks in London can deal 

with the Far East, Mid~le East and\;orth ",merica, as well 

as with the rest of Eur'Jpe, in the course of the working 



daY. This has resulted in London having a pre-eminent 

position in the market. 

10.3 The Indian Foreign Exchange Market may be broadly 

described as a three-tiered market. The first tier consists 

of foreign exchange transactions between authorised dealers 

.-;nd their customers, flJainly importers and eX90rters. secondly, 

there is the inter-bank market. wherein there are foreign 

exchange jealings bet\lJeen authorised dellers themselves, 

conducted through exchange brokers, and supplemented by 

transactions with the: .eserve Bank. The third tier consists 

of foreign exchange jealings between banks in India and 

their counterparts and branches in foreign countries. All 

the three are inter-connected; this is so because, after all, 

customers are the ultimate suppliers and consumers (sellers 

and buyers) of fore ign cur renc ies anj the ir needs are me .. 

by banks either by operating in the inter-bank market locally 

or in international forc.ign exchange markets. Until a few 

years ago, bank3 in India were heavily depending on London 

fore ign exchange 'narket for tbeir cover operations this was 

because of aur h is tor ical lin~-::s with the United K ingd om. 

Presently, apart from London, banks in India also operate 

in foreign exchange markets such as New York, Fr.1.nkfurt, 

Fang ~{ong .and Singapore, to c:>ver their foreign exchange 

transact ions. 'The overseas branches of Ind ian banks are 

now functiJning in all time zones and banks in India are 
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able to have aCcess to 1nternational markets thr:)~tgh their 

offices instead of depending on foreign banks, as in the 

past. Many authorised dealers in Bombay have gone in for 

'~euter Nonitor 3cre:~n and such facilities are being extended 

to other centres as \-~ell.. 

Inter-bank markets in India 

10.4 The inter-bank markets are estab lishedna inly in 

Bombay, Calcutta, Cochin, Hadras and New Delhi, the B:)mbay 

and Calcutta iTI3.rkets being fairly large. Foreign exchange 

dealings are also undertaken at some other centres like 

Ahmedabad t3.nd Bangalorc in a limited W3.y. Bombay is 

trac.iti0nally an import centre and, therefore, to cover 

merchant s~les, banks would be pred:J lIinantly buyers in the 

inter-bank market. Calcut.ta and Ml&dras are eXtJort centres 

and, to cover merch 3.n t 0urchas:::s i there wou ld be more .32' llers 

than buyers in trese inter-bank m3.rkets. I,~ith the increased 

role assigned t:) ~ublic sector und~rtakings, which mostly 

have head offices in New Delhi, in India~s foreign trade, the 

inter-bank market in New Delhi has grown u? r9.;Jidly. Hith 

the growth of telex cOi".fl'.lllnicati:)ns and S'l.D facilities, the 

inter-bank markets in these centres are more ~losely knit 

than prev iousl]. 

10 .. 5 'The h ours during \'lh ich i'ore ign exchange bus ine ss 

may be conducted, during which inter-bank business may be 
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concluoed and brokers '!lay call and transact business, are 

laid down for each centre by the Loca;l. Committees of the 

Fore ign Exchanie Dealers' Associat ion of Ind ia. For 

instance, the hours of business in Bombay are 11.00 A.M. 

to 3. 00 P. !'1. )n Saturc1ays, however, no inter-bank bus ine3 s 

may be concluded. 

10.6 The LeSErva Bank has tx:an taking steps from time to 

ti~e to develop an active inter-bank foreign exchange ~arket 

in India. Prior to 1978, the market Was comparatively 

nar row and the re uS2d to be at any po int of time three 

types of banks when cJnfrJntcj with a merchant· off~r or bid 

for for0ign currency, viz., 

(a) Banks hav ing an open position in the currency wh ich 

would get reduced by acca 9tance of the:nerchant 

bus iness. 

(b) Banks maintaining square Dr near square position in 

the currency who were not eage~ to,eX)OS0 the~salves 

to currency exposures by running open positions. 

(c) Banks hav ing an open posi ti on in the oppos itc: dir~c t ion 
which woulj get further worsc~ed by acceptance of the 

merch~nt business. 

Tho first category of banks woald quote fine rates. while 

the other two would quote unattr~ctive rates if quoting 

a t all. The exchange markEt was, therafore, not a homo­

g8ne::ms and competitive one a.s t'h0 :'!lerchant \-Iould be finding 

3. large part of thi3 ·narket unw illing to qUJte for business, 
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or even if quoting, to quote a competitive rate. AS a 

result, there Was no uniformity in rates and so~ Qf the 

banks used to ~xpl~it the n~rrowness of the narket to the 

detriment of the eXporter or importer. There were two 

alternat ives for re:oodying th is type of situat ion for the 

purpose of quoting fine rates to customors, one 'was that the 

Feserve Bank should lay down jaily rates for all important 

currencies or it sh~uld liberalise Exchange Jontr~l constraints 

and trading so as to permit a freer markat in foreign curr­

encies in India. The former was not a feasible proposition 

in the cont2xt of the highly volatile and fluctuating 

eXChanges world OVfJr wbera rate cl' anges occurred every few 

seconds. It was, therefore, decided to liberalise the 

Exchange C~ntrol regUlations relating to eXChange trading 

so as to develop and activate inter-bank market in India. 

In the 1978 .edition of th~~ Exch3.nge Control Hanual, rules 

relating to inter-bank dea:_ings have been revised. Prior 

to 1978, authoris~j jealers were required to keep square ~r 

near square position at aLl ti~as. They are now required 

to avoid only overnight open ?OS iti~ns, the rule of quare 

or near square positi::m a)plics only to the end-of-the-

day position and not to dayl.ight positi'Jns. The implication 

of the new regulation is that banks Can undertake trading! 

dealing operations without n~cessarily relating them to 

merch!-3,nt transactions dl1ring the day, while the overnight 

position should be kept 3.t square or near square. Before 



undertaking transacti:>ns in overseas markets, authorised 

dealers are required t:> explore the possibilities of securing 

the necessary cover in thE intcr-bank in India itSelf. 

Author ised dealers have b;-':.:'n adv ised to avoid c:>vering 

merchant purchases in currencies in which the ~escrve Bank 

is dealing by selling the currencies in overseas mark~ts. 

~ set of fineness gu ide line s for rate quotations in the inter-

bank market has beem recolibltmded by the =-~eserve Dank to the 

autb.orised dealers in order to improve up:>h the fineness 

of rates quoted in the market for vari JUS currencies. The 

l,eserve Bank has also sugges ted the fin8ness of rates for 

customer quotat ions in the ~arious c urrencia:;. These 

guidelines have been circulated to authorised dealers by 

FED U . The f: e serve Bank has adv iscd the au thor iSed dea l2rs 

to develop' two-way' dealings in the Indian inter-bank 

market in the principal tr'"),jing currencies, so that the 

inter-bank market acquir8s necessary dopth and customers 

are enablGd to get finar rates. 

10.7 Efforts have been made by the ··ceserve Bank to 

persuade ~uthoriscd dealers to decentralise foreign 

exchange dealings. There ara several advantages in 

deCentralising foreign eXChange dealings: 

(a) 

( b) 

c ust :>m'~rs w ill be able ~o g8 t finer rates qu ickly 
bocaus~ banks will be able to arrange cover locally. 

Diss811ination of exparti3e in foreigf\ eXChange 
dealings will be possible only with dQcentralisation. 



(c) In tho decentralised system, the com:"Junication 
difficult ies will b0 less. 

(d) Prompt covering of transactions in the inter-bank 
market will be possible and the risk of uncovered 
items remaining in the pioelinG will be c~nsiderably 
reduced. . 

(e) Since each dealing office will ke~p its own accounts 
at foreign centres, raconciliation problems will be 
reduced. 

10.8 In ordc- to ensura that the foreign exchange operati~ns 

=-:1 r2 c onduc ted by auth or ised des.lers on s ::>und lines, the Fesorvl;) 

Bank has issu,-:,d a sat of " au ide lines for Internal C ~ntrol 

ov.::r For.::! ign Exchange Bus ine ss" to all au th Dr isc:d dealers, 

and they have b2,";n advised to g~ar up their mach in2ry to 

ensure that the lUidelinds are implemented in letter and 

spirit. Th~ Guidelines have been iSSUed not bocause banks 

are operating in India under Exchange Control regime Even 

in countries like the United Kingd~m and 3ingapora, Which 

do not operat3 Exchang~ ~~ntr~ls, there are similar guidelinas 

issuad by Monetary ~uthoritiGs. 

10.9 Inter-bank dealings are put through by m()ans of 

exchange contrac ts wh ich .nay be on 'Cash', 'Va lue nGxt dg,Y' , 

'spot' or 'ForWard' basis. The terms 'Cash', Value next 

day' and 'Spot' aI\.<r! dcfine:d in .... ule 4II(B) of FEDAI T,ulGs. 

In the cas~ of all intdr-bank T.T. c~ntracts, tb0 option 

t~ take deliv.:::ry is with the purchasing bank, unless 

othor'!Jise agreod 'upon. \n invar-bank contract may sp2cify 
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the paymen t of rupee amount at another c~~ntrc in Ind ia eVen 

though the contract may be betwaen two banks in the sa:ne city. 

The centre at wh ich rup3c funds arG to be paid is spec ifiC'd 

in exchange contracts bj using phras2s like 'B0mbay Funds' , 

Calcutta Funes' or 'l1adras Funds'. In the eVent of late 

paymen t abr~ad) rc gardlcs s of the cause of the delaY, overdue 

int0rcst is payable by the selling bank as laid d~wn in 

:.ulc 5' :)f FEDAI rlul.:::s. The ~'.ul~s do not pro'lidG for any 

paym;:,mt of oV3rduf; intcr2st to the seller bank by the buy~r 

bank for the delay in payment of the counterpart rup~e funds 

as th~rc is no reason why tha buyer bank should delay the 

paYm0nt of ru{X!<:: funds. 

10 10 The F.,eserva Bank buys and sells Pounds, Sterling, 

which is thiJ intervention curr;';r).cy. Th'e :-;eservL Bank also 

buys U.S .. :Collars (since October 1972), Deutsche Marks (since 

March 19'74) and Japanese Yen (since end - May 1974). Il..lthough 

it is not customary for c(;ntral ban'\{s to be in the forward 

mark3t on a r.Jgular basis, the Hes€'rv~ Bank has undertaken 

to purchase forward the ma.j~r foretgn currencies in which 

exports ar-J g\"m8rally invoiced, v:t.~.,pounds, sterling, 

U.S. Dollars, Deutsche Marks anD JapaneSG Yen, to enable 

authorised dJalcrs to ,-,xt~nd forvlard cover at riasonablc 

r-3. tC's to ,Jxport.Jrs inv Die ing the iJ" exports in foreign 

currcncL:s. ':h0 rojgulations gov .... j_~ning purchaSe and sale 

of for(~ign currencies by th..;:; Lesc'rve Bank from/to authoris.-d 

d'''al\jrs arc contain· d in Chapt-:r 9 of the E xChanga Control 
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Manual and tho proc0dur~ for transacti~ns with the 

Los\}rvc Bank is outlin(;d in the me~norandum r.BM given 

at tho end of that Chapter. 

Cover Opcr3.t ions 

10.11 Authorisdd d0al..:rs put through sala as w~ll as 

purchas\} tr3.nsacti~ns in var i~us fore ign currenc ies with 

their import and export customers. The transactions may 

be for spot or forward deliv0rios. In normal times, 

authorised d0ah~rs quote to customo.::rs firm ratc~s of 

exchange for v~ious transactions and it is up to banks 

to ensure that transactions are covered at a profit. The 

fundamental princ it>le in for<3ign exchange doal ings is 

that salGS should be offset by corr~sponding purchas~s 

and vice VGrsa, if the bank is not to run the risk of 

exchange; fluctuation or indulge in speculation. Hhile 

i-t would be: an id..::aL ~ituation in which sales to custom-Jrs 

ar0 offset fully by corr~sp~nding purchases from th0m, 

in pract ico, howev(;r, the' bank I,J ::>uld find that such a 

situation would be an exception rather than a rulo. It is, 

thor~forc, n~cQssarJ for the bank to undertake COV8r 

operations with a v8iw to ~nsuring that it doos not run 

any exchangt : risk due to a.dverse fluctuations in rat~s 

of ",:xchangt::. 

10.12 Foreign e~chango d~alings involve judicious judgoment 

of th~ position in variou9 foreign curr~ncios at all 
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times and conducting cov~r oporations in a manner to 

minimis\:' {;xchange risk and maximisc profit.. A dCaler who 

wants to play porf0ctly safo would have to match his 

purchasos to sales and vice v3rsa, having regard not only 

to the point of time (delay ~~y result in fluctuation in 

exchange rata) and amount (mor0 or less may l~ave him 

exposad to the 0xt~nt of surplus or shortfall) but als. 

maturity (in~~rval b3tween dclivcri0~ may axpose him te 

risk in r.3spcct of on~ part of the ::i·jal). However, it 

is difficult to achiGve pcrf.:.;ct 'rmtching in respect of 

all aspects JUG to the following reasons: 

(a) C over oPerations with othar banks a·ri::; almost always 

for certain minimum amounts an::i in round sums whereas 

purchas·:s from or salas to custom~rs may b~ for lesser 

and odd anounts. This creat .. s tim.:;; and amount discrepancies.­

During the interval bGt~ucn transactions with customers and 

COV2r op3rations in the inter-bank market, th~ eXChange 

rata may mor~ against th0 bank. 

(b) In option contracts, it is the merchant who has t~e 

opti ':)n t':) give or tak(; d·.:; livory of fore 19n c urre nc ie:s 

during the option period and in th·] intor-bank contracts, 

it is the buy ing bank which has tho option. Th is creates 

maturity discrepancy. For instanc~, wh0n a m~rchant 

~ontract is cov0rad in the int.3r-bank market, the morchant 

m8Y ~rfer deliVery ai a time which does not coincide with 
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the r~quiremGnt of the bank with whom the d~al is covered or 

tho lattvr ~ay sc~k dcliv~ry beforo the merchant chooses to 

g iv..J de livory. 

(c) Pip0lin0 transactions, that is, d..Jlay in rcc~ipt of 

intimations from branch.js r,. gard ing transactions put througb 

at firm· rates. 

10.13~In actual practic~, authorised doalers ~ake a numb~r 

of sal~ and purchas0 transactions and each transaction is 

not covered ind ividua lly bu t overall cover operations are 

entered into k~cping the exchange risk to thO minimum and 

maturitios match2d. 

Organisation of tho Dealing Departm.·;nt 

10.14 The instructicns regarding scgri:gat1on of dealing 

and accounting functions, scl~ction and training of dealers, 

infrastructure of th~ Dealing Dapartmcnt, dutios of dc~lGrs, 

d eal1.ng procedure, dLl ~ L~s of Account ing Dc partmc:nt, etc., 

arc laid down in Part 1 of th~ Guidelines for Internal 

C ontral ovc:r For~ign Exchanga BLlsinc'ss issued by the reserve 

Bank. 

Inter-bank deal ings throLlgh EXChange Brok·::rs 

10.15 Exchange br::>kers perform th.:: funct.ion of bringing 

togeth0r bLly~rs and sellers of foreign exchange in the 

inter-bank. foreign exchange markut. F",ulc 3 of FEDAI F.ules 



governs the inter-bank business through exchange brokers. 

It provides, mainly, that when authorised dealers make 

contracts through br~kers, such contracts should be made 

through only exchange brokers recognised by 1ELAI, that no 

brokerage or other form of remuneration is paid by banks 

to their employees In contracts made in respect of any 
business, th~t the recognised €xch~nge 

foreign exchangeLbrokers are per~itted to contract exchange 

business on behalf of authorised dealers only upon the 

understanding th~t they will conform to the rates, rules and 

conditions laid down by F3DAI, ~nd that all dealings 

between banks in -centres wh ich are serv iced by recognised 

exchange brokers are to be c ~nducted thr Ol.1gh them. Thus, 

direct dealings between banks in such centres is not 

permit ted. Dealings be tween ba:1ks and the F.eserve Bank 

are, however, conducted directly without the intervention 

of brokers. The brokers' contracts attract stamp duty. 

10.16 with effect from August 1, 1980, the rates of 

exchange brokerage payable by banks on the inter-bank 

transac t ions, as fixed by FED'\!, with the a t1proval of 

the T,.eserve !-lank, are as under: 



l'y:Je of business 

1 • 

I. spot and outright 
forward business 
against the rupee 

(a) US dollars ar.1 
pound sterling 

(b) Other fore ign 
currencies 

II.Swap transactions 
in foreign curren­
cies against the 
rupee : 

(i) 'Short' SW3.pS 
i.e., where the 
de livery of the 
further leg is 
due on the 7th 
day afte r contract 
or earlier : 

(a) US dollars ana 
pO:..lnd sterling 

(b) Other foreign 
currencies 

(ii) 'L~ng' swaps (i.e. , 
other than 'short' 
swaps) 

(a) U3 dJllars and 
pound sterling 

(b) Other foreign 
currencies 

Fate of br okerage 
(payable both by 
selling and buying 
banks) 

2. 

1 paisa 
per f:s.1 00/-

1 .15 paise 
per B.s. 1 00/-

1 .20 paise 
per P3.1 00/-

1 .40 paise 
per ~3.100/-

1 .50 paise 
per il.s.1 00/-

1 .75 paise 
per :-;S.1 00/-
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III. 3witches (i.e., 
sales of fore ign 
currencie8 against 
foreign currencies, 
spot or :.mtI'ight 
forvJard) 

IV. 3waps in foreign 
curr~ncies against 
foreign currencies 
(irrespective of 
period) 

" 6- ."" , ' . .- .-

2. 

12 paise per 
U3 f. 100/-
or equivalent 

18 paise 
per US " 100/­
or equivalent 

No brokerage shJuld be paid by banks on merchant c~tracts 

arranged through br~kers and on the inter-hank sale and 

purchase c~ntracts of value of less than £ ,00 (ana/or the 

equivalent in other currencies). It has been clarified 

by liEDAl, with the approval of the Reserve Bank, that in 

case a bank ex~~rcises its option of delivery within 7 days 

from th2. date of the c~ntract, the swap should be treated 

as Ish ort I 3.nd that. in Case a bank exerc ises the opt ion of 

delivery ~n a date beyond 7 days from the date of the c~n-

tract, the swap sh~uld be treated as 'long' • 

1 O.17luthorised dealers should maintain all necessary 

records to indicate the exact nature of business d~ne 

through br~kers in ~rder that the brokerage payments are 

m3.de at the approved rates. AS the rates for swaps are 

less than d~uble the rates for outright transactions, banks 

should be watchful to ensure that there is no tendency 

on the part of brokers to split swap requirements into 

outright transactions. 



§wap Transactions 

10.18 The textbook rule is that whenever a ban:{ buys or 

sells forw!3.rd, the forward nosition sh ould be covered at 

once by a spot transaction in the oPPosite direction so 

~s to est~blish the r~te of ~xchange and thereafter, at 

a convenient 'TIo1l8nt, the resulting spot and forward 

c ~:nmitments '1lay be offset by a swap transaction. The 

ter~ 'swap' literally means exchange or barter. It may 

be defined as the s i:nultaneous buying an1 selling of a 

forei~n currenc/ in a:Jproximately equal amounts for 

different maturity (settlement) dates~ In other words, 

an exchange transaction in which there is a simultaneous 

sale of spot currency against forward purchase of the 

same currency or purchase of spot currency again st forward 

S-=ile of the same currency, is known as 'swap' or 'budlee' 

0r'd")uble 1eal' transa.ction. A s\-Jap transaction 1s usually 

taken to mean swap of s90t with forward, but with the 

widening of forward m~Lrkets and sopbisticati.)n acquired. 

by dealers, a c'Jnsiderable business has also 1evelopeti in 

forHard to forwarq sw:tp. Thus, the ter-n 'swa~' also refers 

to purchase or sale of short forwar1 exchange against 

long forw~rd exchange. 

10.19 .<\ s"'::tP transaction does not affect the net exchange 

position. Swaps are undert~ken m~inly for adjust~ent of 



funds position or better casbnanagement and for correcting 

gaps in rnaGUrities of foreign exchange transactions entered 

into by authorised dealers. A dealer must bear in ~ind 

his excbange position, funds position and interest rates 

ruling in India and at foreign centres. For instance, a 

dealer may sell spot £ 20,000 by way of a T.T. remittar.ce 

on London and on the same day, be may ourchase 90 days 

sight export bill for £ 20,000. Having bought and sold 

sa,1l9 amounts, his exch=3.nge :.'osition is square but llaturities 

of transactions differ and, as a result, in view of T.T. 

sale, his Nostro account may become overdr~wn Whereas the 

export bill purchased will be realised only after, say, 

105 da~s, that is, 90 days tenor plus 15 days transit 

period. '.f'he:Je'ller may c:::msider effecting a swap deal of 

spot purchase =3.nd forward sale to ~atcb with m~turities ~f 

T.T. sale and purchase of export bill respectively. In 

the case of import bills drawn under letters of credit, 

overseas negotiating banks rei~burse themselves by debit 

to Nostro accJunts Jf opening bank~ whereas importers 

usually pay on presentation Jf documents, and tbe interval 

'naY be about 10 d1.Ys or 'llore. The opening bank has an 

opti'Jo to allow its N ··~;~tr:J account to renain overdrawn 

until i lport bills are paid, but this may nJt be practical 

in view of the Exchange C Jntr~l regulations and/or rates 

of interest on overdrafts being more than rates of interest 



payable by importers. Fur inst~nce, ~ telex received by the 

bank from its corres~ondent in New York says that its 

account is overdrawn to th~ extent of US .. ' 80 ,000::iS a 

result of 3. debit raised for negotiating a bill under the 

bank's i'llport letter of credit. The bank's exchange 

position Was overbought Uj~:, 25,000 at the start of the 

day. If the bank decides to purchase, say US ~ 80,000 

to ad,just the overdraft, its exchange positi')n in U3 .r', 

will become ~verbought US 105,000 arr it would run the 

exch8.nge risk un t U the import bill is rece ived and p~id, 

th~t is, until the sale of US doll~rs is effected to the 

importer. On the other h~nd, overdraft in New York may 

be expensive and the bank may like to avoid it as f~r as 

possible. The bank may, therefore, enter into a swap 

transaction, that is purch3.~~e spot US d')llars in order to 

1 iqu idate tbe overdraft 3no sell the sam forward for a 

suit'3.ble future delivery corres?onding witt the estim:=tted 

date of p~yment· of the import bill. When the importer 
. 

makes payment, the bank will purchase spot to meet its 

forward sale under the sw!.p transaction. Thus, while remain­

ing ~s square as possible, a dealer should endeav9ur to 

keep minimum working balances in his N~str~ accounts, and 

the more accur~tely he c~n synchronise the delivery dates 

of h is purchases and sales, the more profitable will 

be his operations. 



.:§xch::tng2 Control Ee gul:3. t ions 

10.20 AS ~lre:=J.dy stated in [J3.r3.gra9h 7.24 of Chapter 7, 

subject to comqlianca with the provisions in p:3.ragr'3.,)hs 

8.2 and 8.3 of the Exch~nge'Control M~nu3l regarding 

exch~nge position :3.nd cash bal~nces, authorised de~lers ~ay 

freely correct i~b~l~nces in their own exch~nge position 

.3 uch as overbaugh t in s pot pas it i on 3.nd overs old in f orl'l1.rd 

position 'Jr overbought f:\t one forward position and oversold 

r-lt n.nother, by making 9.ppropri1.te swap operq,tions in the 

currency with other authorised de~lers in India. However, 

authorised de).lers should, as far l.S possible, avoid out­

right forward or swap transaction3 which will result at 

the close of busine3s on any day in unre~sanably 'mismatched' 

rna tur it. ies. 

10.21 ~uthorised dealers should not resort to the practice 

of set-off of foreign exch3.nge deliveries indiscri:nin1.tely. 

There is, however, no objection to auth':>rised deqlers 

agreein3 to set-offs in genuine circumstances where mutual 

pick-ups between authorised dealers arise unintentionally 

Jue to the cU'Ilulqtb7 e effect of transactions undert1.ken between 

b'l.Oks over 3. time and in the normal course of eJ:ch~.nge business. 

Even in such clses, the relative entries shauld be Passed q,t 

the contracted rates in the foreigl1 cutrency mirror ~cco!.lnt 

as if deliveries have been ~3.de and taken, ':llbeit the f.'lct 
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that no actual deliveries will be taking place at the foreign 

centre. 3uch set-ofrs should also be re·flected in the R 

'r.eturns as deliveries made anj~n. The object of this 

procedure is to ensure th~t the effect of the set-off 

gets reflected in the profit ~nd loss ~ccount only through 

the mirror accounts and not directly. A separate record of 

such set-orfs should also be maint~ined in order to 

facilitate recJncili~tion of Nostro accounts with mirror 

accounts ~s well as scrutiny by the Inspecting Officers of 

the F eserve Bank :.lnd by the internal E.uditors of banks. 

Set-offs are not permitted in dealings with overseas 

branches, correspondents, etc., of authorised dealers in 

:.lny circunst1.nces. 

10.22 3wa;?s.involving 'ready' (Le_, delivery on the same 

day) and 'spot' (i.e., jelivery on the second business day 

suceeding the date of the contract) transactions in foreign 

currency against rupees with overseaS banks (including their 

branches/Head Offices) are ordinarily speculative in nqture 

if made for the purpose of clos ing out by opposite swaps 

on 'T eady' against 'Value next day' basis on the ensuing 

business day or for ,!ostpon1ng funding of overdrafts aris ing 

in rupee ~ccounts maintained by them. Besides, paragrqoh 

10.9 of the Exchange Control Manual clearly lays down that 

rupee funds ~cquired by overseas banks should be for meeting 
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genuine business needs. Authorised de~lers should not, 

therefore, permit swap operati~ns being made by overseas 

b~nks in the rupee. 

F::>reign Exchange Ooerations -
(lsks ~na Contr~l 

10.23 Foreign exch~nge opErations c~n expose banks to 

more th~n usu~l business risks. The special features that 

have a great bearing on the risk potential ~f f~reign 

exchange oper~tions include the following: 

(a.) Dealing decis ions are generally made in high ly 

volatile ma.rket cond it ionSind since the decis ion to 

clinch a de~l h~s to be made within a split. 

sec')nd, the de,~lers ha.rdly hhve the time or the 

opportunity to evaluate fully the pros ~nd cons of 801-

ternat ivc courses of act ion or the opportunities 

available from the emerging developments. 

(b) Many complex factors influence exchange rates in 

foreign exch~nge markets operating at different centres. 

:\s foreign exctnnge de:=J.lers operating in Indian mat:'kets are 

f'1.r removed from the maj or scenes of act ion, they may not 

be ab~e always to get all the relevant information. 

(c) Dealing operations in Indian banks a.re handled by 
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relatively junior level officers to whom the authority 

to commit the banks for such large a·:nounts normally would 

not have been delegated in other ~reas of a bank's business. 

On the othc:;r hand, by its very nature, dealing trl.nsacti-ms 

cannot be conducted through a process of ~n-g~ing c~nsultations 

with :lnd !luth~ris~tions from the higher supervisory or top 

m3.nagement levels of the bank. By the very exigencies of 

tho m3Iket situqtion ~nd market pr.actices, the de~lers have 

to be given sufficient freedom to oper~te in the market 

at rqtes ~nd in ~mounts they deem prudent in the context of 

the prev~iling ~nd expected market conditions. 

10.24 It is, tharefore, necessary for b~nks to institute 

l.dequate contr"Jls, accounting, monitoring 'lnd profit 

eV'lluation syste:ns ~nd procedures in respect of their 

foreign Gxch~nge business. The main objectives of such 

a system should be to reduce the risk exposure of the b~nk 

and to establish 1. process af on-going eValu.'ltion of the 

quality of dealing decisions w~ich will enable the bank 

to t~ke appropriate corrective measures to cut losses, 

if "lny, in time. 



Risks in Foreign Exch~nge 
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10.25 There arc a number of risks associated with foreign 

exchange transactions. These could be grouped under the 

following heads : 

(~) Net ODon Dosition risk or rate risk 

(b) Mismatched maturity risk 

(c) Credit risl~ 

(d) Fraud risk 

(e) Ooerational risk 

(f) Country risk 

Net open nosition risk 
9.r _.rJLte.;rJ?J. ~ _ •. ~ .... -. 

10.26 The nature of this risk has been cxolained in Part 3 of 

the Guidelines for Internal Control over Foreign Exchange Business 

As indicated therein, the risk ~rises from unexpected changes in 

the exchr:lnge rates. With a high degree of volatility witnessed 

in recent years in the foreign exchange rncJrkcts, the risk 

attached to cr:rrying open positions in any foreign currency 

hcJs incrccJscd. The rcJte risk is controlled by fixing dAylight 

a nd overnight limits in each curr:-..'!lcy, m;'Iximum contract v21uo 

limits in each currency, limit on ~ggregate net open Dosition 

for all currencies together and limit on total daily transactions 

vcJlue for all currencies together (turnover limit). The 

instructions regarding fixing and monitoring of daylight and 

overnight limits ilre given in pcJragraohs 3.2.1 am 3.2.2 of 



the Guidelines. The limits laid down by banks should he 

advised to the Reserve Dank (Exchange Control Department). 

10.27 Mismc",tched maturity risk is also callc0 liquidity risk 

and is closely associated with rate risk. Gaps occur when 

liabilities ~~ contracts to sell in a given currency mature 

earlier than assets and contracts to DurchcJse in that currency 

and vice versa. The maturity mismatching is basically a Droblem 

of excess or shortage of funds on any given day or period. 

P~ra9raphs 3.1.2 and 3.3 of the Guidelines contain detailed 

instructions regarding mnturity mismatchinq 2nd control over 

mismatchings in mcJturities. 

10,28 In enteri,1g into any foreign exchange trnnsaction , the 

bank must be confident that th;:.; countcroarty, a customer or 

anoth.:.:r bank, possesses th:.: financiCll sourdncss and liquidity 

required to me~t its obligations at mnturity. All foreign 

excha ngc tr~ nsactions nl!C(; s saril y mea n delivery of one currency 

Clgainst another. If one of the parties to a tr'nsoction fails 

to fulfil its part of the contract in 0clivering or taking up 

delivery of tha currency, the other party will bo exposed to 

the risks of exchange rate fluctuations or interest r=!tc costs 

due to the necessity of purch~sing or disposing of the currency 

for readjusting its own currency or funds Dosition or both. 
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Th0 credit risk is controlled by fixing customer limits and 

limits for doaling with individual banks, and instructions in 

this regard are contained in paragraphs 3.1.3, 3.2.3 and 3.2.4 

of the Guidelines. Limits Shoulc be fixed for all countcroarty 

banks includinq nationalise:d bClnks. 

Fri'lud risk 
........ ow .. ~ ..... 

10.29 The ch~ncos of fraudulent deals arc significi'lnt in 

foreign cxchung~ business. This is parti¥nue to the technical 

nature of the business and hence the difficulty in detecting 

the mCllprClcticcs. Frauds which have recently come to light 

incluck instances of dei.llings for one's own benefit without 

putting th;~m through th\.}o mirror <1ccounts, undertnking unnecessary 

deals to pass on brokerage for earning kick back, sharing 

bcn0fits by quoting better rat~s to some banks and customers, 

unauthoris-:d speculative: deals, etc. ~'Vhile there is no easy 

solution to the problem, effective controls and monitoring, 

sCPnration of bClck-uD procedures from de:aling, prompt reconci­

liation of accounts, prop .... r sclcctj.on ilm training of dealers. 

etc., 2ru the mC!i~ns ilvailc::b10 to a ba nk to rna nagc the risks 

arising fror'l fr2ud and mnlpracticcs. 

10.30 The sc: risks im.lude inadvertent mistake. s in th,; r nt.JS, 

C1mounts <"'nd counterp<1rtie: s of· cl eals, mi!=;d ire ction of funds, 

etc. The scope for such mistak~s nriscs p~rtly bc~~usc of 



the speed with which the foreign exchange tr(]nsClctions ilre 

normally effected [lrd p,lrtly du.: to the filct th,lt th.:: deals llre 

effected over t..::L .. phone or tel-.;xcs nnd the mistakes c;)n be 

dctcct2d only whun the follow-up confirmntions/adviccs arc 

received subsequently. The reversirg of such mistakes may, 

however, involve the b.lnk in losses due to exchange rCltc 

changes, interest costs arrl also loss of goodwill of th0 

countcrpurty b(] nks. These risks could be rcducud by strict 

adhercnc~ to the procedures, particularly those procedures 

rclrlting to the verificc"1tion of the dctnils included in th~ 

deal slips with the countcrp~rty confirmation rldviccs/contr0cts 

und broker slipsJ prompt ruconciliation of Nostro and Vostro 

accounts, etc. 

10.31 Country risk, in contr;:lst to the credit risks of cl 

borrower, rc.:l.ltc's to tho <lbility i1rd willingness of " country 

-to scrvicc its external li,lbiliti:.;s, including those incurred 

by its public ,1m private entities. In other words, it is tho 

possibility +h2t the: sovereign as vlCll uS oth:.:r borrowers of rl 

p.:1rticuLlr country mily be un:lbl .. to fulfil th_ir forci0n ddyc 

obligations for r,;asons which Lire b,- YorKl the; usurJl cred it risks. 

The inability of a country to m0~t its obligations Ciln be due 

to ~:conomic, social or politicol r ... Dsons but such ,1n inability 

ultim~tcly mrlnifcsts itself in the form of mor~torium or 

dcfLlult or rescheduling or just protr,lctc.d dcl.:y in remitting 
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the interest p.aym~nt I")r princip,~l or both. It is not corr;,;ct 

tP assume that country risk is inv~:v,~d only in cr.,ss-borclcr 

Jft\..-ciium-tcrT!'l lcndingpo::"tfolios <In:l not in rosp..:.ct of short-term 

fin?I'1~, including intr..r-o..::>nk m~rk.:t dLals, tr?d: finAncing 

and foreign .L..xcha-i'l,;Jc tr.-:;s~ctions. The foreign exeh . .,nge b1Jsin~ss 

involves m.:-inten<:'lOce of bctlances ;,;broad with corresno:1dent 

banks nnd also contracts :or sale ~nd purch~se of c~rrencies 

with foreign counterp."!rty b:'lnks. The li.3bilit.ics '-irising from 

these balAnces .:lnd forw<Jrd transactions arc in no way rlifferent 

from the liabilities 2rising f:rom the medium-ter!.l lending 

portfolios. 

J.0.32 The instructions governing the corrluet of Rupee ?ccounts 

of non-resident b2nks (wh!.ch ~xpression includ3s ov~rse~s 

.branches/H~<1d Offices of authorisc:d dealers (l~ corresnoroent 

a..,anks.) in the Exterrel Group of cl)lmtries ~r .. ~ont~ined in 

Chapter 10 of -cheE;{t:hange Control Munur1l. These should be 

r~ with the provisions r'?ga::-ding the permitted methods of 

th~· h1r:lnuc:l. According to t.,?rdgrnph 10.9 of the Manual t authorised 

d~lers· are permitted to freely purch'-'1se T. Ts aro other 

r~mittance5 in- riny permitted currency from their overse?s 

b=a~ches 2nd cor=espondents to en?ble the l~tter to lay down 

funds in their rup~e uccolJnts in Irrli~ for meeting R.Im.:~t~.9~. 



needs of the oversei1S bllnks for pf'ym8nts ?gainst exnorts .:>nd 

other commitments in Irx.~ir~, but .~cq'Jir:Lng of spot rupees by 

oversellS b,"'nks for building onen posit:i.ons in the currency or 

for 1101c.:iilg ,"s cover ;>9'1inst their fo!'wi"'rd commitments i:, not 

• .I • .... ,....1 perml. L. l..\::l.'. Thus, the rupee funding o!)er,"ltions of overse,1S 

b~nks '3hould be comrnensu=ate with their norm~l requirements for 

of the lIbnui11 illlolNs th,.,t rupee b.:!l("mces 0::: 0'ler5e(lS b~nks 

s i tU;"ltl'! in ;> ny cOl;ntry ()~ the Extern,; 1 Group m.-:y :-;e converted 

:i. :1-'-.0 ."'ny permitted currency free 1 y. :{owever, whenever such 

conversion tr1kes :Jl:~ce for a siqnific,-!nt ~moljnt, .1uthorisr,d 

d er11ers ;'lre required to m;:ke .: n i nst,: nt,"! neous check of the 

oper;;tions in the overse .... s b,'" nks f rupe{~ ,lccounts in the 

specul; .. ·t iv(! intent so ."'\5 to benefit from: dv-· r198 in the 

b;~ nk ."nd if so t to m.·l(e .'1 detC1iled report to the Ho;;crve Btmk 

immedi ... tely.;~,uthorisp.cl denIers h,:ve sometimes to un::ert:'lke_ 

sr11es ;"l~ 'PW:-clF1SCS of rupees with overse,lS b'-'nks wh€'re the 

rupees ,-'re re('!ub:-ec1 to be delivered to ;111 ,·ccount m"int."'\inec 

F're being provided fTom ,~n .·'ccolJnt m,:-d:T:::.;d.nec.~ "lith .... no·~.her 

iluthoLiSGc\ de,"'ler, 25 the C,1se m(lY be. In sur;!1 c,.,ses, the 

3ther nuthorised de~ler should irw2ri2bly he requested ~o 

scrutinise the fUIY1
;, '"')osition in the overse(Js b."'!nk's rupee 



,1re being conducted in conformity with the Exchange Control 

regul;'ltions. The obligCltion of renorting .lny unusu;~l features 

to th~ Reserve B~mk VJil1 then rest on the other ,1ut:lOrised 

de.,ler. :Tn order to ensure th.,t .,,11 L:lrQe -I:rClns,'ctions h(w~ 

bee n properly I? X ·'min(~c1, ~uthori5r::d de,-.leJ:'s ,Jre required to 

rr.mort to the Rese~ve B<1nk (Exch"n9€ Control Dep,lrtment, Centrrtl 

Office) purch~se of rupees fro~ overse~s b~nks for ~.5 l~khs 

"Ixl rlbove MD s;;!le of rupees to overse"s b,mks for Rs.l00 IC'lkhs 

~nd .lbove on ,-my d,:y, whether the funding is urdert,1ken through 

.;n (:ccount m::i..nt.cin'3 r ) wjt.h ,~notheT.' ,'uthorised dealer or not. 

All tr,lns,lctions irnrolvint] an ,:gr)reg,"":'te amount of Pcc;.5 l,:khs or 

f5.100 L ... khs <'nd <,hove, ~s the c:-'se m;"!y be, on .... ny d,.,y with the 

5flme overSG."":'s b~nk (.111 branches 2brood beiTXJ t.,kcn together) 

should be re!')ortcd to the Reserve B,lnk. This report shoulrl 

,,150 cover tr.'nsilctions concluded with overse2S br,lnches/He;"!d 

Office of ;~uthorised de,~lers. The following reporting form.,t 

should be used. 

(~) D()te of tr2ns?ction 

(b) Amount of s01e/purch~se of IndiCln rupees 

(c) I-J"me of overse,"'s b.c~nk (indic2ting n,lme of br(lnch) 

(d) D~te of delivery of the rupee 

(G) Currency .1g,linst which s.lle/purch,""\se of rupee W,15 m,lde 

(f) R"te 

(g) Underlying cross r"te on which the nbove r,lte W.:'!S b;15ed 

(h) N,lme of ;·~uthori5ed de.~ler (indic,.,tinC) n,"!me of br,"'l nch) ...,t 



-l. -J 

which the rupees \I'/il1 be crecti ted/debi tp.d ,1S the C'1SP. mny be. 

The report shoulc1 be m,lde .15 ,'"(. th~ close of thG d ..... y on which 

"i:he tr ... i'ls, .... ctions ·'re '..looe!'t,lken by lett0t' or telex so .:>S to 

rei~ch the Reserve O.lnk by the next working d.;y. It is to be 

noted th~t this renortir~ system is me~nt to sUDD1ement the 

check by ,"luthorised c1ei!1ers ,:ncl docs not in ., ny W,ly obvi:~te 

the necessity of ,~uthorised de"lers exercising the checks 

envisJged in the f~l,""nu;11 ,-'00 in A.D. (G.P.Series) circu1,lr No.~)O 

of 1979, which should continue to bo m2de whether the rupee 

,lccounts nre m;'intclined by oversc, .... s b..-'nks with other :,:,uthori.sed 

de,llers or the S,lme· '''''uthorised de , .... 1er 's br,lnch or ,'":It ,: different 

br 1 nch (whether in the s ,;me ce ntre or ~ nother centre in Ioo 1.1 ) 

of the some ~uthorised de~ler. 

10.33 In terms of p."1r,lgrcmh 8.12 of the [:''Llnu,-.l, when the limit 

of P:s.20 1,lkh5 for gr.::nting lo~ns, overdr,""fts or other types of 

credit f~ci1ities to OVQrse~s b~nks is exceeded bec~use of 

unforeseen ncgotii1tions u~:e~ letters of credit, etc., "pprov~l 

of the neserve Bank need not be sou~lht provided the excess is 

.ldj ustcd within -f ive d ..... ys. This re1.:x, ... tion is inte rt3 cd for 

macting the nr:cds of oversc .... s b,"'nKs' norm:~1 ('xcl1"nCJe business 

~nd 1~rge unforeseen n~goti~tions, ~n0 should not be used by 

overse~s b, .... nks (includ i ng br,"1nches/Hci:1d Off ices of .luthorised 

de;~lers) to postpone funding in ,.,nticip.:tion of r,te ch;'nges 

~r to convert rupees into forei9n currency or to tr(1nsfer 



funds to other ~uthorisod de~lers. 

10.34 Authorised dC;llers ,.,re not permitted to ,)ffer two-W<:1Y 

quotes for IndL"'!n rup0C?s in i!,.tern."'tion-~ 1 m,:rkets, i. 0., .15 

between tIle i"'uthoi~ised c\e.""lcrs in Indi'" on the ono h'-'ne! ..... ncl 

oversG~S b~nks on the other. Authorised de~lers ci"'n, however, 

quote ;: r.Jte for either .: sAle or ;) Durch."sc of rupees, r". nd 

conclude the tri"'nsAction ~t the ~grGcd rnte. 

10.35 Det.,::'lcd instructions regrlrding m,:n?!gement of risks 

,1risirYJ in rupce (Vostro) [)ccounts ,"'1re cont'lined in P;~rt 7 of 

the Guir.1elines for Internill Control over Foreign E~(ch,""nge 

Bus ines s. 

10.36 The Inspecting Off icer should be.lr in mind the instru-

ctions contrli ned in P:1rts 1 ;111d 8 of the Guid elines for 

Inte:rn.:tl Control over Forei9n Exch.~n9c Business "n:i 2sccrtc"'!in 

whother those hi"'ve been complied with by the b"nk. In 

pi"'rticullr, he should verify -

(i) ~1hethcr the de.:ling function lv's been sep,,'r;,tcd 

from the ,1ccounting, funding ,1 nd other blCk-up functions 

(ii) t1hethcr the b;--nk's system for the selection, 

tr2ining ~nd rotution of its dG~lers is s.,tisf~ctory: 



(iii) whether the infr;~structure f C1cili tics prov ided to 

the Dc,"'ling Dep-,rtment <"'re ,:deou.-,te 

(iv) Whether, before the work st,"'rts, the de,llers confer 

on the trend in the overnight m·"'rkcts .'1S , .... 150 m.:'rkets still 

operntinC] in the S,lme time zone'·'" nd keep the higher .:luthori"i:.ics 

informed of the conclusions, 000 there ."'re C1dequ,"'tc cornmunic;'t­

tion ch,.,' l"1nels to f ,-' cili t,lte quick consul t;-~tions between the 

de.l1ers ,'".ncI the hiqher ;>uthori tie:s, 'IS ind iC(1ted i n pi"!r~gr.lph 1.5 

of the Guidelines ; 

(v) DOnI slips in rospect of tr~ns~ctions for ~mounts cl 

d~500,OOO or its equiv, .... lcnt .:'nd , .... bove (.111 cle,ll slips in the 

c?SG of smC111 b,"'nks) during the l"st one month should be 

verif ied to ,lscert,''!in whether (~) the declls mf'd e by the de:>lers 

h."'ve been recorded on ,IDproprirlte printed de;·l slips in 

duplic.,te ; (b) the de"l slips ,"'Ire seri.:ll y numbered "rd in 

different colours to identify s,'11es ,"'nd purch."'ses ; (c) 'Ill 

required D~rticul"rs ,,~c furnished theruin p~rticul~rly the 

time ,It w:lich the dec"'l W:iS put through; .1m (d) the de,l1 slips 

h,"'ve been signedj.:uthcntic['lted by the de,ller 

(vi) 11hcthc'!r thc~ccountiT"X'.1 Dep."1rtm~nt prcp,"'res b.' nk-wise 

sumfTl,'rics of r"'ll outst,"':ding forwZ'rd exchi"'nge contr,-,cts with 

b;~nks for which confirm,ltions from counterpf1rty b;')ni<:s h.:ve 

not been rcce·ivcd,s ,"'It the LIst working d,lY of c-1ch month 

,lnd the outstrlndings ,re followed up expeditiously to h,-'ve 

them confirmed by the counterp~rty b~nks ; 



(vii) t'#hether the bi1nk is m .... int('~ining <=lny record showing 

the movement of r~tes in the Indi:ln/overset!s inter-b."'nk 

m,~rkets ; 

(viii) Whether the AccountinC'j Dcp.">rtment prep,"'res the RJtc 

Sc,~n Report .1nd thr: ·:ction thereon is t,"'ken -"Is indic.-"ted in 

p2r~gr~ph 1.11 of tho Guidelines. A few such reports ~~y be 

verified with the relntive d~."'l slips ,"'00 in C;1sa ~ber..rcJ.tions 

.,re wide ... rrl/or quite frcH:uent, the expL'nltions given by the 

de.llers/bi"nk m.1Y be cx .... mined to determine whether they c."'n be 

considered ~s ~ccent~ble; 

(i>d \Jhethcr the b,"'nk h·~s fixec limits for detlling with 

individu;,l b .... nks, both overse,"'s b,"'nks ,"'S well ,"S ,">uthorised 

dc::le::cs in Incli,l, ,"'IXI if so, the setting up Plnd monitoring of 

the limits .... re in <,'ccordance with the instructions cont,lined 

in p,~r.:gr.:tph 3.2.3 of the Guidelines. In those c~ses where 

the limits h. ... vc been exceeded, whether the .:-tpflrovnl of ,"ppro-

pri~te higher ~uthoritiQs h~s been obt~incdl 

(x) Whether t while m·':lking purc},... SC!S .: rrl s,':!les of foreign 

currencies with oversens b~nks( including ovcrsens br~nchcs of 

;;uthoris(~d de ":Ilcrs), the b.:nk h,"'s observed the condi tions/ 

restrictions cont,"'ined in p,"'r."'gr :phs 8.8 ,"nd 8.9 of the Exch;- nge 

Control M .... nu,:l. 

10.37 The Inspectin0 Oificer should bc~r in mind the instru~tions 



cont,'dned in P.:"Irt 2 of the Guirlelines ,."nd ;'Iscert,'"!in ~",hcther 

these h~ve been complied with by the b~nk. He should bo on 

the :'1lert in c,'"!se there ,'"!re indic.1tions of · .... n excessive 

concentr, .... tion of business with ,'" ny one exch," nge broker, exce­

ssive sw,'ps, exch" nge r,~tes th,."t ,,"! '1pe, .... r out of Ii no v!i th those 

for simil~r tr~ns~ctions on the s"me d~y or Other unusu~l terms, 

l,~tc receipt of (~)(ch . .,nge brokers' notes, nomin:'ltion of brokers, 

··nd substitutions of n'"!mes of b"nks. In p'"!rticuL"r, the 

Inspectil1<J Officer should verify 

(i) :'Thethcl' th • .) i\.ccount .i. nq Dcp,'"!rtmcnt (! n5ures th,"'t 

(,"") ,:11 'Jxch;:>nt)c brokers t not<'s for intc'r-b .... nk de,.,l.:; concluded 

throuqh their medium ,lre received before the a:lose of business 

on the c1, .... y on which the de,"ls were concluded or before the 

openil10 hours of the. succe0ding d,.,y; (b') the d2tes ""00 other 

p~rticul~rs given in the notcs ~9roe with the rel~tive de~l 

slips; (c) the discrep?ncics, if ~ny, ~re brought to the notice 

of the de,:lcrs imrn~di;·'tel y ," rx1 c 1.'" ri f ic,.,tions/rectific :tion of 

errors ,"ro c."llcd for promptly .,n:\ directly from thG brokers by 

the Accounting Dop,:rtmcnt ,:nd not by the de:-lers; , .... 00 (d) in 

c~se of de"ls with ~uthorised de~lers ~t outside centres, telex 

confirm, .... tions 'Te f!tt,"chcd to the de.ll sl~.ps . .,nd if concluded 

through brokers, their notes ~r( roceived expeditiously; 

(Ii) Whcth':Jr the Accounti n9 Dep.1rtment is m'int.'"'!ining 

up-to-c1.~te broker-wise d.:,ily record (scp.'r:te folio for e::ch 

broker) of broker, .... ge p~id/com-littcd in the form prescribed 



by the: Exch;"lngc Control Dcp."'Irtment in i~s letter No.EC.S.95/86 

(Spl. )-82/83 d.:ted 31st July 1982, ."'111 broker,:gc cl-.ims "'Ire 

being verified from this rc'cord ,""100 the broker""lge h;"'s been 

p,""Iid , ... t the r.ltes prescribed by FEDAI ; 

(iii) Whether the Accounti ng Dep·:rtme nt is pren,:ri I1g .-' 

monthly st :tcme nt showing " summ.-'ry of broker, .... ge p-.yme nts to 

pClymcnts during previous two ye ..... rs"rr:l the ch.:'D:)cs in th() 

p,~ncl of brokers, if ,"ny, m ..... dc during the.! month, ,-'nd the 

st,-.torncnt is nut up to the Chief of the Accounting Deo·'rtment 

~s ~lso higher ~uthoritins 

(iv) ~1hether the b,"'nk is m,"'Iint·-'ining',-' p"nel of brokers 

,:pprov()d by ,"'ppropri.-.tc higher ,:uthorities ,"'00 if so, the 

number of brokers on the p,""Inc.l, how often ,:n:I by whom it is 

revised ,"'S ·-'lso the procedure follo\'o/cd by the b .... nk in this 

reg,:rd, should be indic;:ted : 

(v) Wheth..:.r there h.-'vc been .... ny eoml')l"'ints ... g::inst the 

dei'.lers ,-'rr.l/or rel-.ting to m .... lpr..,ctices irrlulged in by brokers 

,-.nd if so, whether the ,:ction ... s inrlic,""Ited in p.""Ir~gr, .... phs 2.6 

.-.nd 2.9 of th(~ Guic1eline:s h::s been ·~'"lkcn by the b,""lnk. 

10.38 The Jnspecting Officer should verify whether (,:) the 

SW"'p dc .... ls urrlcrt-.kcn by the b.""Ink in intern-.tion~1 m"'rkets 

l :;:;=oss currency de,'" Is ) were for meeting genuine merc)pnt 



tr."'ns.-" ctions; '" nd (b) the: full ,"'mounts of )')urch:"ses ,-"nd s ,"'les 

undor the SIN."'p dc."'ls h,"'vc be~n recorded in the tr·~ns,-"ctions 

shC(~ts (to be ul tir.J"'tcl y incornor,:ted in exel1'" nge pos i tion 

records) or only the diffcrc.nc;:'s thcreo:: h:wc beon entered in 

the shc0ts ~s net purch"'scs or s~lcs in counter-currencies. 

(The l:tter will show'" lower volum ... : of de ..... linqs comp"'rec! with 

merch.'" nt tr."'ns ")ctions '" l-rl will not .'" Iso give .'" correct picture: 

of purch;-ses '~I-.d s?"Ies of the b."'nk for the ourpose of wC'ekly 

POS st .... tcm(; nts ) • 

10.39 The Inspecting Officer should verify . ..,11 SWlp de·:ls unclcr­

t .... kcn by s[;1"'11 b."'nks during the L"'st one month .:ncl in the c"'sc 

of l."'rgcr b"'nks, e."'ch of thc.' dc .... ls for ."'mounts of £ 500,000 or 

its equiv,"'lent .: nd more m:"'y be scrutinised to s,Ce 

(,~) Whcth:;r the: b-'5;:; r.~tcs ..,t which the de."'ls \vere 

concluded '" ncl the sw:p diff(.;rcnccs were rc:listic ;>00 reflect...:d 

the prcv1iling conditions in the intcr-b·"'nk m"'rket. (Th~:sc m.!y 

be verified from th,; r:tC' ch "'rt m .... int"'in·::d by the b-"'nk' ;·nd 

brokers' d~ily r~ports, if ;-v;"'iI:ble); 

(b) \ThC'th.::r ~ny sw:p 0.:;."'1 l1"'s bC·-';1l urPert"'k,:;n ."'t .-... level 

r"'t,~ ."'00 if so, th.: rc."'sons therefor, should be .... sc0rt.:incd; 

(c) Wh(;thr:r SW1P dc,..,ls were: done for tr·..,d inC) in forw,"'rd 

."'nd/or for r''''ising rupees; 

(d) Wh,:ther ,"'ny fore:ign currency dcliveri.:cs h"'ve b.::en 

set off with other :"uthori~h!d dc .... 1ers "'nd if so, the circumst.aflc.e::l 



in \vhich the set-offs bcc:->m(. nIJccss,1ry should be"scert:"in~d t 

: .. 110 it should .. "'lso b,:; verified whl)ther the instructions :'S 

indic .. t.:d in p.;r,"grnph 10.21 !"!bov:J h.:vc b~cn complied with. An 

irrcgul"r Sw,"p is illustr ... t:.d below : 

B;"nk A entered into two sw .... p dc:"ls for US $ 25 million 

c;"ch in, s ... y, April with B,"'nk B ."S unclo.:.!r : 

A B 12.06 

B A 12.35 

B A 12.00 

A B 12.33 

21-30 
April 

21-30 
April 

24-30 
June 

24-30 
June 

Rupee p,"ymcnt by 
itn.. )..;:\.KllS. sri. _~y R~~!?1 
B,"nk a."nk 
A B 

2072.97 

2024.29 

2083.33 

2027.57 

On due; d .... tc.s, fo):'cign curr~ncy ,"'mounts V'mrc set off without .;ny 

d.;liv;:.ri·:s of for~i9n currcncics"'ncl tr"ns"1ctions were settled 

by m ... king rupee p"'ymcnts, The L:ffcct of the ;bove sw,"p dL:·:ls 

W"'s th ... t B"nl: A p:"id .... n(:t ,"mount of rs.43.68 l:--khs when the 

first leg of the tr· ... ns "ctions w .. ~s put throuqh ·"00 recciv • .:d 

TIs. 55. 76 l!"!khs .... t the conc1usio!1 of the s~cort:l leg t yi(;ld i119 ;:>, 

profit of R:;.7.08 l ..... khs for lending rupee furos to the extent 

of Rs.48.68 l. .... khs to B ..... nl~ B for two months (return on ,"'In "nnu~l 

b· ... sis 87}b). Th~ irregul ..... ritics in thc .:bovc da ..... ls ."'re : 



fi)' N~ith.::r th0 b"ls;,: r ..... t.:..s , ... t. which o:::·""r forw·:rds of the 

tr:' f1s:ctibns were conCluded nor th~ SWc:p d iffere nc..:s rc f l"ctod 

the prcv-.ilirKJ t,-.tcs in the int'-r-b ..... nk m-'rk...:t. This is ..... lso 

obvious from th..: f."ct th:t for the.: s.""m·:J delivery t viz ... 21-30 

April, th:.; r ..... tcs w(!rc ..... s widely divergent ;"'s C12.06 , .. oj ~ 12.35. 

Th,) rt't;:.s for th~ oth;.;r cklivery V'1':.rc , .... 150 widely diverg,·;nt. 

(ii) Th;:.: tr;"lns·:ctions w~rc not genuine foreign exch.""ngc tr ...... n-

s -'-ctions ..... s no dclivcri~.;s weTe; qive:n or t ...... kcn on due d ..... tes 

through correspondent b ...... nks .-.t foreign centre ..... 00. the foreign 

currency purch"scs · ..... 00 S,'11cs were set off "rrl net ."".mounts were 

settL:d in rupees loc .... ll y. 

10.40 Th..: Inspecting Officer should bc .... r in mind th.:.: instru-

ctions cont ...... in,:d in P.""rt 7 of the Guidelines .:nd :sccrt .... in 

whcth.::r th-2se h .... ve b..:cn implcm,;nt:Jd by the: b ..... nk. In p ...... rticul.-:r, 

he should verify -

(i) Wh.:.th,"r the: rr, ..... nge:mcnts for supervision ."rx.1 

monitoring of Rupee (Vostro) , .... ccounts by the b ..... nk ..... re s ..... tisL:-

ctorv 

(ii) \'Ih(;th~r furds helci in ..... ny Rup:>.:: (Vostro) .-'ccounts 

of pvcrsc~& b .... nks (including ovcrsc· ... s br .... nchcs 'H..: . .,d Office..: of 

the b ..... nk ... nd corrcspon:knt b ..... nks) , .... rc .... bnorm;· .. l or 



.) r iJ-
_...-' I 

disproportionate to meet their norm;"!l business requirements 

in India ; 

(iii) Wh;:.th.~r the rup..;\..: tr;"ding with ovorsc .... s b"'nks h"'s 

b~2n disproportion~t:: to their norm .... l tr.""1dc-rcl::t;Jd '"'0:1 n.::od-

b"'s(;d furx.lin<] rcquirr:m..-.nts "for meeting bon-.fidc: p"'ymcnt 

oblicy,tions in Incti:- ·:nd whc:th~r there W,"'S .... spocul ..... tiv0 

intent in putting through th;::: tr,"'ns"'ctions in ,""S much · ... s 

purch .... sLs of ovcrs:""s b ..... nks were much in O~(cOSS of th·.:.:ir 

rcquir,:mc..nts ·"'00 consequently s,""1~s b.""1ck to tho s.:me: or some 

oth;.r .... uthoriscd cL,:;"'lcr were · ... 1so for l .... rgc ~mounts ; 

(iv) '.Jhethcr, while quotinq rates for selling or buying 

rupees to/from ove:r.seas banks, the bank ensures that the rates 

quote~l (}re strictly in accord"nce with the directions contained 

in A.D. (G.P.Series) circular Nn.:)O of 1979 arrl A.D. (G.P.Series) 

circul~r No.5 of 1983 ; 

(v) Whether the bilnk is maintaining properly a conti­

nuing record of the rates quoted to overseas banks irrlicating 

the time at which the ttClnsuction W.l.6 done, the cross rate for 

the forei~n currency (if other than !",ourd sterling) against 

pound sterling (or other currency) on which th8 r;}te was bused, 

the bank's JTl.1r9in nne! the rel.".1tive sunporting evidence ; 

(vi) Whether the brink h,']s submitted daily reports to 

the Heserve B(~nk in respect of its purchases of rupees from 

overseas banks for P-s.5 lakhs iln:l above and i-c.s silles of runees 

to overseas banks for r.s.lOO lakhs ;Jnct above, as prescribed in 

A.D.(G.F.Series) circulilr iJo.5 of 1983, artl the particulars 



so reported are correct as per the bonk's records. 

(vii) Whether thGre were any instances where the bank 

had quoted to overseas ba nks cover r')tes without addi ng any 

cushion/loading margin in contr0vention of the directions 

cont~ined in A.D.(G.P.Series) circular No.3l of 1980. 

(viii) Whether the Rupee (Vostro) accounts of any overseas 

b2nk were overdrawn bey'Jn:l the limit of P,s.20 lakhs continuously 

for more than 5 days and if so, the extent and period of the 

overdraft, the rnte of interest charg0d thereon, if any, as 

also whether the matter was reported to the Reserve Bank, muy 

be irrlicclted - Pc1ragrAph 8.12 of the Exch;lnge Control Manual ; 

(ix) Whether the ba nk is followi ng one of the three 

",ltermltives irrlicated in A.D. (G.P.Series) circular No.23 of 

1978 re,ld with A.D. (G.P.Series) circular No.75 of 1979, regard5.ng 

drawings in rupees by overseas banks or whether a ny exceptions 

helve been made; 

(x) \'Jhether the time-lag between payment of drawings at 

the drawee offices arrl debits raised (}t the account-maintaining 

office is re;)sonuble and if not, whether the bank has taken the 

measures as suggested in A.D. (G. P.Series) cricular No.75 of 

1979 ; 

(xi) Whether the adequacy of bellances in Rupee (Vostro) 

accounts of overseaS hanks is established by applying the test 

prescrihed in ECIPs circuLlr No.ECA.424/29-83 dated 5th 



April 1903 ; 

·,,-lo 
....c....:;:.. 

(xii) 'l/hether the secrecy of inward messages i5 main-

tained by ensuring the adequncy of arrnngements regarding the 

cust~y of secret documents, decoding and codinq of messages, 

etc., as indicated in paragra)Jh 7.5 of the Guic1elines; 

(xiii) ~1hether in CiJ5e of forw2.rd ourchElsp.s r.lrd sales 

with overseas banks involving Clmounts individually exce-eding 

u.s. ~ 500,000 I1r its e(~uivalent., particulars thereof have been 

intir~v~tpc: J:y ·~hA b;mk, on a delil y bas is, to the Rese:.~ve Bank as 

per paragraph 8. 7( iii) of the Exchange Contr.ol Milnu,11. 



Foreign exchange transactions are entered into by banks 

at rates of exchange which include their profit margin. Besides, 

tili the end of December ~983, in the case of purchase or 

discount of export bills, ready or forward, interest for the 

transit period, usance period as well as grace period, if any, 

was built in the rates of exchange quoted by banks. (It 

has been decided to del ink the interest element fram 

exchange rates. Details in this regard are given in 

Chapter 4) 0 It is generally a practice with banks to 

pass entries in foreign curcency accounts at the rates 

of exchange at which transactions are put through. The 

foreign currency balances as reflected in the bankls books 

(mirror accounts) are revalued as on a particulJ.r date 

in order to arrive at exchange profit or loss. Depending 

on whether the item revalued is an asset or a liability 

and whether the rupee value arrived at on revaluation is 

higher or lower than the corresponding buok value, exchange 

profit or loss is determinedo In essence, the aRsumption 

is that if the bank were to stnp trading in f0reign 

exchange An that day and close all its exchange positions 

at the foreign exchange rates which then prevailed, what 



would be its resultant profit or loss? In other words, 

if it were long (ovlt'bough t) in a currency, would a 

profit or loss be nadc on t::1C sale, and vice versa? 

U iod ic i ty of rl.. v a lu <!..tj:.9.!L8_r:~ 
booking of txchaQi';c pro'" it:_o:::'_)d.~.!?..§. 

The revaluation (;xcrcisc and booking of exchange 

profit or. loss arc undc..l,tg,kcn by !1any banks on a half-

yLnrly basis, i.e., in th(~ [i10nths of June and l).;ccrr:ber, 

while by some banks, these a:'c carric.:d out on a quarterly 

or even month ly basis. 

Banks gene n .. 1L! j (tert:12n: thL exchange pr of it or 

loss arising out of foreign exchange operations in respC'ct 

of each currency in which a curr~ncy position is maintainEd 

However, there is no uniforrJity arJong banks in regard to 

the cO[jponcnts of the c'-"::.'rl)r.~y position to be (valuated. 

The different r.h.:·thods of Lva~_uat::'on are E..;: follows: 

(i) Balance. s in Nos t::..L(r-Er:;,~ q~:J.3u;!.counts 

All banks r·,va ll::LJ the balance in each account in 

a particular currency individually or the balances in 

different accounts in thL. Sa':1( currt ncy arc netted and. 

the consolidated balance:: is rcvalu(d. .ill items in 

transit arc first adjusted to arrive at th( true balance. 



(ii) Nlt currency positiQn 

The nc. t .rt.8.dy and forward posit ions comprising 

v3.riou~ items of assets an:j liabilities, such as Nostro 

(Mir ror) accounts, for..: ign bills purchased or discounted, 

advance; bills purchas,. d, j(;:Jand drafts payable, forward 

purchase and sale contrac ts, arc first cOr.1putLd. The 

nC't position in a particular curr( ney is 'Composl.:d of two 

s€gr.Jcnts, viz., nct r;.;udy positio'n and nft forward position. 

Each sc.g:ncnt is ind<:,:pcnJ.C'ntly ovaluated for tht;; purposE:. of 
. 

arriving at the profit or loSS. lhe net ready position 

is taken care of while lvah:ating balances in Nostro 

accounts. S.ome banks do not ,:'valuat(; the forward position 

at all. Arlong those which ,-valuate thL forward position, 

whilo a f-.:w banks tnl{c into consi1cration both profit 

and loss arising cut of evaluation of forward pOSitions, 

sor:lC banks, as a prurJcnt rrJ..~surc, do not take into consi­

deration the profit uut provide for th( loss. 

( ii i) Rat L s of (XC h <!.~..?.£_8 EI? ~_ ~;_0 j 

The practices also :Jiffor in regard to th(;; ratrs 

of lxchangc appli0d for tht. purpose of evaluation of forr'ign 

currc'ncy balanc.··s in the spot and forward positions. HCM-

("vcr, there is some IJ( asu::,C' 0:1.' uniforr.lity aDong banks in 

th(; matter of cvalua t-Lon of pound stc rling because of 



the r..::ady availability of thL Rt.:scrvc Bank of India ratos 

(a) Evaluation of nc:t r\.,;ady position 

Many bqnks value the J..-O'Ond st(;r ling balance at 

the appropriate Ruscrvc Bank spot rate am other currencie8 

on the basis of London closing ratl.s. A few banks adopt 

the Reservo Bank spot buying rates for US dollars, D::utschE' 

Mar ks and Japane se ye n bt:,cau se of thE: ready ava ilabili ty 

of the se r3.tc s wh ilc a f8w other s apply the F.lidd le of tho 

T. T. buying and sE:lling rates in thL intcr-bar'lk market 

or n.otional ratl.:s arrived at froITI Lomon r.Jiddle r?tt.s for 

the curruncy. The object is to usc a rate which can be 

rr ad ily cstablishc d (such as published rates) to sa tisfy 

the auditors and. other authoriti8s, if any When necess.ary 

(b) EVit.luation of net forward position 

The r2.tos oadc usc of by banks for thi::' notional 

liquidation of the ove:rbought or oversold forward position 

also differ. If the n:.;t forward position is overbought, 

it is notionally liquid~t ... d at the 'average ratE:', i. 8 ., 

thL rate applicable to the LstiF.l::;tcd average unexpired 

period of forward contracts ~t which thr: currency can be 

sold. W:i..,rc the cur rc ncy is pound st( r ling, appr opria te 

Rl'serve Bank's forward buying rat(; is applied and in other 

casf:s, thi.:· forward buying rate is arrived at on the basis 



of London market ("I'I..lotations for the respective currency 

-::r~ssed with the R..:serve B .. nk'oS fo:cward buying rate. I:i', 

however, the net forward position is oversold, the position 

is noti.::::nally li('1'Uidated at the • average rate' ,1dopted on 

the basis of London closing quotation for forward selling 

or the concerned currency crossed with the a ... : :··rvc Bn:;:':' 

ready selling rate for pound sterling. Sane banks (~dopt 

inter-lx~nk rates for forward deals instead of the ~~serve 

Bank .rates while others revalue the forward position also 

on the basis of spot rates without making any allowance 

for forward margins. Many banks do not have .: proper 

system for realistically assessing the gaps in the forward 

positions so as to estimate the cost of closing the 

mismatches while eValuating the profit or loss. This 

can result in a bank showing artificial profits in one 

year and artificial lesses in the subseauent year (s) and 

ulterior motives, such as, evasion or postponement of 

tax payments cannot be ruled out. 



ll.a..i ThG jiv8rsity 0f proc€dur.:,s followLd by bnnks Post:s 

problcMs in the pro:f.cr '1nJ.lysis '1nd study of th( foreign 

(;xchrtnsc Op0 r'l tions of b2..nks. It is 111s 0 poss ibl€: for 

unscrupulous officinls in b~nks to project a wrong picturt 

of thi.' wGrking r0 sults of the fure Lsn cxchangt.:. opcr .... t ions 

of their b~nks, for cxaxlplc, by showinG profits whE'rf..as 

in f ac t they haj inc urr(' j los sc s, by manipu lnt ing thp 

r'>,ttJs, LtC. fusidcs, th...:rc 8.rE.: J,ossibiliti(.s of collusion 

bctwt:(n :j\.:l,l.::rs of cliffcr.Jnt b-:tnks, one of whcr.1 is valuing 

forw?,.rd pcsitions whLr\.'-1.S the oth~r is not, as a result of 

which th~ jG~l~rs may conclude suit~b16 dr~ls b~twc~n 

therJsf'lv8s so tho.t the profits of on£ b'lnk roy be shown 

~t artifici1.11y high or low level, the II:11 position of 

wh ich C3.y surf:;.cc only 13, tvr, 1. c ., in the subs€quc nt 

accounting year. 

11.6 Th<.; forward tr~ns~ctions 8ay b( L~'J.tching tr~nsactions 

1.S it happ~ns when 2.. b3.nk covers a forw3.rd contract cntcr~d 

into with a custo;:1!r in the int<::r-b3.nk l!11.rkct or with the 

R ~scrve B':l.nk f cr th~ Sl.:1C currc ncy, ar:1ount ~nd d~ livery" 

Th~ general principle here:.. is th1.t th(; profit or loss 

on such trans8.ctions Clccru(:;S in the: y ('ar in wh ich the ac tunl 
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deliveries t;:tke place, 1.£., on a 'consumrl1.ted' basis. lhu 

banks which undertake spot tr'1ns.qc ticns l.nd ~lso forward 

tr:1ns!'tctions which are of a. purely covering n~ ture oJ.y USG 

the n~thod af cv~luating the ir truE: Nostro balance s and 

account for thE. profit or loss on forward tr?nsactions on 

a 'consur.JrJntcd' basis in the YC1.r in which'3.ctual dE-liveries 

3re taken or ;;iv6n. H0w(vcr, this L)c:thod cannot be v3.lid 

if b~nks under t~: .. lre forwarj tr3 ns3.C t i~ns wh ich 'lI'C not of :1 

covering mtuT(' • BQ.I1 ks ~lo not COVlr :lLrchant tr8.nsrlc ticns 

on a 1 :1 basis as they wish to 0:: tch custoo.- r busin(.ss of 

opP0site kinds to the lll'1.xi::1UrJ extant possible 'lnd cover 

only th0 rcsult .... nt differences. BesidES, b').nks m8.y undertake) 

purt; trading tr.~ns"\ctions of buying :tnd sellin; fort:.ign 

currcncie:s, buth spot anj forward, 3.Sainst rupc..: cr 3g::inst 

anothGr foreign currLncy, both in Indian intcr-b9nk as well 

as abro1.d, within the: various contraints imposed by Exchange 

Contr 01, f or the purpose of ~cnc r .... ting profits, inrl~'db.tE: 

or prospective. It will bi.: i:1pru:h:;nt on th;. p1.rt of such 

b'3.nks not to evaluate the effect of the outstanding forward 

transactions as on the v'11u'ltiGn ~Rtc 3.S thE: ir cOr.1pletc 

exclusion will rLsult in the corrr-ct lcvr-1 of profits or 

lOSSES rCL::I:11ning unlisclosed. 



A crucial que stion is w hcth~r only losses in 

f0rw'1rds shvuLl bu provided fur and profits i .norEd or 

wh0th ... r both profits Clnd loss(,s shou1rl be reckoned and 

~ccounti...j for. Tbcr8C'..rE serious lacun;:t£ in thL former 

proced.ure sp3.rt from thJ difficulties in isolating or 

idL nt ifying 10ss(;s ~lone. In th E:. C8.se of (\ bank I!l3.king 

CCNl:r upcr8.tions only, where customGr tr'1ns::lctions C!:ln 

br rC2.,dily rLl~t~d to the inter-bank tr1.nsactions. it 

is no joubt truE- th3.t thl~ foroE:r procedure! CC1.n be fo11ow.:d 

and it will also be pru:1c nt. Th is is not the.: a:asc with 

the bunks which h3vl other opE'r!'1tions 3.s well. 'ilK first 

qU0stion is wh<...thcr the profit or loss of cl.ch forward 

lJonth h['.s to be sLp3.T1.tr:ly Lvaluqtej and profit ignurcd. 

This is irr'l.tional sinc-:; the br('J.k-up of forward positich 

into t.1cnths is itself somLwhat arbitrary bcc3.uSC of 

f orYflr1 c.;ptil)ns. Secondly, '1 purf' tr~ding opcr'1tion in 

the forw2,rd f:,ight have r0sulted in a profit while anoth~r 

opcr'1tion [ji~ht h2.v( rc sul t(;d. in a loss. EV'11ua tion of 

tr~dinb has to b~ on a nct basis 3nd hence both profits 

and los ses must be rec konc:d. • &>s ide s, the pr ovi sion 

for lossE:..s 'll'Jnc iDplies deffrr.r:nt of payr>K,nt of t'1x,s 

!1rising on profits or payr.1<Jnt of less t~x('s. Also, 

scp3.ro.tL.jn cf loss transClcticns frun profit trJ.nsactions 

br is tlcs with pract ical diff icul tic s if a l'Jrgc nULlber 



of forw3.rc1 trans:?.ctions, wh€th(~r of :]. covering nature 

or !l tr!J.ding n~tur(:, rtre rnClde by a bank 3.00 a v9.rie:ty 

of currencies :'lnc1 pc;sitic.ns a.rc involved. 

B~nks in thu U.K., U.8 .A. am thE: Cant ine nt hnvG 

adopted r? l:'Jcthoj of cJr.Jput·~.ticn whereby the txch:mge profit 

or loss en the Nostro balances basf.d on narlret ra.t(.s and 

un forw:~rd c.pcr::..tirjns on a rnonth-to-oonth basis, is ~rrivGd 

at. In this Mathod, the spot positions (Nostro b~lanc~s) 

nrc valul.d S( para.tE'ly and forwar1 positions 1.I'e valued on 

a nonth-to-oonth basis arriving at eventually th\J total 

profit or less. In the U.K., banks still do not t~kG into 

account profit on fcrw:l.rd operations until thE; exchange 

contr""!.cts T:lature:; wnerl."1.s in the Continent ::tnd the U.S.A., 

beth profit and loss on fcrw~rd opE'r'lticns 3rc: ta.ken into 

nccount. 

Guijelinc.s for IntcrnaliControl 
,£&.g:ji'orc ia:n Excho.ngc Busim.ss 
l~(d by thLJa2SGrVC Bonk 

It is desirabl(; that banks having sizeable forward 

business or sizc3.bl€ intE".r-bank trn.ding cV'lluat€ the fOI'W'\rd 

cGntracts '.:.';150, whLth(r inint(;r-bank or in custo:1(,r businf;ss, 

cutst:'.nding a.s on th~ valuation datE. A conservative nethod 

is to ignore; thr, profits, if any, on the for~rds am provide 



.2. b b 
for the losses, if any. v-lhile evaluating Nostro balances, 

the opposite rates for closing out the balances notionally, 

i.e., the Reserve Bank spot rate for pam::l sterling and 

the rates for other currenci'3s arrived at by coupling the 

day's closing cross rat8s in London market with t~d correS-

ponding spot rata of the ~eserve Bank for pound sterling, 

may be USed. If there is an established closing rate f~ 

a curransy in the Indian inter-bank mark~t, banks may use 

it as an alt,;rnative mehtod of evaluation. For evaluating 

the effect of outstanding forward contracts, the corres-

ponding fordard rat3s or spot rates coupled with swap 

rates arrived at in a similar manner may be used. vJhat~ver 

be the method of evaluation f .)11ow-3d, it is necessary to 

adopt a uniform method from period to period and from year 

to year so that the profits or losses r~vealed are r33listic 

and assessments can be comparable and meaningful. 

Workshop on Revaluation of Foreign 
Currency POSition and Booking of 
Excha ng8 Profits/Lossas h~ld in 
Bank~rs Training College - January 
5 to 7 « 1984 

11.9 Some of th3 conclusions reached at the captioned 

W~kshop are given in the annexure to this Chapter. 

Guid3lines for Inspecting Off~c3rs 

11.10 The Inspecting Jfficer should verify whdth~r the 

bank is taking into account foreign currency bills purcha-

SJd or discounted (Export suspense), import bills under 



latters of cr~jit (Import susp3nse), foreign curr~ncy 

not3s in hand and foreign curr3ncy drafts payable, and 

making adjustments for items in transit while dvaluating 

exchange positions or it is rackoning only thG balancas in 

Nostro (mirror) accounts for the purpose of adjustmant 

of profit or loss. It should also ba vcrifi~~ whether 

the forward purchase and sale contracts outstanding as 

on th3 date of evaluation are takan into considGration. 

The procedure follow,~d in this r3gard should ba examined 

and any special features, particularly th~ rates used 

for the purpose of liquidating monthwise positions and 

the d8partures, if any, nadc from the proc,~durc followed 

during thd previous evaluation period, should be comm3ntcd 

upon. It should be ascertained wh3ther the work r3gar-

ding evaluation of foreign exchange profit or loss 

is hanJ.l3C1 by perSOns oth·Jr than deaL:;rs and th.,J rGsults 

of the evaluation reported to the t;)P managem.Jnt. A 

statem..Jnt showing the prof it tlr ~.oss on the bank· s 

foreign exchange business during the last three 

calendar y.,Jars may be furnished. 

Recom'1un1ation 

11.11. Th3 Group r3commcnds that a uniform procedure 

for th~ evaluation of foreign exchang~ profits and lossds 

may be evolved by F~DAI with the approval of the RJSarve 

Bank. 



Some of the conclusions reached at 
the! i:-]orkshop on {ev-.lluation of Foreign 
Currency Position and Booking of 
8xchan'18 Prof its/LoSS3S helj in Bankers 
l' ra ining .. ~QJ:.l}~g,e_..::.il.:~Ilt!.'!a._5 .. t.o. . .1., . .1.9_84 

1. ~ach foreiqn currency position should ba revalued 
separately. 

2. All c'Jmponents of currency (exchange) position, viz., 

i) Mirror Account, 

ii) Foreign Currency Notes helj, 

iii) Import Susp.3ns;~ Account, 

iv) Value to-morrO\", anl value spot pos itions, 

v) l",)rw3.rJ. positiJn incluling Bxport Bills (both 
sight and usance), and 

vi) Pipeline transactions* 

should b3 revalued. 

* frdnsJctions which are reported to the position desk but 

are not adjust~d in the dccounts. 

3. The bal:.lnce outstand.ing in each of 't. "te Hirr.:.>r Accounts 

should be revalu3i. in'iepende~1tly.dh3re an ass l3ssment of 

in-1ividual account is not required, the balances in vCirious 

accounts in the same currency couli b? netted out for the 

purpose jf valu~tion. 

4. Import Suspense Account shbuld b3 treated as· a 

separat:~ foreign curre!ncy as~ 3t account for valuation 

purpose a!1d revalued on spot basis; exchange prof it/loSB 

arising 'Jut of valu.ition of the Import Suspense Account 

should be book3d through an Exchange Adjustment Account. 



5. Balance outstanding in t!:xport Bills Purchased and 

Export Bills Discounte-i Accounts shoul-i b3]r()up3d un~er 

app!:"opriate monthwis:~ tiTTl3 ban.i accorjinq to expected 

jates of realisation of proceeds and consiierej maturity-

wise alon,J with th3 forward com:nitments of the b::mk-for 

th2 purpose of vdluation. 

6. In view of the r9cent guidelin~s issued by the 

lo'ond.gn Exchan-.:re Jealers I Association of India, effective 

from January 1, 1984, no export bill ... rill remain overdue 

f rom the exchan~Je pos ition angle. 

Forwaris - -----
7. Porward contracts jua for 'axecut ion during the 

next two workinq days from the date of valuation should 

b~ segr8Tltei and group:3i unlerspot for the purp:>se of 

valuati.)n. 

8. F'Jrward maturiti"~s shoul j inclu-je outstanding 

export bills purch3.sed anj :jiscount _~d as wall as forward 

purch:ise/sale contFlcts, mel.-ch _tnts and incer-bank, 

including those concluded with the Res2rve Bank of India. 

9. Forward purch:ls;~/sal3 contracts anj export bills 

purch:.J.s3j an =t disc.)unc2i should bf3 grouped monthwise and 

netted out monthwise. Such nett:!..1. monthly g3.pS should be 

~valuated at the ap'!ropriate fJrwarj .cates. 
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10.Option forward contr~cts should be grouped at the begi­

nning or at the end of the option p~riod, whichever is 

most disadvantageous from the bank's point of view taking 

into consideration the pramium or discount on th~ currency 

and whether the transaction is a purchase or sale. 

Recognition of Exchange Profits/Losses 
in the Books, 

11. Exchange profit/loss in respect of balance sh~et 

it~ms should be brought into books by upddting the rupee 

equival~nt of the individual aCCQunts on the valuation date 

and reversed on th~ opening day of the subsequent accoun­

ting period through an Exchange Adjustment Account 

ex~epting the Mirror Account. 

12. Book value of the bills portfolio should not be 

alter3d as th~ netted forward position is ~valuat~d at the 

appropriate forward rates. 

13. Both exchange profits ~nd loss~s arising out of 

valuation of forwards should b.~ brought into the books, as 

on valuation date. 

PGriodicity of Valuation 

14. Exchange profit/loss arising out of revaluation 

should be brought into the books at least half-y3a~ly; 

monitoring could b~ done monthly. 

Valuation Date 

15. Valuation date should b~ the last working day of 

each month. 

16. The y,~r-3nd valuation date should, as far as 

possibla, synchronise with the balanc~ sheet date. 

Valuation Rata 

17. The n,3t forward m:1turiti~s should b.; Valued at the 

forward rates and tha oth~r components (accounts) of the 
cxch3.nga position, b~ valu8d at SPQt rat~s. 

18. Wh~re unmatur.;d forward contracts include contracts 
in one for~ign curr~ncy against anoth3r for~ign currency 
(cross-currency dealS), such contracts in the r3spective 
foreign curr~ncy should b8 valued s8parately. 



(cross-curr3ncy d8als), such contracts in th.3 r~spectiva 

for~ign curnmcy should. b3 valued s;3parately. 

19. As r,3qards thd rat2 to ba applL~d for valuJ.tion 

pUryOS3S tharo W3r·.~ two viaws. un~ Vi'3W was to apply th3 

rat~s obt.iin2d in th ~ Iniidn intar-bank mark ~t for valuing 

spot as w~ll dS forward pos ition for pounls st3rling and 

u • .). doll.:lrs. AhJr~ such ratJS ar3 not availabl\3, thG 

rat.Js against rup..3\3S Cdn b ~ arriv:d. at by crossing w"ith 

t;1.~ ov~:.:.'; Jas cro:::.,s-rat3s ag:tinst U.S. dollars pr~v3iling 

as J.t tlu ClOS3 of bus in ;S3 in In:lia on th~~ valuation :lata, 

i.;3., say, 5.00 p.m., to fall in lin.~ with int~rn1tional 

m3.r1~.3t prdctic;3. 'rhJ rat~s Ca.n b3 dsccrtain·~d fr.:Jm 

approv:d b.C')k~rs. ·rh.~ s 3cond. Vi3W was toJ dpply th~ 

,{as·3rv;3 Bank rat.!s f.Jr p;)un:ls sto.rling cros~j:d witM ~ross­

r~t . .!s quot3:i in an int.~rn3.tion3l m1rk\3t against U.5. 

ioll:lrs, closing aft3r us. l'ha r3'c~s shoul'l not b~ asc.Jr­

tain.d from th.~ brok·Jrs. 

20. As in th~ CdS':~ of it·3m 19, th ~ri3 W.3r:J. two viaws in 

r..3g;lrd to th~ aJplicJbl.:! forwarj rdt.:!s. un.3 vi.3w was thdt 

if int .:!r-b:ink rat . .Js ar ~ :1).)1;li ~ 1, th.! liscount/prdmium 

quot 31 in that ,'0 • .ck .!t is to bJ td]~,.m into account. Tha 

s ~crlnj vi ~w was th:lt if ·th.3.~Js-.!rv-::! Bank rat ~S ar.~ 3p·Jli..3:1., 

aTmr}~ri3.t.~ jiscount of th3 J.3S~rv.3 Bank should b~ appli.3r:l, 

fr.)r vlluation of lonq or.lovarbought position wh .!raas 

for valuation of short or oV.Jrsold. position, spot rata 

should. b.3 .:lDf,)li;d. 

~1. vlhil..J arriving J.t th.3 appropriat'3 forward ratJs,thG 

l-::!c:lst b.m_~ficial ratc!s on both sibs h.:lS to b3 appli;3d. 

22. Whil..3 v.:J.luing fordiqn curr.,mcy not~s, costs such as 

tn.nsportation, insuranc Yo, .!tc., should b.3 provijQd for and 

it is .i.;3sirabL~ t·') apply onJ month forward rat~ to arriva 

;j,t a rGasonable valu,] of this ass.~t. 



CRAPTER 12 

RETURNS AND 3T ~TE!'I~NTS S UR~ITTED TO EXCH A.NGE 
CONDlQl.. I2Ef~IliiUl ;ex AlJllUR~'"'ED ~e..I~ 

Returns and statements prescriood in the Exchange C ontr')l 

Hanual are the pt'inc ipal source for co;npilat ion of the balance 

of payments data of the country. These are simultaneously used 

as an import3.n t channe 1 for exarc is ing strict superv is ion over 

'.:,he operations of authorised dealer.s and to ensure that the 

powers delegatad to then are pro;>erly exercised. Unless 

spec ifically indicated otherwise, all returns and/or state rents 

~re required to be sublitteJ to the office of the Reserve Bank, 

under \oJhose jurisdiction .tha concerned office/branch of 
in 

authorised dealer is situated. IfLany per iod, there ara no 

transactions to report a 'tlil' return and/or statemant has to 

be sub 11itt€d with in the pr,,;scribed period. In view of the 

5. np'Jrtanca attached to the returns and stataments, authorised 

~eal~rs are expected to maintain a proper internal organisation 

both in their contr')lling offices and operating branchas so 

that they are prepared in a systematic manner accurately and 

s'lb'1itted to the :-.eserve Su.nk with in the prescribed t ire schedule. 

12.2 The Exchang<:: Control prov isi ons relat ing to !::_1=' eturns and 

statements are contained in Chaptar 31 of the Exchanga r.ontr'Jl 

:ianual. l'Hand Book on compilation of FL-J.eturns" has been 

brought out to serve as a guide to all 'nembers of staff engag8d 

in compilation of n-f.eturns in the offices of authorised 

dealers. The Inspecting Officers should familiarise themselves 

",Ii tJ-:l the provis ions ')f the Exch ange Control Manual and the 

Hand Book ?n compilation of h-f.eturns. 



12.3 All foreign currency transactions made by an authorised 

dea l.er and all transact ions passed through the rupee accounts 

')f non-resident banks are required to be reported to the 

Fl'3~erve Bank on appropriate :.~-:?eturns thrice a '1~nth at the 

close of business as on the 1 )th, 20th and the last day of the 

month. If the 10th, 20th or the last day of the ~onth is a 

h'Jliday, the return should be submitted as at the close of 

business on tbe preceding working daY, so as to reach the ~es\'rv~ 

Bank within five days from the close of reporting period 

to wbich they relate. The tr~nsactions are required to be 

reported in ::-:-J::eturns (a:!propriat~ ... 0 the currency c::>ncerned) 

as under:-

r,cturn -- .. -.-
'1:.)' 
L. I 

r.2 

R3 

n4 

R5 

Notc: 

Descri~ti9n 

f.eturn of transact ions in Pounds sterling 

I,eturn of tr:3.nsactions in u.s. Dollars 

f.eturn ~f transac t 10ns in Deutsche Mar ks 

f.eturn 'Jf transact tons in JapaneSE Yen 

~.eturn of operat ions :>0 rupee accounts of 
non-resident banks 

F.eturn of tran3a(~tions in foreign currencies 
other than Pounds sterling U.S.Dollars, 
Deutsche Marks and Japanese Yen. 

Asian Clearing Union(ACU) transactions undertaken in the 

part ic ipat ing countries' currcnc ies by authorised de~.lers are 

re?crted in R6 Keturn, ACU transactions in rupee are reported 

in r.5 : .. eturns. 
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~u1delines for Insnecting Officers 

12.4 While undertaking the scrutiny of ~,-!=:eturns of authorised 

:iealers, the Ins pecting Officers should, prima facie, s;ttisfy 

about, the following:-

(1) That all the concerned branches of the bank have been 

submit ting T. .-F:.eturns to Exchange C :mtr::>l Department Offices 

l'1ithin the prescribed period. 

(ii) That the brlnches are adequately staffod with experienced 

personnel to cO'1pile r.-r~eturns. 

(iii) That the syst8m adopted by the Head Office to watch 

prompt sub TIis 3 ion of E-L€:turns by branches to Exchange C ontre,l 

Department Offices is satisfactory. 

(iv) That the I,.-:~eturns. are scan and signed invariably by t~le 

officials holding charge of the branches. 

(v) 'I'hat the Head Office ensures, through appr:>priate 

repJrting syste.n, that all the tran'sactions handlEd by the 

branches during the ten-day period are reported by them in 

the R-Leturns pertaining to that period. 

(vi) That the classification of transactions into 't.eady' and 

I Forward' by auth orised d2aler for reporting in r. -f.eturns, is 

correct. 

(vii) That rec onciliation of the balances in fore ign currenc,1 

accounts as appearing in the local books with tbe balances 

advised by the overseas banks is attempted regularly. 

(viii)That certificates of balances in respect of rupee accoJnts 

of overseas banks are se~t periodically and confir~ation 

obtained. 



12.5 The Inspecting Officer should pick up f.-F'eturns submitted 

t:) Exehange Control Department, pn a randoiil basis, and scrutinise 

the sale/purchase transactions reported therein with reference 

to the relevant books and registers maint~ined by the authorised 

dealer t:) ensure:-

( i) ~Jhether ~ll ~ale transactions undert~k~n ~~uring. ~~t f,:joc 

tE;n-d~y period have been reported in the F.-!le·turn. 

(ii) Hhather remittance for1lS A 1 and A2 arc duly completed 

in respact of all sale transactions. 

(iii) 'whether the sale transactions are eit.her clearly 

covered under the powers delegated to authorised dealers 

or covered by spec ific approval of Exchange Control Department 

( iv) Whether the branches in Categ:)ry I A' (1. e branches 

·naintaining independent foreign currency' accounts in their 

names) ensure, periodically, that the aggregate sales and 

purchases of branches in C.ategory tBI (i.e. branches not 

~aintaining independent foreign currency accounts but having 

powers of operating on the accounts maint~ined by Head Office/ 

Principal Office or a·1Y othfT ll.nk offi::2) reported in their 

E-Leturns tally wit" the sales aL1j purchases actu3.lly reported 

to Exchange Control Department in the Ref.eturn! submitted 

directly by branches in Category 'B'. 

(v) Whether all purchases m~e during the ten-day peri~ 

have been properly classified and corr~ctly reported in th8 

(vi) iJhether purchasns fro'D puhlic are properly class ified under 

purchases against exports an4 purchases other than against 

exports. 



(vii) That in Case of purchases from public for purposes other 

than exports individually for the equivalent of Rs.10,OOO/_ 

and above, a supplementary statement showing details of such 

purchases is attached in the format given in the F.-T',e.turn. 

(v iii)Tha t all forwar;:! sales and forward purchases undertak~n 

by the authorised dealer during the ten-day period have been 

re ported in the F.-F.e turns. 

( ix) Whethe r the figures of cash balance and exch ange pos it ion 

re ported in the F.-f.e turn correct ly reflect the ba lanCe and 

position as per the books maintained by the authorised deal~r. 

(x) Whether all the supporting documents (e.g. re~nittance forms 

A 1 ana A2, duplicates/triplicates of GF./Ep/pp forms, fully 

utiliSEd Exchange Cor.trol copies of import licences, fully 

utilised F.BI exchange per:!lits, Exchange Control copies of 

Customs BL,ls of Entry) are inVariably submitted alongwith the 

F. -F:eturns. 

statement§. 

12.6 Particulars of various statements requirEd to be sub~ 

mit ted by auth or ised dealers to Exchange Control D.:. ~)artment 

Offices are given in Chapter 31 of the Exchange Control Hanual. 

For ready reference, a chart showing the details of the state-

ments is given in the Annexure to this chapter. 

Guidelines for Insuecting Officers 

1 'J. 7 The Inspect ing Officers should satisfy themselves about 

the following:-

(i) Whether the staff attending to the work relating to 

C ompilat ion of statements have full knowledge of the regula­

tions to compile the figures correctly. 
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(ii) Whether Head Office/C ontrolling Office ensures subnission 

of vari:>us stat61lents by the branch to the F.eserve Bank in time; 

whether any calendar of state~ents is maintained by the former 

to monitor timely submission of statements. 

(i10 Whether any re·"()inders have been received by the branch, 

regarding delay in submission of statements, from the P.eserve 

Bank in the past; if so, what measures have been initiated to 

av oid such delays in future. 

12.8 One or two statements rray be select-2d, at random, from 

each category and the figures reported therein may be checked 

with reference to the relative books and registers to ensure that 

all the figures reported in the statements correctly reflect the 

position as per books and registers. 



.:.L1~ 
ANNE .Cill:E TO CHAPTER 12 

Particulars of various statements required to be 
subllitted by Auth~rised Dealers to Exchange _________ -_~2~~~Q!~~~2~~~~9~ __________________ _ 

Nature of statament sr. 
frt - (2) -

PCS -statemants of Positions 

2. BAL 
stata~ant.of foreign currancias 
held abroad 'by authorised dealars 
and balancas held in.n~n-resident 
rupee accounts of ovarseas branches 
and correspondents. 

3. STAT -1 
statament of balancas held in non-
residc!nt rupee accounts of banks in 
Bilateral Group. 

It-. STAT-2 

periodicity 

(3) 

Weekly 

Monthly 

Monthly 

Statement of Nott-r...esident GJ'Varnmant. 
Accounts. M:::mthly 

5. STAT-3 
State~ent of Ordinary Non-resident 
Accounts 

6. S'lAT-4 
Statament of Non-resident (External) 
Accounts. 

7. STAT.-,2 

8. 

Statemant of deposits under the 
Foreign Curr~nc~ (N~u-resident) 
Acc ')u n t s Sche ·ne • 

STAT-2 
statement of operations on Foreign 
Currency (Non-resident) Accounts 

Honthly 

Monthly 

Honthly 

:ionthly 

To whom 
submitted 

(4) -

Central Office 

ECT" Offices 

ECD Offices 

ECD Offices' 

ECD Offices 

FCD Offices 

Eel" Offices 
(Link Offices 
of 3.uth oriseo 
dealers are 
req!lired t'J 
forward th is 
statement 
to JiB! after 
scrut iny) 

FrD Offices 
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111 (2) ill Q±l 
9. STAT-Z 

StatemDnt of Blocked Accounts Monthly ECD Offices 

Note: STAT-8 relating to NDLS Acc~unts discontinued. 
10. STAT-9 

Statement of Export letters of Credit 
advised. Monthly 

11 State'1lent of bidb:mds, tender 
guarantees, perfor'nance, etc, 
guarantees issued on behalf of 
In~ian exporters in fav~ur of 
OVDrseq,S buyers. Honthly 

12. Guarantees for Non-resident 
Firms/C ompanics Mon ttlly 

13. statement of operations on Diplomatic 
Bond st ora Acc ounts Mon.thly 

14. STAT-10 
Statement sh owing purchases of -eXChange 
in the form of travellers cheques, 
currency notes and coins and drawings 
und8r inward travellers let t:':rs of 
cr.;;;dit. Q'lnrtorly 

1 ~. 1<-03 Statement 
Stat~ment of export bills outstanding 
beyond t.hE; prescribed period ~f 
rCalisat ion. Ql: arterly 

16. S1atement showing details of ccrtif~ 
icati3s regard ing export of gift 
parcels issued. r.:;l'.larterly 

17. ( a) STAT -11 

Statement of remittances made 1 
under Deferred Credit Arr~nge-

mcnts for imports. Half-
(b) STAT-12 yearly 

Proforma of Schedule of Princ ipal F;. ( ~ 
~yments and Interest Paym\.>nts unde 1·1 
Oefcrr~d Credit Arr:ngamonts for l 
1mports , 

FXT 
18. Statement showing the det:t.ils of turnover 

of foreign exchange bl1siness don" on all 
I~d ia basis by auth oris8d d€:J.lers. Annual 

nd/-

ECD Offices 

FCD Offices 

ECD Offices 

EeD Offices 

ECD Offices 

ECD Offices 

ECD Offices 

ECD Offices 

Central Office 



CHAPTER 13 

SYSTEMS OF CONTROL IN HEAD OFFICES 
OF INDIAN BAN~~ OVER THE WORKING 
OF THEIR FOREIGN BRANCHES. 

200 

One of the terms of reference of the Group is to 

examine the control systems in the Heed Offices of Indian 

banks over the working of their foreign braches including 

general supervision, control over foreign exchpnge 

trpnspctions, guarpntee ?nd other contingent liabilities, 

fixing of limits for vprious currencies, country-wise risk 

exposure, con~l over the pdvpnces portfolio of the 

foreign brpnches, etc., and suggest modificptions, if any, 

necesspry in such control systems. The group feels th8t 

~is term of reference is too wide for it to examine in 

depth unless the Group visits the He~ Offices of Indi~ 

b~nks, which h~e br?nches outside India, and studies in 

deteil the systems of supervision and control exercised 

by them in reg?rd to the items covered by the term or 

reference, in order to be able to find out the deficiencies, 

if any, pnd suggest necess~y modificptions. Such e jab 

would be very time-consuming ?s it involves e detailed 

study of tee v~rious control systems including ex~ination 

of the cover8ge end periodicity of internal ?uditEV 

inspections as also of the returns and stptements called 

for by the Hepd Offices of banks from their overse?s 

brpnches. However, as indic~ted in Ch~ter 1, with a 
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view to knowing the existing control systems a questionnaire, 

vide Appendix V, Was addressed to nine Indian banks having 

branches outside India pnd the issue has been examined in 

the light of replies received from eight bpnks which have 

been summsrised in Appendix VII. It will be Observed 

therefrom that the banks have established certain control 

systems to oversee and supervise the working of their 

foreign br~ches. Broadly, the supervision end control is 

exercised by the banks' Herd Offices through periodical 

returns and progress reports submitted by overseas 

branches, audi t./inspection by internpl eudi tors/inspectors, 

annupl performance budge~ing, periodicel review of 

perform~nce and visits by senior executives from Hepd 

Offices. The foreign brpnches pre inspected/audited by 

~nternal inspeetors/puditors generplly once in three yeprs. 

Most of the banks have, however, not leid down written 

policies/guidelines for assessing country risks ~d with 

regard to their borrowings in Euro-cur~ency mprkets, 

pa~ticip~tion in Euro-currency lopns/bonds, oper~ting 

Imdgets and goals,.· funds management pnd mpintenance pnd 

evaluation of foreign currency positions. 

13.2. The Group considered the question whether the 

Guidelines for Internal Control over Foreign Exchange 

Business issued by the Reserve Bpnk (Exchange Control 
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Department} in July 1981 may be implemented, to the extent 

appropriate, by the foreign br~ches of Indi~n banks. 

The Group feels that ~s the Guidelines are based on well­

estpblished controls adopted by internationel bpnks, the 

Indi~n b~nks should treat the Guidelines as a model or 

base for devising their own internal control guideliBes in 

respect of foreign brpnches, subject to 10Cpl regulations 

end conditions. The Guidelines, inter alia, require b~nks 

to fi~ daylight, overnight, inter-bank and custo~r limits 

flS alsn individual pnd aggregate gPp limits. The Group 

is of the view th?t in sO fpr as the overse~s brpnches ~e 

concerned, it mpy be left to the mpnegement of individual 

banks to fix the limits after taking into consideration 

the locpl regulaticns and conditions as well as other 

relevFnt f?ctors. In other words, the b~nks need not be 

asked to furnish to the Reserve Bank details regprding 

the limits laid down by them for their overseas brpnches 

becpuse in case they are not cOvised about the ~propripte­

ness or otherwise of the limits, the bpnks may tpke it 

thFt the limits hsve been ~proved by the Reserve Bpnk. 

In any case, considering the volptile nature of overseps 

foreign exchange markets, it may be difficult for the 

Ri..:serve B~mk to continuoS' y monitor the limits and it 

would, therefore, be desirable that the managements of 
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b enks ere m;:de responsible therefor. T :le 1:, .. ;Jccting 

Cf~_'ic'~rs of the R~serve Br'nk need only verify whether 

tha appropriflte authorities in the benks hflve prescribed 

the lllnits end the business underteken by the overseflS 

brpnches is wi thin the Iimi ts. T:~ese ooservetions have 

pIrepdy been conveyed by the Group to the Depprtment of 

Banking Operations and Development and the Group is hpppy 

to note thet DBOD has issued p circuler on these lines to 

IrdiCln bpnks heving overseps offices - DBCD.No.IBD.382/C. 

469( 91)-82 dated the 12th J.'.J!vember 1982. 

13.3. If: Au.gust 1982, the R\,·serve Ernk (DBOD) reviewed 

the P~licy of 1.:: diem benks in rcgprd to personnel plflcement 

pt foreign brpnches flnd their systems of control end 

supervision of the affflirs of overseas brpnches flnd with 

D vie'.'.] to streanlining en", strengthening the pdministrption 

of the overseps operptions hfls urged the bflnks to implement 

certpin guidelines in this regflrd PS eprly as possible -

DBGD.No.BL.7242/C.212-82 dflted the 16th August 1982. At 

the instpnce of the Group thpt in ~di tien to thBs'e 

guid:211nes, tt'harban.lm.cshOu:td tike action to strengthen 

thej,r- Ii_n,te Q--f c-Qur:luntc3-tion ...,i th the oynrseJ,s, hranches 

by' est-'icbli61h-i~ an e-f:fQc-w.ve rJ!~nagellf'lnt "Inforirration '-System 

and throl.l(ghr:- oC"C'9:S,ional v..:bti t..s by senior exccutj.vee from 

Head Offices, that the discussions to be held by the 
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visiting executives should be based on pre-plpnned Agend~ 

pnd importpnt issues empnpting from such visits must be 

recorded pnd reported to higher management, that b~ks 

should reinforce the machinery in the Internationpl 

Divisions for the appr~is~l of credit proposPls and 

scrutiny of control returns es well as for tpking necesspry 

follow-up ection thereon, thpt they should formulpte 

written guidelines/checklists for internal inspection/ 

audit of foreign brpnches, l~y down written policies/ 

guidelines in regprd to essets end lipbilities manpgement, 

including meturi ty mismatchings, and devise a mechanism to 

monitor country exposures, and thpt it would be helpfUl 

to the foreign brpnches if the b?nks' He?d Offices issue 

policy guidelines indicpting the overall objectives they 

would expect the brpnches to achieve during p certpin 

period, the Depprtment of Bpnking O:-:,erations & Development 

has ~vised the concerned bpnks to tpke necesspry steps 

to implement these measures, as per circulf'lr DBCD.Nc .18S. 

260/C.212-83 dpted the 2ndl:larch 1983. 

13.4 The Group elso considered the question whether 

there could be p Locel Board for the overseps branches of 

I ndi en b enks - one Loc pI Bo prd for the brenches of each 

I: dien bpnk if the number is significant or one common 

Locpl Boprd for the brpnche:3 of all the lndipn banks 



285 

t?ken together in a p8I"ticulAI" country. The Group is of 

the view thet locel advisory boards mpy be established 

wherever it is compulsory under the local regulations or 

justified by the operEltions of p branch or brflIlches of' an 

Indien bank in a particular country and not elsewhere. 

It is not desirable to constitute one common local boprd 

for the brpnches of all the If di M banks tPken together 

in P pE'rticulfr country because it would leEd to disclosure 

of affi prs of customers of one benk to another. The Group 

understpnds thet the R~serve B~nk has. agreed, in principle, 
to the proposal of the Central Bank of Kenya that local 
advisory committees mpy be set up by the Indi?n bpnks in 

Kenye, but the then Governor had observed that the Reserve 

B~nk should see to it that this principle is ~opted 

generplly end not just wi th reference to the Indipn bflllks. 

The Group fees thet ~ene~elly there is a denger tnet local 

members of the advisory boards mpy influence the independent 

commerci al judgement of the lr di flIl Managers and this fector 

should also be kept in view while considering the question 

of setting up of locel advisory bo&"ds by the Indipn benks 

e~ foreign centres. 



CHPPTER 14. 

INSPECTICN OF FCREIGN 
BR INCHES CF INDI P.N BINK'S 

286 

T~~e policy in regard to expc-nsion of Indi?n banks 

ebro~ was explained briefly in the Reserve Bp.nk o:f India 

~nnufll Report 1980-81 (Pi rflgrflph 105). liThe expMsion o:f 

Indian banks overseas is guided principally by economic 

considerfltions such as the furtherance of IIldi a' s trade, 

essistpnce to L di an entrepreneurs in the setting up of 

joint ventures abroad ~nd the eprning of foreign exchpnge. 

priority is given to the opening of brPDches in countries 

where good potential is seen :for closer economic ties 

wi th India." In his speech delivered E't the S~minRI' on 

I::ternationpl B~nking orgpni sed by the Indi Em B?nk in 

J Mu~ry 1982, Dr. I.G. Patel observed nAnd I would 

suggest th~t for our bpn~ers the first responsibility is 

to develop better understF'nding of the changing n8ture 

of the intern8tion~l c~itfll mprket sO th~t in turn 

they cfln be good advisers to the Indian GovErnment, to 

Ir,di 8n investors, to Indi M borrowers about what is 

going on. It is this primary function of understpnding 

which is more important th~n the retail business which 

you may do in some centres and eprn some money •••••••••••• 

Therefore, when our banks compete wi th e pch other in 

w8Dting to heve a presence abroed, it is not in order 

to mpke some retail chips to mElke the prof'i t ADd loss 

eccount look better - th~t is import~nt perh?ps - but 

the much more importpnt consider8tion should be how 
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do we f?cilitete the tesk of e country, which in the 

nature of it cannot be a very large part of the world 

c api tal market but whose stake in the world c ?pi tal 

market will be much grepter then its presence in the 

world cepitel ~ket. And since our st?ke in the world 

capitpl market is much gre?ter thftn our presence c?n be, 

our presence must be used as an 80tenne through which 

we get the right informetion at the right time and 

somotimes to develop the ftntenna elso which me?ns to 

develop the right oontacts pnd do the right things." 

14.2. The oversef\S brench expension by Indi ~ b80ks 

makes dem~nds on the foreign exchpnge resources of the 

country since under the bpnking lews of severel countries, 

foreign b~ks are required to bring in by wPy of working 

funds or otherwise, specified minimum quantum of foreign 

exchange resources for their business in the host country. 

The draft on the scarce foreign exchange resources will 

ba justified only when the bank puts the funds to 

profiteble use in overseas business so as to generate 

surplus over a period of yeers and it is repatriated. 

The overseps br?nches of Indi an banks should not teke up 

non-vi able proposals or undert?ke tr?nsections much 

beyond their resources end needed expertise since in the 

ultimpte anelysis, eny losses suffered by them will have 

to be m?de good by remi ttpnces from I ndi Fl. 

14.3. The Reserve Brnk had no stptutory powers, until 

1959, to cprry out the inspection of overseaS brpnches 
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of Indi an bpnks. The Banking Regulation Act, 1949 was 

emended in 1959 empowering the Reserve Benk to inspect at 

sny time the branches of Indi pn benks operflting in foreign 

countries. In terms of these provisions, the Reserve Benle 

c pn inspect not only any brpnch of en Indi an bpnk si tupted 

outside India but also any subsidipry formed by an Indian 

b F\Ilk for the purpo se of c prrying on the business of 

bpnking exclusively outside Indi fl. Even pfter the assump­

tion of powers to inspect, such inspections used to be 

tF'ken up on I:lIl ad-hoc b Clsi s, there being no fi.xed 

periodicity. It was, however, decided in July 1980 that 

all the oIJerseps brpnch8s of Ii dian banks should be 

inspected once in five years. In the light of certain 

edve~'so developments in K'enye, it wes felt that, in 

order to ensure the heplthy end proper functioning of 

overseps branches of Indi pn b~ks, it wps necesspry thnt 

the control end supervision over these brpnches should be 

adequptoly strengthened~ It Was accordingly decided that 

inspections of all overseps brpnches of Indi f\ll banks 

should be c?rried out by the Reserve 8enk at lepst once 

in two ye fU's. Between July 1980 find D'::c8rnber 1983, 

inspections of 38 brF'hcos were cprri0d o~t or tpken up. 

14.4. There pre pt present ~Al brpnches of Indipn banks 

(including eight off-shore bpnking units but excluding 

representptive offices) operpting in foreign countries. 

Unlike in the cese of brpnches of bpnks in India, 

there is no element of surprise in the cpse of inspection 
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of brp~ches in foreign countrios. A specipl set of 

inspection forms is sent to the bpnk's He~ Office for 

being filled in by eflch branch to bo inspected. In turms 

of thG insl..ructions in the Inspection M ClDual, on comple­

tion o.f the inspection, the Inspecting Of.ficer hps to 

pr0ppre p sepprptc inspGction report for eElch bpnk in 

rJspGct of ElIl its brpnchos in the country visited. A copy 

of tho r~)port, pftcr it is PJ)provlJd, is forwprded to the 

Ii.3ed Office of tho bpnk with P request to edvis\l the Reserve 

Bpnk of the steps tflken or proposed to be tpken to rectify 

the irrE:;.'-~ulprities. /.pFlrt from the usupl instructions 

lpid down for the inspection of Indipn brpnches, the 

Inspecting Officer hps to bopr the following PSP9CtS 

in mind :-

(i) The prpctiees obtpining in other bpnks in the 

foroign country should be the mpin guiding Cpctors in 

deciding policies end procedures for grpnting ~vpnces by 

the brE'nches of Indien b?nks; 

(ii) Th~ Inspecting Offictlr should be extre cpreful 

so cs not to crepte ?ny situation which might directly 

or indirectly Cfluse ?ny ~prechGnsion in the minds of the 

I ndi pn or foreign eli 0ntelo ~bro PCi; 

( iii) How thl;) wor1cing of the forei.gn brl'lnches could 

b 8 improved so es to secUre highcr forei gn e;lCehpnge 

e ?rning for Indi fI ; 
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(iv) The extent of import/export trede of the foreign 

country ps plso third country trpde, if ~y, finpnced by 

tho Indipn bFlDks, the relptions b.;:tween these bpn1{s FlDd the 

respective foroign Government pnd, in parttculpr, the 

Centrpl Bpnking Institution; 

(v) The politicpl clim~te, vprious lAWS relpting 

to bpnking, immigretion, trpde, etc., which pre in force 

or Are pnticippted pnd whether thereby the future propspects 

of Indi pn bpnks ere likely to be pdversely pffected or 

endpngered; 

(vi) Whether there hpve been attempts to viol~te/ 

circumvent the Exchrnge Control regulFtions of Indip pnd/ 

or foreign country concerned. The modus operpndi of 

frpuds, if eny, committed by members of the st?ff pnd/or 

constituonts which might hpve plroady been investigpted 

by the concerned bank or come to light during the course 

of inspection should be studied pnd mepsures suggested 

to plug the loopholes in the procedures so ps to prevent 

recurrence of similpr fr~uds or pt lepst to minimise 

th8m to the extent possible; 

(vii) The Inspecting Of.ficer should see whether 

the discretionpry powers delegpted to ~he Of£icers-in­

ChFrge of foreign brpnches ere pdequete in relption to 

the business they have to do Fnd plso whether the powers 

~ested in them ere judiciously exercised. 
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14.5. The primpry objective of inspection of the foreign 

brpnch83 is to find out whether they pre working on sound 

lines end on f' profi tpble basis pnd whether the pece of 

developm~nt of th~ir business is sptisfpctory. In 

pddition to the usupl scrutiny of pssets, lipbilities pnd 

the internpl control syotems, the Inspecting Cffj car is 

requirod to pPy spGcipl ettention to certFin developmentAl 

pnd oth .... r pspects in rGspect of brpnch mpnpgement, stpffing 

p pttcrn, He pd Offi ce supcrvi sien ['nd centrol, rc:source 

mcbilisption, pdvpncos, non-deposit Fnd non-credit services, 

working results pnd promotion of exports from Indi FI pnd 

inflow of foreign C ""!"j tpl in IIldi:;:., eleborpted in 

S upple!Dent I C I to the I nspecti cn M pnu pl. 

14.6. Besides the pericdic pI intern pI inspections thpt 

roPy be cprried (lut by the bank itself, it is necesspry 

thet the Reserve B pnk 81so inspects the overse PS brp,nches, 

~ ert from moni taring their working through p reporting 

syatemt to gpin p first-h~d knvwledge of th~ mpnner in 

Which they erG functioning Fnd to ensure thBt their 

operptions pre sound FInd profi tpble pnd Fllso effectively 

sub serve the objectives fer which they were opened. In 

fBct, hpving regprd to the types pnd scple of operpticns 

cf p fcreign brflnch, rony shortcomings, if net corrected 

in time, IDPY hpve plprger impFlct c·n the profi tpbili ty 

of the b pnk, pS comp pred to p demc:stic brpnch, FInd plso 

result in ClI1 cutflow of foreign oxchpnge pnd, moreover, 
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t.prni sh t.he imege of the Indi?Il bpnking system. The 

lesses likely to be suf'f'ered by scmEl cf the Indi en bpnks 

in regprd to their cverseps uperpticns in the U.K., BE'hrflin, 

Hongkcng pnd Singppcri3 W( uld underl:be the need f'er such inspectiC'ne 

for pn essessr:J.ent of' their risk expcsure. It mflY not be 

l' ut cf pI pce to menti ~'n here thpt while supervi sory 

f'uth:::,ri ties in GPch fc:reign ccuntry hpve evolve:d their 

own aystems of' supervi siL·n ever the cpGrptil ns cf' bpnks 

f'uncticning in the country, including the domestic pnd 

fe.reign bpnks, they pre essenti plly ccncerned with the 

soundness cf the operpticns consistent with the locpl 

regul?tic'ns, whether formpl cr inform?l, rel?ting to 

c?pi tfll pnd liquitii ty Fdequpcy, permissible business 

pcti vi ties, foreign currency expc: sure, 10 pn ccncentreti~ ne 

end qupli ty of lpens. On the other hpnd, the Res:;rve Bpnk 

ps the supervi sory f)uthc'ri ty of the p prent ccuntry, is 

more ccmcerned with en ?ssessment of' the ri sk exposure 

pnd the likely imp pct of the working of thG f'creign 

brFnches on the overpll positi~n of the bpnk. In f'pct, 

the: afCcctiveness of' the supervision exercised by the 

monetpry puth:rity cf the perent cr.untry is increpsingly 

being reccngnised es 1" cri teri(;n for intern pti:. n?l 

presence. The gudelines ppprcved by the Centrpl Bpnk 

Gc-vernors of the Group of' Ten in December 1975, kncwn 

PS the 'B psle Concord pt,'-;, hpve recogni sed that while the 

supcrvisicn of' liquidity shc'uld be the primF.'ry responsi­

bility of the hest fluthorities, thcl supervisicn of 
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sclvpncy is 8ssEmtiplly p matt0r f'er tho ppront puthcrity 

in tho c ~se cf' f'cr()ign bpnks. Th() guidelines visuplise 

thpt prpcticpl cG-cpcrptirn should be prC'mcted, intor plip, 

by the puthcrisptiC'n cf' bpnk inspocti( ns by or cn behplf' 

cf' the pprent puthcrities cn the tcrritcry of' the hest 

puthority. Such insp8cticns pr~ pllcwed in the United 

Kingdom,U.S./ .• , Belgium, Hcngkcng, Jpppn, Sri Lpn1{Fl pnd 

Scuth Kerde, while p f'ew ceuntries lik~ Frpnce pnd 

Singppcr8 dc· nc t parmi t insp(;cti: ns by p prent puthcri ties. 

/.1 tht ugh it Wes decided in 1982 thpt thu f'creign brpnches 

cf' Indi pn b pnks sheuld bo inspectGd cnCG in twc ye prs, 

the inspectie·n systE:I1l is yet tc stpbili S0 itself'. The 

;vcrking Grcup is, theref'crG, of' the vi ow thpt the 

inspecti:-ns shculd be cprried out on FlD ongcing find . 
rogulpr bpsis pnd epch brpnch shculd be inspected pt 

Ie pst once in three ye prs. Some cf the bpnks hpve mere 

thpn ene brpnch in p ccuntry pnd it is gpth~d thptthe 

inspoctiC'n tOPlllS which hpve recently tpkon up inspection? 

in f'cTeign ceuntries hF'Ve ccvered only seme C'f the 

brpnch(js cf' p bank excluding its ether brpnches pnd even 

its G.lpin brpnch in that ceuntry. In crder tc hpve ill 

cverell picture regprding the cp()rpticns of abpnk in 

e ccuntry, it is desirpblu thpt ell tne brpnches 

including its m8in brpnch ere inspected with ref'erence 

tc the s fffi,e dpte. 

14.7. 

Group is of the view thpt tho guidolines given in 
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Suppleill\Jnt re' to the Insp8ction Mpnupl ere relevpnt 

pnd rIlPY ccntinue to be follewed. ThGre pre, hcwever, 

certpin Clspects like Hepd Office sup8rvisicn pnd centrol 

which require el6bcrpticn. Besides, p speci pI fepture 

cf internpticnpl b~king business is the unusupl depen­

d pnce en mcney mprkot funds pnd pn a qsenti pI pspect to 

be seen during inspecticn is hew effective is the Bssets 

pnd lipbilities mpnpgement by the bpnk to pvoid Bny undue 

liquidity pnd interest rpte riskS pnd rnis-mptching of 

pssets with lipbilitios. Certpin internpticnpl develop­

ments which hpve brcught into beld relief the risks 

involved in unduly lerge exposure to cortpin ccuntries 

by the cverseps °brpnches of Indi pn bpnks, hpve plso 

underlined the need fer p country risk MPlysis. The 

pdditicnel pspects te be seen during the inspecticn ere 

explpined in detpil in the next cheptor. 
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CHAPTER 15 

\.JORKll~G OF OVER8:E;A,~ BRAl'JCHES OF 
IL~DIAN BANKS - .,}PECIAL ASP~TS 

R&pg~ of Operations 
of Various Types of 
Forei gn Offi.e e~ 

Full ~eryice Branche~ 

Thes~ are regular branch units of banks offering compre­

hensive bac1king services, treir operations being restricte0, if 

at all, onlv by local regulations. Services normally rendered 

by these branches are :-

(1) Agency functions for India business including confirmation 

and advising of letters of credit, collection of bills, issue 

and encashment of remittances, issue of guarantees, purchase 

ane sale of exchange, borr:>wing and placem~t of funds. 

(ii) Acceptance of ~omestic deposits. 

(iii) Lending to domestic borrowers. 

(iv) Issue and confirm~tion of letters of crec1it. 

(v) Issue and confir~ation of guarantees. 

(vi) Remi ttances business. 

(vii) Purchase/ne~otiation of bills of exchange~ both inland 

and forei gIl. 

(viii) Functjon~ng as corresponc1ent for other banks including 

15.2 Foreign branches are not obliged, except by compulsion 



of local regulations, to engage in developmental banking acti_ 

v i ties such as lend ing to small scale industries, export 

finance and financing retail business unless such business is 

acceptable on strictly business considerations including safety, 

liquidity, profitability and control. American banks have 

generally been following the policy of avoiding retail banking 

in their overseas operations in order to maximise profits; 

retail business is high cost operation particularly at overseas 

centres whe:c-e services are highly priced. IBut Irdian bl"'lnks 

cannot obviously anproach this problem from the angle of 

American banks as two elements of overseas operations of Irriian 

banks, viz., agency functions for Irdia business ard servicing 

of the banking business for expatriates, are inextric.:lbly 

~.nvolved with retail banking. Besides, retail banking has its 

own merits; it is more profitable in the lower brackets of fu~s 

deployment and this factor is relevant for Indian banks; it is 

more of a short-term ~nd self-liquidating nature; and it 

provides a wider risk exposure. 

15.3 These are not operation~l offices. They are set up at 

centres where a fulI service brnnch c,:'lnnot be established due 

to restrictive local regulations, or ,] sufficient business base 

~t the centre itself(as distinct from the dispersal of businesS 

contacts over a lnrge region comprising d few countries), is 

not available, or the bank is desirous of establishing a 
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foothold on on experimental basis before venturing into full 

scale oper~tions. The normal set up is one Representative 

0ssisted by a secretary and aft office-boy. The Representa­

tive generally has a wide area comprising Cl number of countries 

under his jurisdiction. The required mobility would be aVl-lil­

able for the functional role assigned to him ~s no operational 

respons:lbilities rlre vested in him. Broadly speaking, the 

functions of a representative office are as follows :-

(i) Study and report on the foreiCJn trade opportunities 

for Inclill, particuL'lrly vdth respect to eX'Jorts, in the re<:.Jion 

covered by the representAtive office. 

(ii') Provide, on an on-going basis, commerciCll information 

with regard to tenders and other export orders ariSing in the 

area for being fed bClck to the bank's customers in India. 

(iii) Provide information on Indian capabilities for supply 

of goods and services to interested parties in the countries 

covered by the representative office. 

(~v) To look out for investment oDportunities for deploying 

the surplus resources of the bank's foreign offices. 

(v) To look out for investible resources available in the 

area served by the office for investment in India or for olace­

ment with the bank's customers in India as loans or with the 

bank's foreign offices. 

(vi) Make correspondent calls ard service corresnoment 



relations .. ~.n ·the drea covered by the representative office. 

(vii) Provide creait information on parties in India and 

in the aJ;ea served by the office, required in connection with 

business transa~tions. 

(viii,) Resolve -serious business problems arising between 

the bank's Indian and fo_~ :igil offices ard c.J:::.':'e!=~ordents/ 

eustomcrs in the area served by the representative office. 

(ix) Assist expatriate Indians in their banking problems. 

Offsborc Branches - ... -_._---_ . .., .. --_ ..... 

15.4 Offshore banking refers to bankin<J that generally covers 

only non-resid<;nts and does not mix into the main stream of 

domestic banking. Oft shore banking centres have developed 

eithcri'n taX-havens, e.g., Bahamas, Cayman Islands, New 

i-lebrides,' Luxembourg, Channel IsIClnds, Isle of Man r1nd Bermuda, 

or in areaS which arc consciously developed as international 

money markets through tax concessions nnd other incentives 

provided by the local monetary and government authorities t 

c.g., Switzerland, Bahrain, Singapore and l·,lanila; the basic 

precondition for the latter category of offshore markets is that 

international money and investment activity at these centres is 

.sufficic-nt to induce forn;."r. ~'H,l(S to 00 to such centres. 

tax-free profits or profits subject to concessional tax rates. 

In the secord eategory of offshore markets, the local monetary 



authorities take all the neccs~ary care ~nd regulate the offshore 

ooerations in order t hat the operations of the offshore banking 

units do not cause upheavals or distortions in the internal 

monetary system. Subject to this precondition, regulated 

business with local residents is also occ,1sionally permitted, 

c.g., Singapore and Manila. Generally, lending to residents 

subject to approval by the monetary authority is permitted and 

occasionally residents are also permitted to deposit moneys 

with the offshore bjnking units. The essential characteristic 

of an offshore brvnch of an intcrn~tion~l bnnk is its cap~city 

to participate effectively in the international money and 

exchange markets both as borrower and lender. To have this 

capacity, the bFlnk concerned should h;we a su:fficiently high 

international stature and size. Thi,s is the reason why 

licensing conditions FIre rather strict. In tax-havens (the 

first category mentioned above), of course, there is no 

regulation of any kind. In fact, this category of offshore 

banking is known as Qbrassplate~ presence with an office 

registered only for the sake of form in the tax-haven, transa­

ctions being booked in the books of one of the operating branches 

~lsewhere. The token presence is looked after by local corpo-

rations which generally extend such services for a small fcc. 

The business operations of an offshore branch would fall within 

th '"' und'"'rnoted range .... _, f •• • • c_,·.-. .J,. ...... _·.~. -t.-. ~'"'. "".+ ...... r>_ L; '" vA"" "'v~.L ... ..A_I __ '-,.. - - - -

depending on the local regulntions : 
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(i) Acceptance of deposits from non-residents in currenci2s 

other th~n the local currency. 

(ii) Acceptance of deposits from non-residents in the 

loc;)l currency. 

(iii) Lending of foreign currency funes to non-residents. 

(iv) Lending of foreign currency funds to residents. 

(v) Issuance and confirmi'ltion of letters of credit ."lnd 

guarantees on beh?lf of non-resident customers. 

(vi) Issuance and confirmation of letters of credit nnd 

guarantees on behalf of residents. 

(vii) Borrowing and placing of foreign currency fun::ls in the 

loc~l inter-bank market for such funds. 

(viii) Borrowing arrl lending of fun:ls in other international 

money markets. 

(ix) Purchase and sale of foreign currencies either against 

the local currency or ag0inst the other foreign currencies for 

non-residents (for residents also if permitted by the local 

regulations) • 

(x) Purchase/negotiation of export/import bills. 

(xi) Operating in the local and other intern<"~tional excha ngc 

markets for purchase and saiG vi i ore1g n currencies. 

15.5 From the Indian banks' point of view, an offshore branch 

provides facilities for the undernoted objectives : 



(i) Raising of internotionol funds for fin~ncing India's 

exports, Indian joint ventures nbrond, India Soonsored orojects 

abroAd ~nd high value imports by IndiA (Durchase of ships, 

aircr~ft, getrolcum, etc.) 

(ii) Access to international exchrlnge mClrkets. 

(iii) Provision of performance and other financinl gu~rantees 

MP opening of letters of credit in connection with Irdian joint 

ve ntures and 100 i;) sponsored proj ects abrond. 

(iv) Opportunity for placing of surolus investible funds in 

are;:ts 'tli tIl .O)ttrrlctive yields. 

(v) Operations with high profitability due to tax exemption or 

t."1X concession. 

15.6 As oversenS branches rlre far ::-tWCiY from Helld Offices, the 

lines of control tend to be long and weak. It is, therefore, 

essentiol to hHve ~n effective i100 efficient system of super­

vision and control. A few banks have set up territorial/region;]l 

offices to control overse,'s brn nches And delegated to them adequi'1te 

~uthority und resoonsibility in order to decentralise decision 

m<lking nnd control. However, there ,lre sever,1l gl1PS in the 

existing control systems of Iodi.,n b,lnks which need to be suitnbly 

restructured. An import.l nt ooint which should be borne in mind 

by the inspecting Officers is th"t each territory has its own 
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peculi~r environmentnl factors relevcnt to the business of ~ 

bi"nk 2nd the conditions in .~ll territories not being identic~l, 

it will not be ;:l co!'rect ;moroach to eV,"llunte the functioning 

of A br2nch in one territory on the b~sis of wh2t is observed 

,:bout ~ br:,1Och in -"l different territory. The m-1in instruments 

of suoervision ~nd control ore -

(;-1) M;'n,lgement Informt1tion System: 

(i) Control through returns; 

(ii) Pro~ress neports. 

(b) Audit/Inspection. 

(c) Periodical visit reports. 

(d) Perform2nce Budgeting. 

15.7 It connotes the mechanism for processing ~nd providing of 

~ccur,;te inform.Jtion to the too mC':nagement at the right time 

2nd in the right form. HIS is built up with ,; view to supoortL:g 

decision m.Jking Atvnrious m.1nngement levels. The essenti.JI 

attributes of (1 good IIUS r.lre form:-:t, relevC1nce, iJCCUr2cy "nd· 

timeliness. In other words, r.us is ;) fr:lcilit,lting system th;'1t 

helps mrlndgers in improving the qu~lity of their decisions in 

pl;)nning, ooerntion;)l 2nd control functions. Decisions ~re of 

two types t progr"mmed ,lncl non-progr:mmed. Programmed decisions 

rire of routine operCltion;)1 n·-,ture .1nc1 of predeter'mined perioclicity. 

Such decisions 2re f.:cilit,lted by giving discretionflry Dowers 
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ilt vi"lrious levels rlnd l~ying down oper.ltionill guidelines by the 

top m~n2gement for personnel in opervtion~l field, Non-proqr~mmed 

decisions ~re on issues which nre not repetitive, c~ll for 

cre?tive intervention by higher executives .100 involve implicil­

tions of lilrge milgnitude and r~mificrtions, Such decisions ~re 

facilitilted by regulilr flow of informiltion from base level to 

higher m;1nAgement, It is prim<1rily for the non-progr.1mmed 

decisions th~t an inform~tion system is devised through control 

returns rind progress reDorts, 

Control Returns -.------------

15,8 Are.]s of control through returns ge no:::' <1 1 1 y 2re credit .-md 

other filcilitics, forei~n exchilnge business, investments, 

administration ;Jnd house keeping, .-'nc1 other st·1tisticrll infor­

mation, Periodicity of returns would depend on the jurisdiction 

of control "t He"d Offi.ce cmel territori.11/region,"I1 offices, if 

<"1ny, ."")t ovcrse~s centres. In other words, frequency should be 

higher for the returns flowing from br~nches to tcrritori~l! 

region-ll office since the responsibility of operi"tion:11 control 

over d~y-to-dtly business i"lspects "nd routine ;~d'ninistr,:tive 

matters is th"t of the tcrritoriill!rcQion~l office. The returns 

f19wing from the tcrritori.:ll/regional office to Head Office may 

be cJt lesser frequency for the oerspective is overcll control 

on policy issues tlnd indivieluill decisions of gre~ter mrlgnitudc 

?nd imnl iC.ltions, Period ici ty of returns should tclke c.1re of 

the time-gi"p required for initiating corrective steDs, The 



effectiveness of the emthod of control through returns would 

depend on : 

- Promptness ard ,lccurllcy with which the return is submitted 

- Understanding or knowledge of the r~tionnle/purpose of 

er1ch return ; 

- Interpret,'}tion ;md (1 n<11 ysis of the d"t;, flowing from e(1ch 

return; 

- utilislltion of the ~n(1lysis for control purposes ~nd to 

initiate corrective measures : 

_ Reporting to higher ,."uthorities for inform:'ltion ·lm 
guid':lnce. 

15.9 In the mClttcr of Qxercise of control, the top mFlnilCJemcnt 

should h,"'ve <" w.ltchflJl eye on expenses CI nd cost-be nef it (loprorlch 

to all decisions. The b~nk should have a system of periodical 

review of the effic~cy of returns in order to bring ~bout suit­

~blc modific~tion, merger, discontinu,'nce, chunges in periodi­

city, etc., of the returns. 

15.10 These ;~re merlnt to prov1.ciG oJ DiH .• '5 l:ye V1.U'.,y U.:. ."' .. (: 

oper?tions ~nd progress of overse .. .,s bri'nches/territory. On 

the bnsis of progress renorts received from overse~s br<"nches/ 

territorial/regional offices, r1 consolid?ted report of the 

b·"'nk' 5 entire overse.1S opc:r<1tions shoul0. be submitted to the 

BOr"'rd with .1 view to informing trends of oper .... tions ;lnd seekinq 



guid~nce. The items th~t m~y be covered in : progress report 

"rc : 

- DC1')osits 

_ Adv,"'Inccs 

_ Othur f~cilities like letters of credit, bid bo~ls, 

gu,"'Ir;~ntQCs, etc. 

- Tnvestmonts 

Trems in e~rnings, expenses ."'100 profits; 

- RCi"sons for sh:'>rp riso!decline in , ..... ny of the .,bove 

with brief comments. 

- th,"'It substi"lntL:'\ll y contribute to nrofi ts, 

- th."'It h,"'Ive hC:1VY incidence of oper,~tin<] costs, 

_ th~t contribute other remuner~tive basin2ss. 

Interest structure in different countries/currencies 

,"'Ine v,"'!ri."'Itions th.:...rcof ; 

- Import .... mt cl;."'Ingcs in monct."'!ry l)olicy "'100 cxch .... ngc 

rcgul, .... tions. 

- B~li"lncin9 of books 



- neconcilL~tion'ro def ("lUI ting/problem bri"'nches ; 

Rcctifici"'tion of irregul~rities 

- Cornpli~nce regording submission of returns i"'nd 

dcf,'"\ulting br,:nchcs ; 

_ Fr,-'uds. 

Any other develoomcnts, f:-vour"ble ,:rd un ,"'1\ our;"lDle. oi ther in 

the overse2S br.:nches "r in the t::-:rri tory of opcr;-ttions, suy 

politic~l or economic or in b~nking field which would ,'1ffcct 

the b.:nk's opcr,-.tions in the tercitory, <1dversely or otherwise. 

15.11 The import, .... nt :-spects which .'1udit/inspection should 

cover ,-'rc : 

- WhctflCr discretion:!'y Dowers, lending ,;ro "drninistri1-

tivc, hi"'ve been judiciously exerciseJ; 

- eomplL-. nce by br;'1nches in t;:king proper docurnents"'nd 

following terms ,-,rrl conci i tions stipul,.,tcd by the 

si"'nctioning ~uthority ; 

E.:rly C!~tection of 1f/,'rning sign,"'ls of incioicnt sick­

ness/problems in T'csnect of p:"rti2s enjoying credIt 

f,-'cilities : 

_ Scrutiny of foreign currency ~~itions : 

_ Irregul,"ritios in house-keening furl~tions .... f br:"nches : 

_ Whether br,;nchcs "re following pr(~scI'ibed pro(.C!durcs : 

Audit of expenses incurred ,"'00 cun:"rol oV').r cxpcrlH.turG : 



- H ... 'ndling of fr::uds : 

Scrutiny of investment portfolio with ,1 view to 

ensuring proper mix to-'chi.::ve optimum return on 

investments. 

£.CIJ 9s:ti_~ ~L y_i_sJ},_l;'_e .D_O .rJ_s_ 

15.12 The discussions held with visiting executivc:s should be 

b;~sud on pre-pl,-. nned .!ge ro ,'" so th,-.t mrlximum ;:dV,i ntrige c,-. n be 

t,-.kun of the presence of the· visiting executive. This will 

provide , .... n opportunity to r .... poreci .... tc pr,ictic .... l problems i:nd 

cons"tr ..... ints, if ,:ny, ,"'nd consider import .... nt issues on the spot, 

cxch."'.ng c of inf orm, .... tion, etc. 1:mport,-' nt is sue s (:m;~ n,-.ting from 

such visits ,").o%r decisions t ..... kc-n/instroctions giv~n must bo 

recorded by the visiting executive ~nd reported to higher 

m<l n::g erne nt. 

15.13 Pl."'.nned perform ..... nce is .... lw'"lys better th.-'n unnl-lnned 

pcrform"'nce. Perform.-'nce budgeting is .'" m(~thod to m ..... n.:gc 

,-.ff Clirs with optimum eff iciency. An import.-'nt fer-.turo of 

perform;'ncc budgeting is to perfor,n botter th .... n wh..,t would come 

, ... bout r"'utom-.tic,llly in the norm"'l course. Tho st"rting point 

is the cnunci .... tion of 90.:15 desired to be ''''chicved during the 

budget pe:'.'iocl, in qu,"'nti fiod terms. The go:>ls enunci ... tcd should, 

however, be within the bounds of fe,-'sibility. Employee p .... rti­

cip ..... tion 1.S vit .... l for the success of perform,"'nce budgeting. 



Th.:.:: p,-.:!:'ticip.-.tion of cmnloy::i.~s j.!1 bur!gc:ting lc('~s to motiv.:--tion 

the p(~!'forn,...,ncc which is mcr0ly dict;·tcd by . ...,utho:i..~ity. The 

budget sctt12m(~nt process shoulc; b.,,,: :'T) -'cross-th;;,~t.-'blu di:'J.oguc, 

l,-.rg(;ly, if not cntir::.ly, on the b""sis of hdrd d...,t,""t in .~r. opc:n, 

~tion of mutuality of ovcr~ll go~ls. The pcrform-'nc0 of 

br.-..nch;.:;s .5houlc~ be rev L:I.-'1cct '. n::l the results of the review should 

be promptl:' cor!!:1Unic,-.t.:;d to th2 br~nch:·:s. Th\,; r~,""sons for ,"'ny 

should be ~n~lyscd. Tho br0nchcs must be m~~o to fccl th...,t 

their nerform:~nc2 is b~ing c,"refully VJ,;tchod. Good perform"'ncc 

should be r~;cordcd -'ncl Tocogniscd by the conccrn.-;d -·uthoritics. 

Instructions issued by 
:tJ1c~_P.P,s.Q.:r'y_g_ ,B .. 1,nJ<, o. _ • _ _ • 

15.14 The Inc1i2n b,"nks h~'/L1CJ overse,:>s br,lnches h,we been 

,)dviscd, in circulars DBOD. No. GL. 7242/C.212-82 d .""tted Aut)ust 16, 

1982 M1d DBOD.No. !BS.260/C.212-83 cI<ltcct M,lrch 2,1983, to take 

neCCSS(lry steps to ir.1plement the followinG mC:,lsurcs/quidclines 

~s e~rly ~s possible. 

Personnel o12ccrnent £o..l. i ~}.:.ii --. -.. _- .... -. 

(~) H~vin9 regard to the complexities of c~rrying on 

bonking business in highly com;.>etitive rn.1rkcts imd in different 

politic"l, economic . ..,m leg,11 environments , it is essenti."ll 



that only personnel who h~ve been properly tr~ined ~nd ~re 

considered to hGve the necess~ry job competence ~nd m~turity 

should be deputed to oversevs br~nchcs. B~nks should, there_ 

fore, l~y down proper criteri~ for selecting c~ndid~tes for 

oversc~s ~ssignments. Deput~tions shoulQ be for specific 

periods .1nd Ct system of rot,ltion of st,"".ff should be strictly 

enforced. It should ~lso be ensured th~t deputntionists ~re 

not continued on oversei"lS (lssignments for unduly long periods 

(lnd brought b.lck to the home country "fter' sY)ecific ocriod 

of, sC'ty, five ye0rs. 

P~.l?.o.rJJ-'1£Ll' NL~.o.n.:t .r.oJ.. 
§y_sJ~CjIl..§. 

(b) Bunks should review the reporting systems, if ;"'my, 

thdt ~re presently operlltive in reg"rd to the overse.1S br,"'nches 

~nd mC1ke ~ judgement whether iJdequ~te Pro timely feed b~ck 

llbout the functioning of these offices is being received. If 

not, steps m<"".y be tClken to introduce/tone un the reDorting 

systems. It would be necessi'lry to m"'lke in-depth ~nd dctr:lilcd 

'reviews' of the working of these brr:lnchcs in e(lch country ~t 

rertsonrtblc interv ,"'1 s , of not more th.ln II yc;:!r, ilnd put up such 

reviews for the consiQcr"tion of the top r:1(ln"'Jement .:1n::l tho 

Board. Copies of such reviews mi1y (1150 be sent to the Rescrve 

B~nk ( DBOD, Centri"ll Offi~0). 

(c) B;:nks should ensure th.:t ,111 imoort,"'nt developments 

connected with or affecting their oversc .. ,s br.lnches, including 



chrmges in policy envirorunent ,1S well DS relC'tionships with 

loc~l ~uthorities ~nd public, ~re promptly reported by their 

brc::nches to the He,~d Offices which, in turn, should report such 

mnjor developments to the Reserve a,lnk promptly. Simil.'rly, 

fr.luds/def~lc,:tions/losses, etc., involving significclnt ,1mounts 

should ellso be reported to the Reserve Bnnk. 

(d) The intern. .... l ,;udit .::nd inspection system rel('ltiR] to 

oversecls br~nches should be reviewed clnd strengthened. A 

system of ol.::ci ng before the Bo,lrd of Directors 'sumrnolry' 

reports, , .... t periodic,ll interv,lls, of the ,"'udit/inspection 

reports highlighting problem clrc,""s, sterngths ~nc.l weilknesses 

in the functioning of the overse, .... s br, .... nches m,:y be introduced, 

if such pr~ctice is ~lr2~dy not in vogue. Copies of the 

'summclrf' reports should ~lso be forwclrded to the Reserve Bclnk 

(0800, Centrcll Office). 

(e) It h,'"!s been found th . ...,t the supervision exercised by 

the Intern.~tion,""l Divisions or cquiv'llent function"l set-up 

.::-t the I-k:"d Offices of b.-' nks lc ..... vcs scop,:; for improvcm0nt. This 

m;~chincry shoulc1 immcdi.~tc:ly be reinforced. It would be "Iso 

nccess ..... ry to evolve ..... system whl:re:by responsibility for 

negligent 'ldministr,;tion ,it the executive levels, le ..... ding to 

,-,void"ble l,""rge losses ,~t overse.~s br, .... nches, is fixed .... nd 

ncccss, .... ry ,::ction t.'"!kcn so th.;t , .... sense of ~ccount,""bility is 



o \ \ 

felt by the m,!nr"'gement ovcrse;'''s ,"'S well ,"'S ,:t the He;:~d Office. 

(f) B? nks should t.:kc ,'" ction to stre ngthe n the ir lines 

of communic,:tion '.'1i th the overse.""s br ""nch...:s by cst .. blishing C1n 

effective Ivt:n""gement Inform.""tion System ,..,nd through occ·lsion."'l 

visits by senior executives from He~d Offices. The discussions 

to be held by visiting executives should be bused on pre-planned 

agend(l and important issues emanating from such visits must be 

recorded and reported to higher man?gcment. 

(g) The banks should reinforce the machinery in their 

International Divisions for appraisal of credit proposals and 

scrutiny of control returns as well as for taking ncccssCJry 

follow-up .:lction thereon. Further, they should formulate 

''lJrittcn guidelines/checklists for internal inspection/audit of 

foreign branches, lay down written policies/guidelines in regard 

to assets and liFlbility r:1.1nagement, includin9 nl?lturity mismClt-

chings And devise a mccha nism to monitor country exposures. :rt 

will be helpful to the foreign brAnch~s if the b?nks' Head 

Off ices issuc; policy guid c lin..:s i nd iCiJti ng the overall 

objectives they would expect the branches to ~chi~ve during a 

certr1in pc:riod. 



.L3.15 The speei?l featur'cs of intern.=ttior.r:11 banking business 

C1re the unusual depcrdence on money r:JiJrkct f~JnCs for .1 ll!rge 

portion of the bunk r s l.ic1bili tics J nco the ·:-::hsenee of-:m inter­

national lender of lDst resort. The J:'.Jising of funds at ., 

m,:1turi ty different from thvt . .,t which the fu n:l s are Ie nt giv 0~ 

rise to two types of risks. One is the cor:'Tlitr.lcnt to orovic1e 

funds, that is, the liquid i ty risk, and the other is thn 

commitment to i) p.lrticulilr interest rate. The liquidity risk 

stems f~om the nossihility that the bank m~y be unilble to rep2Y 

its depusitors on time because funds may not be i1v,.,il.~;JlQ r=-nd 

the interest rate risk flows from the fact that the eost of 

liabilities mrlY rise fuster or exceed the enrnings on assets. 

Losses m~y result if the b<1hk finClnces its lo~ns with relatively 

short-term funds and market ratc's ris(~ or if reL=ttively long­

term funds are used ard lerding rates £'111. Corresponc~in<Jly, 

profits can be e~rned if interest r~tes move in the other 

direction. In practice, much of this risk is reduced by tying 

the lerxling rate to the cost of furrls. The international b,Jnks 

hilvc taken 2 v~riety of steps to minimise liquidity risk. The 

most obvious is to main-c?in close person;)l relationships with 

maj or depositors - other b?nks .')T1t-} non-b,'nk c1eDositors. Effort::.; 

are 21so mnde to ~void over-dependence on one or il group of 

depositors. Secondly, intern-tion;,l b(1nks rn..Jinti'lin liquidity 

rcsurves in the form of ncgoti(1b12 instruments ,1nd other ?sscts 



which CCln be mobilisGd in the event of difficulties in renewing 

d epos its rlS VI:::ll ;)5 cst,lblish stn rdby f.:1 cili ties from fri(; nd 1 y 

or l'cL-,tcd j.nstitutions which tlre utilise(~ to suppleMent these 

reserves. The intern2tion:~ 1 b,;·) nl~s ;;i Iso is sue ncgoti-'!ble 

ccrtificat0s of dc~)osit and floating rate notes "'lith a 

contr:'lctuclI P.1~turity l:lDnrO,lcliinq or ''?'1u:tvalcnt to thrlt of 

their l02n portfolio. 

15.16 The mc:n,;gcment of irrlividu."l cOIil~oncnts of assets and 

liabilities such as lo,lns, invcstP.1ents ,1nc1 deposits within a 

certnin frNllework is known :,s the .1sset .,00 lictbility mrlnClgc­

ment. The go;-,1 of ?sset and li.Jbi1ity m') nagement is to 

I!l,dnt.ain i'!dequ;1tc levels of brlnk profitnbi1ity while ,It the 

S fllne time .-,void ing sharp f luctu,ltions in prof i tabi1i ty riltc, 

but ntt~ininCJ a steady rise, from period to period. A detailed 

,1nalysis of ;>'11 assets ~nCI 1i,1bilitics on the bflnk's br1<'lnce 

sh~et is thE:; first stCIJ in th(~ .1PlJlic-ltion of r-ny ;~ssct c1n:.l 

li;)bil i ty m<' ni1gome nt system. The purpo·.~c of this ;Jxami n(-ltion 

is to identify the in'ccrest rate! c!I·"1rGcteristics of v<lrlous 

b;'!l;"mce sh:-:ct it,)ms so thL't they m.,y he C1,lssifiec into one of 

the f011ov.Jing three C()t(:go:.-L:s -

(cl) :;'sscts ..... no 1i:,.bi.litics with m;)tchcd 

rn,ltur i ty n ncI cost ch,lr,lctcristics. 

(b) Those with v~riQblc rates. 

(c) Assets nnd litlbiliti ... :s vJith reL"Itiv01y 
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s!1r;'(lds -lr(~ const.::'nt ,100 thc: m,-,turitics .1I'C coterminous. Such 

trimsactions inclu(~c EurodolL-:!,' dCl)osits rr.:clCT)osit~,,:1 in other 

banks (pl:'c;Jmcnts), Euro(:loll,-,rs 5ul)'1ortinC) [lv~tch:.:::d lo('n i3groc:-

t!lCSC m.~tchcd ccltcgorL's is st,"'!~~lc even in t:~r!1:::s of voL,tilc 

int2rost r~tGs. In contr~st to tho m,tchcd 9rou~, the fixod 

r,."tc cCltcgory includes .lSS0ts i'HlC~ li"'.bil.i..tics ',"ith rClt2s th;lt 

''1re: r(~l;ltively froc from fluctu:,tion over long p2!".lods of time. 

10"n5, long.-term debt, b,lnk I::; c(l'Jit.-:;1 ,lrrJ r::scrvcs or net 

of th;csc ,lr ... : r,:;l ... :tivcly st;"!blc over timc. :\ key issue in 2ny 

groun r,;prcsr.:nts interest bc;"ring ,-'SS<.:ts nnd lLlbilities where 

i -I-" r'lt'·,~ ·'-',-vl "-0 ';:]UCJ-ll-"l, ,,/!·t'l r'on '/ r'l"'rk'·-l.. co~itl")'lC: ·=-tt'" .I J........ • ~ r L. ...,J L \.,.: I r_·· L .. _ ., t.. r _, ".L ~ j .. J . • I . _ '\. 1_ t... ~ I 1\.", _ _ . _ f. . _J J ...... 1. (~I , 

;1S fl0,ltinq r,ltc 10ems, n.;goti::bl,.,: C~rtific.lt,-,s of Deposit, 

short-term inv(;str.'1::r.ts, Eurodoll;·y cle:Dosits (unm;'tci12d) or 

sho:r-t-tcrm bor:':'oi'vin0,s. Such it;'ms .:-.:rc .... lso r::. f ~·!r:Cr.:.:cJ to ~s 

c:c'9r .... ~ of sensitivity to chf'nginrJ conditions in ':',h(; rn.'!rk0ts is 



"'~"'~""l(' 50'"",1"_ ."".rg, Ur:; th.:1'C , ..... -1 .1:';5e':: or li:~bL1.ity belon''!s to the 0;:"" 1:;IF ., • ", 

.J. .,....... 1 • -d 
c0~e90ry 11 1~ C:'n 00 rcorlCC' "Jj.thin one y:~:lr; 

ot~ers ~rgue th2~ the Tclev21rt period should be shorter. 

~sse n+; ;,lJ" +I"1P. c:'o'; CG of <1 eef initioi1 of Ifv(lri"ble~' should 
.::_ ... .1..(. 'J' '" .I.. ~ 

prob;1bly rely 011 th~ nlF'l1ning i1orizop of the b."lnk ;11"'(.1 th~ 

and uses of fill1C'ls. Profitilbi.lity of ti"1is intercst diffc!:'er:tLJl 

businGss is determiner by the ilbility of m;'1n.1qer.wnt to control 

15.17 The imbalance beh'J(~en t!1E vari.lble r'ltc a~sGts ,,00 

variAble rilte liilhilities is referred to ilS the GilD. The 

ch;,"f1(JGS in the size of the Gap 2t v.lrious monGY milrkct rate 

lovels CCln have (1 si,]nificrlnt i!'ilp~ct on the earnings perfor, 

mance. Ihis is becDuse the cos~ of funds in the G" n is 

rel.ltiveJ,y fi~(ed \Nhilc the income genert,ted by the Asset side 

vlill rise 01' f.~ll '-":i,th the J.eve.1. of monf'Y !n.'rket l'2tCS. 1\ 

perfect G2p is difficult or inpossible to ~tt2in. Howev~r, 

th(-~r2 .;!:e some w:i.dcJy r")CCt~ptcd l')rincinl(?s of G.l),) m.:n2gcment. 

(o:'~ funds) mu<;-c exceed the fixnd r.,-te .1sset5:. If this does not 

occur, .~! po-r:-tinn of fixed rClt(:; nssets V!oulcl be SIID1')orted. by 
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rtltes cf)uld c;')use narrow or n~q :~th'G 'spre,1ds on previously 

existinq fixed rtlte i nvestme nt s i:1 nd lo;-~ ns. G.1T') must be m<ln:~ged 

to exp;ind ."":i-rJ contract ~"ith rate cycle ph.:-:ses. The relAtion-

Rising r()tes Widenin';! G,'n) 

Low rl'tes N,lrrOWGst G;)P 

Th2 ;,sset ,]00 li;;bility m.ln;:.gemr:!nt s"l::,:".,.te(;y should be oriented 

tow~rds opti~isin9 Gap rel~tion5hips throu0hnut 2 complete 

cycle .. 'nrJ not rilc~xir'lisin<J ,It ,lny one plv'se. The Gr:1p size cun 

only be controlled by ch<tnges in +.he level of ei t!ier fixed r,lte 

the flr~ount of (~iff crcncc be bv()c ,1 fix;;(i r.:tc .is S()ts I'! net fixed 

rc:tc: furrls. ~:lln;'lCJ,.:m(?nt .:lction r'.l:-li:ivc to fixed r,ltc fun:~s 

(p,"'rticul:~rly deposits) is s()m~:vJl'l(lt limited ,.,nd sllbj.::ct t.o ..... 11 

control over th~-: siz;.c of th" '-:;'Hi must com2 from th2 str;-:t·:jgy 

i n'l ,; strtiL' nts. 

15.18 Th.::r.::: is no system 



any combj.nrltion of ,lpproilchcs eliminate thc n~;cessity for the 

exercise of good business judgement. The cornerstone of tl 

system for ;:n individu;~l bank is " thorough unc\erstClncling of 

its customer beht)viour, economic Clnd m,lrkct environment, rlnd 

the rcl.ltionship of its i"ssr;ts .-n"rl liabilities. Thc) obj0ctives 

of ,1SSCt tlrrl liability m,ln<lgcment must be rc"listic in rcl."ltion 

to the bClnk IS c;"1pitill b,lse ,1I'"P its t1CC(;SS to fu~ls sources of 

thc type n-..:ccL::.d to rcason;lbly ilssurc liquidity Am profit .... bility. 

A few cx,":lmplcs on the asset ilnd li"bility m,ln(lgcmcnt clre givcn 

in AnnQxurc I to this Ch;:ptcr. 

15.19 The ev,"!lu<'ltion of country risk is .., k,_y uspcct of 

int-.:rn.ltion<.ll lending. The probl2m with country risk for b ..... nkcrs 

is not simply th,lt it uxists, since the business of b."!nking 

neccss<""rily involves risk t,lking, but r,lthLr th.lt it is difficult 

to qu;:~ntify the risk , ... nd hence dc;t.:.:.rminc whether th.: level of 

risk is ncccpt: .. bl.:. to <l lender. Most of tho in:.1ictltors M1Ci 

checklists describe: conditions as thc:y were ,'" ye,Jr or two 2g0. 

Even wlKn current, they dcscrib;:; the situ,ltion only · ... s it now 

is; they do not tell how the picture will ch,'" ngc in the future. 

And predicting debt-scrv·icing dif'ficul ties is' cssentL.,lly peeking 

into the future. Nevcrthc l(>s 5 t these ind ic"tors servD as wr1'rning 

sign;:}ls th,t ;; prospectiv'e foreign borrowor ougJi-c to be ex"mined 

more closely. Thus, the l·:nc.ler h25 to decide how much information 

he needs to negotiate i1 10,ln with u prospective borrower,nne! then he 



h~s to go out ~nd get it. If the inform~tion simply is not 

°1 bl ;f ;t ;nd; c:"1tes too high ,'" risk for the expected ;>,V,l~." c, or... ... ..L ..L 

r~t~ of r~turnt th~ lo~n ~oplic~nt m~y be turned down. But 

even if the decision is m~dc to go ~hc~d with the lo~n, the 

prudent b . ..,nkcr will w,"'nt to reduce thu risk of loss. B<1nkcrs 

h,"'ve scver,llw:,yS to cut risk, They C,ln seck third-p,"'rty 

support in th(; form of 10<1n gu,:r,:nt...:cs or m" n:1gemcnt .1ssist."'nce 

for borrowers; they C.ln sh.lrc risk exposure with sever;>,l 

lenders; or, most import~nt, th~y c~n diversify their lo~n5 

,..,mong sever;>,l borrowers or ,')re."s. 

15.20 The replies to a questionnaire received from certain 

Indian banks having overseas br()nches revealed that the bC1nks 

did not have well defined systems for assessing, monitoring 

~nd reviewing of country exposure limits, The Working Group 

approci~tes that the concept of country risk involves a subst-

0ntial meaSure of judgement and that country risks arc taken 

not ~lways on pure commerci21 considerations, At the same time, 

the Working Group feels that it is import2nt to inculcate greater 

country risk consciousness :1mong Indi,ln b"nks .1nd continuously 

moritor country exposures not only b~nkwis2 but 21so for the 

Indian bnnking system as ~ whole so th0t necessary corrective 

steps m~y be taken, 

15.21 A copy of a note prep~rcd by the Committee on B("1Oking 

Regul.ltions .lncl Su!">ervisory PrClctices of the Bttnk for International 



Settlements, Bnsle, on "Mnnlgement of bnnks' intern?tion0l 

lending : country risk ,In;'1l ysis il rd country exposure me,1surement 

Clnd control" is given in Annexure II to this Ch-3pter. 

15.22 The neserve B,lnk (Exch,lnge Control Depnrtment) h."s 

adv ised, in Mi1Y 1982, the 100 ic1n b,l nks h,1v ing OVGrsei1S brtmchcs 

th2t they m;1y urdertake ,=I cilreful review, on ,1n .lnnu,ll bnsis, 

of the composition of lor.n i'1Ssets in rel.,tion to the furPs b(lse 

of each of tlwir overse·1S br,"nches in order to bring about .1 

suit"ble b"lilnce from the liquidity consider~tions in the term 

lOnns exposure ilnd thilt should the b~nk consider it nccessi"lry, 

on the bi1sis of such review, th,"'t it should ,"'rri1nge to issue 

FFlCDs or FRNs for r .... dsing finnnce .:brond, the brmk mny submit 

to the Reserve Bi1nk (lnnu~lly .: review together with its specific 

oropos.:ls. On the b''''.sis of the b,lnk's propos"ls, the Reservo 

B,"nk will consider gr,'nting ,"pprov.,l for issue of FRCDs/FRNs 

for" ccrt,"in limit over the ye,lr. The Reserve B,""Ink will, while 

gr."'nting such ,:oprovCll, ,,150 irdic, ... te the bro,"'d p"'r,'metcrs VJhich 

it considers rc.lson:~ble for such issues over th.,t ye.'1r. Coce 

the .:nnu.,l limit for issue of Fp.CDs/rnNs hvs been r>oproved by 

the Reserve 8.'"'\nk, it will not be nc.ces52ry for the b,'"'\nk to 

.""Ippro ..... ch the Reserve B.lnk ,'g.:1in .:t the time of e,'ch issue, 

except wh:::n the terms of issue "re significilntly different 



from the ones irxiic;"1tcd by the Rcsc:r.vc: B,-'nk. It will, however, 

be ncccss.lry for the b,'nk to :dvisc th-.:: Reserve B,'nk th.:. full 

dct,-'ils of the issue ,:ft(Jr e,;ch isslJe h"'s been completed. As 

reg,-'rds FRNs, such issues involve- compli:ncc with the listing 

requirements of th-.; security exch,-'ngcs "t foreign centres .-'00 

the documccnt"'tion form.-.lith.s"'rc extensive requiring the He,:d 

Offices of the b·:nks to ,~ssum0 li.-.biliti,.s to disclose full 

inform.-.tion of th-.;ir st,"'tus .:->nc:I fin-'ncc pertinent to qu,-'lifying 

for listing. It will be: thus n,~cess,'ry for the b" nk concerned 

to obt,-.in clc·:r"'ncc from thc Government of Indi."', Ministry of 

Fin'nce (Dcp-'rtmcnt of Economic Aff;~irs), New Delhi, for issue 

of FRNs, b.:;sides the .-'norov.1l of the Heserve B,-'nk. Any other 

form of term borrowings by the b."nk to support the liquidity of 

the overse,:s br~nch0s should ","lso be referre-d to the.; Reserve 

B,-'nk for ,:pprov.-.l so th,-·t it m,-'y, if need be, irdic.-.te whether 

, .... ctdi tion. .... ll y the Government of '(rxl i·; ,1 pprov ,'1 should ~ Iso be 

obt~incd by the b~nk. 

15.23 The Guiclelin-:..s for Intern'll Control ovur For~ign 

Exch.-'ngc Busin.~ss issued by the Resc:IVc 8,:nk ·:re ..... 150 ,"'pnlic,"'ble 

to Ovcrs2,'s br:-nch;;s of Incli, .... n b.:nks. The observ .... nc0 of the 

Guidclin,.s by the ovcrse,"'s br,"'nchcs h.-'s of course to be: 

eonsistcnt with the loc,"l !,JW6 "nd instructions of the mom:t.">ry 
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a~thority of the country concerned. In this regard, the Indian 

banks having uverseas branches have been advised, in circular 

DBOD.NO.IBD.382/C.469(91)-82 dated the 12th November 1982, to 

treat the Gui("~.clines as a model or base for devising suitable 

guidelines fer the overseas branches subject t. such mcdifi-

cations as may be considered necessary in the light of local 

conditions and regulations. 

Guidelines for 
Inspefj:in:sL 0tJ1-S=2£E. 

15.24 The instructions contained in circulars DBOD.No.BL. 

7242/C.2J.2-82 d-3.ted .. 1)("~1.l.St 16, 198;. and DBOD.No.IBS.260/C.212-

83 dated March 2,1983, vide paragraph 15.14 above, have been 

reiterated and amplified in circular letter D.O.No.DBOD.IBS. 

123/C.~12-84 dated F.;;).ruary 14, 1984. Broadly, the banks 

have been further advised ilS follows : 

(i) Informative and analytical reviews should be prepared 

by the banks on the working ~f .verseas branches - net only 

in the aggregate but separately fer each cperation - at 

r:c.'.lf-yearly intervals and placed before their Beard of 

Directors. (Copies thereof shculd be furnished to the l~serve 

Bank for information.) 

(ii) Only suitable officers of proven integrity and exper-

tise should be pested to foreign centres. Banks should 

establish proper screening procedures for selection of efficers 

to be pested abroad and they should be given adeauate training 



before they are entrusted the management of foreign branche5. 

It has also to be ensured that overseaS placements are not 

allowed to run beyond three years. 

(iii) At overseas centres where more than one Indian bank 

have branches, the Indian banks should set up inter-bank 

consultative forums with a view to alerting the banks to the 
l'I 

risks of assuming lFlrge commitments on a few borrower groups 

involving also multiple financing, the intention being that 

the Indian b~nks' mnnagers could have, inter alia, mutual 

exchange of views as well ~s information 0nd assessments on 

credit exposures on borrowers and borrower groups. Further, 

the executives from any of the public sector banks visiting 

such centres could prepare country assessment renorts ard make 

them Available to the other bFlnks for the common benefit of 

()1I. 

(iv) It is absolutely essential that the Head Offices ensure 

that credit operations underttlken by managers of overseas 

branches are within the agreecP parameters of delegation and 

home authorisations. The iJO£ountability of the senior 

executives at the Head Offices (Tnternational Divisions) for 

prJperly overseeing the working of overseas offices and 

ensuring their healthy functioning should be clearly established. 

(v) It is necessary that the critical comments/observations 
o 

of statutory auditors as well F1S the central banking .1uthorities 

are used as p.1rt of the bank's m,lnagement information are 
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control systems on overseas branches and corrective action 

taken promptly in this behulf nnd reported to the Boards, 

(vi) It is imperutive that effective systems of internal/ 

concurrent audits of overseas branches on a regular basis are 

established and such auditors be en."!bled to function independ­

ently and objectively with direct accountability to Head Office 

m~ nC1gement. 

(vii) It is important to enjoin upon senior executives to 

look into imDort.1nt nspects of working of the overseAS offices 

during their visits and renort systematically to the higher 

authorities for proper follow up, Further, besides usual 

re90rtiog, it will be useful if the overseas executives are 

required to specifically bring to the notice of the Chairm~n 

by telex or demi-official letter any important developments in 

the worki ng of overseas bra nches, like fraud s noticed, li("]Uid i ty 

problems, important instructions of local centra 1 banking 

authority and any large over-limits granted, with reasons· 

therefor. 

15.25 Besides the guidelines. given in the various Chapters for 

the scrutiny of foreign exchunge business and the instructions 

contained in Supplement C to the Inspection Manual, the following 

points may be examined by the Inspecting Officers during the 

course of inspection of overseas branches of Indian banks. 

(i) Whether the measures/guidelines/instructions as 



indicated in paragraphs 15.14 nnd 15.24 above, have been 

implemented/complied with by the bank; 

(ii) Whether the branch has implemented the Guidelines for 

Internal Control over Foreign Exchange Business regarding 

dealing room operations ; 

(iii) \ThethGr the branch has r~r.1itted every year-its profits 

to the Head Office in India; 

(iv) Whether the Head Office of the bank has laid down any 

specific guidelines (including dayli9ht, overnight, etc.,limits) 

for the overseas branch's exchange dealings and other foreign 

exchange operations, and if so, to what extent the branch has 

been complying with the guidelines 

(v) Whether in respect of project exports from India, the 

branch h~s granted any overdraft, letters of credit, forward 

cover, etc., f~cilities to Indian Companies (i.e., those 

registered in India) and if so, vlhether the facilities have been 

approved by the Head Office of the bank And that confirmation 

is available at the branch regarding completion of the Exchange 

Control formalities by the borrower/obligAnt company. In case 

the branch hAs granted any such focilitiGS without the Indian 

company h~ving obtained proper ExchFlnge Control approvals for 

entering into the commitments abroad, full details thereof 

should be ascertained by the Inspecting Officer and indicated 

in the inspection report. Similarly, in respect of any loan 



arrangement in the name of companies rCCJistered in Irdia such 

as shiY)~ing compcJnics, etc., the br, .... nch shoulcl be asked to 

furnish full detiJils of the Exch.l nge Control C1 ncl Head Office 

oDprovuls in sUy)Dort of the C1rrangement. Such cases may be 

sui-c.,lbly commentec1 upon in the inspection report. 

(vi) Deposit accounts of componies rp.gistered in India may 

b~ listed .Jnc.1 commented upon with reference to the Exch-1 nge 

Control ~Dprovals for maintaininCJ such accounts. 



A bank with total assets of 50 million identifies categories of 

assets arrl liilbilities "'IS shown below . .-
(Period of rising rates) 

(In million) 

Li abJJJJJ.§..§. 8..s.s_e.t~ 

Matched 10 (@ 12%) 10 (el 13%) 

Variable 10 (0 12j~) 20 (0 13%) 

Fixed 30 (0 6%) 20 (') 9%) 

TOTAL ••• • •• _50_ _ .... __ ... =~Q= 

Variable assets minus variable liabilities = Gap 

20 million 10 million = 10 million 

Another common method of measuring the Gap is through the ratio 

of rate sensitive assets to rate sensitive liabilities, that is, 

rate sensitive Assets divided by rate sensitive liabilities. 

\Thenever the ratio exceeds 1, ~ G~p exists. The larger the 

ratio, the larger the Gap. In the above examnle, the Gao is 

10 million, the amount of variable rate assets that is financed 

by fixed rate funds or the amount by which variable rate assets 

exceeds variable rate liabilities. The resulting level of 

profitability can be calculated based on the spread occurring 

between various sources and uses of furds. 



(i) 

(ii) 

(iii) 

(iv) 

(i) 

(ii) 

(iii) 

(iv) 

00' :2 ('-1 
--) 

Soread on matched assets 
.Jnd Ii lbilities 

Spreac on vari~blG nssets 
l1 nd Ii lbilities 

Soread on fixed assets and 
liabilities 

S0read on the Gap (Return 
on v0riable assets less 
cost of fixed funCs) 

10 mil.l.ion (0.01) 

In mil~ ion (0.01) 

2() milJ.ion (0.03) 

1') r.liL.ion (0,07) 

100,000 

100,000 

600,000 

700,000 
---.-- .- -_ ....... -
1,500,000 
=====:-= :::-::== 

1"..1 
/0 

1<:>1 
/0 

3el 
I~ 

'i;l~ COiT~;~ibuti()n of the GuP is 700,000. The spl'ead on the 

GilP is q\lite ·~'vour(lhl.~ sinr. r thl? ))':n!: is earning 13?S on 

v,lriable asse'~s, and 10 million of thesG are finunced through 

fixed rate fur.r ; s costing only 6~~. SUODose this analysis took 

plr.:-cG elUTing -the rising phase of the intc:rest rate cycle. Once 

rutes have peaked and begun to fall, changes will be apoarent 

in the liability categories, as shown below: 



· . f -", ... ~ (~ 

( Period of falling rates) 
(In million) 

Liabili ties Assets 

Matched 10 (~ 8%) 10 (@ 9%) 

Variable 8 ((2) 7;6) 20 ((] 8%) 

Fixed 32 (@ 6%) 20 (G 9%) 

TOTAL 50 50 
--------

Gap = VariablG r~te assets - variable rate liabilities = 12 mill~n 

The Gap h~s increased to 12 million. Changes have Also occurred 

in the soreads availAble on the three rate mix categories, The 

rate of return on variAble rate assets has dropped significantly, 

aoo so has the spread on the Gap. The resulting profit proje­

ction h~s f(lilen to 1.02 million (annually) as shown below: 

(i) 

(ii) 

(iii) 

(iv) 

(i) 

(ii) 

(iii) 

(iv) 

Spread 

Spread 

S:->read 

Spread 

?I2Ji.tap.iJJ.ty. ~D.alysi s 

(Revised) 

on mFltched rate category 

on variable rate category 

on fixed rate category 

on the Gap 

E~!_iE1fJ!-_e.? J!-\_n.h~.a.~) .. 'p~_e.-!-.a:<_ 
?r..9f~ iJ.2-. 

10 million (0.01) 100,000 

8 million (0.01) OO,Q()() 

20 million (0.03) 600,000 

12 million (0.02 ) 240,000 
.. _-.. ' -... .. . . . -. 
1.020.000 

101 
/0 

1 t;11 
/0 

2% 



The declining profitability is () result of a failure to c=1DDly 

appropriate management princinles for controlling the size of 

the Ga? Because the contribution of the GAD hos f~llen to 2% 

And was lower than the spread in the fixed rate rtsset and 

liability cat~gory (3%), action should h~ve been taken to 

~r.E is to narrow the 

Gap in times of falling rates so thAt it will be at its lowest 

leval ~hEn interest rates hit the bottom of the cycle. 

EXample 2 -........ --. ---- . -----

(i) Cl1pital 

(ii) Customer de:.>osits 

(Iii) Intcr-b<'nk 

(iv) Inter-office 

(v) FRGDs and FRNs 

(vi) other floating 
funds 

Due 
within 
one 
year 

555 

1562 

372 

99 

Over 
one 
year 
but 
less 
than 
t\.'l0 

Y:'~::~ 

2 

11 

35 

Over 
two 
years 
but 
less 
thAn 
three 
Y~:2E~ 

4 

20 

2588 48 24 
-------------- ---- ----

(in million) 

over 
three 
years 

5 

Total 

5 

557 

21 1598 

2 374 

60 115 

88 

99 

2748 
-------­_ ... _-------.-



utilisation of furPs 

(i) statut .. .ry 
i.nvestmcnts 

(ii) Fixed Assets 

(iii) Money market 
qpcrations 

(iv) Inter-office 
placements 

(v) Cash credits, 
overdrafts, 
trust 
receipts 
and bills 
di.S«ounted 

(vi) Parti.cipation 
loans 

(vii) Term Loans 

(viii) Demand Loc>ns 

(ix) others 

L"ans 
5anctioned 
but not 
disbursed 

Due 
within 
one 
year 

-.-----

2 

1047 

421 

337 

78 

168 

142 

52 

2247 

2 

330 

O\lor one ~el! two CNbrr-
yC3r but YOJrs thrae. 
less th~n but 1es$ YC<lrs :ret.;J. 
two years than-

three 
years 

-------- ------- .-- ....----

- 10 12 

- 3 3 

3 1 1051 

1 1 1 424 

10 "347 

41 16 186 321 

47 41 119 375 

1 1 6 150 

5 1 7 65 

105 63 333 2748 --

7 2.0 30 5? 
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Based on the foregoing, the bank's mismatch nosition at the 

end of a ye~~ computed as follows : 

(In million) 

Funds deployed with more than 
one yc~r's maturity 501 (105+63+333) 

APd : Term Loans sunctioned 
but not disbursed 

These were covered by 

57 ( 7+20+30 ) 

558 
--------------

(i) H2rd core'customer funds 
(25% of customer deposits) 139 

(ii) FRCDs c1 nd FRNs 11~ 

(iii) Inter-bank funds 36 

(iv) other funds including 
capital 9 

(v) St~ndby lines 
of credit 73 

372 

The mismr1tch was 558 minus 372 = 136 or 186 as pcrccntClgc of 

558 is 33.33% 



\nnexure II to Cha-:·ter 15 

CQ}IHITTEE ON BAlTKIl·JG I.EGULATIOi'~S 
AND 

SUPGLVIEORY PRACTICES 

}ia";''l.agement of banles: internatj.9nal lending ; count ry risk 

ana.lysis and country ex'')osure measurement a..'1d control 

The Basle Committee of Bai.11~ing Supervisors has recently 

reviewed how ban1-{s manage country risk in their, international 

lending business. Tl~ information has been derived from observ­
ation of the tanles I ,ractices during the ,rocess of su)ervision. 

As a result of this review ~ the COlTlinittee considers that it may 

be helpful to banl{s to set out some 8eneral considerations 

relating to country risk assessment. It is not the Committee a s 

intention to lay dovm a preferred mechod of setting about vjhat 

is generally acl\:nowledged to be a com-~)lex exercise. The 

Committee recognises that some banks have very so)histicated 

systems and that all ba.l11es need to tailor their country risk 

management systems to meet their individual circumstances and 

eX.ios-ure. The ;:>a'ger sets ouc a number of considerations which 

banks should bear in mind 'vhen establishing or reviewing their 

control systems and which auditors or su~ervisors should have 

before them in assessing ths adequacy and efficiency of those 

control systems. Its cO:1cluding section sets out the Committee' s 

vie",s on the role of su-)ervisors in mOLlitoring baal{s' manasemenL 

of tbeir country risk. This section is included so that ban1{s 

may be aware not only of the kind of r~.uestions which their 

su,erivsors are likely to ask and of the thinking behind aqy 
reQuirements ,,!bich they might set, but also of the advice or 

l,)ractical assistance which sU.icrvisors may be able to !Jrovide. 

The Committee .... lOuld welcome COID'!lents on this pa~)er I 

recognising as it does that methods of country risk assessment 

are still eVQlvin?;. Reciyients are invited to channel any 
remarks they may have through their own supervisol:Y authorities. 

Basle ~ 
Barch,1982 



!/lan2.""ement of banks' in"'.:.ernational lending : country risk 

analysis and cou!1try ex=,osure measurement and cOl1trol 

lnt roduct ion 

Lenjin~ involves a number of rislcs. In addition to risk 

related to tbe credit"lortbiness of tl1e borro~Gr, tr.ere are 

others includin~: funding risk, interest rate risk, clearing risk, 

and foreign excbange risl,:. International lending also involves 

coun~ry risk. 

rbis ,a~)er deals solely ,,:ith ebe countl''Y risk of inter­

national lendine;. It 10es not d.eal \/it11 the related rislc to 

whicb banks ma~r be ex~osed \1hen tbey lend domescically in the 

l:nm-led e that ebe borrm·rer ln1.y be ex)osed to~he risk of default 

',y a forei~n r..:ustomer ~ or to other foreign im~')ediments tbat might 

enda:1:er re!)ayment or the banks j loans. The Dresence of country 

risl{ in international lending, hm;'8ve r, does not mea!1 that inter­

nn-tional lending necessarily entails ,nore agreG<lce risl{ than 

domestic lending. 

Part I of the pe:")er deals ,dth banks' assessment of country 

risk~ Part II ",7ith the measurement of country ex~)osure 7 and 

Part III ",lith the control of banks country ex~)osure. Part IV 

sets out the Committee IS vie\,!s about the role of su)ervisors in 

monitoring banks' country ri~!\. 2.ssessme!1t systems a-'_1d their 

country ex)osure. Finally i as misunlerstandings can easily arise 

from tbe use of different terminology in relation to country risk, 

an Annex to the ,a)er contains sug:~ested definitions of certain 

terms tbai; are in fre'!.'lent use. 

I. Banks' assessment o~ countr-y risk 

Country risk is taken to refer to the possFJility that 

sOIereign borro"19rs of a p.:rtic'.ll2.I' count!~y may be uYlable or 

unvilling, and other ~)orro,,!ers uaable ~ to fulfil their foreign 

obligations for reasons beyond the USU8.1 risks "'hich arise in 

relation to all lending. A very \·ride variety of factors may 

,revent borro"iers of a ~iven COu,1try from fulfil,ing tbeir 



foreign oblir:;2.tions ~ vThich maKes country rislc a difficult 

conceIlt to define ,\-lith "1Jrecision. The risl<s range from the 

conse:-.:.uences of official actions or im!,ortant socio-!)olltical 

c11e_n~es in the borrm-ling country to largely ul1)redictable 

events sucb c.s nn:c.ural disasters or external shocles arising 

from Global :)henomena like l.'orld- depression or the conse(!uence:~ 

01' 2;1 oil ,rice rise. A ma,j or CO!il,'lication is that the same 

events .... 'il1 ::tffect bor),'m·:ers in some countries more tha:l in 

otl~ers 8.:1d atso b2.ve vclryinr; effects 0:1 different borrm;ers in 

tbe r.~.r'le country. Their impact 1:ill ~ ~noreover ~ tend to vary 
oyer time. Country ris~{ asses::;meat cannot, therefore ~ be an 

exact. science, but an art in \Ihich a signific~t degree of 

un~)r8dict ability must be acknO'.V'led:;ed. 

All banks are avare of the existence of country risk and 

of the nee:! for a sy:::tem for assessing tl1at risk as !)art of tb(! 

)rOCeSf of managing their in'c.ernational lending )ortfolio. ~{' 0: 

most major banks the starting ,oint is statistic;).l information 

available from both nat.ional and in-cernational sources. l" or 

tbe more industrialised a-ount!"1.es, banks may find domestic 

statistics more useful 8i-1ce they are often the most up-to-da~(!. 

"l}' or develo)ing countries, dat~~. produced l:;y international 

organisations such as the Il1F !IBHD tbe ~ECD and the EIS may bf! 

;nore fre",uently resorted t.o. The analyst uill of l:ourse "lish 

to look at a Hide ranze of ma.cro-economic numbers and at the 

relac,ionshi3's bet'::een them that he beli'eves are si:~nificant. 

Nany barnes o:Jerate so:')histicated mechanical scoring systems, 

,;itl1 certain risks being ",reighted numerica.lly to 9roduce count:·y 

scores or ratings. Such ~ystems ca,1 be useful, but should net 

be relied on too much SL1C8 ecol1onic ratios based on ~ast ger-
ru:ance l1Z.V(;: Qllite limited )redictive n.bil ity over tbe ,·,ide 

range of possible country ri~ks. 

Since tl1e :ee:/ question ,is lIhe c.her there l7ill be LI1~)edimei its 

to the re~"ayme!1t of external indebtedness, the size, nature anc. 

maturity patCt;rn of a country1 s current external indebtedness 

1.rc >~rticularly significant. Unfortunately, t:1ese dat a can bc: 



the ;'I'}ost difficult to establish, because of some countries' 

reluctance to undertake the collection of all necessary data 

or to reveal the true extent of their indebtedness.~ The 

analyst ,",ill nonetheless wisl1 to :project a ,ath for countries' 

external debt and to forecast their ability to service a i1d 

repa.y ~ uhich means looking at tbe outlook for official reserves 

and ocher balance-of-payments items, terms of trade, exchange 

rates, inflation, the country's record ia sec-ricing and re~aYing 

external debt and other relevant factors. 

Given the com]lexities I it is no surprise that banl.{s) 

particularly large banks ",ith rliversified portfolios, recognise 

that frjrecc.sting risks over the life of a ba;ll{' s credit ex:")osure 

entails a substantial measure of judgement. 'i'hus ~ managerial 

assessments, if ~Jossible, based O~l direct ex)erience of local 

conditions aboutj for exrunple, a 0iven country's economic 
policy stance, its possibilities for development a~ld in 

:,?articular its social and ,olltical stability, hav'J justifiably 

been given greater em9hasis in recent years by many banks in 

asseSSing their country risk. At the ~ame time, banks need to 

be careful in in .;er)reting inte'.ligei1ce received from local 

representatives or other .!Jersons \'rhos8 judgement may be 

coloured by marketing factors, in order 'chat. their analysis 

can set forth the risk without a sJ.les bias. 

Lv.r:r,er banks \,~ith gre,'3ter analytical resources and access 
to better information thro,_~gh their branch .1etworks, more 

fre\·ue~lt foreign visits and a lCLrr~er nUiJber of business and 

government contacts tend to be uet'i:,er e;.;.uiY0ed than smaller 

ban1(s to assess country risk. Smaller banks too, hm,rever, 

should h~ve a ca,)acity to mal-:e inJe;le 11dent analyses of the 

C _ 'J.nt ry risks the~r incur a:ld ",here ~ossible to ~Juild u::> 

re!)resentation or reliable contacts in countries where their 

nain eX)02Ure lies. 't!here a bank's ex)osure is in the form of 

synrUcated lending a:1d ul1ere t.he lea:-l baal\: may be knoun t.o l1ave 
• 

:::1 n t: his connection thu an~tly:~t may find helpful the i,1:mu3.l on 
St r~tis tics eO'"'91lod by Intcrnct.L)n"'.l Org 'mis ~ti0l1s 00 C~untrL~s' 
External Indebtedness (BlS ,Lasle ,I-iarch 1919). 



a firs G cIa.ss I'is~~ assessmel1t system~ such inde!)endent :..'\.:'!alysi~ 

is still needed si~lce a lead ba111~ ...,7ill n!'obably face 2. j;.fi"cre~· 

set of credit risks and may uell find a '")articular cre::,i~ 

attr::cci're for reasons vrbicl1 may not a ))ly to other )2.:, ~:i.ci:;at~~ 

ban~{s. 'J'here is ~ furthermore, no inherent guarantee tra'.:, a 

syndicated credit is less risky tban other forms of le"'·",lDr:;. 

II. $ai11:cs I measurement of country eX'1osure 

Systems for measuring couiTcry eX:,::lOsure need to b:.. 

tailored according to the size and (;o~1"11exity of a'1 ind:l7idual 

banl~ I s ini~ernatiQnal lending o:.Jer.:ltions. l'here is thu~::; 110 

single method of calcul,;:~ting ex)osure \-Thich llill be a::,~ :;:,H·ia'~.: 

for all ban.1{s. For t.:1e individual bai1k~ the objective i') to 

maintain a system com~rehensive enou~h to (~a~')ture all':':::n:'J:'ic:'1 

ex:->osure and detailed enough to !)ermit ade(~ua'ce analys':,!.:. of 

different types of risk. 

At t.he Same time) a number of genera.l proble:ns r,i.~e L1 

measuring country ex~osure ,·!hich are com:~lOn to all bar.,~s. \;!11::tt·,· 

2ver their size or llature of business. It seems sensi, ,',e for 

ban:-cs to a:!))roach these :problems in a broadly similar Y(dimer 

for three nain r8asons 

to give banks some assurance that their syste'~ of 

measurement confon,1s at le2.st to some minimurr standard 

to al1ml agsre~£ation in summary form for banlLn:~ grou., 

nationally and ~lobally for the statistical r,;c~'c:!'::;nce 

of 3.11 :?articipants in the market; 

8...T).d t~lUS to enable individual banks co assess tl1~i!' 

0\-)11 eX,'')osure in com~arison '''iich others, i l1form2.ci ::;~1 

which "Ii 11 be of value co both seilior manageme'"t r.,',d 

su~~ervisors. 

Wi'ch these bene::. its in min~ the Com~ittee .... 'Quld cor,',inend. 
.' 

to banks a framevlOrk in \'/hich ba!1lcs 1 measurement syste;i1':: 3~"0ulcl 

be set. JIbe fol'i.ovling suggestea guidelines are, of cou:"se) in 

no way inconsistent liith a more detailed analysis by in':~ividual 
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banl{s'i \OThich can build varying desrees of sophistication into 

the overall frame\"JOrk as is Cl'!:!r'o,riate to them. 

(a) Allova:lce for risk r~aJ.location 

One difficulty in measuring c,juntry ex)osure is to 

determine ,'here the final risl{ lj 'J~. l'he initial task is to 

allocate each claim according to ~he residence of the borrov:er
l 

l;ut. it is then necessary to 80l1si~l.er hm, to ta~~e into account 

addition:3.1 factors \vhieh in )ractic''] may ,:ive the lending bank 

a claim on a resid.ent of a different country. Country ex~}osure 

may arise in either case in certain circumstances and., in view 

of the number of borderline situations in this rGgard, the 

Committee recomrnends that. ba.lks I systems should be ca!lable of 

making tHO se~arate calculatioils of their country eXJosure, 

one of v.rhich is a straightforward breakdmm by country of the 

borro1:ler and the otber of vJhlCh mal-;:cs allo\lal1ce for risl{ tra:lsferl 

or various kinds. 

In the case of funds )l.:J..ced \:it.h a foreign branch of 

another bank ~ for example, ex:)osure may in ~ractice be reg::trded 

as a,)lying both in res~ect of the country in 1:!hich the branch 

is situated and also in the country of the branch I s parent. In 

orGer to talce this into account, banl{s can usefully make a dual 

calculation. rhe second calculJ.tion \lould bring into t.he countrY 

ex)osurc me::.surement credits to branches of forei/3:n banks locat.ed 

in the lending b·1.nk's olom country. 

DU:).l €x)osure me:3.SUremeilc is also i:'1 order in '~he case of 

10c.ll1s severed by legally bin:.ling guar3.ntees from a resident of 

a country other than that of t.he borrov.'er. Collateral t,bat is 

li":1..1id and availa.ble in a cOll,ltry otbel" than chat or ehe borrov'er 

may be consid3red in the same ·.1i3XWer as guarance·:,s for tl1is 

purpose. T.he d;.lal calcuL.itio;1 sLould bring intoche cO·.lntry 

exposure analysis loans to JO;.nestic b:)rro~,~ers \.,rhich are guaran­

teed b~T foreign ent.ities, and e'lually remove from the exposure 

foreiGn lcmding vihich is guarantucd by doncstic entities, a 

COl1L-on eX31llDle of \;hich ,,,rill be '::!redits Guaranteed by a bank's 
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own domestic ex~ort credit aGency. 

(b) QQl1solidation 

The best \-lay for manageml~nt to obtain a 9icture of an 

in-cernatioi.1al ba..'1k's mrcrall exposure to rorei~:n bor-m:ers 

outside the bank's own orga'lisation is by measuring country 

ex_'osure 0:1 a consolidated basis. 'i' 0 be com)18te, such conso­

lidation can usefully embrace the operations of the bank's 

brancbes, subsi:liaries and significant ~)artici2)ations. 

111ile sucb c0l1solida-cion is an essential aid to the 

manar' en18nt of the country eX:''lOsure of the overall operation, 

it remains true that banl{s' in-::;ernal transactions, vhere they 

are cross-border ~ \-Till themselves :-:ive rise to country eX;losure. 

But:; a f·: \'1011 as measuring its ex:,osure on a consolidated basis, 

a ba,nk Hill need to be auara of the ~ross country ex)osure 

arising from the funding of i-ts L1divi1ual overseas bra;1.cbes 

and subsidiaries. In the same way" a bank 'Will be wise to - . 
(;onsidc;r tbe country eX!1osure of eacb of its foreign br::tncbes 

ami sub~idiaries:; a..'1d of tile head office itself, individually, 

an.i to dralJ the a)~ro)riate conclusions. 

(c) Breakd.mm and analysis of claims by borrm"ing countr~ 

Country eXl')osure consists of all balance-~-heet assets 

(including loans, acce]tances, ~lac~ments, securities, etc.) 

Fbich re)resent claims 0~1 reside,1ts oJ: another country. A 

breakdovm by residual maturity of claim sbould also be available 

to ,rovide a comprehensive maturity profile of indebtedness. 

Additional bre~{downs may also be desirable in order to enable, 

at a detailed leve1 3 analysts and,at a more ge:leral level, 

banks' mana~:eme~1ts (and the su)ervisory autborities) to assess 

the banl{' s ex!)osure in a number of different ways. ll'or instance, 

it mi.:::bt be desirable to be able to distinguish between claims 

on sCJ"ereign borrm!ers ~ banks ~nd otlJ8rs. 

Cl;J.ims should. be recorded irres~)ectiv2 of currency. 

F or b:ml~s which c'~lnduct retail business in other countries 

through local offices, hO"Jever ~ L1tra-country loans denominated 



in the local currency will be subject to country risk in a 

somev'hat different sense since their re~ayment does not 

represent a call on the foreiGn excha..'1ge rese rves of that 

country. Such loans may usefully be identified se,arately in 

a sum::1ary eXYlosure totsl. 

Offsets of de,osits against credits may be possible~ 

but probahly Quite limited in ~Jr2.ct1c~. D-J)osits from a country 

should not ordinarily be offset ag,ainst credits to that country 

unless the banI\: has established a legal right of set-off vis-a­
vis the srune customer. Ev~n then, it should be corne in mind 

that let:al actions by third .)arties may yrevent the bank from 

enforcing its ri~ht of set-off. 

Cert ain 90tential claii'!1s tbat 10 not a)!)ear on the 

balance .sheet can also involve c:) mcry rislc and banks should 

seek to idcntify their true ex)osure i,1 this rCl:ard. li'or 

exam~lc ~ letters of credit anr1 legally binding commitments to 

lend to forei:!,n clients may ex)ose the bank in much the same 

way as a loan that has actually been drawn dovm. Banks should 

monitor all cominitments to )raviJe funds \'lhatever their ,recise 

nature may be. Such comrnitments may arise from loans "lith 

dra\·j" -dovrn according to a schedule ai1d even from market lines 

\<hose total !naV not have been advised t.o the potential borrovlCr. 

The bank should also tal{e into account <.~ny guarantees it may 

have issued in favour of oorrm!ers abroad and w"'ly "buying risk" 

it may have taken on in th:} form of acceptances or "a forfaitn 

paper. Certain ba"(ll{s also include some '.")ro Jortion of their 

f'or,;ard foreign exchange contracts in their l::lCaSurcrJcnt of 

country 2xy.)Qsure. -:'iduciar'Y o)erations ~ "lhere th8 banl~ ac GS 

only as an agent ~ :1eed not be regarded as country ex?osure;. 

although a bank should be a";·J.re t.hat o)erations of this sort 

c R.I1;. in certain circumstances 1 eA.!)ose ti1e hank. 

III • .EJ1C c0l1trol of c.ountrv ex i()SUre 

Having assessed. the nature 0" country risk for indi­

vidual countries ai1d measured tbe indiv ldual country exposures, 

a o3.nlc then needs to reach a vie\-! on the a))ropriace 1I0izhting 
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or actual limits to be applied to its individual country 

exposures. This process should take account of the size and 
nature of the bank itself, the perceived economic strength and 

stability of the borrowing country and the bank's spread of 
risk or existing portfolio diversification4 

An individual bank, even though it may engage in the 
most sophisticated and informed country risk analyses, can have 
little direct influonce on the country risks vThich may confront 
it in its international credit operations. A bank is, however, 
able to spread its risks by diversifying its country exposure 
in the same way as it tries to avoid excessive concentrations 
of risk in any of its areas of business. In recommending 

diversification, however, the Comi;'ittee recognises that many 
banks have particular expertise in a given area and it accepts 
that such expertise may justify extra concentration of risk 
in that area. Furthelwore, diversification pursued for its 
own sake may also add to rather than reduce risk. A somewhat 
similar qualification can be made in t he case of a consortium 
bank with first-class sharehclders that wish to use it as a 

vehicle to channel lending to a particular country or region. 
But in such cases the exposure of a consortium bank should be 
taken into account by its shareholders in assessing their own 
exposure and the spec~al risks attaching to such exposures 
recognised by the shareholders in the context of their overall 

commitment to that consortium banl{. 

Any system for control of country exposure should be 

based on the setting and monitoring of country exposure limits. 
All banks should haVE a system for establishing, maintaining 
and reVievTing r.ountry limits. Overall exposure limits for each 
country to \ofhich the bank extends or is considering extending 

credit should be set on prudential grounds and not on marketing 
grounds. To achiev~ the necessary objectivity, it is important 
that banks maintain a correct division of responsibility by 

separating the marketing function from the limit-setting function. 
In any case, limits Sh01lld be set in a fonnal proce ss that 
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cuminates at a very seni~ 4-erel in the bank (for example, 

\-lith the bank's directors or· "lith a senior policy committee) 

",hich enables the process to be integrated at the highes-t leve.l 
'"i th the dire ction of the bank's intc rna tional credit ope ra tions 

B3.nks should set limits on their country exposure in 

relation to degrees of perceived risk. The limits banks set 

should be related to their capital and reselves, i.e. to their 

capacity to sustain losses in their business and should apply 

both with and without risk reallocation as referred to in 

section II(a) of this paper. As onc check on its degree of 

concentrati()n, a bank ,,,ill \.,ish to rr~late its cou!1try exposure 

pattern to the total foreign indebtedness of countries and to 

the overall exposure of international banks. A help in this 

exercise is the BIS's semi-annual report on the maturity dis­

tribution of international bank lending. 

• 

In recognition of the differences in country risk that 

may be present in different types of lc~ding, it may often be 

sensible for banks to set out to (l.iversify their exposure within 

rr,ajor bl-rrowing countries by placing sub-~imits on certain types 

of CTI;dit (i.e. trade-related credits, s~lf-liquidating loans, 

project 10.1ns, co-financed loans, etc.), by type of borrm.,er 

(banks, sovereign bo'rrovlCrs, r-:tc.) or by maturity (Short-term 

and long-tem).. Also, although not directly related to 

ccuntry risk, there are single borrower limits in most countries, 

either statutory or self-imposed, and similar limits should of 

course apply to international porrowors. 

Cnce limits have been set, they should not be breached 

l.vithout going through procedural safeguards, such as referral to 

the board or the policyrnaking group "'hich originally approved 

them, even if this means abstaining from f:jaking loans which 

promise a good return or \"hich fulfil other marketing objectives. 

At the same time) limite set on prudential grounds ought not to. 
be cO:-:lsidered as targets by the marketing divisions of thf; bank. 

In practice, this may oc difficult to avoid unless lending 
officers themselves have a perception of country risk and of 
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the:Lr bank's policy in that respect. 

Bank's procedures m"~st provide for the regular n-view 

of country limits so that these may be raised or lowered in 

response to changing risks. Since essential support to the 

limit-sc:::tting process comes from the bank's country exposure 

reporting and country risk ass€ ssment systems, rc gular reviews 

must entail updates on country risk perceptions and the 

systematic comparison of exposure and limits. This will help 

banks to anticipate problems that may arise in count ric s whe re 

they have substantial ex~ sure and enable them to take a 

cautious attitude to new high-risk countries. 

Should problems arise ,,,ith existing credits, banks will 

necd to re cons ide r the nature and extent of the ir exposure, 

which might include working out new arrangements with borr-owe rs. 

Such action will always need to be considcled with due regard 
for thc~ overall circuITistances. Provisions should be made 

agninst expected losses and losses should be written off as 

appropriate. l.1bcrc an interruption of interest or principal 

paJ~cnts is due to country risk f&ctors, the borrowing country 

may apply to its creditors for a rescheduling of its debts. In 

.such case s, even vThen arrangements satisfactory to both sides 

have been ..... lOrked o~t, the bank should not 3.S sume that los ses may 

not ultimately result. Indeed, the fact of rescheduling may 

frequently be thought to indicate a deterioration of credit­

worthiness and banks should be ready to make appropriate 

prOVisions to capital against probable losses. 

IV. The role of the banking supervisor 

In the same way tha t the supervisor \'1ould not expect 

to dictate to banks what specific domestic loans should be 

granted, he docs not set out to dictate to banks decisions about 

specific international loans. Rtnk managements arc responsible 

for the risks involved in the credits that they grant, wh~thcr 

to oomestic or int8rnational customers. .At the same time, 

however, the supC:lvisor has a responsibility to review risks, 

particularly country risks, and needs, therefor\;, to ensure th;.lt 
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be:: nics havi_' aC::c qua tc rncthcds of a sse s::: ing, measuring and cen­

trolling th~ir co'~try exposure. 

In the first place, the supervisor will wish to soc 

that banks operate at lc;.':tst some form of country risk assessment 

system, that that system h:1.s sufficient resources devoted to it 

2.nd tha. tit is competently !;nn~.gcd. He should be re~dy to 

suggest improvements in b':l..nks' systems ~.,h[ re he believes that 

his ndvice Hould be of benefit. 

Secondly, the supervisor "Till take an intercst in 

b?nks' country exposure man::gLITIc1t. ~.Tot only wi] I he wish to 

sec thrlt oonlrs h8.ve systems tlY1.t caP~ut:e the. tot ..... lity of their 

country expoSl.lreS in n mannel sufficiently det:::.ilcd to permit 

2.dequntc control, but he ,.,ill 1tTish to sec adequate diversi­

ficl'. tion of each mnk' s exposure. Ho will the rc fore need to 

know ,,-bout individual country exposures and m:J..Y comElcnt on them 

in the light of the bc'lnk' s c2.J:ncity to sustain losses. One of 

the main difficulties facing the supe rvisor is to judge the 

true extent of a bank's country exposure, since large differ­

cnC2S among banks' measurement systems may make cODparisons 

difficult or impossible. Partly for this r cason, standard 

reporting for at least summary country exposure dilta has been 

introduced in several countries. Such reporting allows the 

supervisor (as Hel] as the banks themselves, "Then these rc:ports 

arc 2c::nrc ;;t:te d ,End pub] iciscd) to com,3. rc in a standO',rd way 

country ccncentration of lending and lending in relation to 

c;,,\pital. 

'Thirdly, the supervisor will be concerned to sec that 

banks usc their country risk asscssm(nts to set and maintain 

continous controls on thej.r Ol-Tn exposure. Ee may also wish to 

ensure that OOr1$s have some form of self-imposed limits on 

their exposure and that those liL1its function effectively to 

cont:.'lin and to diversify their e·xposur2. 

Fin:tJ ly, the: supc rvisor wil'; '.-Tish to s3tisfy himself 

tht=lt banks for their guidance h3.vc acc .. ss to the best possible 
m::tcro-cconomic statistics. The Committee is ,.,ell aw::-,rc of the 
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deficiencies in international debt statistics and is currently 
pressing for improvements in their consistency, coverage and 
timeliness. Ennks c~n significantly contribute to the value of 
international statistics by making their own returns as 
promptly and as ~ccur~tely ~s possible. 

March 1 82 



Coun'cry risk is t~k'");l to r3:::er to t:~<3 possi:.)i~.ity t!1~t 

soyere1gn ~)Gr~o·:·.3rs of a ;'-"lrtic'll:lr. count.ry ~·.l'-l? ~)C tU1:I~.~le or 

un·.~i)_2.i:lg, ~1!1' ('I/c:1~r ~)orrou~rs u:Y:~)le, to :':nlEil ~cl:::ir :::or~lgn 

obli~Jatio.l~ for rca SOIl,S be:·.Ton" t:l:-: usu:'ll ri 31:6 ~·~.lich ::Iri a~ in 

:':-02l::.tio~l tC" <:ill 1~ . ~i:li]. 

1': ..;:':01.'3 to '~::.:e 1;,;;'~~lO'::; '-10::';-) \}JY }.; !. "L:l~:( ~X'~l~::S in :..:lrtical~11.1 to 

eV:i~.m::·::c '::~-,e ::i 3~";: o[ a.:.l :.~.l"i:.rJr:·:1.;t 'tio;.l Ll 'i.:.~:.,') SG1.·vicLl':.I or 

COUl,"l'q;'1 Co;' :cRure is t.~1]:·::~1 'co rc::~'1J.: to ;]n in ·'ivi,':-l'.:..:l 

b:.i I ll;:I s or ~.)'..'n:!dllg]rO\l~~1 ~ <~=-: ... 'ost:r'3 i:1 i"i.:.J ·i:.o·i:.~il clcliu3 on 

~lOrrO~!Cr3 1-1 :;.J.l"·i vi/~~t1:...1 ::01. ci(jTI cOtm'i:.r-i ,:;5. i.'.ea SlU:CS o~ e:=~'o.:;ur~ 

to ,,1 lA:irticular cOt',:l'~r rl~17 t:.G~~C <:IC,:!OU;.1"C 0''": ~U'-lral1tecs or 

o'c~ler factora t:::..\t coulC. s::i:i:t, r~.:J1~ to :... "ii:~GrS!lt co~_m·i.:.l:'~: from 

country in"'q::ycednC3s i D ta:·:en to rotor, in "in inter-

n:\'cio 1<::1 con'cc:t, to tl.':: mli,l ·;:.ot;;,\l of e::"t,Grjlal ~X>T.J=O'. 'i119 by 

a :x\rt.i~u!.;."\r country frc·~;1 elll sources. 

Sovereign risk c.lrioas from 'C~1~ s~")ccial risk as~ocii:lt.ed 

·i.th a sovereign loa~l, • ·~ .. :ic::: is Cl 10:..1:.1 'co, or gu:'lr3nte~r.~ by, a 

governmsi1t ~U11c1 oane ]ovarnm::'~:1t-91.1~rant .. :,c')L~ ho;"i(":~. ':1.'he 

special oi';'ni::icance 0:: <ncl: ).c: 1.,'L1g lies in ti'ie risk that 

it .~i(j~lt :")rove im~'o;J::;ih!c 'co S3cure r~c'lrGs:; t~.'::oug:'l lC'JC~l nct.ion, 

i.c. the borrQ'lTer mi':l:'c claim bi:.-:1l1aity fr.an pl~ocess or mi';,)'lt 

not "~)ide b"!, a jUi~0cme'.lt. 
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CHAPTEF. 16 

Sl1vllJA.QY OF HECOMII~i'DAT IONS OF THE 
':JORKING G!10UP .\;\D GUIDELHJES rOO 

Ii'~3PECTI1'JG OFFICERS 
--------_______ iiIiiiAw __ ~~·....,.".~_ ......... _ 

Eecommendations 

1. The various aspects pertaining to the foreign exchange 

business of a bank are scrutinised during its financial 

inspection by DBOD. While in the case of annual appraisal 

inspection of public sector banks, the systems and procedures 

are broadly seen, no separate note on foreign exchange 

business is prepared. Thus, the annual appraisals do not 

effectively serve the purpose of scrutiny of the foreign 

exchange bus iness of auth orised dealers. Even in regard 

to financial inspections, having regard to the time-lag 

between successive inspections which is as much as five 

years in the case of public sector banks, the scrutiny. 

which is confined to only a test check of a few transactions 

in each category, as indicated in the Inspection Manual, 

cannot be c~nsidered adequate. AS regards the inspections 

:"00 scrutinies carried out by ECD, they are only selective. 

covering specific aspects and th3.t too not of all authorised 

de~lers on a regular basis. Raving regard to certain 

adverse features in respect of foreign eXChange operations 

of banks which have of l~te come to surf~ce, there is a 

need for a separate periodic~l inspection of certain ~suects m 
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foreign exchange business so th:).t the general inspection 

is not burdened with detailed examinQtion ~f these aspects 

The introduction of such 'l. system will mqke the scrutiny 

of the foreign exch:iOge ~per:).tions more incisive 3Jld 

meaningful ~nd follow-up a~t10n will ~lso be more effective. 

It is understood th3.t the Working Group under the Cha.irmanship 

of Shri V.G. Pendharkar to review the existing system 0f 

inspection by DBOD has recommended th1.t gener3.l inspections 

should be 3.nnual so thl.t there C3.n be il system- of r . .,ti-ng of 

a bank's perform~nce in each of the key ~Jeas. It h~s 

further observed in its report that th ere d.s a uead for 

,.ther types of scrutinies limited in scope and it hqs 

su,:<;gested th!-'lt short inspections may be undert1.ken, :).m')ng 

C'ther things, to ensure that the Exch~nge Control regulations 

:).nd the Reserve Ba.nk's Guidelines for 11ternab Control. over 

Foreign Exch'1.nge Business :lre complied with. This Gr~up 

endnrses the view of the Pendhgrk~r Working Gr')up 'l.nd reco­

mmends further that such portfolio inspections .f fereign 

exch'1.nge oper1.tions ')f b~nks ~ctively eng~ged in foreign 

exchange dealing oper'3.tions (presently about n. dozen) 

may be conducted once 1. year 3.nd in the c~se of other 

authorised de'llers once in two years. \rJhile 3.spects 

relating to import ~nd export fin~nce are relev1.nt for an 

assessment of the qU3.1ity of adv'1nces 'l.nd the method of 

booking f~reign exch~nge profit in regard to the scrutiny 
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of the profit 'U1d loss account -"'.nd eX2r?iin~tion of the 

profit'i.bility of the b:J.nk, other 1.spects pert"'.ining to t"'e 

org~iJ.is1.tion of De'lling Dep,="rtment j cover ~nd dealing oT)er:~tions, 

!I:':'..n""gerrent of risk3 through je'llers 'limits, fOI'wl.I'd exch'1.nge 

contr'1.cts, Non-resident (Extern"..l) '1.nd Fe:J .=\.i';counts, r'Up€8 

(Vos tr 0) "'.cc :mnts of' Exch'tngo F :JUSE' 3 ""1.n1 overse'1S c orres (l~n­

dents/He1.d Offices/br::nches, reconcili'1tion :>f Nostrc. 

b1ll.nces ~nd returns submiLted toBeD, r.',.n be covered during 

the short inspections so th'lt regul'1r inspections ~re n:>t 

burdened \oJ i th .:~ [,JI' obe into these qspec ts except to the extent 

necess:~ry to !Ittke ~n 8v'11uQtion of the effic1.cy of "interntll 

contr:>ls over the foreign exch'1.nge oper1.tions. Such short 

inspection of foreign exch'-:.ng8 bus iness c-:>.n b::: c'1rriec ~t 

jointly by DEOD ,'1nd l!.:CD. In c 1.se th is recom:ilend'l.tion is 

.... cceptad, tbe form-:ts of the br'1nch inspection note '1nd the 

consolid~ted note on the foreign exch~nge business '1S '11so 

the Annexures thereto given in the Inspection M~nu~l, will 

require to be su:l.t'lblY 'l.mended. (Ch8.pter 2- Par::tgr'1ph 2.9) 

2. The Group feels th '.t there is 1. de1.rth of experienced 

l.nCl well trL.ine~ officers '1.t "\.11 levels in DBOD '1nd FeD to 

scrut.inise the foreign exch"'.nge tr1.ns'1ctiotls of b'1nks l".nd 

oper,1.t ions of fors ign b!,;j.r~;'!b8's of lnd iQ;.'A. ba.:1~ and, thl.Te fore, 

r~ooa:;:nands that a pool of offic~rs c onvers~nt with the Exch').nge 

Control rGgul-:tions 'lnd hav ing the necf'ss1.I'Y expertise sh ')uld 

be built up to f~cilit~te the portfolio inspections. It is 
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necess~y th~t the officers (in Grade 'C' ~nd above) 

undertaking such inspections shQuld have undergone training 

(S:1.y for two months) in '1 commercial bank 8.utb01.'iseri t'J 

de').l in fore ign exch 1.nge "1.nd 't t tend€d the Cldv'lncfti fore ign 

exch1.nge course of the B3.nkers Tr'lining College qS also 

the Bourse programme conducted by th e College or authorised 

dealers (like Citibank and Grindlays Bank p.l .. c.). On a 

selective basis, officers (in Grade 'D' and abO'iTe) should 

also be sent abroad for a mJnth or so tJ study and have 

insight into the working of the ~ctiva overseas m~ney and 

fereign exchange markets. DBOD and ECD should also arrange 

for in-h ouse training program'nes for Officers (in grades 

'A' and 'B'). 'I!!ie officers so trained shQuld be rfltained 

in DBODIECD for a period of at least five years if not more 

for being deployed for the purpose for which they have 

been trained (Cbapter 2 - Paragraph 2.10). 

3.. It is observed that certain Excha.nge Control 

r8 gula ":io113 g')vern ing :BY.::].iR l~c pos its :.tre at 'lariance \.] ith thE 

relative directives issued by the f..::;crve Bank (DBOD), 

whiCh are detailed in the Annpxure to Ch', ,tar 8.. The GrQup 

reco'lmends that early ac ticm should be taken to bring about 

a un iformity between the Ex~hange Control regu lat ions 

and the d irec tives issued by the Eeserve Bnak (DBOD) so 

that the 1l1specting Officers are clear about the various 

provisions governing Non-resident (External) and FC11B accounts. 

(Ctapter 8 - Paragraph 8.7). 



4. The Group recommends that a uniform procedure for the 

ev~luation of foreign exch~nge profits and 10ss2s may 

be ev~lved by PEDAl with the approv~l of the Reserve Bank 

(Chapter '.1 ... Para-graph 11,,11) 

5. The Group considered the question whether the 

Guidelines for Internal Control over Foreign Exchange 

Bus iness issucd by the Reserve Bank (Exchange Control 

DepartmEnt) in July 1981 may be implemented, to the extent 

appr~priata, by the foreign branch~s of Indian banks. The 

Group feels that as the Guidolines are based on well-

established controls adopted by international banks, the 

Indian banks should treat the Guidelines as a model or 

base for d8vising their own intern3.1 control guidelines in 

respect of foreign branch0s, subject to local regulations 

and conditions. The Guidelines, intdr alia, require banks 

to fix day light, overnigh t, inter-bank ani cust om\:;r li"'1its 

as also individual and aggrcgat.J gap limits. The Group 

is of the v iow that in so flr as the OVLrseas branch8s are 

concerned, it llay be left to the '1lana.gGm('nt of indiviounl 

banks to fix the limits after t~king into consideration 

the local rtgulations and conditions as well as oth0r 

relevant factors. In ord~r words, th~ banks need not be 

ask(;j to furnish to the Reserve Bank details regarding 
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the limits laid down by them for their overseas branches 

because in case they are not advised about the appropriate­

ness or otherwise of the limits, the banks may take it 

that the limits have been approved by the Reserve Bank. 

In any case, considering the volatile nature of overseas 

foreign exchange markets, it may be difficult for the 

Reserve Bank to continuously monitor the limits and it 

would, therefore, be desirable that the managements of 

banks are made responsible therefor. The Inspecting 

Officers of the Reserve Bank need only verify whether 

the appropriate authori tie s in the banks have prescril::e d 

the limits and t~ business undertaken by the overseas 

branches is within the limits. These observations have 

already been conveyed by the Group to the Department of 

Banking Operations and Development and the Group is happy 

to note that DBOD has issued a circular on these lines to 

Indian banks having overseas offices - DBOD.No.IBD.382/C. 

469(91 )-82 dated the 12th November 1982. (Chapter 13 -

Paragraph 13.2) 

6. In August 1982, the Reserve Bank (DBOD) reviewed 

the policy of Indian banks in regard to personnel placement 

at foreign branches and their systems of control and 

supervision of the affairs of overseas branches and, with 

a view to streamlining and strengthening the administration 

of the overseas operations, has urged the banks to implement 



eertain guidelines in th is regard as early as possible _ 

DBOD .~ro.BL. 7242/C. 212-82 da. ted the 16th August 1982. At 

the instance of the Group that in addition t~ these 

guidelines, the banks should take action to strengthen 

their lines of communication with the overseas branches 

by establishing an effective Management Information System 

and through occasional visits by senior executives from 

Head Offices, that the discussions to be held by-the 

visiting executives should be based on pre-planned agenda 

and important issues emanating from such visits must be 

recl"l!'ded and reported to higher management, trh.t banks 

should reinforce the machinery in thelr International 

Divisions for the appraisal of credit proposals and 

scrutiny of control returns as well as for taking necessary 

follow-up action thereon, that they should formulate 

written guidelines/checklists for internal inspection/ 

audit of foreign branches, lay down written policies/ 

guidelines in regard to assets and liabilities management, 

including maturity mismatchings, and devise a mechanism t9 

monitor country exposures, and that it would be helpful 

to the foreign branches if the banks' He~d Offices issue 

policy guijelines indicating the ov8rall ::>bjectives they 

would expect the branches to ach i8v8 during a certain 

period, the Department of Banking Operations & Development 
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has advised the concerned banks to take necessary steps 

to implement these measures, as per circular DBOD.No.IBS. 

260/C.212-83 dated the 2nd Harch 1983. (Chapter 13 -

Paragraph 13 • .3) 

7. The Group also c~nsidered the question whether 

theh3 c'ould be a Local B"Jard for the overseas branches of 

Indian banks - one Local Board for the branches of each 

Indian bank if the number is significant or one common 

Local Board for the branches of all the Indian banks 

taken together in a particular country. The Gr~up is of 

the view that local advisory boards may be established 

wherever it is compulsory under the local regulations or 

justified by the operations of a branch or branches of an 

Indian bank in a particular qountry and not elsewhere. 

It is not desirable to c::mstitute one common local board 

for the branches of all the Indian banks taken together 

in a particular country because it would lead to disclosure 

of affairs of customers of one bank to another. The Group 

understands that the Reserve Bank has agreed, in prinCiple, 

to the propt"sal of th e Central Bank of Kenya that local 

adv is ory co:nmi ttees may be se t up by the Indian banks in 

Kenya, but the then G"Jvernor had observed that the Reserve 

Bank should see to it that this principle is adopted 

generally and not just with reference to the Indian banks. 

The Group feels that generally there is a danger that local 



members of the advisory boards may influence the indepel'1dent 

commercial judgement of the Indian Managers and this factor 

should also be kept in view while considering the question 

of setting up of loc~l advisory boards by the Indian banks 

at foreign centres. (Chapter 13 - Paragraph 13.4) 

8. Although it was decided in 1982 that the foreign 

branches of Indian banks should be inspected once in two 

ye ars, the ins pect ion sys tern is yet tID sj;abiJ ic#ta: i tS2 If. The 

Working Group is cf the view that the inspections should 

be carried out on an ongoing and regular basis and each 

branch sh ould be inspec ted a t least once· in three years. 

Some of the banks have more than one b~anch in a o~untry 

and it is gathered that the inspection t~ams which have rec­

ently taken up inspections in foreign countries have covered 

only some of the branches of a bank excluding its other 

branches and even its ~ain branch in that country. In 

order to have an 0 erall picture regaj.·ding the operati'ms 

of a bank in a country, it is desirable that all the 

branches including its main branch are inspected with 

reference to the same date. (Chapter 14 - Paragr~ph 14 .. 6) 
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guidelines for Inspecting Office~s 

Foreign exchange position, foreign 
currency accounts and control over 
reconciliation of Nostro balances 
(Chapter 3 - Paragraphs 3.16, 3.17 
and 3.18) 

1 • The Inspect ing Officers should familiarise themselves 

wi th the relevant Exchange Control regulations and instruc­

tions given in the Guidelines for Internal Control over 

Foreign Exchange Business issued by the F.eserve Bank and 

verify whether these have been complied with by the bank. 

Bro~dly, the regulQtions and rules to be observed by 

authorised dealers are as follows: 

(a) The basic rule governing eXChange position is that 
• authorised dealers should maintain at close of business each 

day square or near-square position in each foreign currency 

after taking into account all their purchases and sales, 

spot and forward. Haintenance of overnight open positions 

in foreign currencies should be avoided. 

(b) Authorised dealers should dev ise appropriate control 

systems to ensure that exchange po~itions in various currencies 

are maintained in accordance with the above rule. 

(c) The banks management should lay down the maxi~um 

position limits in each currency that may remain uncovered 

during the day (daylight limits) and the limits should be 
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periodically reviewed. Any temporary excesses over the 

approved dayligrrt limits should require approval of the top 

management. 

(d) Managements should keep a close watch on the dealers' 

positiQns at the close of business each day (overnight limits), 

(e) '\.uthorised dealers should ensure that at the close of 

business each day, the maturities of forward c~ntracts are 

not unreasonably mismatChed. 

( f) Nanagemen t in each bank sh ould lay down Ind iv idual Gap 

Limit (IGL) and Aggregate Gap Limit (AGL) in accordance wifu 

the Guidelines for Internal CQntrol over Foreign Exchange 

Business. 

(g) Accountmg Departm2nt should prepare a statement 

of true eXChange positions as on the last Friday of each 

month after reckoning the effect of all transactions in 

the pipeline as on that Friday and cQming to nQtice 

subsequently. 

2. The following records will generally be available 

in the Accounts Department. 

(i) Position Book, Register and/or card-sheets in each 

foreign currency, consolidated ~osition sheets and daily 

currency position reports indicating maximum eXchange position~ 

held during the day and overnight positions submitted to 

higher authorities. 
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(ii) Inter-bank spot and forward c~ntracts register 

(iii) Inter-bank liability ledger. 

(iv) Monthwise forward contracts maturity register. 

(v) Ledgers shOltJing mirror transactions in Nostro acc')unts 

[vi) ~ecords indicating analysis of forward maturities and 

Gap statements submitted to higher authorities. 

(vii) Office copies of weekly statements of positions (POS) 

submitted to EXChange Control DePartment. 

(viii) statements of Nostro accounts received from correspon­

dent bankfbr~nches ~broad. 

3. The Inspecting Officer sh::mld verify from the '\"'osition 

Book, Legister and/or other relevant records whether the bank 

has been keeping unduly large overnight open pos it ions 

(either oversold or overbought). To ascertain th is, exchange 

positions on certain selected dates may be exa~ined. Fe 

should also verify whether (a) the spot and forward c)ntracts 

concluded on each day are accounted for in eXChange position 

on the same day; (b) there are any alterations/corrections 

in the dates of c')ntracts in order to manipulate eXChange 

position so as to show it at a level different from what it 

actually is; and (c) all items in the position records of 

the day are genuine purchases and sales (i.e., there are no 

• planted' items in order to manipulate exchange position). 

It should also be verified: 



(i) Whether any limit has been fixed for transactions to 

be reported by telex/telegram by 'B' category branches (i e , 

offices and branches not maintaining indepenjent foreign 

currency accounts but having Dowers of operating on the 

accounts maintained abroad by their head/principal offices 

or any other link offices) and if so, whether such transactions 

are promptly reported for taking into exchange position and 

explanation for non-reporting of the transactions is sought 

from the concerned branches. Further, whether the records 

'l1aintained for the purpose of registering the reports from 

up-country centr~s are adequate and the reporting instructions 

to them need any modification; 

(ii) Whether the statement of daily closing positions 

(Daily Currency Fos i tion Le port), as ina ica ted in paragraph 

3.2.2. of the Guidelines for Internal C'Jntrol over 'i'oreign 

Exchange Business, is regularly submitted to the higher 

authorities at the close of business daily and the bank's 

management has ensured that the dealers do not holj a 

position which Can be considered as not being near square; 

(iii) Whether the state~ent of true currency positions as 

on the last Friday of each month after reckoning the effect 

of all transactions in the pipeline as on that Friday and 

coming to notice subsequently, as indicated in paragraph 

3.4.1 of the aforesaid Guideline3, is regularly submitted 



within a period of three weeks to the higher authorities 

indicating the steps taken/proposed to be taken for 

reducing the distortion, if any, and a copy of such 

st·atement has been furnished to the F. eserve Bank. The 

particulars reported in the last statement of true currency 

positions so prepared and submitted to the ~anagement/ 

reserve Bank maY be checked to ascertain whether they are 

correct as per the bank's records; 

(iv) Whether foreign curre~lcy notes held by the various 

offices of the bank are taken into account while computing 

exchange position; if not, the reasons therefor may be 

ascertained; 

(v) \~hether the consolidated foreign eXChange position 

sheets, as indicated in paragraph 3.1.1 of the aforesaid 

Guidelines, are regularly submitted to the higher authorities; 

(vi) 1Jhether the particulars in POS statements submitted 

to the Exchange Control Department during the last one !'Jl'Jnth 

were correctly re~orted as per the bank's records; 

(vii) 1.rJhether the bank has f:Lxed jaylight and overni~ht 

open position limits in each currency and the limits are 

periodically rev iewed In those cases where the linits have 

been exceeded, the reaSons for exceeding the limits, action 



taken by the bank and whether the excesses have been a n 9raved 

in writing by the higher authorities should be ascertained . 
The Inspecting oJfficer may give his observations on the 

excess iveness, if any, of the daylight and overnigh t pos ition 

limits in the light of the volume of the bank's business, 

VOlume of its tr~nsactions always in the pipeline, trading 

expertise available in the bank and its capital plus reserves 

position; 

(viii) ~'ibether the b.l.nk ha.s fixed individual gan limits (IGL) 

an::' aggrGgate gap limits (AGL) g,nd. they c::mform to the for'1lula 

laid dmm in the aforesaid Guidelines; if not, in what respects 

do they differ. Further, whether (a) tbe limits fixed are 

adhereJ to and if n~t, the details thereof as also ste1s 

taken by the bank to rectify the position may be indicated; 

(b) st~tements of maturities (Form Ic.6 of the Guidelines) 

are being sub~itted to higher ~uthorities~·eserve Bank and 

if so, a.t what interval. Particulars re~orted in a few 

statenents may be checkr'd to s·:~e whether they are correct 

as per the bank's records; 

(ix) The need for maint;:.tining the various foreign curr?ncy 

aCC QLln ts by the bank ~ay be eXa (lined; 

(x) vlhether bs.lances held abroad are cO i 1mensurate with 

the needs of the bank to meet its immediate cO'ilmitnents; 
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(x i) 'vJhether any large balance has be8n held in an 

inoperative account for a long per iod and if so, the reaS::H'!S 

therefor may be ascertained; 

(xii) The ct.l'I'::~ge-'lents, if any, made by the bank for 

automatic transfer of f:.nds, as per l\.D. (G.P. Series) 

circular No.62 ~f 1978, in order to secure the benefit jf 

interest .)n .)vernic;ht idle f\..lnds, may be looked int~; 

(xiii) ~~hether thE: bank is lend-ing in foreign currencies tJ 

it s overseas branche 5/corres p )nden ts or inves t ing funjs ;:lhroaQ 

in treasury bills, call, fixed de~)osits, etc., without T"BI' s 

pr ior approval; 

(xiv) \of'hether there are overdrawn balances of 't.20 lakhs 

and above for continu~us ?eri0d ~f nore than 5 days and if 

so, the details thereof :nay be g.iven indicating Irlhether the 

matter has been reported to the Reserve Bank for post-facto 

a9proval as required in terms of paragra~)h 14 of Cha~ter 8 

of the E .!Ccl: 3.nge Con tro 1 ~lanual; 

(xv) Whether the bank has maintained an acc ount with a 

bank in]. cQuntry other than the c~:)Untry of the curreney 

c~ncerned and if so, when the acc~unt \lJas opened and Hhether 

the Fesetve Bank's prior approval has be 3n obt3.ined for 

opening the account, as required as per paragraph 5(ii) of 

Chapter 4 of the Exchange C-:mtrol Hat1ual; 



(xvi) ldhether there is an accunulation Jf foreign currency 

notes in branches and the systen for the disposal of the n-:>tes 

needs improvement to sh Jrten the time-lag for rea lis ing the 

value thereof; 

(xvii) Whether the bank has introduced special weekly 

report in order to obtain information In the value of currency­

wise accu~ulations of foreign currency notes at various 

branches and taken steps t:>wards their ;")ro ilpt dis'l')osal 

(Paragraph 3.4.2 of the Guide lines); 

(xviii) ~/~hether the bank has been submitting BAL statements 

promptlY and regularly to the f eserve Bank and the particulars 

re ported in the last BAL statement furnished to the Feserve 

Bank are correct as per the bank's records (Paragraph F 2 of 

Chapter 31 of the :EXChange t;ontrol Manual); 

(xix) Whether the reconciliation work in the bank is being 

attended to by a separate Department/3ection (in larger banks) 

headed by an officer of sufficient rank; in case of smaller 

banks, whether the work has been entrusted to the Accounting 

Department under the charge or a separate official; 

(xx) The procedure/policy followed by the bank for 

posting/rotat1::m of staff in t\lle Peconciliation Department 

may be lOJked into and it may be asce:'t"~ ined Whether 

considerations of kn0wledge and experience of the foreign 

eXChange department are taken into account while posting the 

staff; 

(xxi) Whether the officials attached to the r~econciliation 



Department have been entrusted with the operation of Nostro 

accounts (Leo', signing drafts or issuing TIs, etc.) or passing 

of entries in mirror accounts; 

(xxii) Whether statements of accounts are received at least 

once in a month ani the r ec 'Jncil ia tion De partment is (a) 

wa tch l.ng receipt of the s ta te:ren ts and (b) ens ur ing th .3.t the re 

are no alterations~ e~asures, etc., which are unauthenticated 

or unverified in the foreign bank statements and mirror accounts, 

before the work of reconciliation is taken up; 

(xxiii) 'vJhether the reconciliation work is undertaken 

expeditiously and is up-to-date; 

(xxiv) Whether half-yearly state~ents of unreconciled items 

( c. f. paragraph A.14 of C ha pter 31 of the Exchange C 'Jntrol 

Hanual) have been forlt/arded to the Leserve Bank promptly and 

the particulars reported therein are in accordance with the 

bank's records; 

( xxv) vJhe ther the unrec onc iled items are promptly and 

effectively followed up; 

(xxvi) Whether any unreconciled items, other than th6'se 

indic..,.ted in paragraph 6.3 of the Guidelines, have been 

written off without prior approval of the Reserve Bank. I~ 

so, the details thereof st,.ould be given; 

(xxvii) vJhether the T ec:::>nc iliation D2p3.rt-nent is submitting 

a report once a m~nth to the higher authorities indicating 

the progress made in reconciliation of N·.:>stro account halances 

and the special features, such as large unreconciled items, 

age-wise grou9in~ of items, etc., and if so, what action has 

been taken on such reports by the bank's M3.nagement; 
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(xxv iii) Vlhether there are any ins tances of (a) set-off of 

debit and credit ite~s; and (b) entries in rupee columns of 

mirror accounts without corresp~nding foreign currency amounts. 

If so, these should be thoroughly checked; 

(xxix) Whether any frauds have been detected through the 

reconciliation process and if so, these should be looked into 

in detail. 

Rates of Exchange 
(Chapter 4 - Paragraph 4.39) 

4. The Inspecting Officer should verify, by sample checking, 

whether the rates of exchange quoted by the bank are 

in accordance with the Exchange Control regulations and 

the :ules of the Foreign Exchange Dealers' 4.ssoc1ation of 

India. He should bear in mind the Exchange Control regulations 

given in paragraphs 4.34 to 4.38 of Chapter 4 and verify, 

by test check, whether the rates quoted by the bank 

to its constituents and overseas brancheslHead Offices/ 

correspondents are in accordance with the regulat.ions as 

also whether any preferences have be3n S!'"IOWr. in this 

regard. In Case any special rates of exchange have been 

quoted by the bank, the Ins::>ecting Officer should ascertain 

Whether a proper record of the reasons ther2for is maint­

ained as als 0 whether the approval of Lhe appropriate 

authority in the bank has been obtained. He may also 

examine whether the reasons which weighed with the bank 

can be regarded as genuine foreign eXChange considerations. 



5. During the financial inspection of a bank, the Reserve 

Bank, as the supervisory authority, is basically concerned with 

the quality of credit a~prnisal and effectiveness of the super­

vision exercised by the b'ank over export finance extended by it, 

as part of the assessment of the bank's advances portfolio. 

Apart from these general considerations, the special aspects 

regarding financing of exports are as follows 

(i) The export finance is granted at the concessive rates 

of interest prescribed by the Reserve Bank and it is, therefore, 

necessary that <1 close w~tch should be kept by the bank on the 

end-use of the finance and on the tim~ly fulfilment of export 

orders besides ensuring that neither the .1mount nor the period 

of export finance exceeds the actual requirement in each case. 

(ii) All possible efforts should be made towards prompt 

repatriation of exoort proceeds within the prescribed period 

and in accordance vlith the permitted methods. 

(iii) The regulations governing export of goods and services 

given in Ch.:1pter II of the Exchange Control f-1ianual should be 

strictly complied with. 

6. The Inspecting Officer should bei'lr in mind the aforesaid 

general considerlJtions Find special aspects regarding fincmcing 

of exports and, particularly rluring branch inspections, should 

corry out a test check of selected transactions in order 



to verify : 

(i) Whether packing credits have been grnnted, nC?gotic"'ltion 

of exoort bills has been done and 0dvonccs against bills sent 

for collection have been allowed ulY\er proper snnction of the 

~pproprinte ~uthority or is within the discrGtion~ry powers 

vested in the Manager nnd, in the lc1tt(~r case:, whether the 

facilities helVe been C)iv,..:n to descrving Pf"lrtic5 only 

(ii) Whether, while g:i:'il nting pre-shipment cred it f .lcili tics, 

the usual safeguards, such f"lS lodgment of irrevocable export 

letters of credit and/or firm export orders by exporters, 

competence clnd cAp~city of the exporter to execute the orders 

within the stipuleted d~livory schedules, fin1ncial viability 

of the export dCnls, and rcl:"!ting nmounts and periods of 

p;,cldng credit advances to cxpo~ct turnovor C1rd ~ctui1l rcquire-

ments, h~vc bC0n observed ~s also whether ~ watch is kept over 

the coo-usc of pre-shipment finance ilro pucking credits fire 

liquidated by negotiation of rel~tive export bills within ~ 

rensonablc time ; 

(iii) Wth:thcr bills ncgoti<Jtcd hilve g(:ncrCJll y b.:.cn urder 

letters of crodit cstilblishcd by apnrovcd b~nks or rlg~inst fir~ 

orders from creditworthy p~rtics flbroad; 

(iv) Whcthc-r there is il proper procedure for thorough 

scrutiny of the bills rec,-,iv,xl for ncgotL"!tion; in the c;!se 

of bills ncgotii"ted urr:!,:r h.:tt:.:rs of cruQit, th(; instructions 

of the b;:lnks op\: ning th,j Ie. ttcrs of credit have b\;c n compli;;d 
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with; wh~rc bills hove b ~cn c1rawn on th.: b,lsis of firm orders, 

the documc:nts hr~Vc. b~,_n dr,'wn in ,"'ccord,:ncc with the torms of 

the r~l~tivo ordor; 

(v) Wh:;th.Jr bills, including thos:.: which h.:v<J bee n n'~go­

tL1tc:d r""!g,'"Iinst indemnity or under reserve (on r1Ccount of the 

doc1Jments not being entirely in conf(\rmity vdth the terms of 

the r~l~tivo lett2rs of credit), h~ve been rc~lis.:d without 

undue dcl"'lY (the Insp,;cting Officer should s(ltisfy himself 

th()t ncgotL'1tion .:19tlinst in:icmnity/undcr r~s~rve h,"'s b:_cn c""!llowcd 

to descrvin<] p,~rtL_s only; he: should 21so go through the pilrti-

cuLlrs of billS, if .1ny, rcmr'"lining un't:"~c"'liscd b(~yond the 

pr:2scrib,.:d period - includill<J those held in 'P,lst Due ,:nd 

Dishonourud Bills' .1ccount - 0nd ilscert(lin the r~~sons for 

delr1Y in r2r1lis;:tion ,15 cllso wh..:thcr the position of ov..:rdue 

bills is revicw .. d pcriodic .... lly ..... rrl clDpropri. .... tc stops tclkcn for 

their rc.c-.lis,ltion; he should further verify wheth;:r overdue 

interest h.1s been collected \\Iherever necess"ry); 

(vi) Whether C'DproprL~te exoort risks cover h.1s been 

obt, .... ined from the Exoort Credit ,,.,nd GUr~r;'lntee Corpor.""!tion Ltd., 

..... 00 if not, the re.1sons therefor m'"ly be :'scert, .... ined; 

(vii) 1ihether the Reserve B,""!nk's directives rel .... ting to the 

rcltes of interest to be ch,"'rged on export finlnce ::rrl stioul.1-

tions reg?rding eligibility of p,~cking credits ,""!nd export bills 

for interest subsidy, ... nd refin.~nce from the Reserve B;"1nk, h,lve 

been complied with; 
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(viii) ~:Jhcti1er there is ;, s ..... tisf,'ctory procedure for collec-

tion Inc! record :i.llq of uP-to-c1.-:1te creel it inform.:tion on the 

p.-.rties; 

(i:~) TJhnther the Export Bills Reg isters· h;"ve seTJ .... r,lte 

columns for reco:rding (,"l) the d .... te on which the period prescri­

bed for re~lis~tion of ~n export bill will expire (b) the 

d "tes on which copies of G?./PP forms h;-ve been submitted to the 

Reserve !3l'nk '00 (c) the ,"'mount of com'71ission , .... nd/or discount 

d ecl. .... rcd b~' ex~o:;:'ters on GR/PP f orms .~nd .1cceptecl by Customs; 

(x) ~v1lether the b;,nk is m,:-int"inin'l (.,) speci,"'l register 

to kc-!p.p " wltch on the re,"'lis,ltion of the umr;wm b:'1LlnCeS, if 

i"t ny, vii thin the prescribed period N1Cl (b) specL'l register for 

recording full det.~ils of exnorts on consignment b.:sis iroic,lting 

lll1C~r .... sep;··r.lte column, tho (l.:te on which tile neriod prescribed 

far re~lis ... tion of the export proceeds expires; 

(xi) "]hether i'~ny bi.lls discounted by the b.",:nk h, .... ve been 

rediscounted by it \'/ith its overse,'s br.:nchcs/He~d Office/ 

correspon·'er.t~~; if ~o, the! m-.tter m-:y be looked into in det"il 

's b~nks ~re not permitted to re~iscount or ~v~il themselves of 

by them. 

7. As irdic,"lted in !J.:r"lgr lph 5 ~bovc, the Reserve B,'nk, ,"'IS 

the supervisory ,"uthority, is b .... sic."lly concerned with the 
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qu."'lity of credit ."1 rmr,::is:l tmd ~ffectiveness of the supervision 

exercised by "lohe blnk over imnort fin"'nce extended by it, .""IS 

p;->rt of the ,"'ssessment of the b,:nk's ,"'dv"'ncGs portfolio. Be'"'ring 

this in mind, the InspectiTl:) Officer should test check selected 

trlns"'ctions, which should incluc'e some i terns of remi tt,""I nces 

of R.,.50,CX)() '"'ncl '"'bove effected by the b·"' nk , ... g ..... inst import 

licences/O.G.L., in order to verify: 

(i) ~fuether letters of credit limits ~r~ s~nctioncd by the 

b,lnk , .... fter t.::kin9 into consider .... tion .:11 the relev·lnt f."'ctors 

including m,-~rket'"'bility .'"'rrj price st"'bility of goods to be 

imported ~s ""'Iso '"' critic~l ~~pr~is~l of the ~bility of 

im~ortQrs to retire bills from their own resources or of the 

:c1ec~u-'ncy of .... r.r'"'ngements rn.~c!e by them to r;'1ise necess"'ry 

resources in time; 

(ii) Whether letters of credit h,"'ve beGn opened unc.1cr 

proper s~nction of the ~DDropri ... tc! higher ~uthorities or within 

t.l'2- d j.sc:!:,0.tii~!1"'ry DO':.'crs of the ~.1"'n'"'gcr, ... nd where letters of 

credit h-·v.:? h(;(~n OpCn2c.4 urder the di~crC!tion,'"'ry pOl'lcrs o'E the· 

M .... n'gcr, whether tiL: f"'cility h"'s br;cn , ... llowc·d to descrving 

(iii) Whether the b"'nk rn"'in-c."'ins credit r~~ports on ovC"!rse:s 

s uppli~rs i ,') '>'!hose: f"'vour ir;lPort letters of cred it ·'"'ro est ·'"'b11.-

shed; 

(iv) 1f/hcth2r the: !:xch .... ngc Control rrJquireme nts th ..... t letters 

of crad it should be ope nc!d by" uthor is~d d ,) .... lers only on beh"'l f 



.... , 7-'- -. .•.... .. ; 
'" '--' 

of thl:ir own customers , .. !ho m,:int."'i.n .... ccolJnts with them ..... ro ..... re 

known to be p ... rticip .... ting in the tr ..... de, tlvt credits should be 

est."~bUshed only .""fter verific ... -t,j.on of the Exch.:nge Control 

conies of import licences (except in c'"!ses where imports :'lre 

urder v-did D.G. L.) · .... s ,.,150 docur.Jent.1ry evidence to the effQct 

th~t firm orders for the goods to be imported h~ve been pl~ced 

., nd ,""cce:.>t8d, ."'rd .~fter m."'kin<] ero orscmc nts on imoort 1 icc nces 

;'It the time of opening letters of credit, th:'lt the d."'tc of 

expiry of the credit should not be l~ter th .... n 75 d~ys nfter the 

fin .... l c!'"!te for shipment permitted under the reL--tive (specific) 

import licence, th.""t lctt(!rs of credit should not be opened 

during the Qr;"ce period of 60 d . .,ys for ef.fecting shipments 

.~llow(;d by IIC ..... uthoTitics .... nd th::t in c.""ses wherC' letters of 

credit h~vc beon opened on F.O.D. terms, suit~ble provision 

should b:) m.-,dc to coval' freight ..... r'P insur· .... ncc ch"'rges, h,lve 

been complied with; 

(v) ~'lhethcr in the e~se of letter of crQdit with provision 

fer deferred p ... yr:1Cnt f .... cility, the constituent h"'s been remitting 

inst'1lments .... ccording to the terms of the credit ·."'nd is in 0"1 

Dosition to meet future: commitMents, .... 5 '-'nd when they ..... ccrue; 

(vi) \·i/hcth,-..:r the b":ik h:s imDlcmcntcd tho suggc::stions of 

FE:JAI (:n ..... de , .... t th:) inst ..... ncQ of the Reserve B,"'nk) th .... t letters of 

cr:.:.;dit should stir:>ul.,tcl th'"!t shipments should be m,"'dc only by 

Conference vcssnls which ·"'re on the Lloyds ''''1)!,)l'ovcd list , .... n:I 

which ..... re sc ..... -worthy, th ..... t letters of crc:c!it should c·'"!ll for ..... 



certific;~te of inspection by .... w.::ll-known Intern .... tion."'l Inspcc_ 

t.ion .\g.::ncy, th ... t in c .... se of l .... rgo v:luc imnort contr .... cts, b .... nks 

should obt~in credit reports on the sunplicrs before issuing 

lette~s of credit, th~t letters of credit should c~ll for ~ 

ccrtific:tc of origin from .... n independent third p"'rty like ,"'I 

Ch ..... mb·.::r of Comr:'lcrcc: ..... rrl th--t b--nks should sec whether, t ..... king 

into~ccount the volume of consuiTIPtion/dem"'nd in IndL~ for tho 

goods ordered, the im'Jort contr ...... ct on the b ..... sis of which lette:rs 

of credit , .... re issued, w· .... s re ..... son .... blc; the underlying intention 

in the l"'st suggestion being th- t b .... nks should discour .... ge 

spccul ... tion in commodities eith~:r on the b .... sis of ·:rtifici.'"'l 

sc"'rcity or on th.; b"'sis of expect,'"'tions of ch .... nges in the 

Import Policy; 

(vii) \'Jhcthcr th(:rc is ,"'ny inc1ic ... tion th ... t importers h--v'J 

ent·.::rcd into contr"'cts with ovcrso:s sunplL:rs .... rr:J/or b· .... ck­

d~t~d th~ contr~cts or the rcl~tivc l~tt~rs of credit in ord0T 

to circumvent restrictions im\')os,~d by tho Import PoU.cy (imposing 

.... b"'n on or c .... n ..... lis·:tion of iJTl~ort of th ..... commodity involved). 

If so, the m"ttor should be look,:.:d into in d·.:t''''il by the 

~nsp:cting Offic.::r; 

(viii) Wh.;.th~,r c1iscrcp,"'nci;~s, if .... ny, in docum,.nts in rel .... tion 

to th::. t.:..rms ..... nd conditions of the: le:ttcrs of credit ,"'ro promptly 

t"'kcn up with th,_ foreign br"'nch/corr(:soorrl~.::nt; whcth·~r in C:~5e, 

due to such discrcp ... ncics, th:: for\.;ign br .... nch/corr~sporYlcnt h,s 

n·~goti "\t:~d th,~ bill ...... g;,dnst ind;:mnity or unckr rcs.::rv.!, the 



, ... ccept,:nc0/p""ym~nt of the bill h1s bCl:n promptly , .... dvised to the 

foreign br,"'nch/corre;sporoent ,"'nd in th..: (:vcnt of dishonour of 

such .... bill, notice of dishonour h."'s b':"..:.n promptly sent to the 

foreign br .... nch/corrt..:spondent by c .... ble!tL:lc:x, d~m."".rrling refurrl 

of th, ..... mount, if ,"'ny, obt:ined by it in reimbursement, ·"'S 

required; 

(ix) Whether ( . ..,) us,"'nce bills ."'re . ..,dequ, .... t-.:ly st"mpe:d on their 

receipt by the b."'nk (b) due d,..,tos ""re correctly ..... rrived ,:t ..... rrl 

recorded in .... di,""ry m,""int''''inl.;d for the purpose ,""00 (c) , .... ccept ..... nce 

is properly recorded on the bill , .... rrl there is ..... proceduru of 

vcrific, .... tion of the :"'cceptor's s1gn . ..,ture (the Inspecting Officer 

should check this by seLecting ..... few bills ,"'t r· .... ndom); 

(x) Whether in c,""se of non-p ... yment of document ..... ry bills, 

prompt steps ~re t~ken to protect the goods covered by the bills 

(bills not retired even .:ftcr the ."'rriv, .... l of the c,:rryin;J vessels 

should rc~ceivo specie .... l scrutiny ,..,nd the re."'sons therefor 

',:sccrtC'ined) : 

(xi) Wh;;th:~r in c· .... scs where import lo.~ n/trust receipt 

f"'ciliti2s h."'vc bc.:n gr ..... ntcd, the ..... dv.:nccs h,""ve bucn . ..,llowed 

only for .'" rc"'son ... blc period .... nd s."nction of' th.:..; · ... opropri .... t.: 

,"'uthority h;'\s been obt,"'in,::d, where nccess,""ry; 

(xii) Whether the guidelines issu...:d by FEDAI reg,"'rding the 

,"'ccounting procedure in r,)spcct of import bills received under 

12ttcrs of credit h~vc been follow~d by the b~nk; 
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(xiii) Whether interest , .... nd other ch .... rges, vfhere neccss, .... ry, 

.... re collected from the dr, .... wees ,-.t the time of re-.lis...,tion of 

the bills in ,"ccord·-'nce with the directives issued by the 

Reserve B-'nk .-'nd the rules of FEDAI; 

(xiv) Whether the Foreign P,-'rcel Register is m:int.:ined for 

foreign inw-'rd bills ."'00 p,"rcels, the p ..... rticul.-.rs of p::rcels/ 

bills .... r.e properly recorded therein, ,-'nd necess, .... ry s.~fegu,-.rds 

for the custody of bills , .. rrl p""rcels ,"re observed: 

(xv) Whether the v,lrious form·-'lities rel.:tin] to iml)ort 

tr;>ns,:ctions prescribed in Ch."pter 13 of the Exch-.nge Control 

M,"'nu-'l such ·"S (. .. ) subm-".ssion of the Exch,"nge Control copy of 

the import licence to the Reserve B~nk ~fter its utilis~tion to 

the m,"ximum extent (b) p~yment for imports in the prescribed/ 

. ...,pproved cur:r.:'ency ,-.nd in ."ccord,"nce with permitted methods 

(c.) obt-'ining prior ,:Dprov,ll of' the Reserve B,-'.nk for remi tt,-'nce 

of proceeds of bills rel:'ting to imports urrler 'c,-'sh I imDort 

licences where remi tt,"nce h."'s been del-'yed beyond the prescribed 

period, viz., six months from the llst d . ...,te for shipment 

:->uthorised ulXler the import licence (including gr,"'ce period) or 

under the O.G. L., i-'S the c· ..... se m ...... y be (d) obt: .... ining ,-.rprov ...... l of 

the Reserve S""nk for opening letters of credit ...... g ... inst import 

licences on 'deferred p .... yment' b.;sis or for furnishing 

gu"r,"'ntees in the c.-'se of such imports to cover due p ..... yment of 

inst "lments by the importers (e) m,"'rking off the , .... mount of 

freight on the reL,tive import licence before issuing to the 



consignee ~ certific~te (in the prescribed form) in supoort of 

, .... >")plic, .... tion for p .... yment of freight in rupees in c:~ses where 

goods "'re shiYJped to Trdi· ... (other th,"'n under O.G. L.) on 'freight 

p~y~ble ~t destin ... tion' b~sis, etc., h~ve been complied with 

by the b .... nk; 

(xvi) ~1hether p,"'yments in retirement of import bills ,"'re 

received by the b'" nk, irrespective of ;'mount, by debit to the 

,"'ccount of the importer or by me"'ns of .: crossed cheque dr:1wn 

by him on his other b~nkers: 

(xv ii) \Vhether in the c· .... se of imoort by post p ..... rcel, the 

prec ..... utions envis 'ged under the Exch ..... nge Control regul ..... tions 

h .... ve been observed: 

(xviii) Whether in the c"'se of imports under foreiC)n lo ... ns/ 

credits, the terms :nd conditions of the relev-'nt Public 

Notice issued by the Import Tr .... de Control h "'ve been complied 

with ~nd the prescribed documents ~s required h~ve been duly 

obt .... ined ;~nd forw:rded to the concerned ,"'uthori ties prom!1t1y. 
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Fcrward Exchange Contracts 
(Chapter 7 - Paragraph 7.44) 

8. ',,",hile examining forward exchange contracts entered 

into by the bank, the fallmJing points should be seen by 

the Inspecting Officer. 

(i) The Ins pec ting Officer should ascerta in whether 

the gu idelines given in paragraphs 3.2.3 and 3.2.4 of the 

Gu ioe line s for Internal C antrol over Fore ign Exchange 

Business issued by the r .. eS8rve Bank, regarding setting up 

and monitoring of limits for forward c~ntracts for its 

larger customers and ind ividual banks, both overseas banks 

as well as authorised dealers in India, have been im~lemented 

by the bank; 

(ii) It may be seen whether before entering into 

forward contracts with merchants, the bank has verified 

that there is adequate documentary evidence in respect of 

the relevant transaction of the constituent and a record 

h as bee:} ke pt of such ev ide nce wh ich sb ows that the exchange 

risk covered has been in respect of genuine trade transactions 

and the method of remittance is a permitted one. It may 

be verified whether in Cases where forward purchase contracts 

were booked against letters of credit, the requisite 

declaration of the exporter as required in paragraph 7A.2 

of the Exchange Control Hanual had been obtained ; 
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(iii) "Jhere in any case, the forward purchas contract 

had been booked on the strength of cable/telex message, it 

should be verified whether the original signed contract has 

been subnitted to the bank within a period of one month 

from the date of booking of the contract; 

( iv) A few Cases of forvJard purchase and sale contrac ts 

may be verified with the available Case papers to sec 

whether they have been booked in conformity with the 

Exchange Control regulations; 

(v) The Inspecting Officer should ascertain whether 

the bank has ensured that the period of delivery (as extended 

from time to time) is such that the last date of delivery 

does not fall beyond 6 months (3 months in case of Afghanisthan 

and Pakistan) from the actual date of shipment or expected 

date of shipment or beyond the extended peri00 a~proved by 

the Leserve Bank; 

(vi) It should be verified whether the bank has a 

satis.factory procedure/system for watching the delivery 

dates of forvJard contracts and ensuring that the contracts 

are taken up/extended. by the due dates. It may be noted 

that authorised dealers are perllitte.d to cancel outstanding 

contracts unilaterally, i.e., even if the application in 

Form FCC 2 has not been completed by the customer, after 

giving due notice to their customers, at the ex~iry of two 

months from the last date of delivery of the contracts, if 



they are satisfied that the contracts will not be perfor'lled 

by the customers. In the Case of overdue contracts, the 

conments of the authorised dealer should be ')btained as to 

why they have remained outstand ing. Opportunities for 

speculation in the exchange rate can be provided to 

custoroors if contracts are not cancelled as quickly as 

possible; 

(vii) It should be verified Whether the bank has 

inbuilt procedures to ensure at the time of purchasing 

foreign currency proceeds of exports from their customers 

or purchas ing the ir export bills, that a forward c ::>0 tract 

has not been fixed already in respect of the underlying 

export order and is outstand ing against which the Durchases 

are to be ad~usted. Any Cases coming to notice where ~uch 

purchases have been treated as ready purchases when the 

forward contracts were oLltstanding, should be properly 

enquired into as such shortcomings in procedure can provide 

opportunities for speculation in the eXChange rate; 

(viii) vJhere forward contracts have been booked after 

export bills were sent on collection basis, it should be 

verified wrether the bank takes Care and ensures that the 

proceads of such bills when realised are adjusted against 

the c~ntracts and arG not treated as fresh (i.e ready) 

purchases. The aim should be to see vJhether proper 
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co~rdination exists betwe2n the department handling forwarc 

contracts and that handling documents for negotiation! 

purchase!c ollec t ion; 

(ix) If the bank had booked any contracts against 

bills sent for collection after they were sent for collection 

in terms of the relaxation permitted in AD (GP series) 

Circular No.55 of 1979, it Should be verified whether the 

conditions laid down therein have been fulfilled; 

(x) It may be verified whether the bank had any 

cases where the forward contracts had be;';;n booked with it 

by the exporter and the letters of credit opened subsequently 

we~e restricted for negotiation through another authorised 

dealer and if so, whether the bank arranged to obtain a 

foreign currency draft against negotiation of documents 

from the othar authorised j~aler for settlement of the 

forward contract; 

(xi) It should be vorifi2d 1t1hether the bank is allowing 

exporters to substitute contracts, i.e., deliver proccGds 

of an export contract oth.:;r than the one against which 

the forward contract was bo~ked, without prior permission 

of the reserve Bank; 

(xii) The bank's cover operations in inter-banl~ and 

overseas ~arkets should be verified to see whether there 

is any speculative tendency in fixing forward contracts; 



(xiii) It should be checked that wherev8r unutilised 

portions of Cance lIed con trac ts were more than U.S. I.: 500 or 

its equivalent, they have been reported to the reserve 

Bank promptly; 

(xiv) It sh ould be ver ified, by a test check, whe th er 

tho charges prescribed under RmAI rules l1sve be.:m recovered 

from customers while accepting or giv ing early deliveries, 

granting extensions and/or c~ncelling forward exchange 

contracts as th~re is SCOpe for leakage of the bank's 

inc orne. 

Non-resid"mt (External) T.upce accounts and 

Foreign Curr,mcy O'Jon-resij[;nt) accounts 

C~haptQr 8 - Paragraphs 8.5 and 8.6) 

9. Since the balances held in Non-resident (External) 

and FCNE accounts arc ropatriablo by authorised dealers 

at the requost of the account holoers, without obtaining nrior 

approval of tho Ecserve Bank, and also those funds arc eligible 

for inVestment in various schQmcs, including scherros with 

ra patr iat ion benefits, much respons ibility is dl'v olved ')n 

InsPQcting OfficGrs to Qnsure that th...l operations allowed by 

au th oris0j d(.;a12rs in thG s<..: acc ')unts art:) str ictly in a('~ ')rl anc.::: 

with the provisions of Exchange Control regulations. The 

Inspecting Offic~r should, int~r alia, satisfy himself ab')ut 

the following ~ 
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(i) that the Non-re.:side"nt (Ext€:.cnal) and FCNf accounts 

hav~ b"""'n op<:;n.:;j by authoris.:;d dealers only in the namt:!s of 

pers~ns of Indian nationality/origin after obtaining 

n~c€ssary application/account op.:;ning form containing 

0sscntial .information (i.d. nationality, country of origin, 

p.:rmancnt overs.:;~s addr2ss, purposL of stay abroad, ~tc.). 

An und ..;rtaking (in the acc oun top.::. ning form its.:;lf) that the 

account hold~r would prom9tly intimat~ the authoris2d d~alGr 

about his r0turn to India on his coming to India for 

p;::rmancnt residenc~, is also obt8.in.3d; 

(ii) that in Case of accounts opcn.:d in th.:; names :>f 

overseas co~pany/f1rm/soci~ty/trust, a cartificatG, along 

with account op~ning form, from an overs~as Auditor/Shartercd 

\ccountant/CLrtifi~d Public Accountant is obtain~d t~ 

onsura that tho ownershi)/intur~st in tho ov~rs~as c~~ryany/ 

firm/soci~ty or th~ irr0vocab~ ben~ficial interdst in tho 

trust held by p~rsons of Indian nationality/origin is n~t 

12SS than 60. 11so, an und~rtakin~ from the instituti,nal 

account hold~rs is obtain~d to th~ off~ct that in Case such 

interest falls b8low the l0v~1 of 60 at any time in future, 

th.:y would i~m..;diat~ly intimate th~ chango to th2 auth')ris~6 

dl;)al~r ; 

(iii) that the.: Non-resident (External) and FeNF'. accounts 

are maintained in separate ledger/binders or in separate 
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block of the same ledger/binder to distinguish these acc~unts 

from othi.~r accounts; 

(iv) that foreign curr<3l1cy instrumcnt.:;(Le., FCs, drafts, 

cheques) drawn in favour of residents of Incia/third Darty 

"jh ich arc subsequently end ors(;d in favour of the account 

holders are not ~ccepted for affording credit to these 

accounts; 

(v) that funds held in ordinary non-residen t acc ounts are 

not transferrc,d to Non-resident (External) and FCNF acc~unts 

\-1 itboLl t obtain inf~ prior approval of the Eeservc t3ank; 

(Iii) that the directives issued by the Department of 

Banking operations and Development regarding rates of interest 

on deposits and directions regarding re-investment of delJosits, 

etc., are strictly adhered to by authorised dealers; 

(vii) that encashment/bank certificates are not issued by 

auth)rised dealers in respect of remittances received/ 

fore ign currency teudered to the credit of these acc~unts; 

(viii) that applications for grant of loans and overirafts 

to resideni... indbriduals/firms/companies in India against 

the collateral of fixed de,~sits held in Non-resident 

(External) and FC1'-R accounts are promptly forwarded by 

au thorised dealers to thF r,eserve Ban!'.: (Exchange Control 

Department and Depar'tment of Banking Onerations and 

Development) for their ao')r:)val and such loans and overdrafts 

are granted only after obtaining the approval; 



(ix) that P upee loans granted to holders of Non-res ident 

(External) and FeN[ acc~)Unts are credited, if necessary, 

to ordinary non-resident accounts of the respective account 

holders but not t'J N'Jn-resident (External) accounts; 

(x) that Non-resident (External) accourJts are not opened 

with Indian rupees derived from local sources; 

(xi) that all transactions in N')n-resident (External) 

and :FCNrt a:~counts are promptly re ported to the F.eserve Bank 

everYlJonth in STAT-4 and STAT-6 respectively; if the 

authorised dealer under inspection is a link office, i.e, 

which undertakes sale and purchase transactions with the 

Reserve Bank, it should be ensured that 3TAT-5 received from 

its offices/branches is promptly forwarded to the Reserve 

Bank after scrutiny; 

(xii) that all transactions in Non-resident (External) 

and FCNF.. accounts requ ired to be reported to the Reserve Bank 

on Form A4/A2 are correctly reported and all transacti')ns 

requiring spec ific approval of the reserve Bank are handled 

only after obtaining such approval. 

10. 1'he Inspecting Officers may select a few Non-resident 

(External) and FCNF accounts, at random, and verify the 

credits afforded to these accounts with the original credit 

advices (i.e, T.T., H.T,., D.D.) received from overseas 
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branches/corresp~ndents/other authorised dealers to ensure th . e 

external origin of the credits and that no rupee crejits 

from local sources are afforded to these accounts. Similarly, 

the debit entries for large 'amounts may be cheeked tJ ensure 

that these debits are all:)wed strictly as per Ex~hange C')ntrol 

regulations. 

Note: While persons resident in Bilateral Group of countries 

(U .3.S.F ., Polam'l" Czech osl::)Vak ia, Eo·nan ia and German 

Democratic republic, i.e. East Germany) are n:)t eligible to 

opeh FCNF. accounts, the Inspecting Officers should familiarise 

themselves witb the specific provis ions of the Exchange r. ontrol 

Manual relating to N::m-F.esident (External) accounts in rupees 

maintained by persons resident in any country included in 

Bilateral Group. 

F~u pee acC ounts of non-resident 

Exchange Houses (Chanter 9 -
}O 

Paragraph 9.37} 

11. The Inspect ing ~fficer sh cmld ascertain whether the 

rupee accounts of non-resident Exchange. H~uses are maintained 

and operations thereon are allowed by the bank in acc~rdance 

with the guidelines iSSUGd by the Exchange Control Denart'7]8nt 

(vide paragraphs 9.4 to 9.36 of Chapter 9 and/or that may be 

issued in future) as also whether it has implemented the 
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instructions contained in Part 7 of the Guidelims for 

Internal Control over Foreign Exchange Bus iness issued by 

the Fceserve Bank. In particular, the Inspecting Officer 

sh ould verify the following: 

(i) 'A/hether the accounts are naintained by the Foreign 

Exchange Department of the bank and if not, where are they 

located, how are they supervised as also whether the 

arr~nge~ents for supervision over tbe accounts are satis­

fact Dry: 

(ii) Whether the bank is following one of the three 

alternatives provided in paragraph 2 of A.D. (G.P.series) 

Circular No.23 of 1978 regarding drawings in rlJpf'es by the 

Exch ange Hou ses or whe the r any exce ptions have been made; 

(iii) v-Jhether accounts of the Exchange Fouses in India 

h ave been ut ilised for ch anne lling inward re"'1i t tances otrer 

than )n private account and, in particular, \olhether the bank 

h-ls ap[.:ointe::-- any Exchange Eouse as its agent for selling 

rupfe travell.:::rs Cheques (E.TCs~. In the>s;:~ cases where the 

bank's LTCs are sold outside India through the Exchange 

Rouses, the Inspecting Offic2r should ascertain whether 

the instructions c·:mtalned in ECD's lel.t(Jr No.EC.CO.TD SA] 

514/Jl+-( 5)-(~.'IC )-83 dated 28th Nov;;;nber 19R3 have been 

cO:ilplied v:itb; 
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(1v) 1{hether the time-lag between payment of drawings 

at the drawee office and debits raised at the account-

maintaining office is reasonable and if not, whether the 

bank has taken measures as suggested in A.D. (G.P.series) 

Circul=l.r No.75 of 1979; 

(v )v~hether the bank has made sufficient enquiries 

about the means and stand ing of the Exchange Houses through 

reliable socrc~abroad including the Indian Missions in the 

territory/ country concerned anCl likewise satisfied itself 

periodically that they continue to be well reported u~on; 

(vi) Whether the bank while quoting rates for selling 

rupees to the F xChange Pouses ensures that the ratas qU:Jted 

are strictly in accordance with the instructions contained 

in A.D. (G.P. 38ries) circular No.50 of 1979. 

Forelgn Exchange Dealings? Cov2r Ooorations, 

Swap Transact i~:ms, Deal ings with overseaS 

banks/branches and ~:upec (Vostro) accounts­

risks and Control 

(Chapter 10 - Paragrar,hs 10.36, 10.37, 

1 0.32., 1'.39 and 10.40) 

Foreign Exchange Dealings 

12. The Inspecting Officer should bear in mind the 

instructions contained in Parts 1 and 8 of the Guidelines 

for In ternal Control over Foreign Exchange Bus iness and 

ascertain whether these have been complied with by the 

bank. In particular, he should verify -



(i) Hhether the dealing function has been separated 

from the accounting, funding and other back-up functions; 

(ii) Whether the bank's system for the selection, 

training and rotation of its dealers is satisfactory; 

(iii) Whether the infrastructure facilities provided 

to the Dealing Department are adequate; 

( iv) WhethoI;, before the work starts, the dealers 

confer on the trend in the overnight markets as also markets 

still operating in the same time zone and keep the higher 

authorities informed of the conclusions, and there are 

adequate ~ommunication channels to facilitate quick consulta­

tions between the dealers and the higher authorities, as indi­

cated in paragraph 1.5 of the Guidelines; 

(v) Deal slips in respect of transactions for 

amounts of £ 500,000 or its equivalent and above (all deal 

ships in the Case of small banks) during the last one month 

should be verified to ascertain whether (a) the deals made 

by the dealers have been rec orded on appropriate printed 

deal slips in duplicate; (b) the deal slips are serially 

numbered and in different colours to identify sales and 

purchases; (c) all required particulars are furnished 

therein particularly the time at which the deal was put 

through; and (d) the deal slips have been Signed/authenticated 

by the dealer; 
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(vi) Whether the Accounting Department prepares bank-

wise sum'naries of all outstand ing forward exchange contracts. 

with banks for which confirmations from counterparty banks 

have not been received as at the last working day of each 

month and tt~e outstand ing5 are followed up exped it iously to 

h ave them confirmed by the c ounterparty banks; 

(vii) \1hether the bank is maintaining any record showing 

the :novement of rates in the In"'iarl/overseas inter-bank 

markets; 

(viii) Whether the Accounting Department prepares the 

Eate Scan ~eport and the action thereon is taken as indicated 

in paragraph 1.11 of the Guidelines. A few such reports my 

by verified with th e re la tive deal slips and in Case "bcrr;'ltions 

are wide and/or quite frequent, the explanations given by the 

dealers/bank may be examined to deternine whether they Can be 

considered as acceptable; 

(ix) \lhether the bank has fixed limits for dealing 

with individual banks, both overseas banks as well as 

autr orised de3.1ers in India, and if so, the setting up and 

monitoring of the limits are in accoroance with the instructions 

con tained in paragra9h 3.2.3 of the Guide lines. In th ose 

cases where the limits have been exceeded, Whether the aJ~roval 

of appropriate higher authorities has been obtained; 
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(x) vJhether, while making purchases and sales ~f 

foreign currencies with overseas banks (including overseas 

branches of authorised dealers), the bai1k has observed the 

c0nditions/restrictions contained. in paragraphs 8.8 and 

8.9 of the Exchange Control Hanual. 

2ealings through Exchange 
Br'Jkers 

13. The Inspec ting Officer sh ould bear in mind the 

instructions contained in Part 2 of the Guidelines and 

ascertain whether these have been complied with by the bank. 

He sh ould be on the alert in Case tbere are indicat ions of 

an excessive concentration of business with anyone exchange 

broker, excessive mJaps, exchange rates that appear 'Jut 

of line with those for similar transac t iors on the SatT13 day 

or other unusual ter'ns, late receipt of eXChange brokers' 

notes, nominati::>n 'Jf brokers, and substitutions of names 0f 

banks. It: partie UlClT, the Ins pec t ing Officer sh ould verify -

(i) Whet.her the Accounting Depart'llent ensures that 

(a) aL~ exet}3nBs brokers' rotf';3 for inter-b~nk deals concluded 

through t"18 ir medium are rece ive,: b::: f'Jre the close of husiness 

on the day on wh ieh the de;lls were e::mcluded 0r before the 

opening hours 'Jf the suc~e~ding day; (b) the dates and other 

particulars given in the notes agree with the relative deal 

slips; (c) the discrepancies, if any, are brought to the notice 
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of the dealers immediately and clarific.ations/rectification 

of errors are called for promptly and directly from the 

br okers by the Account ing De partment and not by the dealers; 

and (d) in Case of deals with authorised dealers at outside 

centres, telex confirmations are attached to the deal sli')s 

and if concluded through brokers, their notes are received 

expedi tiously; 

(ii) Whether the Accounting Department is maintaining 

up-to-date broker-wise daily record (separate folio for each 

broker) of brokerage paid/committerl in the forn prescribed 

by the Exchange Control Department in its letter No.EC.S.95/ 

86 (Spl.)-82/83 dated 31st July 1982, all brokerage claims 

are beine verified from this record and the brokerage has 

been paid at the rates prescribed by FEDAl; 

(iii) Whether the Accounting Department is preparing a 

monthly statement shmving a sum~:j.:try of brokerage payments to 

each broker togeth8r \'lith ;{ comparative statement showing 

payments during previous t'No years and the changes in the 

panel of brokers, if any, made dur ing the month, and the 

statement is put up to the Chief of the Accounting Department 

:.is '-i.lsC' hil!her' authorities; 

(tv) Wbethe:r the bank is maintaining a panel of 

brC)kers approved by appropriate higher authorities and if 
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so, the number of brokers on the panel, how often and by 

whom it is revised as also the procedure followed by the 

b.ank in th is re gard, sh QuId be ind ic a ted; 

(v) ~~hether there have been any complaints against 

the dealers and/or relating to malpractices indulged in 

by brokers and if so, whether the action as indicated in 

paragraphs 2.6 and 2.9 of the Guidelines has been taken by 

the bank. 

Swap Transactions 

1'+_ The Inspecting Officer should verify whether (a) 

the swap dells undertaken by the bank in international 

markets (cross currency deals) were for meeting genuine mer­

chant transactions; and (b) the full amounts of purchases 

and sales under the s~ap deals have been recorded in the 

transactions sheets (to be ultimately incorporated in exchange 

position records) and not merely the d iffe;:-

rences thereof as net purchases or sales in counter-

currencies. (The latter will show a 100.Jer v~lume of dealings 

compared with merchant transactio~ and will not also give 

a corr2ct picture of purchases and sales of the bank for 

the purpose of weekly POS statements). 

1 5. The Ins pec t ing Officer sh ould verify all SWap deals 

undertaken by small banks during the last one m~nth and in 

the c~se of larger banks, each of the deals for amounts of 

£ 500,000 or its equivalent and ,nore may be scrutinised to 

see: 



(a) Whether the base rates at which the deals were 

concluded and the SHap differences were realistic and 

reflected the prevailing conditions in the inter-bank market. 

(These may be verified from the rate chart maintained by the 

bank and brokers' daily reports, if available); 

(b) Whether any swap deal has been undertaken at a 

level rate and if so, the reasons theref::>r should be 

as ce rt a ine d ; 

(c) Whether swap deals were d one for trad ing in 

fJrward and/or for raising rupees; 

Cd) Whether any foreign currency deliveries have 

been set off with other authorised dealers and if so, the 

c ircu nstances in wh ich the set-offs becane necessary sh,uld 

be ascertained, and it sh)uld als:> be verified whether the 

instructions as lndicated in paragraph 10.21 of Chapter 10 

h ave been cJnplied w lth An irregular swap is illustrated 

below 

Bank A entered into twa swap deals for uS ~;; 25 

'11illion each in, say, April with Bank B as under 
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Purchaser Seller r~ate Delivery 

A B 12.06 21-30 
April 

B A 12.35 21-30 
April 

B A 12.00 24-30 
June 

A B 12.33 24-30 
June 

~-:.u pee pay me nt by 
(in lakhs of rupees) 
Bank Bank 

A B 
-;;;;;...-.--

2072.97 

2024,29 

2083 33 

2027.57 

On due dates, foreign currency amonnts were set off without 

any de liveries of foreign currencies and transacti.r.ns were 

settled by making rupee payments. The effect of the above 

~wap deals was that Bank A paid a ne t a'11ount of Rs.48 68 

lakhs when the first leg of the transactions Was put through 

and received Rs.55.76 lakhs at the conclusion of the second 

leg, yielding a profit of Rs.7.08 lakhs for lending rupee 

funds to the extent of Rs.48.68 lakhs to Bank B fer .wo 

months (return on an annual basis 87%). The irregularities 

in th e above deals are: 

(i) Neither the base rates at which near forwards of the 

transactions were concluded nor th~ swap differences reflected 

the prevailing rates in the inter-bank market. This is also 

obvious from the fact that for the same: delivery, viz:, 21:-3' 

April, the rates were as widely divergent as $12.06 and $ 12.35. 

The rates for the other delivery were also widely divergen~ 
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(ii) The transactions were not genuine foreign exchange tran­

sactions as no deliveries were given or taken on due dates 

through correspondent banks at foreign centre and the foreign 

currency purchases and sales were set off and net amounts 

were se t tIed in rupees locally. 

Dealings with overseas ban!{9~anches 
and f..u pee ('\! ostro) Accounts 

16. The Inspecting Officer should bear in mind the instru-

ctions c~ntained in Part 7 of the Guidelines and ascertain 

whether these have be,'"'n implemented by the bank. In particular, 

he should verify -

(i) Whether the arrangements for supervision and 

monitoring of hupee (lTostro) accounts l:5y the hank are 

satisfac torr ; 

(ii) Whether funds held in any F..upee (Vostro) accounts 

of overseas banks (including overseas branches/Head Office of 

the bank and correspondent banks) are abnormal or 

disproportionate to meet their normal business requirements 

in India; 

( iii) Whe ther the rupee trad ing with overseas banks 

h as been dis proportionate t 1 the ir normal trade-related and 

need-based funding requirements for meeting bonafide payment 

obligations in India and whether there was a speculative 

intent in putting through the transactions in as much as 



purchases of overseas banks were ;nuch in excess of their 

requirements and consequently sales back to the same or 

som~ other authorised dealer were also for large amounts 

(iv) Whether, Yih ile quoting rates for selling or 

buying rupees to/from oversea~ banks, the bank ensures that 

the rates quoted are strictly in accordance with the 

directions c~ntainej in A.D, (G.P. series) circular No.50 

of 1979 and A.D (G.P. series) Circular No.5 of 1983; 

(v) Whether the bank is maintaining properly a I'lonti­

nuing re·cord of the rates quoted to overseas banks indicating 

the t~me at which the transaction was done, the cross rate 

for the foreign currency (if other than pound sterling) 

against pound sterling (ar other currency) on which the rate 

was ba~ed, the bank's margin and the relative supporting 

evidence ; 

(v i) Whether the bank has sub:nit ted daily reports to 

the Reserve Bank in respect of its purchases of rupees from 

overseas banks fer Hs.5 lakhs and above and its sales of 

rupees to overseaS banks for ~3.100.Jakhs and above, as pres­

cribed in A.D. (G.P. Series) Circular No.5 of 1983, and 

the particulars so reported are correct as per the bank's 

records ; 
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(vii) Whether there were any instances where the bank 

had quoted to overseas banks cover rates without adding any 

cushion/loading margin in contravention of the directi~ns 

contained in A.D. (G.P.Series) Circular N:).31 of 1980; 

(viii) Whether the l\.u~e (Vostro) accounts of any overseas 

bank were overdrawn beyond the limit of Rs.20 lakhs continuously 

for more than 5 days and if so, the extent and period of the 

overdraft, the rate of interest charged thereon, if any, as 

also whether the matter Was reported to the Reserve Bank, may 

be indicated - Paragraph 8.12.of the Exchange C.ntr.l Manual; 

(ix) Whether the bank is following one of the three 

alternatives indicated in A.D. (G.P. series) Circular No.23 

ef 1978 .• read with A.D. (G.P.series) Circular No.72 of 1979, 

regarding drawings in rupees by overseas banks or whetber 

any exceptions have been made; 

(x) Whether the time-lag between payment of drawings 

at the drawee offices and debits raised at the account-

maintaining office is reasonable and if not, Whether the 

bank has taken the T1easures as suggested in A.f. (G. P series) 

Circular no.75 of 1979; 

(xi) Whether the ad~qllacy of balances in f"upee C~Tostro) 

accounts ~f overseas banks is estab~ished by applying the 

tes t prescribed in ECD I s circular No .ECA,.424/29-83 dated 

5th Apr il 1983; 



(xii) Whether the secrecy of inward messages is main­

tained by ensuring the adequacy of arrangements regarding the 

custody of secret Q..A.!lllaenc::., a~cCicJ~ng and coding of messages, 

et~ , as indicated in paragraph 7.5 of the Guidelines; 

(xiii) Whether in case of forward purchases and sales 

with overseas banks involv ing amounts indiv iclually exceed ing 

U.S. ::; 500,OQ)or its equivalent, particulars thereof have 

been intimated by the oank, on a daily basis, to the reserve 

Bank as per paragraph 8.7 (iii) of the Exchange Control 

rianual. 

Evaluation of Foreign Exchange Profits and 
Losses (Chapter 11 ~ Paragraph 11.10) 

17. The Inspecting Officer should verify whether the 

bank is taking into account foreign currency bills purchased 

or discounted (Export suspense), import bills under letters 

of credit (Import suspense), foreign currency notes in hand 

and foreign currency drafts payable, and making adjust~ents 

for items in transit while evaluating eXChange positions or 

it is reckoning only the balances in Nostro (mirror) accounts 

for the pu'rpose of adjustment of profit or loss. It should 

also be verified whether the forward purchase and sale 

contracts outstand ing as on the date of evaluation are 

taken into consideration. The procedure followed in tb is 

regard should be eXa'nined and afiy special features, oarti­

cularly the rates used for the purpose of liquidating 

monthwise positions ~nj the departures, if any, made from 



the procedure followed during th e prev ious evaluation 

period, should be com,nented upon. It sh ould be ascerta ined 

whether the work regarding evaluation of foreign exchange 

profit or loss is handled by persons other than dealers 

and the results of the evaluation reported to the top 

management. A statement showi"1.g the profit or loss on the 

bank's foreign exchange business during the last three 

caleadar years may be furnished. 

Returns and statements submitted t. Exchange 

C ontral Department by ~uthorised 'Dealers 

(ChaIJter 12 - Paragraphs 12.4, 12.5, 12.6, 

1 2.7 and 12.8) 

R- F~eturns 

18. While undertaking the scrutiny of R~eturns of 

auth·:>rised dealers, the Inspecting Officers should, prima 

facie,satisfy about the following:-

(i) That all the concerned branches of the bank have 

been subnitting r'.-returns to Exchange Control Department 

Offices within the prescribed period; 

(ii) That the branches are adequately staffed with 

ex perienced pers onnel to c e>mpile E-Leturns; 

(iii) That the system ad~pted by the Head Office to 

watch prompt subrniss ion of R-Leturns by branches to Exchange 

Control Department Offices is S::lt isfactory ; 



(iv) That the F:-F~eturns are seen and signed invariably 

by the officials holding charge of the branches; 

(v) That the Head Office ensures, through appropriate 

reporting system, that all the transactions handled by the 

branches during the ten-day period are re ported by them in 

the F.~:.eturns pertain ing to that period; 

(vi) That the classification of transactions int'J 'peady' 

and 'Forward' by authorised dealer for reporting in R-Returns, 

is correct; 

(vii) That rec'Jnciliation of the balances in foreign currency 

accounts as appearing in the local books with 4be balances 

advised by the overseas banks is attempted regularly; 

(viii) That certificates of balances in respect ,.of rupee 

accounts of overseas banks are se~t periodically and 

confir~ation obtained. 

19. The Inspecting Officer should pick up E-1='.eturns 

sub1itted to Exchange Control Department, on a random basis, 

and scrutinise the sale/purchase transactions reDorted therein 

with reference to the relevant books and registers maintained 

by the authorised dealer to ascertain 

(i) Whether all sale transactions undertaken during the 

ten-day period have been reported in the R~eturn; 



(i1) Whether remittance forms A1 and A2 are duly completed 

in respect of all sale transactions; 

(iii) Whether the sale transactions are either clearly 

c overed under the powers delegated to authorised dealers 

or covered by specificr-approval of Exchange Control Department; 

(iv) Whether the branches in Category 'A' (i.e., branches 

maintaining independent foreign currency acca.mts in their 

names) ensure, periodically, that the aggregate sales and 

purchases of branches in Category 'B' (i.e., branches not 

maintaining independent foreign currency accounts but having 

powers of ."perating on the accounts maintained by Head Office/ 

Principal Office or any ether link effice) reported in their 

L-f.eturns tally with the sales and purchases actually reported 

to Exchange Control Department in the R-Returns submitted 

directly by branches in Category 'B'; 

(v) Whether all purchases made during the ten-day period 

h ave been properly class ified and cor rec tly re ported in the 

L~.eturns ; 

(vi) Whether purchases from public are properly Classified 

under purchases against exports and purchases other than 

against exports; 

(vii) That in case of purchases from public for purDoses 

other than exports individually for the equivalent of 



~.10,000/- and above, a supplementary statement showing 

details of such purchases is attached in the format given 

in the E-Leturn 

(vitO That all forward sales and forward purchases 

undertaken by the authorised dealer during the ten-day 

period have been reported in the F~-F:eturns; 

(ix) Whether the figures of cash balance. and exchange 

position reported in the }~-F.eturn correctly reflect the 

balance and posit ion as per the books maintained by the 

authorised dealer; 

(x) Wpether all the supporting documents (e.g. remittance 
. statements, dupliaates 

forms A1 and A2, ENC-L of GRipp forms, fully utilised 

Exchange Control copies of import licences, fully utilised 

LBI exchange perlli ts, Exchange Control copies of Customs 

Bills of Fntry) are invariably submitted alongwith the 

statements 

20. Particulars of variAus statements required to be 

s ubmi t ted by auth or ised dealers to Exchange Control 

Department Offices are given in Chapter 31 of the Exchange 

Control Hanual.. For ready reference, a cbart showing the 

details of the statements is given in the Annexure tv 

Chapter 12~ 



21. The Inspecting Officers should satisfy themselves 

about the following:-

(i) Whether the staff attending to the work relating to 

compilation of statements have full knowledge of the 

regulations to compile the figures correctly; 

( ii) Whether Head Office/Controlling Office ensures 

submission of various statements by the branch to the Reserve 

Bank in time; whether any calendar of statements is 

maintained by the former to monitor timely submission of 

statements; 

(iii) Whether any reminders have eeen received by the 

branch, regarding delay in submiss ion of §tatements, from 

the Reserve Bank in the past; if so, what meaSures have 

been initiated to avoid such delays in future. 

22. One or two statements may be selected, at random from 

each category and the figures reported therein may be 

checked with reference to the relative books and registern 

to ensure that all the figures reported in the statements 

correctly reflect the position as per books and 

regis ters. 



Working of overseas branches of Indian 
banks - Special aspects (Chapter 15 
Paragraphs 15.~ and 15.25) 

23. The instructions contained in circulars DBOD.No 4 BL. 

7242/C.212-82 dated 16th August 1982 and DBOD No.IBS 260/C.212-

83 dated 2nd March 1983, vide paragraph 15.14 above, have 

been reiterated and amplified in circular letter D.ONo. 

DBOD.IBS.123/C.212-84 dated 14th February 1984. Broadly, 

the banks bave been further advised as follows : 

(i) Informative and analytical reviews should be 

prepared by tae banks on the worki.g ,f overseas branches -

not only in the aggregate but separately for eaqh eperation 

at half-yearlY intervals and placed before tHeir Board of 

Direct ors. (C opies there of should be furnished to the 

Reserve Bank for ·inf.rmat an. ) 

(ii) Only suitable officers of proven integrity and 

expertise should be pested to foreign centres. Banks 

should establisn propey s~reening procedures fo~ selection 

of efficers to be posted abroad and they should be given 

adequate training before they are entrusted the management 

of foreign branches. It has also to be ensured that 

overseas placements are not allowed to run beyond three 

years. 



(iii) At overseas centres where more than one Indian 

bank have branches, the Indian banks should set up inter­

bank consultative forums with a view to alerting the banks 

to the risks of assuming large commitments on a few borrower 

groups involving also multiple financing, the intention 

being that the Indian banks' managers could have, inter alia, 

mutual exchange of views as well as information and assess­

ments on credit exposures on borrowers and borrower groups. 

Further, the executives from any of the public sector banks 

v is i ting such centres could pre pare. c ount:r;.y assessment. re-pvr+...c 

and make them available to the other banks for the common 

benefit of all. 

(iv) It is absolutely essential that the Head Offices 

ensure that credit operations undertaken by managers of 

overseas branches are with in the agreed parameters of 

delegation and home authorisations. The accountability of 

the senior executives at the Head Offices (International 

Divisions) f:">r properly overseeing the working of overseas 

offices and ensuring their healthy felil~tioning should be 

clearly established. 

(v) It is neces3ary that the critical commentsr 

observations of statutory auditors as well as the central 

banking authorities are used as part of the bank's management 

information and control systems on overseas branches and 



corrective action taken promptly in this behalf and 

reported to the Boards. 

(vi) It is imperative that effective systems of 

internal/concurrent audits of overseas branches on a regular 

basis are established and such auditors be enabled to 

function independently and objectively with direct acc~unt­

ability to Head Office management. 

(vii) It is important to enjoin upon senior executives 

to look into important aspects of working of the overseas 

~ffices during their visits and report systematically to 

the higher authorities for proper follow up. Further, besides 

usual reporting, it will be useful if the overseas executives 

are required to specifically bring to the notice ef the 

C"airman by telex er demi-official letter any important 

developments in the working of everseas branches, like 

frauds noticed, liquidity problems, important instructi~ns 

ef local central banking authority and any large ~er-limits 

granted, with reasons therefor. 

24. Besides the guidelines given in the varieus ~apters 

for the scruti.ny of foreign exchange business and the 

instruct ions cuntained in SUPl?lement C to the Ins pect l.L. 

Manual, the following points may be examined uy the 

Inspecting Officers during the course of inspection uf 

overseas branches of Indian banks. 



(i) Whether the measures/guidelines/instructions as 

indicated in paragraphs 15.14 and 15.24 above, have been 

implemented/complied with by the bank; 

(ii) Whether the branch has implemented the Guide lines 

for Internal Control over Foreign Exchange Business regarding 

dealing 'room operations ; 

(iii) Whether the branch has remitted every year its 

profits to the Head Office in India; 

(iv) Whether the Head Office of the bank has laid 

dcwn any specific guidelines (including daylight, overnight, 

etc., limits) f~r the overseas branch's exchange dealings 

and other foreign exchange operations, and if so, to what 

extent the branch has been .omplyi~g with the guidelines; 

(v) Whether in respect of preject expor"t:S from Ir.dia, 

the branch has granted any overdraft, letters of credit, 

for\oJard cover, etc., facilities to Indian companies (i.e, 
registered in India) and if s.o, whether the facilities have been 
th.seLapproved by the Head Office of the bank and that 

confirmation is available at the branch regarding completion 

of the Exchange Control fermalities hy the borrr"lwer/obligant 

comp8.ny. In C!ase the branch has granted any such facilities 

wi thout the Indian company having obtained proper Exchange 

C ontral approvals for entering into the c omr'!'li tments abroad, 

full details thereof should be ascertained by the Inspecting 



Offieer and indicated in the inspection report. Similarly, 

in respect of any laon arrangement .. in the name of companies 

registered in India such as shipping companies, etc., the 

branch should be asked to furnish full details of the 

Exchange Control and Head Office approvals in support of the 

arrangement. Such Cases may be suitably commented upon in 

the inspection report. 

(vi) De~sit aCCounts of companies registered in 

India may be .listed qud commented upon with reference tr'\ 

the Exchange C ontral approv1.ls for ..maintaining such a~eou.n,. ... 



APPENDIX-I 

RESERVE BANK OF INDIA 
CENTRAL OFFICE, 

DEPARTMENT OF BANKlOO OPERATIONS & DEVELOPMENT 
"The Arcade ", World Trade Centre, Cuffe Parade, 

Colaba, BOMBAY-400 005. 

DATE: 27th August, 1981 
5th Bhadra,1903 

(Saka) 

It has been decided to set up a Working Group to 

evolve guidelines for the scrutiny of foreign exchange 

transactions of banks and operations of foreign branches 

of Indian banks. The Group will consist of I 

1. Shri R.C. Mody, 
Addl. Chief Officer, 
Industrial Credit Department, 
Reserve Bank of India, 
Central Office. 

2. Shri 5.5. Thakur, 
Jt. Controller, 
Exchange Control Department, 
Reserve Bank of India, 
Central Office. 

A 1 t ern ate : 

3. Shri V. Subrahmanyan, 
Dy. Controller, 
Exchange Control Department, 
Reserve Bank of India, 
Central Office. 

4. Shri V.M. Sunder Raj, 
Director, 
Banking Division, 
Economic Department, 
Reserve Bank of India, 

5. Shri S.S.H. Jhurani, 
Dy. Chief Officer, 
Department of Banking 
Operations & Development, 
Reserve Bank of India, 
Central Office. 

Chairman 

Member 

Member 

Member­
Secretary 
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It will more specifically -

(i) examine the important aspects to be covered while 

scrutinis~ng the foreign exchange transactions of 

banks in the course of their inspection by the 

Reserve Bank of India; 

(ii)review the system of internal control on various 

aspects of foreign exchange business, viz., inter­

bank dealings, banker-broker relationship, rupee 

account of foreign banks, verification of balances, 

mode of currency valuation, method of booking 

profi~loss and suggest suitable guidelines for 

the use of the inspecting officers of both DBOD 

and ECDJ 

(iii) examine the control system in the He.ad Offices of 

banks over the working of the foreign branches 

including general supervision" control over 

foreign exchange 'kratil'Bad:bi-ons, guarantee and 

other contingent liabilities, fixing of limits 

for various currencies, country-wise risk 

exposure, control over the advances portfolio of 

the foreign branches, etc., and suggest modifi­

cations, if an~, necessary in such control systems: 

(iv) examine the system of inspection of foreign 

branches of Indian banks by the RBI and suggest 

a suitable policy for such inspections in 

3 ••• 
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regard to periodicity, coverage, etc.: and 

(v) any other related matter which the Group may 

like to go into. 

In their deliberations, the Group may keep in 

view the guidelines already issued by the Reserve Bank 

for internal control over foreign exchange business. 

They may also keep in view the need for the Indian 

banks operating abroad to conform to the norms evolved 

by the monetary authorities of the countries in which 

the Indian banks operate. 

The Group may furnish its report within a period 

of 3 months. The Secretariat for the Group will be 

provided by DBDO. 

( W. S. Tambe ) 
Executive Director. 



A P PEN D I X -II 

R!!SERVE BANK OF INDIA 
CENTRAL OFFICE 

DEPARTMENT OF BANKING OPERATIONS 
AND DEVELOPMENT 

liTHE ARCADE ", World Trade Centre, Cuffe Parade, 
Col aba, BOMBAY-400 005. 

9th -December 1981 
18th Agrahayana 1963 (Saka) 

MEMORANDUM 

In partial modtfication of the Memorandum dated the 

27th August 1981, the composition of the Working Group 

to evolve guidelines for the scrutiny of foreign foreign 

exchange transactions of banks and operations of foreign 

branches of Indian banks will stand modified, with 

immediate effect, as under : 

1. Shri V. Subramanian (Vice Shri R.C •. , Mody) Chairman 
Additional Chief Officer;--

2. 

Department of Banking Operat!ons 
and Development, 

Reserve Bank of India, 
Central Office, 
Bombay. 

Shri S.S. Thakur, 
Additional Controller, 
Exchange Control Department. 
Reserve Bank of India, 
Central Office, 
Bombay. 

A 1 t ern ate : 

Shri V. Subrahmanyan, 
Deputy Controller, 
Exchange Control Department, 
Reserve Bank of India, 
Central Office, 
Bombay. 

Member 
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3. 

4. 

- 2 -. 

Shri v. M. Sundir Raj, 
Director 
Banking Division, 
Economic Department, 
Reserve Bank of India, 
Bombay. 

Shri S.S.H. Jhurani, 
Deputy Chief Officer, 
Department of Banking 

Operations & Development, 
Reserve Bank of India, 
Central Office, 
Bombay. 

Member 

Member-Secretaxy 

The terms of reference will, remain unchanged. 

( W. S. Tambe ) 
Executive Director. 



Summary of suggestions rGceived from 
Regionnl OfficGS of the DGpartment 
of Banking Operations and Development 
and Exchange Control DepartmGnt and 
!-~_er~B.a.~<~!_~~.!!=,.rJ.i_n.i!l9 __ C_o_~_~e_g.e. ___ , ____ __ 

p_~.Ra.~.t.m..eJ1~.oJ_ J3.:1nkJ.~.9.. 9.p!?x.C)j:.j, .. 0..D§,. 

.aJ1sL.Q.ey .GJ...9.p •• m. e.Jl~. 

Considering that officers from DBOD have more 

background and those from ECD would be comprJratively more 

conversant with Exchange Control regulations, it may be 

desirable to ~ssocinte officers of both Departments 

for the purpose of scrutinising thG foreign exchnnge 

transactions of banks. Detailed plans for synthesising 

the expertise of both Departments should be worked out. 

2. There is generally a long time-l~g of 3 to 6 years 

between two consecutive inspections of at least maj or 

bunks. It would be hardly possible for the Inspecting 

Officer to scrutinise transactions spread over such a 

long period. It would, therefore, be necessary for the 

Inspecting Officer to concentrate on the scrutiny of 

transactions during the specified periods where certain 

aspects acquire significance because of trends in exchange 

rate fluctuations/othp.r factors affecting 

international trilde, etc. As ECD would be scrutinisinC)/ 

••••• 2/-
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examining a host of returns and other information in 

this context, and carries out its own inspections too, 

it would be normally in a better position to give this 

background information toDBOD.While ECD has been giving 

such infor-nation te> DBOD, it aDpears to be at present 

on an ad-hoc basis an:l there is need for a continuous 

flow Qf such information. Further, it woulj also be 

u sefu 1 if DEOD is kept apprised of ~ in detail, regard ing 

the action taken by ECD on the issues raised by DBOD 

officers in the notes on the foreign exchange business 

on banks. 

3. Inspecting Officers of DBID at present scrutinise 

only a limited number of trans~ctions in respect of the 

foreign exchange business of banks. Constraints of time 

and trained staff make it difficult to have a wider 

coverage or to scrutinise the operations in greater depth. 

4. The 'Guidelines for Internal Ce>ntrol (wer Foreign 

Exchange Business' issued by ECD could serve as a useful 

basis for scrutiny of internal controls in banks. The 

guidelines may have to be brought up-to-date after receipt 

of co:n;lents of foreign banks ')n the prevalent systems of 

internal control observed by them The aspects of 

scrutiny on the basis of the guidelines would depend 

on the level ')f foreign exchange business development in 

ind iv idual banks. 

• .•• 3/ -
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5. The aspects of scrutiny of foreign exchange transactions 

would undergo c!':anges due to new trends and practices in 

international tr~de and finance. The Inspecting Officers 

should be promptly infor'led of new deve lopments wh ich have a 

bearing on our scrutiny of foreign exchange business. 

6. As far as the returns prescribed by ECD are concerned, 

it "Jould be be tter for the Department to follow-up more 

closely the non-sub:,nission or delays in submission of the 

returns. Any information having an important bearing on the 

conduct of foreign exchange business or any relevant policy 

matters of importance should be com~unicated to DBOD so that 

the aspects could be looked into during inspections. 

7. As banks are required to submit returns to ECD 

covering various aspects of foreign exchange, the work 

relating to returns and non-residents accounts, which 

requires consider~ble time but does not require experience 

or training in foreign exchange, may be left to ECD. 

S. The information about the working of Foreign 

Exchange Departments of banks is not made available 

to :::>fficers of DBOD. .3ome information in this regard, on 

the bas is of returns rece ived by FCD, may be made availabli: 

to DBOD officers, 

9. During inspection of foreign eXChange business, 

DBOD officers shou~d be asked to cover foreign currency 

•. . .4/-
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accounts, operations in rupee acc~unts maintained in India 

by overseas banks/exchange houses, inter-bank transactions 

inc lud ing cover operations, pos it ion, for\o,Iard contracts and 

any other aspect which the Inspecting Officer desired to 

cover. 

10. AS regards method of bo~king of profits, f.BI has 

not yet evolved a uniform pr0cedure for booking pr~fits 

in foreign exchange by b~nks. Laying down a uniform 

procedure in this regard by I.BI would be helpful both to 

the banking system as also to :.BI officers in scrutinising 

this aspect. 

11. Inspection of foreign b:l.nks may normally be syncronised 

with the financial inspection/annual :l.opraisal of the banks 

and their periodicity should be at least once in 2 to 3 

years. 

12. Books/literature on the banking practices/systems 

of laws and other customs which might affect banking in 

foreign countries where the branches of Indian banks are 

situated, should readily be available with DEOD and its 

f..egional Off ices for pre-study. ::BI and Head J.ffices 

of banks should function as repositories of such information. 

13. At present, the ins~ructions are to scrutinise a few 

selected transactions under exports, imports, forward 

contracts, foreign currency accJunts, cover operations, etc • 

. . .. . . 5/-
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The interpret::).tion :::>f the word 'few' is left to the 

Inspectine Offic;;r. The "Jork load 'In the inspection team 

is such that it is not poss ible t:::> scrut inise all as pec ts. 

The Inspectin~ Officer will cover eXQorts and imports as 

the scrutiny of advances is taken up Except the 

exchange rate which is advised by the Central Foreign 

Exchange Dep~rtment of a bank, inadequacy of experienced staff 

will not ~e ~ constraint as an officer will understand the 

transactions by a perusal 'Jf ~ few transactions and the 

instruction m!l.nual of 9. bank. No Inspecting Officer is 

1 ike ly to dete ct fr.'lud s excc pt by acc ide nt • Ins pec t ion 

is n~t an audit. This is not appreciated. 

14. As regards inspections of foreign br~nches of banks, 

it is observed th~t no officer of the Bombay Regional 

Office of DBOD has bean associ8ted in any such inspections so 

far although it has not only the largest compliment perhaps 

of inspecting officers but also b~nks doing l~rge foreign 

exch~nge business. 

Madras J.egional Office (DBOD) 

15. Qu~litative study of foreign exch'lnge trq,nsacti:::ms is 

s ugges ted to find 'Jut the quantum of arbitrage transac t ions 

:?nd whether such transactions are cammensurate with the 

financ ial strength/capac ity of the bank. It would be 

necessary, in the first instance, to determine the outer 

••... 6/-
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limits for exch1.nge turnover and whether the li~it sh ould 

be b:lsed on the volume of merchant tr::tnsactions or the owned 

funds of the bank or a combination of both. 

16. A scrutiny of the terms of arr~ngemants, entered 

into by the banks on behalf of their overseas branches, be 

made to arrive ~t the advant~ges or disadvant~ges accruing 

to the bank. It should also be Ensured th~t in ~~pointing 

~gents/correspondents, ~ proper appraisal of their resources, 

stand ing and cred it rat ing is undert''lken. 

17, A spec i::\.l study is s ugg2sted in areas of intar -bank 

tr~nsactions, funding operations and arbitrage transactions 

with oVerseas branches ~nd banks. 

18. To ensure that no (cover) entrieS are m:tde to cover 

the he~vy trading tr~nsactions in a week, a det~iled 

study of the statement of position be made as also the 

indiv idual entries ~ The study mus t perta in to all currenc ies. 

19. F upee aCcounts of priv'lte bankers must be checked for 

c onc8').led oVerdr'1fts speCially to see \vhether v!=l.lue-dating 

of payments ~gainst drawings by overseas correspondents is 

adhered to. 

20. The Inspect ing Offic2r will have to sec whether the 

de ::tler is educat ion'llly qu;tlified to a?orec i:1. te the 

intricacies of 0conomic 1nd politiC'll developments which 

h'-lve q be''1.ring on foreign exch1.ng2 rates. He must find out 

••. • 7/-
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whether the dealer is mentally ~IGrt and of high integrity 

warranting the particul'1.r assignment. Adherence to :)rescribGd 

ru les by him be ascrJrta ined. ~ om:)lain ts received mus t 

r<.~ceive proper attention. 

21 • The Ins pec ting Officer must lo~k in to eXChange func t ion­

ing to find out whether any target oriented approach is made 

by the bank to increase exchanga profits. Th is is stress8d 

because such approach may result in heavy speculation in deals. 

22. The Inspecting Officer must look for/any subst1tuti~n 

of banks in inter-bank contracts with a view to disc~urage it. 

23. There are a number of irregul~rities in the day-to-day 

oper~tions of foreign exch'lnga business like delay in t~king 

swap deals into posit ion, n )n-sub ,1ission ~f correct statement 

of pos it ion, unwarr '.nted inter-hank transactions, 'nislIL'ltched 

position maintenance on the i:Jig~!er side '3.nd violation of 

Exchange Control regulati~ns. Some amount of intcr-bank 

tr'3.ns'lct i~ns h1.vE necess'1rily to be ::lllo\>]ed for devel~pjmg 

a domestic exch·lnga m8.rket. All th-=it is nacess'lry is t~ 

prescribe th8 outer limits for such tr~nsactiJns either with 

raferi:nce to tha merch"1nt b~se or equity b~se of the 

dealing b1.nk. 

24. In ora8r to ensur0 the effectivene3s of inspection 

of fJreign exch~nge business, it is suggested th~t the 

Inspecting Officers be given ~dequ~te trlining in '1 

commercial bank in foreign exch'lnge transactions. 

..... 6/-
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NGW Delhi~Region?.l Office (DBOD) 

25. There should be cle~r cut dem~rcation 0f important 

~spects to be covered for scrutinising the foreign exchange 

tr~ns~ctions ~f banks in the c~urse of inspection by DB~D 

~nd ECD Officers qt br~nch nnd Head Office levels. This 

bifurcqtion sh~uld be done on the basis of inspections CarriG~ 

out during the last throe years ~nd, at least their utility 

to the bank/country may be looked into before demarc1.tion. 

DBOD sh~uld only ex~mine financi~l risk exposure subjects 

such ~s financing of exports, imports, forw~rd exchange 

contr"lcts~ income a.nd :nethod of booking exch'lnge profits, 

conduct Jf non-r2sident deposit Rccounts and working of the 

branches abroad. The detailed scrutiny of returns and 

sub'nission thereof and the violation of Exch1.nge C0ntr~1 re­

gulations should be looked into by ECB only. ECD should 

provide DEOD :',.egion3.l ,)ffices copies of their inspection 

reports for information ~nd guidance immediately, ~fter the 

completion of inspecti~ns. DBOD Officers should devote 

~ore attention to the undernoted aspects: 

(i) Inter-bank dealings should be scrutinised with a 

v iew to kn ow the: spec Llla t iVe q,c ti·.' it i<: s of the bank 3. tleas t­

for 2 to 3 months peTiod. 

( ii) The c otn'niss ion paiJ to brokers for l:lst few years 

m3.y be examined with a v iew t~ see thqt no favour has been 
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shown to ~ particular broker. Several brokers have taken 

undue !l.dv'lntag~ from b:lnks' officil.ls due to l'lXity on 

their p'lrt in the past for c onsiderat ion oth;T than normal 

businQss tr3.ns1.ct ions. The middlem:;tn role of brok8rs may 

be dispensed with provided the role is taken up by dealing 

banks. It is suggested that '1 study in this respect may 

be t~ken up_ 

(iii) Larger payments and r~ceipts in rupee a~counts of 

fore ign banks for 1 '1S tone ye1.r any be c1.refu Lly scrut inised. 

(iv) The follow-up acti::>n by br3.nches in respect of ::>utstanc-iLlg 

export bills should be prompt and J-l21.d Office c')ntrol in 

respect ~f large outst~ndings should be effective. He~d 

Office should monitor effectively prompt sub~ission of 

qUqrterly statements with comp12te particulars to ECD offices 

and t1.ke follow-up action promptly on larger tr'1.nsactions 0f 

exports (Le., l.ccording to tho size of banks l.nd risk 

involved therein). 

(v) Head Offices/Intarnllti::>n9.l Divisions who m'Jnitor 

exch~nge position of branches should take appropr:l.ite ~ction 

immedi~tely in c~se whe\0 they notice large open positions. 

It will bi3 better if som3 limits arc fixud for C'lch curr:.ncy 

for open position for e~ch position m1.int3.ining br"lnch. 

(vi) Th8 foreign currency qccounts should be reconciled 

period ically with th8 balllnces 'ldvised by the OVGrseas 

correspondents at a shorter interv~l (i.e. monthly or 

• _ .. 10/-
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fortnight 1y, if transq,ctions"3,re 'llore )1.nd pro;7lpt follow_ 

up action in respect of iteils for l'lI'g.3"tmounts sh')uld be 

tqken up by br~nches and this position should also be 

w~tchej const~ntly be He~d Office thrJugh monthly certi­

fic1.tes/returns. 

(vii) Ee1.d Officc/lntern:ttional Banking Division should 

arr~nge inspection of brqnches h~ndling m~jor portion of 

b~nk's foreign exch~nge business on ~ yearly basis by 

comp2tent st~ff who are conversant with the Exch~nga Control 

regul3.tions. 

(viii) The staff :'ittached to foreign exch:l.nge dep3.rt,nents 

of authorised deqlers should be experien~ed ~nd equipped 

with technical knClw ledge. Adequate number of copies of 

ECD M~nual (or relevant extracts) or other import~nt publi­

ations should be made av~il~ble to staff working in such 

departments. 

(ix) The Dealing Dep'3.rtllcnt should be eqUipped with wall 

trJ.ined personnel with ''l.C3.de;;)ic b1.ckground, ment'3.l ability 

3.nd of integrity. There should b0 independent on-going 

chack :)0 th~ 3,C t iv it ies of th.J da.':1.1ers thr ough the !Ded ium 

of b~ck-u~ st~ff. System Jf roporting l~rg,r tr~ns~ctions 

to senior offic~.~rs for ~pprO\T'1l should be brought in for 

contrJl on dc~lers. All l~rg2 dc\ls should b~cqrofully 

scrutinlSed by A~colmt..s DeVtrtm..;nt inddpendently ~nj n.P9rovq1 

tq,ken from sanior oxperienci.d loc!.l Heads. 

• •.• 11/-
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(x) The m~thod '1.ooptdd by tha bank for Qva.luation :)f 

profit/loss sh:)uld bQ uniform from period t:) p,:ri:Jd 1.nd 

y<:,ar to y\.).1.r. As f~r as poss ible) tha b."lancdS in Nostro 

mirror accounts should ba v~luQd ~t realistic rates uniformly. 

The forw.1.rd bus in~ss trJ.nsact ions sh ouid be axc Iuded for 

th is pur'pos~, l.S f~r 1.S poss iblc, unldss they re prescmt 1. 

siz~blQ business. However, for losses Qxpacted on account 

of forwq,rd tr1.ns1.ctions, pr:Jvision should be m~dc for such 

10 '3ses. Tha rates ::tnd me th ods ad :)ptC!d by b3.nks for 

ev~luntion of ~rofit and loss should be stuc.iad for last 

tha mathod. This item requires cloc.c scrutiny by (Jur officers 

~s m~nipulqtions/~djustments ~e made to show botter results. 

(xi) For cffdctive supi3rvision 3.nd control, Ba'1d Office 

should obtl.in p.=riod ic~l controlling st~tomC'nts such as, 

forc.: ign bills purchr-ts\:;:d/discollnted which :lrv OVerdue for 

more th::tn 30 d1.Ys, ir ro gul1.r :=tdV?nC0S st1. temant (inc luding 

bills), w.::ekly st1.t.::ment of aff:-tirs, s t3.te ~.;:nt of gU'1.r1.nt~~e 

~nd othor cont ing<.::nt li!1.bilities (\-li th l!lrger outst1.ndings) 

Limits should be fixed for dC'1ling in v'lrious currencies qnd 

closi3 w1.tch should be kept by controlling offic.;s. C ountry­

w iSiJ/currency -wiSe exposure of risk in fore ign bills 

nQgoti~tion should b~ c~llGd for at pvriodic'1l intcrv'1ls. 

Control ov,:r, th~ !ldv"l.nc.;;s portf:)lio of forc ign brmchas 
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is vGry n8c0ss~ry All un'luthoriscd l.dv'lncCS sh QuId be 

discour'lgcd qnd const~nt w~tch should be k8pt on br~nch 

M~n~gers who indulge in un'luthoris8d business on l~rge 

s c".le. Such officars/M1.n1.gers sh ould b.:; c:>,ll,J d b1.ck or 

tr~nJf~rr0d if th~y do not l.dhJru to Head Offic0 disciplin~ 

for som€; tim.:", keeping in vi.:.;w the:: risk involved~ 

(xii) During the course of ins?~ctiGn of b~nks/c?ntr~lling 

offices of foreign br'"'.nch..::s of Indian b1.nks, Princ ip'll Ins p~cting 

Offic8r should first study th·:; stl.tJ of qff-:.irs 1.nd position 

of bUsiness conducted by the foreign br~nchQs ~nd HO'ld Office 

control th.:;re on ,1.S 'lV'J. il':'tblc fro·n HJ:ld Officd r0cords. Aft<:r 

seeing the c:)Untry-w 1st: risk 8xposur~ of forGign br'lnches 

nnd control ov.:;r tho ~dv1.nc~s portfolio of the forJign 

br~nchcs, he m~y SU~6QSt tho n'lm~s of thv foreign br~nchas 

f or ins pect ion toContr'-d Office for th.::; ir approv.'ll. VJhore 

risk exposur-o/qUl.ntu,1 of 'ldv::-tncJs is mor,:, 2.ccording to 

H(;-:.d Offico, th~ inspsction should b~ c~rried out imm0di~t~ly 

or on comp10tion of th2 insp~ction of Hc'"'.d Offico (Foreign 

Exch~.nge Div ision) , by such co"Y]~tvnt st:ff who h~.v,::; got 

suffici~nt oxpcri~nc~ of inspection of forLign QXCh'lng2 busin0sS 

.... nd pr(;f0r-::>..bly by p" rs ons who h .... vi.J S0L n the: records of 

such br'lnehes 'It Hc .... d Offic~ l.nd h'lV8 got the neccss~ry 

b1.ckground id.;;'l ,~bout th.:; working of th8 forGign br:mch8s. 

Bang~lore Rcgion~l Offic~ (DBOD) 

26. The guid21in..:s cont~in~d in Cb'lpter 5 of thG 

Ins~ction IvfJ..nu'1l ~0 'ldcquate. ThG guidelines issued 
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by Exch "lnge Control .Dep-:'.rtment to bl.nks de'lling in 

foreign exch~nge ~r8 '1lso quite exh~ustive ~nd the 

Inspect ing Officers '1':1.y ind iC'l.te the progress ·'!Il.de 

by the b.",nks in inplcmenting the guidelin03s The 

bro~d guidelines issued by the Cantr'll Office of 

Exch'nga Cantr:>l DCp'l.rt;k'nt to their Region~l Offices 

:n1.Y be borne in mind whil"'~ conducting ~n inspection of 

the foreign axch~ng3 busin0ss p:>rtfolio. The 'lttantion 

of the Inspc:ct lngJffice- sh ou Id bo focussed on intcr­

b'l.nk de,lings. In p'l.rtlcul~r, it should be scen whether 

b~nks h=iving low custom.:>r b-::se which hJ.ve recently b.-·en 

licensed ~re emb 1 rking on free exch~nge tr1.ding on a 

large sc~le. The InsPecting Officar should verify 

whether the oper1.tions undert~ken by the da~ler in inter­

b1.nk m1.rket ~re justifiable. It should be ensured whether 

tr1.ns'1ct ions with overseaS b1.nks'lre necessit'1.ted by the 

exist~nce of 1. currency ~osition. Inter-b'1nk de~lings 

h "tve 'lssumed import~.nce in recent t irn03s '1S fund problems 

~re sometimes resolved by s08king recourso to the inter­

bl.nk m~rket. The other ~e~s to be covered ~re the 

currency position, control over reconcili"'.tion of Nostro 

b1.l'1.ncc;s, c.)ntrol over Vostro ::..ccounts, internl.l control 

1.nd reporting system ~nd the syst0m of booking exch~nge 

profit. The pres~nt form~t of the note on foreign 

exch~nge business is considered 'l.dequ'1te. Pawaver, it 
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needs to be modifi~d so l.S t~ include ~n qssessmcnt of 

the b~nk's ~ctivities in intcrn~tion~l bqnking such tS 

rl.ising funds through issuiJ of Flotting !.l.ta Notes, curr\.mt 

deposits, <Jtc., "',nd P'lrticip,""ting in syndic~tion 101.ns. 

27. In ml.ny b1.nks, cr-.;jit propos ..... ls involving one or 

mor~ linLs of cr~dit part~ining to foreign cxchl.nga 

bus in.3ss <:tr0 process L d by the Foreign Exch':mg.3 De Pl.rtm~nt 

or Int(;rn:.tion1.l B~nking Division . .\S this Depl.rt'Tl.:::nt is 

8ss~ntirtlly conc.::;rnLd with th~ t'?sk of c~mplitnc.3 with 

Exch~ng~ Control requir0ments, th~ propos~ls ~re 

seldom '!n~tlysod from the cr;;.:dit '1nl.lyst's points of viaw­

c~p~city of th.3 borrower, ~SSeSsm~nt of credit needs, 

etc. It should be Gnsured during inspections thqt 

credit propos~ls ~r~ properly ~n~lysed ~nd whethor 

qu ..... lifie.:1 cr<JJit 1.n:=tlysts lore ,:Josted to thd Dcp'll'tment. 

28. In c~rt~in b~nks, HQ~d Offices ~re 10c1.ted outside 

Bomb::ty, but th.:. c0ntr ... lis~;d Foreign E.7.ch:.nge Dep~rtlIK:!nt 

is situ~t2d in Bombqy In such c~ses, becl.use of g.3ogra-

phic1.l dist"'.nciJ, l'"'.cl: of c~ntrol by Be3.d Offic.:. over the 

Centr ..... l Foreign Exchl.ngc Dcpl.rtm~nt is observ.3d. It m~y 

be s;:;cn during inspections wheth...;r the i--11.n1.g.::·nent 

Inform1.tion 3ystom returns devised by the b~nk l.re 

'ld8qU1.ta to cn lble th0 Heqd Office t') g.:::t t f.:..;ed-bqck 

regqrding the im90rtl.nt 1.spGcts of the working of the 
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C8ntr~1 Foreign Exch~nge Dep~rtm0nt. 

29, Inspecting Officers m~y be required to ex~nina 

wheth0r b'"'..nks, wh il(; quot ing r':ttes for ford ign currGncy 

d~posits) quote high~r r~tcs in lieu of concession~l 

interest rqtes offered for deposits. Where fin~r r~tcs 

'lr0 qlDted to cUdtOTI\;)rS, th.:; lossin income in this rog~rd 

m~y bd m'1.d0 good by coll.:::ct ing from tria'] (customers) 

other incident~l ch "".rg::s such 1S post1.ge, scrv ica ch'lrgos, etc 

Tho:; Ins pect ing Offic\~r :Jl'lY ,~x!1mine th is n.~pec t to ensure 

whather customer3 get ~ f-tir d0'l1. 

30. While opening 1~tt0rs of credit on beh1.1f of "tn 

importer, his ~bility to honJur th€ bills should be t~ken 

into :l.ccount. A toti.l over"!.ll limit should be fixed So 

1.S to include all his credit rclquire~;nts, viz., pledge/ 

hypothac~tion, bills limits, etc. The InSPecting Officor~ 

m~y ensure this ~spect during inspections. In certtin 

c~ses, it is observed th1.t th~ documents nogoti'1.ted ~re 

not pr'JlJlptly desp':ttched to the res p8ct iV8 centres. Th is 

results in delcty in l.ccrul.l of foreign currency funds to 

the b~nk. The Inspecting Officer m~y ensurd th~t there 

is no undU8 del'lY in d8Sp.'1.tch of documents by m:l.king :l 

s~mple v~rific~.tion in this rcg1.rd. 

31. The HOLd Office supervision ~nd control over the 

working of foreign br'lnches hqs to be exercised through 

~n eff8ctive reportine system, pdriodictl intern~l 'ludi~ 
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inspection ~nd occLsionql f~ct-finding visits by senior 

offic0rs fro'n HU'ld Office. The systc"n of reporting should 

cover Lll thG f"lcuts of the working of tho foreign 

branches. The key 'J.re1.s, rel-:>.ting to which returns m'1Y 

be c~lled for, shJuld cover outst~nding export bills, 

rev1.lu1.t ion of ne t currency pos it ions, interest ::!.nd 

exch1.nge r1.t0s inform'ltion on d1.ily b1.sis, ~nd exch~nge 

cover l.rr~ng0m8nts 1.doptod by the br1.nch for the foreign 

currency li~bilities 1.nd ~ssets. Tbe st1.temGnts recGived 

from foraign br".nches should be subject0d to det1.iled 

scrutiny :1.t the ?e':ld Office. AS regl.rds fixing of limits 

for various curre;nc ies, country-wise risks '1nd c ont ingent 

li1.bilitie:s, suit1b;"c guidelin2s msty be fr:1.med in the light 

of th2 delibc.rLtions of the Intf:;rn·1tion"":l.1 Ccmfer.)nco of 

B1.nking Supervisors 1.nd comments received from b~nks in 

th is reg1.rd. 

32. The gilidelin.:.s rcg'trding inspection of foroign br1nches 

of Indi~n b~nks l~id down in the Inspection M~nu1.1 Lrd 

comprehensive. In :ddition, the following m'1in '1r~1.S 

should r~ccive the 1.tt~ntioh of the Inspecting Officers. 

(i) The Inspect ing Officur's obs,-rv1.tions h'we to be: 

focussed p'1Tticul'1rly on the composition of funds, 

rcl1.tiv:J f:tctors, composita cost, switchl..:d 'lsscts, tonor/ 

~~turity p~ttern) ~nd 1.ny oblig1.tion to kJcp ~ny part of 

the funds in specific roserve ~ssets. 
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(ii) Th~ primo f~ctor in the study of ~ssets is tbeir 

d isburs'1l in tar"'ls of risk '-~ L..::n.:.;nt l.nd the ch oice of 

l.ss~ts in ~ m~nn~r h~r~onising with the pattern of 

funding. The Insp~cting Officers w~uld ~lso do well to 

check up th0 turnov~r of '1sscts in th0 previous por1od 

'lnd p~rt icul "I.rly C!D:t'ninc whethGr on 'lccount of :>.ny mis­

m'1tching of the m'1turitiGs of .1.sscts ~nd ll1.bilit1cs, the 

b1.nk h1.d to incur ~ny 1.ddition~l cost. 

(iii) ThG f'1ctors th1.t go into the proflt-:>.bility of !3.n 

overse ... s br .... nch 1.re :n'"'.inly the n.:.t differenti':'.l b0twGl3n 

th incomo on l.dv~nCes .... nd funding cost, ~nd exch~ng0 

.... nct conm1ssion ,;"un.::d ::>0 S\Jrv iCGS includ ing g'linful 

'lccru'11s from foreign exch .... ng~ tr~ns1.ctions. Th0 m1.turity 

p'1ttcrn of ~dv~nces h~s 1. decisiv8 be~ring u 'on the nEt 

diff~renti1.l b8tw~0n the cost of funding ~nd op~r:tion~l 

incom~ l.S in C1.S~ the two m'1turit1es ~rc not well m1.tched, there 

is every possibility of the b'lnk being put to '1dd1tion1.1 

cost. 

(iv) Tht:: control m.:..;ch"l.nis:'1 should be; such th'1t it would 

bL! "l.d<.;qu".L) to ensur-J prcv~n t ion of inc om.::; eros ion 1.nd, 'It 

the s~~ time, be .... ble to ~nSWL!r th~ fund1.ment1.l r0quiremcnts 

of correct monitoring of d1.t~ ~nd tho1r proJcr intcrpret1.tion. 

ThE; '"'..r(3"'.s which 1.r" most vulneri.bl.s "lnd neGd to be c1.refully 

0xl,.Jined ".r.:! th 050 mcnt ioned 1n p~rl.gr'l" ph 31 ~bove .. 
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(v) The sp.3cil.l '1spects r.Jl1.ting to funding tc!chniqucs, 

l~~ning l.V8nues ~nd op0r~tionl.l profit~bility ~rG worth 

m8ntioning. T1.king tho funding l.sp8ct, th~re is "'.. possi­

bility of th~ brl.nch tl.king fin~nce from other b~nks 

through discounting of '1cccptl.nC8S. In the Euro--:la.rkc.t 

cspccil.lly, th0 discount r~t8 for ~cc0pt~nc~s is l. sh'lde 

lower thl.n th0 int~rcst for ~ deposit of the s~m~ tenor. 

Thus, it is 'ldv~nt:geous if tho br~nch resorts to dis­

count ing of bills to prov ide its01f with funds '1S :1 chG "l.p~r 

1.1 tern l.t ive to t'1king d~ pos its. .;·i~reov~r, thi:;r,J is:11so 

the profitl.bility of ent3r"ing into p'lrtic ip~t ion :;.rr:.ngements 

with other b'1nks to fund 1dv~ncGs portfolio in the 8v0nt the 

pariod ~f pl.rticip~tion ~nd the t~r~s th~raof m~tch with 

tho correspond.ing "'..spects of thu 3.dv:nces. 'l''lkins up ..... 

for3ign·curr~ncy :~s~t further brings with it th~ question 

of exch:.nga risk m:nl.g2ment for the b~nk l.S well ..... s the 

borrower. In th~ c ..... s..:: of comm.Jrci·:l 3.dv'1nces in for.:; ign 

curri:nci.::s (bills p .... rticul:rly), the b;.nk h'1.s to be 

gU1rd~d in t~king up positions without there being ~ 

prospiJct of '1vl.ill.bility of covcr for thG full period ':'.nd 

l.mount of tha 'lssut. There is '11so the oVGr'1ll question 

of lengthoning of th~ period of p~rticul1r typGs of 

'lss.:.;ts (such '1S overdue instl.l'lk.:'nts in Euro-lol.ns 'lnd 

ool:.ys in the r..:;,lisa.tion of purchl.s~d bills) Which my 
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c~usc disloc~tion in th0 c~sh flow p~ttGrn ~nd ~lso m~y 

le'ld to 3. situ..".tion of unfor,:;soGn ':;rosion of income ~nd 

'1sset v'1luc. The p<.;riodicity of inspections of br~nch(;s 

by RBI would dep0nd upon the systclm ~nd periodicity of 

inspections by th~ b;nk's own intern~l inspection m~chin~ry. 

It is, howevGr, ;:;ugg<Jstcd thn..t the foreign br1nches m1.Y be 

ins~cted onc'" in thr;]0 YCl.rs. 

33. In the light of tho recent sophistic;.ted devclopmehts 

in intern;.tion~l b~nking ~ren1., the need to imp~rt intensive 

pr~ctic;.l tr~ining to the offic~rs of DBOD ~nd ECD cnnnot be 

overemPhasised. The workshep on Intcrn~tion~l B'lnking 

recently org1.nised .'1t Brr: is "1. hC1.l thy development ",nd more 

officcrs should be ~xposed to such tr~ining progr'1mme5. 

34. ThO guidelines for intem1.l control rec~ntly brought 

out by the Exch'l.Oge Control Department 1.1'0 exhaustive 'lnd 

it m~y be ensured during inspections whethcr b~nks have 

implem.:;nted the guide linc;s. 

35 It is desir~~blG th '.t :t uniform procedure is followed 

by ~ll b:l.nks l.S reg~ds booking of profit, ~nd efforts in 

this rcg~rd with the good offices of FoBI 'lnd FfDA.I should 

be speGd.::;;d up. 

36. At presGnt, the inspection of foreign exch~nge 

business of b'1nks is conduct~d by DEOD during their 

inspect ions wr,ilJ ECD is -:uso inde pendently c3.rry ing out 
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inspect ions of inter-b~nk, cover ".nd fund ing oper1.tions 

of b.1.nks. It is sugg:~.st3d th".t the l1.tter inspections may 

be done jointly by DBOD ~nd FCD during the rcgul~ 

inspections of b1.nks QXC~pt in circumst~nc0s whore sep"'l.r1.te 

'l.nd :1.d -h DC inspcc t ions 1.rG warr ...... n ted. 

37. Copies of thG booklt:t 'Guidelin0s for Intern1.l Control aver 

Foreign Exch:nga Business' should b.: m1.do 'lv'l.il1.ble to all 

Insp8~ting Officers. 

C 1.1cutt1. Fogion"..l Office (DEOD) 

38. When import bills ~r~ r0c0ived in brtnches, the 

Inspecting Officors should eX"'I.minc tho ...... ccounting syste~ 

followed by thorn in respect of those bills. 

39 .. Whcth.:.:r deferrE:d inst"lmi..)nts in respect of import 

defc:rr;:,;d p1.ymc:nt gu"'.rl.ntccs ~rc p-:,-id on due d1.tJS 'l.nd ::t 

proper r0cord is m~int1.inGd in resPect of gU'lr1.ntees issued, 

d'1t0s of paym~nt of defcrred inst'llments, etc. 

40. D~fGrr~d p'lym2nt gU1.r~nteGS - Exports 

Wh~thQr th~ conditions stipul1.ted in ~pprov1.l of ECD 

'l.nd undert'l.king given by the c;xporters hrtv2 been fulfilled. 

41.. Cover tr'1.ns:..ctions'll1:i position 

(i) Tb.:: Inspecting Officer should (;x'"'.mino the turnover 

in foreign exch'l.ng"" bus ines 3 :.nd cnsuru th 'l. t the bank t s 

tr~ns'l.ctions with OVCrS01.S corr~spond3nts ~nd inter-bank ~re 

not dis pro port ion'lt~ ly high in rol~~tion to its merch "U1t 

tr1.ns'1c t ions .. 
• .... • 21/-
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(ii) The Insp~cting Officer should ex~minc th1.t the 

position is m1.tch€:d "1.t le:1st ;nonth-wisc l.S f~r "s Possible. 

(iii) Th~ Inspecting Officer should ~s~Grt1.in the li~its of 

unc over2d pos it ion th.:.; b1.nk is ':'..llow~d to kcu p. In th is 

connection, th0 instructions issu..:.'d by the b:lnk's HC1.d 

Office m':l..Y be; look,: dint o. Ins poct ing Officer sh 'Juld see 

th1.t such instructions l.r~ strictly adh:rod to. 

(iv) Inspecting Offic~r should sec th~t forw~rd contr~cts 

:'.rJ not cxt~nded without 'lny v1.lid rC1.S0ClS. It should be 

~nsurud th~t n~cess1.ry steps ~r~ being t~ken by tha b1.nk 

for c~nc~111.tion of the ovcrdu~ contr~cts, whara necess~ry. 

(v) Inspecting Offic~r should vorify th~t th~ dc~lcr h1.s 

c1.1cul1.t.::d the positi~n ""lftcr t'l'r.ing into considcr3.tion the 

tr""lns1.ctions in the pip~lin0. 

(vi) AS the int~r-b1.nk tr~ns~ctions l.rc bO'Jkcd through 

brokors, Inspecting Offic~r should s~e th~t these tr1.ns~ctions 

".rc usu1.lly sprG'1d over '"!. number of brokors by p-Jr i:XI ic ~l ro­

t ... tion inste1.d of c~ncJntr~ting on on~ br'Jk0r. 

(vii)It is understood th ..... t Exch1.nge Control Dcp"rtmE:nt h".s, 

in sept~mb0r 1981, fixed limits for open positions in four 

m'l.jor curr,.nci.'s, viz., Pound Sterling, U.S. Doll".rs, 

D .. utsche M'1.rk"'.nd J~ p":'.ncSe Yen, '1S wo 11 qS for the netted 

rupe2 position for the individu".l b"tnks. It is :llso 

understood th~t th~ s'lid limits 'lr~ k8pt secrot for 
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Exch1..ng2 Control D(;p".rtmL'nt's llSv l.nd hotve not b..:~n 

l.dvisod to conc~rn2d ~uthoris3d d~~lcrs. Th8 desir~bility 

of k~o ping DBOD Jns p\:~ct ing Officers l..W'l.ro of th3 srtid 

li'i ts tr.'J.y b2 considered. 

42. Exch 1.ngG F.:t t~ s 

Inspecting Jffic~r ShOllld or.Sllr0 th1.t th~ r1.tus for 

purch':l.sc "1.nd s·'.l.::; of non-st;]rling cllrl.~(.nci~s by the b'1.nk 

'l.re b1.sod on the principle of ~cqllisition or dispos1.l of 

for~ign cxchlng~ "1.nd llnec)nomic rqtcs ~ru not quot~d to 

'"Qerch'1nts. 

43. Overdr:fts to foruign corrcspond~nts 

Inspecting OfficJr should ,,:;xl..lin(; l.nd ensure th1t the 

rel.J.Xl.tion in p~r~. 8.12 of tha Exch'1ng(; C ontrol M~nu'll 

permitting ~xc<::ss ov-.:r the limits of Rs.20 l3.khs for 

ovcrdr"..fts in the rupee l.ccounts of oversc1.S br:nches/ 

c orre:spondcnts is n:Jt int\..)nd(;d to b.J uS.3d by th~ ovorse"..s 

b1.nks to postpon~ funding in ~nticip'1.tion of rtt0 ch:ng~s 

or to tr·~nsf.:;r funds to other l..uthoris2d dC".lcr. 

44. Inw"..rd rc fii t t"..nc8s 

Inspect ing Offic..:;r should verify th-::.t !lll inw1.rj 

r~nitt:nccs ~r0 promptly cr0jit~d to th8 p~rty's l.ccount or 

re'nitted"'.ccording to th03 r'::'1Iitt~r's instructions. 
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Exch~nga Control D~p~rt~0nt 

C n.lcu tt~ Ragion,.l Office (ECD) 

45. Though the position in !J. curruncy m~y be ncl1.r squ"'.ro, 

'l.n authoris~d d,)~ler m~y b0 c~rrying :J.n eL.Jrnent of risk 

if tho m~turiti0s ~r0 not proporly m'l.tchod. In tho ~bsence 

of "'. properly match~d position, the ~uthoris~d dc~ler is 

oftJn forc0d to go in for sw~p tr~nsqctions to provide 

inI1'J0di1.t.s funds. Though m"lrket tr'1.ns'1ctions C'1n 00 e'1sily 

ml.tchi.. d '1nd the g~.p is climin'1.tc.d, Routh orised d(::lcrs 

cxp0ri<.::ncc gra~t diffL;ulty in rcsp';')ct of merch~nt forw1.rd 

tr"'>.ns'1ctions l.S in m"1ny Cl.SCS, the; mcrch'1nts do not t-:kc 

contr"'.cts in tima. This necessitqtJs ~ numb0r of SW'1P 

tr'l.nsnctions. 'lhough the swap loss is r,~covered from the 

march "lnt, tharb is '. dcfin ito loss of foreign exchange if 

thl3s'::: sw~'.P dC""'ls ~r.:; put thpough in th..:: overs.::'.s markets. 

This ~1.Spoct m'lY roquiri:: SOin.=; det':'.iled study. 

46. Authorised d01.1crs purch~s0 foroign curr0ncics 

from th0ir corrcsp0ndclnts l.nd crejit th0ir rup0e ~ccounts 

with tbe cquiv'1.1ent wh never the c orr0sp onden ts des ire 

to h1.v,,:: 1.dJition'l.l rup.:.:: funds. Tbe;s.::.: funds should be 

for m0C t ing the ir rup,:).;:: r-.;quir2mcntSl.nj sh ould not, in 

the norm'3..l course, be rcp'l.tri.:tt0d. Lepl.tri1.tion of fund~ 

rcgul:.rly mG'lns th':?t the OV8rS8;.s corr.:~s;:»ndGnts :.TO 

either trying to invest thoir surplus funds (which may 

not be ~dv:nt'l.gcous undGr thd pres..::nt int~rest structure 
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prev"'!iling in th.:.: ov..:;rS0'S m"..rk.::ts) or trying to m"..ke 

profi t in the· r1.tc d iff~rcnc-::. bi~ tw-.;en th 0 two d 1. tt:ls. Th,-;sc 

typ-...:s of tr".ns1.c tions l.r(. not dosir'tblc :=tnd tho Ins pec t ing 

Offic0r should k~~p this in mind whil0 scrutinising th~ 

accounts. It w"-s obs, .. rv~d during th~ inspection of '"'.n 

~uthoris~d do~ler th'tt its OVLrsc'tS brqnch0S purch~sed 

1 'trg--: 'J.mounts of rup~cs by s-:..lc of for.::.. igo curr,~ nc iGS 

(mainly pound st~rling '"'.nd U.S. dolllrs) which wcro b"..dly 

need~d by thG 1.uthorised dc'"'.lar to m~~t m~rch~nt tr:ns'tctions. 

Howev~r, it w"-s inform~lly understood th'tt tho rup~~ funds 

credit8d to the Vostro :=tccJtmts wer.::; not fully requir.~;d to 

meet th0 requirements but p~rt of th~ ~mount Was sold by 

the ovorsc'"'.s br'"'.nchcs of th0 ~uthoriscd dc'"'.lcr to the 

ov\.::rse:ts br""l..nchus of other Ind i1.n banks. Though there W'lS 

no r0p~tri~tion, it m:=ty amount to tr:ding in rup0os. 

47. Tbe He'"'.d Offico should prescribe the mn.ximum d1.ylight 

limit for position to ensure minimum exposure to th~ exch1.ngo 

risk. Whi10 fixint; thr: d1.ylight limit, th...: F2'"l.d Offic0 

should tqk0 into ~ccount th~ norm1.1 trend of th~ b~nk's 

merch"'..nt tr :ns"..ctions '"'.nd m"..y h:J.vc to fix differ€:nt limits 

for overbought "..nd ov~rsold position. For instlnce, 

Bank I~' hqving g~ncr'tlly l.n oVersold position in its 

d:ty-to-d1.Y me;rch1.nt trl.ns:lctions, S'tY qbout 10 m in 

U.S. dolltrs, n<::<Jd not h~V0 to worry much "bout 3.n over­

bought position of U.S. ~ 12m ~t 11.30 A.M. but 1. s"..lo 
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report of U.S .:. 5m right in th0 morning mv 1*lccssit'1te 

covuring tho s~mci im~edi~tely, i.e., b'1nk h~ving pr~domin~ntly 

import tr~ns~ctions to h~ndl6 should keep its oversold 

limit low.:.:r th!".n the' overbough t limit for the d2yl igh t 

position ':tno. vice-vcrs'l. Th< Inspecting Officer will h1.vC 

to ex~mine wh~th0r tho limits '1re being followed by the 

office m~int~ining tho position. All inform'l.tion betw0en 

tho de.'lling room l.nd the dcp"'..rtm~nt should be through 

slips which should ino.ic",.t.3 1.1so the tim0 of the tr'"!ns3.ctions/ 

rec~ipt of '1dvico from br~nches. This will be necoss~ry 

to ver ify whe th0r th0 office ~-·l.d trie:d to m1.int'"!in tho 

d"l.ylight position within the limits. 

48. Inspocting Officor h~s to v~rify whcth.3r ~ll thG 

d0,1 slips issu~d by th.:; d";'"l.lcr'ls entered in tho respective 

contr1.c t rc gist.:.:rs '1nd the contr'lC ts '"l.r0 '1dv isod 1.nd c.onfirm­

~tion obt1.in()d from th..:. oth,jr bl,nks. 'I'h~ syste~n followed by 

'l..uthorised d(;'",lcr should b.: 2x'1min;.;j to S00 whcth .... r it is 

fool-proof ",-nj climin"..t2 '1ny irregular tr'1nsl.ctions. 

Forw'1rd merch .... nt contr",ct r.:.:.gist-.!rs should be SG':.m to 

verify Hhc:th.::;r proper follow-up l.ction is t1.ken to ensure 

t ~.k ing up of th -..; contr"..cts/ it s c:xtc:nsion/c ",-nco 1 I::'.. tion. 

49. At pl1.cCS wh..:::r0 rc·cogniscd Asso·~i"'..tion of Brokers is 

!"..v'lil"'.ble, 1.11 intcr-b'lnk tr .... ns",.ctions 'U'G to be put 

through "'.. broker (PEDAl rul0 31). The Inspecting Officer 
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will vorify this ~spect ~nd \lso cross- ch2ck the broker's 

not0s with the contr'"'..cts. Br okGr-w is.] r0gistGr will .... ls 0 

h:tvc to bo scrutinised to s·,;;. whGth-.;r '0.ny sp,:::ci1.1 f'wour 

is boing shown to ""'-ny pvticul • .r firm of brokers .... nd p"yment 

of brok8r<>.g..:: in respect of tho contr"lcts m"lY bo cross-chocked 

fr om th Q br okGr1.g2 rug is tor. 

50. The mcch"nism of r-.;porting th0 d.'"'.ily m ... rch\nt 

tr:tns1.ctions by br:tnches to th" office m1.int\ining tho:; position 

should be eX!J.minGd to Sl,e-. wh3th..;r tho timG g'lP b.':.:tw<..;cn the 

d"lt~ of origin\l tr~nsactions in tho br:tnchGs ~nd the 

rcct.- ipt of "dvicos in th;.; offie.: m1.in t.lin ing the pos ition 

is the minimum. Any d(;l~y in th0 r0ccipt of ·").dvicos of 

tr'1..ns~ctions from br~ndhes will kocp the tr"lnsactions in 

the pipeline \nd tho s~m8 will r\.;~ .... in uncovcr0d 1.nd the 

pos ition ''.rriv.::'l ...,t by th~; offico will be f .... r from the nctu'l.l 

position. L~g0r tr1.ns~ctions should :ttlcast b0, thcrcfor~, 

roport.::d on th..; S2.me d'.1Y '"'.nd t".kcn in position. Tho limit 

for tho purpose h~s to be fixed by th~ He1.d Offic0 of the 

b~nk \nd m~y v"lry from b1.nk to bank depending on its total 

merch1.nt tr~ns~ctions. The oth0r tr"lns\ction should not 

r8m1.in in pipeline for 1l0rc th"'..n ':'.. d'1..Y or two. During thc 

inspection of one of th.;:; 'luthorised dv·"'..lcrs, it W'l.S obs,;rvod 

th 1.t 1.dv ic..:::s sont by m'i..il took, on :.n 1.ver ..... ge, one w .3k. 

This is not desir1.blG 1.nd C1.n be 8limin ..... tvd if somo link 

offices ""oro est .... blishc:j ...,t convonicnt pl'1.cOS with 
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the br'1nchos nc:..r "'.round r..:;porting to th\Js2 link offices 

th .3ir d1.y-to-d 1.y tr""ns1c tions; it will b..3 possi blo for the 

link offic0s to "'..dvise tho position m':'.int1.ining office the 

tot1.1 purch'1ses/s'11os of the br1.nches und.;:r its jurisdiction. 

This '1.dvico c'"'.n rc;~ch by th(: d1.Y following tho d'1te of 

tr3.nsact ion"tnd rt:.:duc,: the. tr '..nS:1C tions in the pipeline to 

tho minimum. 

51. The intcr-bJ.nk tr ..... ns!'l..ctions C'1n bf: minly for cov...;r 

of ':'.uthorised ~01.1ors' m0rch"'..nt tr1ns~ctions 'l.nd the 

OVvrs~1.S tr1ns~ctions for conv~rting one currency into 

~noth<Jr which is not froely 1.v .... il"'.bla in the intor-b'lnk. 

Those tr~ns'1.cti~ns m'1.Y 1.1so be in the n~turc of tr'l.ding or for 

closing tho g"'..p in thJ m1.turity d1.tcs. Wh~r0'1S th0 first "'.nd 

thO l'1st purposos '"I.re n~ccss1.ry, th\J sec ond on,: 1s m'=l.inly 

to m"'.ko '1 sm:..ll profit 1nd too much indulgonc~ 1n this '1.cti­

v ity m'l.Y be:cornc d .... ngorous. One 'l.spcct wh ich is import'mt is 

th '"'.t ..... tr~.ns 1.C t ion r wh ich is pure ly of tr'1.d ing nr'. tur0 will 

gcnQr~lly be 1.g'l.inst the gJnuino n~cds of th~ oth0r b~nks 

1.nd the loss, if '1.ny, incurrad by tho oth~r b1.nk will 

ultiml.toly be to the 'l.ccount of its customt..rs. Thorofore, 

it is n~c..:;ss~ry to cnsur~ th~t tr"'..ding is not ~llowod to bocomc 

highly sp..:;cul'"'.tivc but is limitod to '1 level which will 

be hC'l.lthy by providing fr~0 mobility of funds to the 

requirod pl'"'.c0 ~nd ensuring finur r'l.tes to the merchants • 
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52. Som.:: 'luthoris<Jd d-::'"'.10rs p'"'..ss I:.mtri2s through Susp~n~<3 

Account when·full d~t~ils of tr~ns~ctions ~rc not r-::c0ived 

from br;.nchos r..; porting th0 tr'"'.ns'1c t ions. The Ins pec t ing 

Offic0r sh ould \.;x-:'li1inc whc. thG r the tr:.ns:.c tions '"'..ri.: r~ t'J.inc d in 

th~sG ~ccounts for long periods. Tho follow-up -:.ction t~kcn 

by the l.uthoriscd dc:'.lcr to cl'--1.r th..: outsti.nding it0ms in 

th0se ~ccounts should ~lso b8 s~en. 

New Delhi Region:.l Office (ECD) 

53. Exch'l.ngo control Dcp1.rtmont inspections ~rc segment'll -

rastrictcd to p'"'..rticub,r .1.spects of the foroign exch:.nge 

tr~ns~ctions h1.ndl~d by the 1.uthoriscd dc:.lcrs. Tho 

scrutiny of the transactions is, thcrGfor~, confinud to 

ex"..mining the compli:.nce or otherwise by thi.! authorised 

d\::'"'..10rs with the rcl1cv',nt st1tutory r~quir8m(;nts Md the 

v~rious instructions/directives issu<3d by us from time to 

time. None of th~ Inspecting Officers .... t the Regional 

Office h~d the opportunity of ex:.mining the foreign 

exch::mge tr1.ns8.c t ions of '1n '1uthoris(;d dC3.1cr in the ir 

tot1.1ity. The Inspecting Officers do not ilso havo 

l.doqu3.tc fiold 0xpcricnc(; for:. rC1.s:>n'1bly ~dequ'1to time 

span ".s thGrc h:"'.d b(;~nmany ch~~ng,:;s - fr(;qucnt ly too -

due to movem~nts und..;r Inter-mobility Scheme, promotions, 

tr1.nsf3rs, <.:tc. By th.:: timc r'.,n offic,:;r is equ ippErl to 

t1.ke up indcp~ndent inspection, hu is shifted, which 

causes considar .... ble disloc:.tion :.nj 1.11 our cnergi~s 
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w~stGd in grooming him. T:::- m:l.ke: our inspect ion ~n eff2ct iv,~ 

tool to OVdrsv~' th.:.. op.::r"'ttions/functioning of th.J "1uthoris.:)d 

dG"'tlQrs ~nd ensure th""tt they do not tr~nsgrcss the powers 

duleg~tod to th~m or undort~kc ~ny tr1ns~ctions, in viol~tion 

of Exch ""tngo C cmtrol r-.; g ulations, w~ should first, ~jjrcss 

ours,:;lvos for pl'1.cing th C,; ~ns pec t ion mJ.chin\.~ry on '1 sound ",nd 

prop~r footing. This c~lls for pl~nning, scl~ction ~nd 

intonsivc training before: ~n Inspecting Officar is ~ssign~d 

duty - not to b~ disturbed for "'t ~riod of ~t lO'1.st two y~~rs. 

54. Prosently, there is no co-ordin~tion butwGJn inspections 

c:l.rricd out by DBOD ''''tno FCD. In th0 .:J3,.rli':',r YCClrS, wh.:;ncvcr 

[\n insp.:;ction of !1n 1.uthoriscd dc':\,lwr WJ,S t-:.kcm up by DEOD, ..... 

memb-=-r of th,:; st':'.ff of,ECl': us(;d to b·:; '1.:tt'lchc~d with thu 

insp0ction tC1.m; his scrutiny, howcv~r, used to be confined 

to I~' returns only. During the course of insp~ctions 

c':'.rried out by DBOD, th·.; Inspecting Offic0r no doubt, c:x'1mines 

the foro ign cxch",ngo portfol io "',lso, but h-.; normally devotE's 

his att..;ntion to ex~mining whcth-:;r tho tr",ns'l.ctions undcr­

t'1kcn by th':: ~.uthorisi..d doaler conform to sound b~nking 

pr"..ctic~s; cxch"lj1go control ""tspc;cts th,-,rt:.of involved, if 

any, ~rw not do~ply looked into, b~caust:: of vC"'.rious 

constr1.ints liku time, .:Jxp;:.rtiso, atc. To 'lchL.;vo the 

full bGn:..;fit of LBI inspections, it is worthwhilo consti­

tuting ~ team including ~n ~xp0ri0nccd officer from ECD 
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(Inspection Wing) whenaverJ. fin::tnci1.1 inspoction is t8.kcn 

up by DSOD, to spGcific'llly l::>ok into 8r..ch:.nge control 

~spacts ~nd r~port to the principql Insp2cting Officar, for 

incorpor~tion in the rdport. 

55. Tho prescnt ~pproach to inspoction of tho foraign 

branchos of ~ singlo bqnk 'lt ~ timo, could bo ropllced 

with'3.dv1.nt1g.:J by tho centre:-wise ~ppro'l.ch. In the c1.rlier 

YO'U's, DEOD used to cqrry out centre-wise inspections which g~va 
the centre urrler inspections the scope offAred by 

~ compl0te picturo of the ~otenti1.litics offerad by~t for 

b1.nk:tbI8 propos i tions, the sUCCess 'lnd f1.ilure of the 

br1.nches of vqrious b~nks op8r~ting there; it ~lso led to 

fre~ communic"ttion !'.nd exch'":nge of v icws l.nd experiences 

among the various units operating in the c~ntre. on a 

s imi11.r pqttern, we m1.Y consider the jesir1bility of 

sending three or four te1.IDS under the le~dership of a 

Princip1.1 Inspecting Officer, not below the r1.nk of .!In 

Additional Chief Officer or Additional Controller, to simu­

It'l.naously c3.rry out tho inspections of :3.11 the br.1.nches 

of Indian banks oper~ting ,t ~ contre. 

56. The compos i t ion of e~ch tC:::tm m'1Y be one or more 

C'1ch from DEOD :md ECD and thcy should c'J.rry out the 

inspection by prop;r 1.l10c1.tion of work betw0cm/arnong 

themsolves qnd submit their report to the Princip~l 
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Inspecting Officer immediately on completion of the 

inspections to en~ble him to m~et all the executives in ~ 

group ~nd thus f~cilit~te exch~nge of views and experience 

!\'Dong the m. 

57. A small cell could be set up ~t Bombay in DBOD to 

collect oat" pert1.in ing to country profiles in wh ich our 

b1.nks are oper=\ting, the commercial links betw0en India 

~nd these countries, the b1.nking laws l.nd regul~tions, the 

Exchange Control regulations, etc. By correspondenc8 with 

a9propri~to l.goncies, those d1.t" m~y be kept up-to-date. 

Inform1.tion should 1.1so be collected reg~rding the practices 

and procedures followed -It each of thd centres besides the 

information system developed and followed. 

58. The entire team before departure should be given an 

opportunity to go through the data collected ~nd also study 

the previous inspection reports. This would facilitate 

reducing the time t~ken by the mem~rs of the insp2ction 

t01.ffi ~broad to flmili~riso themselves with the 10c1.1 laws, 

regulqtions, pr'lctices, etc., and commencing the actual 

ins pec t ion :it thG sh ortest poss ible time. 

59. The inspections should be development oriented ~nd 

the audit element sh auld be minimal. Since overseas 

br~nchos are subject to various inspections by the local 

statutory 1.uthorities ~nd the internal inspections of the 

b1.nk concerned, we m~y givQ gr~1.ter attention to the 
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policies followed by the br~nches, thair exposure to 

risks, curr2ncy-wise, country-wise, etc., ~s 3lso the 

Inform=]. tion-.,ys to 11 fallowed in te rna.lly ."nd with the Head 

Office qnd the effectiveness thereof. The Principal Inspec­

ting Officer should be responsible for co-ordinqting the 

inspactions, eng~ge himself in assessing the potentialities 

of the centre, avenues for expansion of tr~de between India 

~nd the country c~ncerned, scope for opening more offices, 

services rendered t~ ethnic community and the sc~pe for 

further i.npro.ving them through his meetings with the ban ks 

::.lnd authorities. 

Bangalore F~egional Office (ECD) 

60. Gre~ter emphasis may be given on follow-up ~f overdue 

export bills, submission of extension appliCations and 

prepar.~tion ~f quarterly statements of outstanding export 

bills. Time h~s also cone when we may attempt to st~ndirdise 

tha format for export bills register. 

61. We cover this aspect p~rtly, i.e, purchases only, 

during inspection of export tr~nsactions. In view of the 

import~nce of thesa returns for proper compilation ~f 

balance of payments statistics, we may bro~den our scrutiny 

so as to cover all the tr~ns~cti~ns, i.e, purchases as well 

as sales. For proper'1ssessment of the quality of reporting, 

it may be necessary to cover at least 6 to 8 ten day periods 

as against the present 2 to 3 ten day periods. 
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62. Our inspections m:ty aim at scrutiny of records of 

letters of credit op£n~j so ~s to ensure that n~ back-

dated letters of credit are opened to circumvent regul~t10ns 

of import trade control authorities. Further, we may 

eX'lJline the procodure obt'3.ining with quthorised de"lers 

reg~rding sub~ission of cvidence of import by its importer 

clients. Ide m:lY also take up percentage check of endorsements 

m~de by authorised de1lers on exchange control copies of 

import licences so ::l.S to ensure that s'3.les against imports 

have properly been ~arked off ~g~inst import licences. 

63. '!be transactions relating to sales of foreign axch1.nge 

under delegated powers ~re scrutinised by us at the time of 

det~iled audit of r -returns. It is, however, suggested that 

individual s~les :lbove ~ cert'3.in v~lue may be scrutinised 

independently with reference to records av~il8.ble with 

3,U th orised dC1.lers. 

64. Holders of QA.22 ~ccounts are afforded f3.cility to 

maintain b"nk accounts, operations on which are allowed 

freely. They also have facility in cert~in c ircumst::tnces 

to rep~triate the balances av~il~ble in their ~A.22 accounts. 

A random scrutiny of tr'3.nsactions in thcse 3.ccoJnts, therefore, 

1.ppe::trs nec~'ssary to ensure that funds credited to these 

accounts haVe come from sources declared to the ~ontrol, 

and th'3.t the ~ccount is not being used to rep~tri'3.te 

un~uthorised funds. 
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_Exchange Control DeP8.rtment.. -
C e ntr:ll Office 

65. Among other things, the Ins~ection Team sh:Juld devote 

some time to study the developments of foreign exchange 

markets, particulJIly Eur:J-dollar currency oper_ltions in 

overseas markets as also off-shore b~nking and its Causes 

and effects on the economic development of the country 

concerned. In the light of the current thinking on the 

subject thq,t we should also go in fordf ... hare banking, the 

above study is essential. Such studies w 11 be helpful 

not only in m~king prelimin~ry arr~ngemen s but also in 

assessing the possibility of introducing off-shore banking 

in Ind ia. 

66. Branches of Indi~n banks abroad are also using 

sophisticated machines, computers, etc.- In foreign countries, 

most of the registers and other systems of keeping records, 

etc., has been done aw~y with. Inspecting Officers may also 

like to get familiar.sed with this and submit a report on their 

suggestions to the extent of introducing the3e things as 

suitable to the Indian conditions. 

67. As f-3.r 8.S foreign eXChange dealing operations are 

concern8d, the banks have some contr:Jl systems but 

generally these control systems are In p~pDrs and physically 

neither they are adhered to nor anyb:Jdy b:Jthers about it, 
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including the internal auditors of the banks. Therefore, 

the inspecting officers should compare the system of 

internal contr~ls in the b~nks/branches abroad as formulated 

by the Head Office, to Yihat is factually existing and point 

out the defiCiencies, suggestions for imprOVement, if l.ny. 

It should be carefully scen to wh~t extant the dealers go 

beyond th.: do Ie g1.ted powers A.nd at th) Sam2 time their h igher­

ups in the Fead OffiCe eVerlJok it. 

68. Before proce:.ding for inspection of overseas br'lnchcs, 

it would be worthwhile if th~ inspection team visits the bank's 

Head Offico ~nd study tho contr~l syste~ laid down by the 

Head Offica, comp,r; it with What is factually existing. 

Tora attention may be given '3.S to whethGr the guidelines 

""re iSSUed lnd if so, the S'l!JX:; are illplament.Jd in letter 'lnd 

spirit. 

69. vJhenevor th-J insp0c"tJl)ns of thG Ind i1.n branches ::!.bro1.d 

aro carried out, th0y 3.I'G Supposed to be Car 2ied out with 

utmost secrecy_ This is not possibl~ l.S the inspection 

to 'lm is rc:qu iract to c1.ll on the rndi'ln Atnb:tssad or, C onsu 13tc 

Goner~l and other import~nt officiils in the Indian busin0ss 

comunity, besideS cl.lling In the officials of tho He::l.d 

Office of the b:mk. Somehow or tho othor, thGro is q f;,;:;oling 

th3.t tho inform"tion collect8d during th03 course of the 

inspection may probqbly be used ~g~inst Indian community 
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there. Th~ f~:ar arises prosum8_bly as th(;s.::; ins p.::ctions 3l'e 

not carri0d out with defin~d fr2quency. Th8refor~, Indian 

community outside g~th~rs ~ f~eling th~t the ins pact ions 

l.r.:; c2rriod out only when some p3.I'ticulClr information !J.bout 

them is required. To ~void th is, cith-:..r the inspections 

sh QuId be cqrri,3d out under the g:trb of some- naturG of 

study or ~ltern1.tively, the periodicity of inspections 

should b~ m3.int'lin,-~d wh ich m1.Y remove their fear. 

70. It will also be; worthwh il..:J to set u 'J s amo sm3.ll study 

cells which will k,-ep in touch with market developments, 

investment patt~rn ~nd develop~nt of banking ~t specified 

ovcrsc~s countri(;s ~nd ch1.ngcs, if 'lny, in exchange cantrol 

rogul~tians, ~nd such stUdios would b~ v~ry much useful to 

th insp0ction tc~rns. 

71. Under the Control r~}gul:~ti~:ms, authorised d01.lcrs C'ln 

~llow overdrafts to th~ir OVCrS2'lS correspondents/branchos 

:J.bro?,d to the extent of Rs.20 l3.cs. This limit w').s fixed quiti.1 

~ long ago 'lnd n2~ds r~vision A s u it"'.b Ie sy sta:n rn:lY :tIs 0 

be d3visud to ensure th~t th~sc limits 'lr~ strictly ~dhi.1rcd 

to. 

72. It WetS observed th'lt 8.lthough th~rc arc, br~nchcs of 

Ind i1.n b·".nks at ov~rsc .,.s c.::ntri..:s, 'nas t of the othc.r Ind ian 

b"l..nks pr.:;;fer to 'n"l..int'1in their for~ign currency accounts 
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with b~nks other than tb~ Indian b~nks' br~nch0~abro~d. 

Efforts m~y b~ m~d0 to t~k0 up th~ m~tt~r with th~ b~nks SO 

tbClt tb0y m~y opon th0ir r:!.ccounts, to t.b.: extant POssible, 

with tho Ind ian banks' brs.ncbos1.bro1.d. 

Bomb1.Y Ft,-,gion:tl Office (ECD) 

73. Our insp~ctions tod~y ~r0 TIOr0 of ~ procadurrri ~udit 

or ~ post-mort.Jm of s::>m~ sp.:.cific tr ... ns3,.ction(s). They do 

not covor ."tny deve 10pmQnt~1 n.spects, o. g. ,goner'!l comments/ 

suggestions reg~rding customer service, eXisting/scope for 

export promption measures, eXisting/proposed steps for 

attr~cting non-residant funds, feLd-b~ck from customers 

reg~rding the effic~cy of existing Control me~sures and the 

"treas of improvement for making tbem more useful, etc. 

The scopa of inspections may be suitably expanded to cover 

these, so that inspections serve':'. positive purpose :tlso. 

74. The Inspecting Officer should be required to have 

det,'liled discussions with the offici'!l.ls of the inspected 

b3.nks about their b:tnd iC71ps/difficulties, if:lny, in 

complying with the various requirements of tho Control 

including timely submission )f returns, follow-up of 

export outst3.nd ings, suggest ions for procedur<J.l improvements, 

etc. The Inspections should also function ~s the eyes and 

ears of the Control. 
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75. T~)e purpose of the Inspection should be edUC::tting 

the authorised de3.lers about the purpose a.nd roochrtnics of 

various Sontro1 stipulations and not mere f~ult-finding. 

This 9.1so yields b<3tter co-operation from the banks con-

c0rned ].nc1 make s th e Control functions easy. We have been 

trying this particularly with the outside Bombay br~nches 

in respect of insPdction of non-resident accounts and 

exports follow-up ~nd it has beon paying good dividends. 

76. Our greatest handic9.p today is the evaporation of trained 

~nd experienced staff who may h~ve the appropriate and 

critic'll approciation of the va.rious aspects of the foreign 
of 

excha.nge tr1.ns'lctions. llostLour Inspecting Officers today 

h a.ve only a superficictl knOWledge of the ir job g,nd they 

c~n hardly go beyond the beaten track. Well planned and con-

certed efforts ~re necess~ry to rectify this situ~tion and 

cultiv.).te this expert ise. Tbe following measures, intcr­

ali'3., may be considered in this respect. 

(a) A critical choicc: of p0rsonnel while deciding postings 

to the Inspection Wing. 

(b) Periodic'3.1 exposures to insti tut i:>O'1l and on-the-j ob 

training to the staff. 

(c) Concerted efforts to ensure that the officers posted 

to the Inspection I,.~ ing are ret::l.inf'd there for ::l. reasong,bly 

good period - say 3 to 5 years. 
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(d) Praparation ~f a comprehensive Inspection Manuu for 

foreign Gxch!J.nge inspections. 

(e) Pi.'ovision of prescribed form1.ts for the inspection 

raports on v~rious aspects (say, on the lines of existing 

proformae for inspection of n~n-resident accounts and 

export transac tions). Besides, theso formats serve as a 

good check-list for the Inspecting Officers in ensuring 

th~t no important p~int is missed. 

77. While takihg up the inspection of big branches, we 

may try the tea~ method, i.e., instaad of ona Inspecting 

Officer, we may have 3- 4 officers, each qdept in areas, 

e.g., exchange tr~nsactions, trade tr~nsactions and 

document~tion, non-residant accounts, etc. 

78. In the Case of foreign branches of Indian banks, 

compli~nce with the local laws in reg~rd to the maintenance 

of books of acc~unts, audit, sub~ission of returns, etc., 

to the local authorities as also compliance with the provisions 

of Exchange Control Manual, to the extant applicable, may be 

seen. 

79. In the casa of Indian banks Jnd branches of for~ign 

banks 1 the Inspecting Officer should see the co~pliance 

\.,rith the provisions")f Exch'1nge Control ~1anual, etc, in 

regard to documonts to be obtained in respect of exports, 
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opening and maintenqnce of non-resident accounts, formali­

ties to be Qbserved while booking forward purch~se ~nd sale 

contracts ~s also ex~ension ~nj cancellation thereof, methocs 
~n 

of payments, kcepinglview the regulations about the countries 

to which the payments were effected, sale to and purch~se 

of currency froll the oublic, banks and the FleSeI'Ve Bank, 

safe custody and release of shares, securities, etc, of 

non-residents, opening andnaintenance of rupee accounts of 

foreign br~nches/Head Office, corres~ondents and non­

resident private Exch~nge HQuses, opening and maintaining 

of foreign currency accounts abro~d and funds management, 

submi~sion of returns to the Keserve Bank, etc., promptness, 

re gularity, proper cO'TIpilation, ensuring that the necessary 

documents are enclosed, training of staff handling foreign 

exchange operations, and ke~ping the Exchange Control Manual 

u p-todate. 

80. The Inspecting Officer should see wh0ther the bank has 

implemented the guidelines advised by the fieserve Bank ~nd 

if so, to what extent, in regard to inter-bank dealings, 

banker-broker relationship, whether th~ bank has made arran­

gements for the periodical obtontion of statements of 

accounts fro~ foreign branches/banks, their reconciliation 

3.nd follow-up of the :)ld items, .:Lnd the procedure in vogue 

for the v~lu~tion of balances in foreign currency and the 

ev~luation of profit/loss. 
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Madras --(egional Office (ECD) 

81. Regarding the exposure limits to be fixed for banks, 

it 1s rather difficult as ~ost of the banks in India are 

nationalised anj hence limits for dealings with them, the 

state Bank of India and its subsidiaries, as well as foreign 

banks, who have a much larger capital base may not be nece­

ssary as failure to meet com~litments in inter-bank dealings 

by these banks is unheard of. Limits could be fixed for 

dealing with small non-n~tionalised banks, but even these 

may not be realistic, in the absence of information relating 

to the extent to which such a bank has entered into commit­

ments with other banks in India ~nd abroad. 

82. ~t present, the open position limits for the dealer are 

fixed by the rel~tive managements. Central Office has 

also prescribed certain limits in the guidelines for conduc­

ting inspections supplied to offices. The limits fixed 

by some banks are very low as compared to limits fixed 

by Central Office. As we are required to advise authorised 

dealers su itably whenover th ey exceed the limits prescribed 

by Central Office, it is ~ot understood why limits fixed by 

us should not be intim~t8d to authorised dealers. Where 

the li~it fixed by the management is very lOW, the dealer who 

wants to show a better result by having a larger turnover, 

not finding enough elbow room to operate within the narrow 
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limit fixed by the manage~ent, may be t&mpted to conceal 

the re~l position. Hence, we are of the opinion that we shoUld 

prescribe re3,listic lblits for open position taking into 

account the merchant base Qf the authorisei dealer and the 

number of IB' category branches whose pipeline transactions 

will be reflected in his position. 

some 
83. In respect of cash/ready transactions,Lauthorised 

dealers prepare only deal slips and contract notes are not 

sent as funds are delivered/received on the same daY. It 

is, therefore, essential that serially numbered deal slips 

are used and exact accounting and comprebensive explanation 

for any form nett used, obtained by the Ac~ount ing Department 

completely unconnected with the trading room. It is 

pertinent to point out that in most banks, generally, no 

one higher in rank than the dealer is fully conversant with 
cert.ai.n unscrupulous 

the day-to-day jealing operations. This has emboldenedl 

dealers to put through deals wh ich are not based on s')und 

business principles. Therefore, we should insist that 

the official 3.bove the level of dealer should have a thorough 

knowledge about dealing operations. 

84. Accounting Department should maintain the daily rate 

sheets on an hour to hour basis. The exchange rates, 

interest rates and key forward rates ( 1,3,6 months), the 

rates at which business Was done (time of the jeal to be 
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indicated by the dealer on the deal s lips/c ontracts) wh ich 

should be compared retro-actively to ensure the deals are 

not being put through at off-market rates with co-operating 

parties with a view to sharing profits or getting other forms 

of kick-backs. 

85. The area of dealer-broker relationship is prone to 

corrupting influence. At prescnt, brokers are to be ~ccorded 

recognition by the local PEDAl. No nJrms h~ve been evolved 

for this purpose with the result outstation brokers have 

started operating in other centres and in their bid to 

secure a share of business enjoyed by lOCal brokers, they 

may offer inducements to the dealers. It is high time we 

evolve some procedure norms to fix the number of brokers 

required at each centre depending on the volume of business 

transacted there. At prescnt, many brokers are not in a 

position to service efficiently for w~nt of telex/telephone 

facilities with the result banks hav-e necessarily to resort 

to the broker who is able ~o put through the deal, whioh 

may give the appearance of the dealer having favoured a 

particular broker. The Reserve Bank should assist the 

various brokers to get the necessary infrastructure 

facilities and we should insist upon certain minimum 

facilities such as certain number of telephone connections, 

telex, etc., aV::iilable with eacb broker. 
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86. In terms of Chapter 8.12 of the Exchange Control Manual , 
authorised dealers have been given general permission for 

granting to overseas br~nches/correspondents loans, overdrafts, 

etc., upto ~.20 lacs. This limit applies to the aggregate 

~nount that may remain outstanding at any time against all 

overseas branches/correspondents in the books of all offices 

of the authorised dealer in India. It is difficult during 

inspections to verify whether the limit has been exceeded 

w ithoutadjustment in 5 days as we cannot know the balances 

in the accounts maintained by thevariou5 offices of the 

authorised dealer in India. Some procedure to monitor this 

limit should be evolved. This limit was fixed years back 

and in the present context of increased trading by banks it 

requires upward revision, say, atleast upto Rs. 1 crore .. 

87. At present, banks are not following a uniform practice 

for evaluating profits. Some banks value profit/loss on 

the basis of revaJuatin) mirror account balances at the ~.BI 

buying rates for sterling pounds, U.S. doll8.rs, D.:1., and 

Japanese yen and for other currencies, sterling rates of 

hDI crossed with London closing rates for the currency 

on the last working day. 'Ihe system is, however, not 

perfect as it only envisages the liquidation of assets/ 

liabilities only and not its contingent accounts including 

unliquidated foreign exchange cJntracts outstanding. A 
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system of completely squaring of all exchange positions 

whereby for every value date which the bank has purchased 

foreign exchange, it will sell a like am~unt and vice versa, 

is called for. In other words, foreign exchange positi~ns 

sh ould be valued at market prices at the time of closing the 

books. This should be do.1e by first valuing everything cit 

the spot market rate and then to adjust the forward transac­

tL:ms to reflect the appropriate market premium or discount. 

The more c onservat ive approach is to ignore the forward 

discount when arriving at forw~rd rates to liquidate the 

oversold positions and vice-versa. ~gain, segregation of 

interest element loaded in the rates quoted for export 

bills purchased in respect of which contracts are out­

standing on the date of computing profits and excluding the 

in terest element from the gross forward profits. This is 

a more scientific method and is recommended to be adopted 

uniformly by all banks. In th is context, it is worthwh ile 

c~nsidering whether it would not be better specially for 

the dealing banks to evaluate Nostro balance5and forward 

contracts on the basis of market rates rather than the 

:..BI rates as the practice of adopting FBI rates for the 

purpose tends to underest imate the profits and overestimate 

the losses at the given point of time. 

88. Once the AGL and IGL are fixed by the management, the 

dealer should be allowed to have inter-changeab ility 
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between IGL limits as long as the overall AGL is not 

exceeded. In order to reduce mismatches created due to 

buyers' option permitted in the inter-bank market in 

India, it w~uld be desirable to make banks in India to 

fall in line with internati;Jnal practice of operating 

only on the basis of fixed dates. 

89. At p~esent, the practice with ~ost authorised dealers 

is to maintain the position at their international division. 

Such centralisation while it has its advantages like 

enabling the authorised de:ller to marry its own purchases 

and sales without seeking cover outside, however, creates 

distortion in currency position due to pipeline transactions. 

The remedy for this is not reduction of the number of 

operative branches as the e~phasis is now more on decentra­

lisation of customer service. The distortion to some extent 

can be :ninLnised by improving co .1municat ion links between 

the branches and the dealing room. However, the re1.l 

solution to the problem lies in decentralisation of dealing 

operations to various centres. ihis would also fulfil our 

objective of activating the market at various centres. At 

present, the market is influenced, to a great extent, by 

State Bank of India, whenever it steps in to purchase. 

Unless and until the bank is made to decentralise its 

opera t ions from C alcut ta atleast to other me tropoli tan 
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centres, the market operations would continue to be uneven 

and lopsided. It is high time some steps in this direction 

are taken. 

Bankers Train ing College 

90. Letters of credit clearly specify that they are 

subject to the provisions of UCPDC. Letters of credit 

should generally have two authorised signatories. The 

letters of credit opening bank verifies the credit status 

of the proposed benefiCiary, the shipping company and the 

insurer. Letters of credit should invariably call for a 

certific~te of origin of the goods covered by shipment 

from an independent source as Chamber of Commerce. Payments 

made under letters of credit should conform to the approved 

methods of payment laid down in the Exchange 0ontrol Manual. 

Before extinguis~ the liability under a letter of credit, 

it should be ensured that the relathTe bills have been 

retired by the importer customer or that there is a 

satisfactory procedure which will take into account bills 

which are not retired under letters of credit. Importer 

customer to onake a very careful credit review of tbe 

seller prior to )pening of letter of credit. The standing 

of the confirming bank should be carefully assessed. There 

should be proper co-ordination between the working of the 
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forward contr~cts section and the letters of credit section. 

Where a letter of credit stipulates Dill ter:ns, the relative 

credit limit sanctioned should specifically suggest such 

terms. Letter of credit opening commissi~n is collected 

as pet: FEDAI Rules. The bank should evolve a systen to 

k?ep necessary funds in its Nostro account to meet debits 

arising out of negotiation of bills under letters of credit. 

Letters of credit application for:n and blank letters of 

cred it forms are ser ially numbered and kept under doub 1e lock. 

91. R.upee liability is deter:nined on the day the documents 

are received, at the prevailing rates of exchange, i.e., 

B.C. selling rate or at the contracted rate where a forward 

contract has been booked, where the arrangement is to treat 

the amount as an import loan in rupees. Where the docu~ents 

are not acceptable, the negotiating bank should be intimated 

promptly (reasona.ble time) and the documents should be held 

at its disposal. Where there is delay 1n the retirement of 

documents or where the documents have not been accepted, the 

bank should take necessary action to protect the goods. Where 

the bank is called upon to fund its a.ccount, the bank 

should endeavour to minimise the swap costs when the curr~:nc/ 

is at a discount 1n the forward '.narket. In case dem3.nd bills 

are not retired within a period of 7 days, usance commission 

as laid down under FEDAI !bles should be collected • 
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92. That for transactions in non-sterling currencies, 

rates are based on quotations in the current international 

markets with reasonable ?rofit margin ~ates for sale of 

rupees against foreign currencies are in conformity with 

the Exchange Control regu.lation3. The spr~ad between the 

'J:.T. b~tes and T.T. se·lling rates should n:>t exceed 

the percentage prescribed by Exchange Control. Interest 

e le:nent loaded to the rates are ad per the rates laid down 

by F:.BI from time to time. There should be a proper record 

of the movement in exchange rates da ily. The Acc ounts 

Department (i.e. somebody other than the Dealer) should 

independently verify the rates with the brokers periodically . 

during the course of the day. 

93. It should be ensured that in all cases, confir~ation 

of contracts are obtained from the c:>unter_party. That 

confirm~tion of outstanding contracts are obtained 

periodically. Substitution of forward contra.cts is not 

allowed. Forward contracts should be serially numbered. 

94r Whether there is a system of :>btaining balances in 

Nostro accDunts periodically and even daily where necessary. 

~hether there is any system fbr reconc iling the currency 

position maintained by the je~ler with the Accounts Section 

every day. Control over position li'nits and gaps is 

••••• 50/-
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ma intained as per the guide lines is sued by ECD in th is 

regard_ Whether there is any system to minimise the 

transactions in the pipeline between the position m~in­

taining office and the designated branches. There should 

be an effective system of monitoring over inter-office 

accounting between designated branch~position maintaining 

office. 

95. It should be ensured that while calculating profit on 

the forward positions, necessary adJustments are made 

for forward margins based ~n gaps in maturities. 

nd/-



A P PEN D I X - IV 

Questionnaire 

Foreign Exchange Business -
Internal Control,/ Information 
and Accounting Systems 

I. SYSTEM OF CONTROL 

1. Please furnish Organisation Chart of the Department 

at the Head/Controlling Office which supervises and controls 

the foreign exchange business of the bank. (In the case of 

banks incorporated abroad, this refers to their business 

in India). 

2. (a) Please furnish spe~imens of the returns/statements 

which are required to be submitted by the branches/offices 

conducting foreign exchange business. 

(b) What is their peri~dicity ? 

(c) What action is taken thereon at the Head/Controlling 

Office ? 

3. (a) How often are departments, branches and/or offices 

conducting foreign exchange business inspected/audited? 

(b) Has the bank prescribed any proforma inspection/ 

audit report and/or check-points for the guidance of 

staff attached to the Internal Inspection/Audit Depart-

ment ? If so, copies thereof may please be furnished. 

4. (a) Are the foreign exchange operations of the bank 

reviewed periodically ? 

2 ••• 
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(b) If so, by whom and how often ? 

(c) To whom is the review submitted? 

(d) Please furnish a copy of the last review made by the 

bank ? 

II. DEALIN3 IN FOREIGN EXCHANGE 

S. (a) Please furnish the names of the branches/offices 

which are authorised to conduct foreign exchange dealing 

operations independently. 

(b) Please give the Organisation Chart of the Dealing 

Department at each of the centres indicating the functions 

performed by the personnel attached to the Department. 

6. What are the infrastructure facilities, such as 

telex machines, tickers, etc., provided to the Dealing 

Department ? 

7. Please describe the policy and system of the bank 

regarding fixing of daylight, overnight, interbank and 

customer limits, control over mismatchings in maturities 

(gaps), pipeline transactions and operations in foreign 

currency notes. 

III. ACCOUNTIN3 SYSTEM 

8. What is the system of the bank regarding control 

over reconciliation of I Nostro' balances and management 

of ris~s arising in Rupees (Vostro) accounts ? 

9. What is the procedure for accounting import 

3 ••• 
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bills received under letters of credit and when are they 

treated as 'sale' of foreign currency? 

10. (a) What accounting entries are passed when export 

bills are purchaseQ/discounted or negotiated under letters 

of credit? 

(b) In case the bills are not accepted or remain out-

standing for along time, what action is taken to ensure 

that the bank does not suff~r a loss due to changes in 

rates of exchange ? 

11. Please describe the follow-up action taken in 

regard to import and export bills under letters of credit 

which remain outstanding beyond due dates. 

IV. EVALUATION OF FOREIGN EXCHANGE PROFITS 
AND LOSSES 

12. How often do you evaluate foreign exchange profit! 

loss and when do you book the profit/loss? 

13. Please describe the manner of evaluation of 

profits/losses in foreign exchange business by the bank 

and furnish a copy of the latest evaluation showing 

the computation of profit/loss. 



A P PEN D I X - V 

Ouestionnaire 

Operations of foreign branches 
of Indian banks. 

1. Please describe the system of control and general 

supervision exercised by the Head Office/International 

Division over the operations of overseas branches/offices. 

A copy of the Organisation Chart of the International 

Division may please be furnished. 

2. (a) Please furnish specimens of the returns/statements 

which you receive from overseas branches. 

(b) What is their periodicity? 

(c) What action is taken thereon at the Head Office/ 

International Division. 

3. (a) How often are overseas branches inspected/audited? 

(b) Has the bank prescribed any proforma inspection/ 

audit report and/or check-points for the guidance of 

staff attached to the Internal Inspection/Audit Department? 

If so, copies thereof may please be furnished. 

4. (a) Are operations of overseas branches reviewed 

periodically ? 

(b) If so, by whom and how often ? 

(c) To whom is the review submitted? 

(d) Please furnish a copy of the last review made by 

the bank. 
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5. (a) Do you have a system of maintaining country and 

customer profiles ? 

(b) If so, what are the main aspects covered in this 

regard ? 

(c) Have you issued guidelines to overseas branches 

for assessing country risks? If so, a copy thereof 

may please be furnished. 

6.(a) Do you obtain periodical information on Government/ 

Central Banking Authority policies and other environmental 

factors in the countries where the bank has branches/ 

offices ? 

(b) If ~o, please indicate the countries in respect of 

which such information is available with you. 

7. (a) Have you given guidelines to overseas branches 

regarding their (i) borrowings in Euro-currency markets, 

(ii) participation in Euro-currency loans/bonds, 

(iii) operating budgets and goals, (iv) funds management 

and (v) Maintenance and evaluation of foreign currency 

positions? 

(b) If so, a copy thereof may please be furnished. 

8. (a) Have you implemented, to the extent appropriate 

in respect of overseas branches, the "Guidelines for 

Internal Control over Foreign Exchange Business" issued 

by the Exchange Control Department regarding fixing of 

daylight, overnight, interbank and customer limits and 

3 ••• 
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control over mismatchings in maturities (gaps) ? 

If so, a copy of the instructions issued in this regard 

may please be furnished. 

(b) What is the system introduced at Head Office to 

ensure proper compliance of the instructions by the 

overseas branches on a continual basis ? 

9. (a) Please indicate broadly the discretionary 

powers delegated to overseas branches. 

(b) When were these revised last ? 

(e) Have the foreign branches expressed any diffi­

culty in operating within the delegated discretionary 

powers ? 

10. Please describe the system of supervision and 

control exercised by the Head Office/International 

Division over the advances portfolios of overseas branches. 

spk. 



Questicn 1 

,.PPENDIX VI 

Summpry cf replies received from bpnks to 
questionnpire on Foreign EXchpngcBusiness -
IntGrnpl Centrol, Infcrmption pnd /.ccC'unting 
Systems 

Plep~e furnish Orepnispticn Chprt of the Depprtment pt 

the He?d/Controlling Office which supervises pnd centrals the 

foreign exchpnge business ef the bpnk. (In the cpse of bpn~s 

inccrpcrptcd pbrc f'd, this r.Jfers to their business in Indip) • 

Replies 

Stpte Bpnk cf Indip. 

The bpnk' s Foreign ]);!pRI'tmcnt pt Cplcuttp exercises 

overpll control over the foreign exchpnge business of the bpnk. 

The locpl HeFd Offices exercise dpy-to-dpy centrel on fcreign 

cxch~nge business conducted by the bpnk. The Foreign Deppr~~ent, 

C~lcuttp, where the ccver operpticns pre centrplised, is hepded 

by Generpl Mpn?ger. The Internptirnpl Divisicn pt Bcrnbpy :is 

bpsicplly concerned with the policy m~tters in respect of 

fcreign exchpnge )usiness conducted by the bpnk's effices in 

lndi~. Hcwever, Ln respect ef oversees cffices, it pcts ps the 

Lecpl He~ Gffic~ es well ps Control Office. 

Overall supervisicn pnd control over the foreign exchpnge 

business of the bpnk is exercised by its Internptionpl Division 

...... . 2/ .... 
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at central Office, Bombay. C~rt?in brpnches hpve been ?uthorised 

to m ~dntpin po si tien pnd conduct foreign exchpnge de pIing 

operpticns independently. The ccncerned brpnches pre hepded by 

Chief MCII1?ger/Senicr Mpnpger/Mpnpger. The InternFltiC'npl DivisiC'n 

is herded by G~nerpl Mpnpgcr ?nd he is ?ssisted by Chief Mpnpger. 

~?nk cflndia 

The InternFlticnpl Dep Flrtment Fit Centrpl Office, Bcmbpy, 

supervises pnd centrol the fcreign exchpnge business of the 

bank Md is Lealed by Gcnerpl M;=>nf'ger. Certpin brFlnches cf the 

b pnk: pre Flutt_~)ri sed to conduct fe-reign exchpnge de pIing 

operptions independently. 

At Cunt-rpl Of.fice, Bcmbpy, Gcnerpl Mpnpger exercises 

over?ll control ever the foreign exchpnge business of the bpnk 

pnd he is assisted by P.!l Assistpnt Generpl Mpnpger pnd p Chief 

Mpnpger. There pre four Divisirns in Centrpl Office (i) Foreign 

Divisicn, which depls with ccrrespcndent prrpnzements, develop­

ment of foreign exchpngebusiness, mFltters relpting tc. impcrts/ 

experts, Iipsicn with the Reserve Bpnk, EeGC, etc. (ii) Accounts 

Divisirn which hps Depling Operpti(ns FInd Accounting depprtments 

pnd epch depprtoent is under Deputy Chief Officer (iii) Reccnci­

Ii f'ti:-n Divisien pnd (iv) Lenden Secticn. 

Unitad ComJJercipl Bpnk: 

The Internptionpl pivisicn FIt the HeF<l Office cf the 

.... . 3/ ... 
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bf'nk, which ccntrcls the f'creign exchpnr:e bUsiness cf' the bpnk, 

is herded by Gt,lnerpl MpnPG~r, whc is pssisteu. by J.ssistpnt 

G c;nlJr pI M pn pgor pnd Chi Gf' Of'f'i cer. 

Unicn Bpnk (f' Indip.. 

The Fcreign Opcrpticns pnJ Expert Development DepprtmGnt 

(FG&DD) pt the Hepd Of'fice SUI-H::rviscs pnJ ccntrcls the f'creign 

cxchpnge business c·f' the bpnk, pnJ it is he ?ded by D:~puty 

G~nerpl Mpnpg'~r. The Depprtmcnt hps f'cur wings epch under the 

chprge (f Superintendent. They pttend tc (i) 1st Wing - Agency 

prrpne~ents, brpnch inspecti(n repcrts ?nd stptements, RBI 

returns, etc. (ii) lInd 'wing - Condif'icpti: n cf' inspecti,'n 

circulprs, bock cf instructi(ns, stpf'f' IDPtters, trpining ~nd 

business stptistics (iii) IIIrd Wing - Overseps cc.:nstructic.n 

prcljects, mcnitcring f'cnign currency pc·siticn pnd f'e'reign 

brpnches p.nd (iv) IV Wing - ECGC mptters, export development, 

credit infcrmpti(n, interest subsiJy, etc. 

Ccrpcrpticn Bpnk. 

Deplings, mpintenpnce (f' prsiticn, pcccunts ('f' c('rres­

pc ndents pnd f'C'rwprd trpnspctL ns pre cc ntrplised pt C antral 

Fcreign Exch?nge Dep?rtment pt BOr::Jbey. The bulk of foreign 

cxchpnge (rnerchpnt) trpnsF'cticns is ccnducted pt Bcmbpy(N;:-rimpn 

Point) br~nch. The Centrpl Fcreip,n Exchpnge Depprtmcnt is 

he pded by /.ssi stpnt Gener~l M pnpr,er who is plso Ccntroller of' 

F(;reiE~n Exchpn[,-;e. It hps got three alPin dep prtments - G.merpl 

.... .. 4/ ..... 
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Administrpticn, Depling pnu kccounting, pnd Advpnc8s. The 

M pn pger of the Depling pnd /lccounting Dep prtment is the mpin 

depler pnd he is pssist.d by three pssistpnt de~ers. 

Be>nk of Mphpre>shtrp 

I.t the bpnk's Centr8l Office e>t Pune, the foreign exchpnge 

business is ccntrclled by Divisii'npl Mpnpgcr under the supervi­

sicn cf Generpl Mpnpger. J\ll pclicy mptters pre locked pfter in 

the>t cffice. The Fcreign Exch~nge Depprtment pt Bcmbpy which 

is headed by Divisicnpl M~pger, is the only office where 

fcnign exchpnge depling operaticns of the bpnk pre cprried out 

pt ,t:;resent. Fifteen brpnches/offices hpve been puthcrised to 

ccnduct fcreir.:,n exchenge business, where Fcreign Exchpnge cells 

hpve been crepted. Under the Divisicne>l Mpnpger pt Bcmbpy, 

there e>re twc de~ers, Chief Depler pnd I~ssistpnt Depler. The 

Chief Depler wcrks under th8 dpy-to-d~W supervisicn of the 

Divisi()nal Mpn~ger, Bombpy, pnd repcrts dpily to the DivisiC'npl 

M pn pger, Foreign Exchpnge, Pune, pnd the tcp mpnpgement. 

The Internpticnpl Bpnking Division pt the bpnk' s Centrpl 

Office, Mpdrps, supervises pnd centrols the foreign exchpnf,e 

business of the bpnk, including the operpticns of foreign 

brpnches. The bpnk he>s estpblished Regionpl Foreign Exchpn[e 

Cells thrcugh which the fcreii:;n exchpnge business cf the - -

brpnches is rcuted. The entire t:cver operpticns, pt present, 

.... . 5/ .... 
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pre centrplised ftt the Internpticnpl BFlIlkins: Division ?t Mpdrps. 

Syndicpte Benk 

The lnternetic,nftl Benking end Investment Wing pt BC'lbpy, 

hepded by G<::nerel .MftDeger, is heving everell contrel over the 

f(:reign IXchenge business hendled by the bpnk. There are five 

divisicns epch under the chF'rge of Divisicnpl Mpn~ger (i) Business 

Development Divisicn (ii) Oversees Operpticns FlIld Merchent 

Bpnking, Economic Intelligence pnd Systems (iii) td~inistrpticn 

end Accounts (iv) Exchpnge Deelings end (v) Investment pnd 

Resources MpnpgeceDt. 

C pn pr p B fink 

The foreign exchpnge business of the bftnk: is under the 

overall centrol of the Generpl Mpnpger, Credit Wing, HeFd Office, 

Bpngelore. However, the dfly-tc-dpy operflticns, systems pnd 

procedures pre controlled pnd supervised by the Interneti~nel 

Division at Bomb~w, which is he~ed by Deputy Generpl MMp.ger. 

The Depling Sectic.n et the Internftticnel Division is in chprge 

of Maneger, who is assisted by two officers. The Beck-up 

Secticn is elso in chprge cf Mpnpger. The fcreign exchpnge 

business is handled by vpricus Foreign Depprtments lecpted in 

metropoli tpn centres find po.rt tcwns hpving juri-sdicticn over 

brpnches in their commpnd pree. Certpin br~nches hpve elso 

been designeted fer hendling export bills directly. At ether 

deeling centres, viz., Bengplere, Celeutte pnd New Delhi, 

since eperftticns pre mpinly in U.S. dollers pnd pound sterling, 

.... . 6/ ..... 
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which ~e not very large in volume, only st~ff sufficient to 

tpke cpre of the vprious activities pnd submissicn of st?tements, 

etc., is mpinteined. 

Grindlpys Bank 

The foreign e~change business of the benk in Indie is 

controlled by its Bcmbpy Mein Office. The Mpnpger, Oper?ticns, 

in Bcmbey Office is assisted in this regprd by Sub-Mpnpger pnd 

two officers in chprgc cf Ccntrpcts Dep prtment F\Ild Rdc('lncili pticn 

Dep flrtmept. 

The fcreign exchpnge business of the bpnk in Indifl is 

cortrolled by p senior executive of Mpnpger's rpnk pt Bombpy. 

Question 2 

(a) PIe Fse furni sh sp ecimens cf the returns/ stptements 

which ~e required to be subrui tt.ed by the brpnches/cffices 

conducting fcreign exchpnge business. 

( b) Whpt is their p8ricdici ty ? 

(c) Whpt ecticn is tflken therecn ?t the He?<i/Contrclling 

Office? 

Replies 

st pte B pnk c-f I ndi p 

The following returns pre required to be submitted by 

brpnches to the Lac?l He?d Offices/Internptionfll Division. 

(i) Monthly stptement of exchflnge 
contrF'cts outstpnding PS cn the 
lpst werking dpy of the month. 
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(ii) Weekly stFtement of foreign 
exchpnge trpnspcticns (Purchpses). 

The returns pre scrutinised to see whether the business 

is being ccnducted by offices on the lines prescribed. This 

?lso serves ps fue informp,ti(;n fer the IDMPgement. 

Authorised urpnches submit the following stptements to 

the ccncerned Regicnpl Offices. 

(i) Copies of' weekly Stptement cf Pcsi ticns. 

(ii) The dptes when their trllmcntlay 'R' 
returns pre submitted to RBI. 

(iii) Copies of their monthly/quprterly pnd 
hplf-yeprly stptements sent to RBI. 

(i v) Monthly stptGf!lents of outstpnding ?dv Allce 
bills ?nd f~reign bills purchrsed. 

The Region?l Offices follcw up pll impcrt""nt mpiters in 

respect of these stptements. 

~nk cf India 

The BombflY (Mpin) brpnch submits the following stptements 

on dpily b~sis to the Mpnp£ernent. 

(i) Cc:nsclidpted dpily posi ti: n stptcment. 

(ii) Dpily currency-wise posi tien of Bombpy 
(Me-in) BrFnch. 

(i ii) Bri ef rep~ rt c f d pily turn:)v;~r pnd r?te 
movement cf r.1Pjcr currencies. 

The ccncerned Deputy Generpl Mpnpger scpns thrcugh these 

stptem.ents Md in cpse of lprge overb'-·ught/oversold pcsitions, 

he institutes necesspry enquiries pnd ?:ftermcertpining the 
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re pscns therGfcr, tFkos neCGSS pry· pction. 

C~ntr?l Bpnk e-f InJip 

( 1") Brpnches cCI)ductin.c; f~_'reign exchpnee business submi t 

t,_: the bpnk's FcrGisn DivisL:n ?t Bcmbpy, weJkly telex Fdvices 

cf fcrGign exchpngo pcsiti: ns ps F't the clcscl cf business every 

Fridpy, stptcr10nts c f prcfi tpbili ty cf cperpti"ns cn mcnthly 

b?sis (cperF'tivG brpnchos) pnJ quprt~rly b?sis (other brpnches), 

ccpies cf reccncili ption stptQfnl;wts cf 811 foreign currency 

pccounts (monthly) ?nd ccpies cf pll returns subr:J.i tihed tc the 

ResGrve Bpnk. 

( b) At centres where or?nches pre puthcri sed tc- depl in 

fc reign exchpngG pnd mpintpin direct fcreign curcency ec ccunt.;, 

the relpti ve dpily fc reign exchpngG pc- si ticns prep ?red by Fe-reign 

Exchpnge DepF'rtment is independently cverseen!sup'3rvised by the 

br?nch Mpnpgers. I~ll ccntrpcts pr-.;ppred by the Depprtl!lent pre 

?lso supervised by him. lit m?in centres such 8S C ?lcuttp, 

Mpdrps, New Delhi, etc., the Regicn?l Office exercises? degree 

cf direct centrel pnd the Chief Mpnpg2r (verSE-as the trpnspctirns 

which pre plso pericdicplly locked intc pt the level cf Assist?nt 

G~nC!rpl MpDpger pt th2 time c'f surprise inspections. 

(c).At pres(mt, the bpnk's Cplcuttp pnd Mpeirps brpnches 

pre ?llcwed to de?l pnd cper?te directly in Fcreign exch?nge 

mprkets. 1.11 other br?nches cover their pcsitLns thrcugh 

Bcmbfly(lV!pin) 0ffice crneprast Mpin Office alPintpining fcreign 

•....... 9/ .... 
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curr~ncy eccounts. 

(d)tt Contrel Of?ico, Bcmbpy, the returns received pre 

in the nE'ture cf stptisticpl dFlta end they FIre mFlde use cf te· 

exercise suporviscry ccntrcl FInd tc initipte guidpnco. 

Uni ted Cc'rnrnerci pI B FInk 

The brpnchcs ccnducting frreign exchF'nge business FIre 

required tc send tho fcllcwinG stptcm,:mts tc the bpnk's Intern?­

ti· nFlI Divisicn pt Cplcuttp. 

( i) 

( ii) 
(i ii) 

Currency purchF's~s pnd spIes (weekly). 

Weekly fcroign cur..:ency pcsi tL n stptement. 
Fcreign Exchpngc purchpse ~d spIes 
stptcmGnt (weakly). 

(i v) 

( v) 

stpter.:wnt cf cvordue bills (mcnthly). 

stFltement of gep-limits (quprt~rly). 

(vi) Prci'i t pncl less stptcment cn currency 
ev plupticn (quFrtcrly) • 

(vii) Heli'-ye arly stptament cf stetistics of 
fcroign exchenge business. 

(viii) Stptement cf fcreign exchpn80 
turncver (pnnuplly). 

Tho stptements received in the Internpticnpl Divisicn pre 

scrutini sed pnd follcw-up pcticn tpken wherever necess pry besides 

using them fer internpl centrol. The brpnchGs pre sending the 

ccpies cf the importpnt returns/stptcm~nts to the Divisi('"npl 

Mpne~er/J'.s8istpnt Generpl Menegcr plsc: tc enpble them to 

supplement surcrvisi:-n by the Repel Office. 

Und.rn Bpnk cf Indi e 

The fcllrwing returns/stptcments pra submitted by tho 

.... .. 10/ .... 
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br pnches ccnducting fc reign exchpngc business. 

( i) 

( ii) 

( iii) 

( iv) 

( v) 

( vi) 

( vii) 

stptcment cf pcsiti\n :furnished by brpnches 
mpintpining pcsition to Bombpy (S~pchpr Mprg) 
brpnch whc pftcr scrutiny fcrwprd the SPffie 
to FOEDD d pi ly. 

stptemeht (f pr'siti n cf Bombpy(S~pchpr Mprg) 
brpnch tc FOEDD dpily. 

stptcmcnt cf mpturities frrwprded tr FOEDD by 
Bernb Py (S ::mechpr M prg), C plcuttp pnd Cochin -
brpnches whc pre puthrrised to depl independ­
ently in intcr-bpnk mprket (ncnthly). 

stptement cf repcrt cn fcreign exchpnge 
business (querterly/mcnthly). 

Stptement regprding pprticulprs r:f fcreign 
business-benk-wise (quprtorly). 

Return c:f sple/purchpse cf fe-reign 
currency (m::.:nthly) • 

stpter!1ent c f Exp(~rt Cradi t (Interest 
Subsidy) Scheme (quprterly). 

(viii) ~GC declprpti.:. n cf p pcking credi ts/ 
shipping lcpn e,dvpnces. 

The returns/stptements received in the FOEDD are 

scrutinised pnd irregulprities/pbncrmplities observed therein, 

pre tpken up with the respective brrnches. 

Ccrpcreticn Bpnk 

The brpnches which pre [-1uthc ri sed tG de pI in fcreign 

exchpnge pre required tc submit the fcllcwing returns/stptemcria 

tc the C·entral Fcreign Exchpnge Depprtrnent, pt Bc:mbpy. 

Mcnthly 

(i) Stptement cf frreign imprrt lett2rs ~f credit 
pnd fe-reign bpnk .c;uprpntees cutstpnding. 

( ii) stptement cf overdue expert bills purchpsed 
(net under letters c f credit) outstpnding • 

.,.., / 
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(iii) Stptement cf cV8rdue fcreign cheques/drpfts 
purchpsed pnd outstpnding beycnd rne m0nth. 

(i v) Stptemant of c ve:rdue expert bills discounted 
(nt:t undJr letters ~ f credit) c utstpnding 
beycnd p fc rtni8ht frc,m the due d pte and 
the se dishcm.ured by n,'n- ccceptpnce. 

(v) Stptcment::f :~'v2rduc expert bills nGg~ti~tcd 
und~r lettGrs of credit pnd cutstpnding. 

(vi) Stetcmcnt, f c.verdue merch?nt fc: rwprd 
ccntrpcts Gutstpnding. 

(vii) Foreisn exchFn~e turncv~r stptement, etc. 

Querterly 

(viii)Stetements of interest subsidy clpimed. 

H plf-ye [1I"ly 

(ix) Stptcment shewing. stptistic?l dpta relpting 
te· expr rt fi n pnc e • 

In ~diticn, the brpnchcs pre required to submit ccpies 

cf pll returns submitted tc the Reserve Bpnk. The central 

Fcrcign Exchp.nge Depp.rtmcnt, which is the ccntrclling depprtmcnt 

reviews these stptements. 

The brpnches submit to the, Fc:reign Exchpnge Di visi en et 

He pel Office and/or FcrGign Exchenee Di vi sien, Bcmbpy, the 

undornc. ted returns/ stptC1"Ih:nts reI ?ting t.:- their f( reign e xchpnge 

business. 

Dpily 

( i) Stptement C' f exchenge pc si ti In. 

(ii) stptement ,~f pcceptpnce p.nd pp.yment 
cf FCNR deposits. 

• ... .. 12/ •... 
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(iii) statC!nlcnt of purchase and sale of foreign 
currenciC!~~ (spot t:lnU foruard). 

(iv) g~:chan0e position (lleekly). 

(v) j\lostro aCcoUl"lts r'~concili21tion stat'_~1,1":--!nt 
(bi-monthly) • 

(vi) stLltemel1t of outstu.ndinCj f or\1L~rc1 purchase 
an .. ~ ffiL e contr act s • 

(vii) statement of for ign currency notes and 
coins held. 

(viii) statement of business statistics. 

6ix) statement of prof it and los~> account. 

(x ) Ov'~rdue export bills. 

(xi) stC):t0ment of overdue bills purchased/ 
n0gotiated. 

( xii) statement of exchange prof it booked. 

(xiii) Turnov'.!r of foreign r.Jxchunge business:. 

sysb~:,1atic and regular follm'l up of information· contained 

in th:3 r'3turns r!ceived is done at Central OfE ice from tim'a to 

time. Var ious gthdeline '-3 are issu8d in the form of circulars, 

informu.tion book18ts, 2tC. Besides, wh2r8 centr~s or branches 

haVe been found lcJ.cking, th~ conc:.::rn2d off ic;r or th2 branch 

Hana9~r is dej,)ut·d for truining cours'~s on for .3ign ~)::change. 

Indian Bank 

The p8riodical rcturns/stat'~m""';nts as pr3scribed in the 

Nanual of Instructions cJ.r'3 submitted by the branches to the 
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Head Of~ icc, Foreign Department. Beside 3, ready and fonvard 

purchc13es and sal':Js against for~.Jard contracts or ad-hoc are 

rc:ported on the sc:me day Dy cX_Jr ~ss telegram b'::£Or:'3 1 P.~JI. 

The branches are requir~d to submit the follmling r -!turns/ 

sta·terll~nts to FI:OCO/Zonal Office FED/Head OfEicp.. 

(i) Purcha·jQ notes for ex:port bills una sule notes 
for import bills to io'EDCO Hhere tile for=ign 
currency position and Nostro account~ are 
mainbined, on the snme day. 

(ii) ?urchas2 note's for cle"J.n chec'ues/trav'3llers 
ch(.~ques/imJard remitt ;::nces and sale notes 
for out'iJUrd r ~mitt~.nces to F.:!~DCO, Bombay. 

( iii) St i.rt·~:,1 nt of foreign exchncj'J business 
advances outstanding to F~O/Zonal FED. 

(iv) statement of baL.lnces outst:J.nding in 

(v) 

(vi) 

Duty Dru\-]back loun accounts to FEDCO , Bombay. 

Statcrn:::nt 
c6unted 

staternent 
FED. 

of 
to 

of 

ov,~rdue for .ign bills purchased/d1s_ 
Zonal Office FZD. 

irreC]ular loans to Zonal Office 

(vii) statr.:!ment of fon-lard sale/purchase contrdcts 
outstanding to FEDCO. 

(viii) stat.~WJni:. of F:VHT/'I'T/DD {JC:l.id account outstanding 
for more than 15 days, etc., to FZDCO. 

(ix) Curr'2ncy-wist3 statement of total turnover of 
foreign exchange business d,Jring ere half-year 
to F:,~jJC 0 • 
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The r~turns/stab3ments r'2c8iv2d by the controlling office 

oJ: the br anch/region and for initiating correct iV2 measures. On 

th8 basis of returns r c0ived, r~portin0 is also done to 

a:?~Jropriat~ authoric.ies like Doard orc.he :SCGC. 

Canara Bank 
~--.--- .. - --. - . 

Thl~ For~ign Depart.ri"v::!r1t at "tI18 dealing c8ntr2 submits to 

the Int-~rnational Division at :Jombay various returns/statements 

on duily, \,reekly, monthly and qU.Jrte r ly basis. They relate to 

foreign currency position, purchase and sales in miscellaneous 

currencies, currency notes holdings, confirm~d import letters 

of cr-.~dit, r ~conc iliation of I NOST1~01 accounts, oV2rdu8!ll'~rc:lant 

forward contructs, oV8rdue c~~port/import bills# break-up of GRI 

outstandings, foreign busin2ss turnover and FCNR accounts. The 

For~ign Depar-tment is also r8quired to submit periodically 

statements on interbunk/ ~BI/overs2as contructs, outstanding 

customer contacts and import/export bills, month-\tJise contracts 

liability anC cash balances held in I 1lO -:;T~<O' accont;. 'The 

branch8s hich have been des ignatedfor hu.ndling export bills 

are r'2<imred to submit the relut ive statements to tl1e For'2ign 

Department to which chey ar8 atcacl18d. 'Ihl~ various returns/ 

staCr.10nt.s :o:eceived in i:h~ InV:~rnational l)ivision at 30m;:>ay are 

made use of by it for exerc i sing various ch:~cl(s and controls 

over the op:~rations at the For:dgn DQ~)ar-c.men-ts and til'2 branch'2s, 

and for preparation of consolidac.~~d stat-3m-Jnts anc1 reviews to 
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be put u:.) to th("J Hanagem.~nt. Cilecking ,·]h ·th'C!r exposure s in 

for·::dgn currencies are uitl1in limits, ensuring that holdings 

of forci~Jn currency nm:.::=s are ,,]ith:i.n limit, fo11m-l up of out-

stcmding entries in • NOSTRO' acconts, fo11m"/ up of ov~rdue 

forward conc.racts and oV2rdue export/import bills, ensuring 

·th2t outstan(iings in GRI fonns of cilrlier YC.J.rs arc reduced, 

etc., 2re some ofcho ac·tions taJ.:en on the returns. 

Branches arc re quir:~d ·to submit the follmving re'b.rns/ 

statements to thr;::)ir controlling off ice. 

( i) 

( ii) 

,~r. 1. __ r~10 llt,hl'y 

Daily tr,-msac·ti:Jns by telex(outst2tion 
bramcLles) • 

Daily fore ign ·'xd1Llnge o")(~r at ion she':!ts 
(Bombay br l'lnche s ) • 

( iii) Foreign Currenc~r Control JJ3dg2rJosition by telex 
(outst :Jtion bra.nches). 

(iv) Summary of exchi.lnge j)osition(Born~)ay branci1"3s). 
Branches h;.lve to advise by telephor!'3 or telex 
LransactL)ns of larc.....c amounts to the controlling 
offic·~. The conrollin<j of;:ice checks whether 
the transactions advised hav: be2n taken into 
exch2ngc position. '.l'11~ uncovered trllnsactions 
are (.11en t2ken into position from r':::!tl.!rns at 
( i) und (ii) abov':!. Bi-rnontlily, the. net For~ ign 
Curn~ncy Conl':'l'ol :r..edgcr b.::d 2nc:;s advised by all 
branches ar'::! r :cc>nci1ec1 with the .. d~i;1'2rs' exchange 
position by ~he controlling office. 

Indian branchesare r'2quircd to arJvL;;e Bombay Off ice at 
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th0 close of business dC'lily their exchange positions as well as 

the estirilateu 'NOSTRO' account balcCmces. On scrutiny of the 

returns, branches are ins,~ructed to tvke rem:=dial measures by 

undertaking cover o~)era ions "ith Bombay Deal ing Centre, if 

-thc?ir position is um-Jarrant::d. 

Question 3 ..• - ... -~. -_._-,..,. 
(a) Hm'l often are dc~')ar'cm8nt::;, branches and/or offices 

conducting foreign -=~~ch<J.nge business in.::;~-)'~cted/aLldited ? 

(b) Has the banlc prc1Jcrib-=c1 any proforma of inspection/ 

audit report and/or check-points for the 0uidance of staff 

attacl1cd to the Internal Inspection/Audit Depar..:.nK~nt? If so, 

copies tilercof may please be furnished. 

state Bank of India . ---- ... .- ........ 

A regular aUdit system exists in the banlc. At large 

brLlnches (pres3ntnumbet'ing 46), an internal auditor is posted 
an 

to aUd1 t the t.:msactions onLon-going basis. Fur(.h~r, there 

is a centralIsed i-\udit/Insp2ction DcpartlCl'2nt atC':!ntral Office 

l8v'~l Hhich arrang~s for i.lU'Jit and inspection of branches on a 

rcgul2r basis. The Ins;.x~ction Dcpartrncnthas been d3ccntralised 

into various geographical zones to enforce cffcctiv2 control. 

Generally I the branche'S arc audited a-t an interval of tHO to 

three year s. Hvnagch1'~nt audit of Local Head Of:E ices is conducted 

by senior Executives of l.ne bank. No s~)ecif ic ;'Jroforma has been . 
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pr 'scrib(~d for audit of for~ign 8xchange -transactions. 

3unk of Baroda ... - . _ ..... - - - ... _. ---

Authorised br anche s are ins~")cct2d by ~egional Ins::;ection 

Centres once in 18 months. Format has been pr2scribed for 

inS.'.K!ction r':!port. Besides, the Ins[.>3cting Offic-~rs are 

provided ,·_'ith Audit Programme Sheets \,lhich con-tain -the aspects 

to be seen/ch~cked, under various types of bank I s busin~ss 

including foreign e,~hange. 

'l'h~ branche s/of f ice s conduct ing 1: or"! ign e)"'Change business 

are audited once in 16/18 months. The bank has prescr V)ed a 

Itlorksher~t listing out the itc"ITIs tb be auCiited, and also a format 

for ins:.>ection note detailing the points on ~.,hich the COmillJnts 

ar-2 required to b-~ given. A background note on arcas to be 

ch.:::cked is also made availabL~ to the audit staff. 

Central Bank of India 0-- ............ ___ • ___ .... , ..... _ '" .. '". __ . __ 

Foreign 2xchange Departi;1ent of a br.:mch is audit2d by 

internal aUditors when tIle branch as a , ... ho1e is taken up for 

audit, excc.ptin the case of the Bombay Main Off ic,~, uhere audit 

is done d~:.)artri\entHise. 'IhG f.Lequ2ncy 0:E audit depends upon the 

audit categorisation of th8 branch, i.c., A, D,C, and ranges from 

si.~: months to eighteen months. .~udit Manual of the bank is 

und~r pre~JariJ.tion. Hm·/ever, the bank has issued ch~ck-lists 

and guidelines to intJrnal iluditor s. 
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united COlThllercial Bank 
.- --- - . -- -.,. ............... --_._-

The for'3ign exchange departments of Indian brdnches are 

ins.:.)ected by the bank's rCg'.llar ins:)3cting staff along "dth 

other departments in -th'3 br.::lnches visit'~d by them. Th9 pr::>forma 

has be8n introduced for inslJection report. 

Un ion Bank of India 

The branches conducting foreign exchangc business are 

being audicd almost overy year. There is a daily audit system 

at the Bombay (Samachar Ivl2.rg) brunch. A check-list llas been 

prescribcd for the ins:?ecti-')n of for'~ign exchange business for 

the gWdancc of the staff of audit de;.)artm2nt. ':Chis is in 

Cludition toche broad guid~lin8s for examination of foreign 

2::\:change business gi v',,~n in <:113 Inspec tlon HcJ.nual. 

The designated br3nc~1es conducting foreign exchange 

business arc normally ins~J(~ct0d at a frequency of 15 to 18 

months, \-Jhereas the Central Foreign ~.!:;~chi)nge Department at BombcJ.Y 

is normally insp{~ctGd at an int,;;!rval of three year s.. The 

internal ins)ectors cJ.re guid'3d by the bank's InslJcction Manual, 

the Guide to Internal Ins·)cctor~:.i 3u:.")~~l ied by Bank2r sTraining 

College and materials collected by int'.:!rnal insl;),!ctors at BTC 

dur ing t.he training. A format has been fixed for th2 rcport 

on tho ins~")ection of branches. Pr'Jparation of com~.Jrechcnsive 

ch'~cl\:-list has been ti3ken on hand by the bank. 
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Bank of Maharasttra --
Ins~ction of branches is undertaken generally once in 

a year. The Inspecting Officers have bC'3n providGd i:lith check-

lists for their use. 

Indian Bank 

The branches/offices condu~ting foreign exchange business 

are inspected/audited once in two years. The bank has prescribed 

proforma for inspectio~audit report which also contains check-

points for the guidance of the auditstaff. 

S,Yndicate Bank 
.... -~--.-.-

Brancl1es are inspect..."!d once in a year by internal 

auditors. In the case of large branches, auditors are app)inted 

for conducting concurr8nt audit on a daily basis. A desk guide/ 

Inspection kit for the internal auditors has be..."!n prepared by 

the bank and it is nnder print. 

~ara Bank 

Guidelines have beon issued by the Inspection Deparment 

to its off icers for inspection of the bank IS E'oreign Departm:mts 

and branches designated to handla export business dir~ctly. The 

guidelinus COV0I.' ch0ckingh,ud1t/inspect ion of all aspucts. 

Inspection of the Foreign Departmonts by the Inspection Department, 

Head Off icc, is expect:Jd to be conducted once in a Y'2ar. The 

export bills h"Qndllng s~ction of the designatedbranch is 

inspected by the neQrest Foreign Department officials in the 

••••• 20/ ••• 



20 

initiul p .. ~r iad wnd th;..!r ;..!iJ.ftcr (mc.::, in six months by th~ Insp'-.!ction 

D~partrn~nt. 

Th~ d,;purtm~nts and br.::nch;..!s condoting forc.:ign \..!xchang~ 

busine:ss Clr.:: insp.~c·t0d by th,~ Int0rnal Control Team once in 

HLlnagcr. Th~ Bunk's intc.:rn.:t1. auditors conduct wudit of the 

cJC!partm~nts/briJnches once u year. In addition, the ·-.!xtarnal 

uudiors conduct un audit onc~ Cl yeur. The bunk has a list of 

chcck-points to b~ used b~' tILJ inb-JrncJ.l cJ.uditors. 

Chartered BcJ.nk 

In th~ Ean!J<'.y Hain Offic.:! \lh~L2 th~ d~aling cJ.ctivities 

take place, the spot chC!cks ur.) carried out by a senior off ic-~r 

in vurious dcp13.rtnunts dealing in for'.Jign -..!xch.~~ngeand o.lso at 

·th~ d~o.l ing centre, duily, \1(~ekly, fortnightly o.nd monthly. 

The oth.~r Indiiln orunch-.;s arc inspcct'-.!d atlco.st once a your by 

the brGnch inspuctors. Audit report on Bombay dCwling centre 

is stL':lmitted to tile Hall<1ger tit Bombay daily. 

( a) Are the for·,] ign exch.:lngl1 ope r Llt io ns of the bank 

ri:.:vic'.l8d periodically? 

(b) If so, 0y whom and how often? 

(c) To whom is' tho 12'2V iC\,1 submit L.od ? 
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(d) Pleas...! :L:urnish Cl copy of th~ laGt revic\! m.::ldc by 

b.::lnk. 

RcvieI"Js on for8ign cxchClnCJ'~ opcr~"1tions ar'...! don-J p2riodi-

c;)lly by the For .. dgn DGPi:~rtm...;nt, Calcutta, and by the IntGrna-

tional Division, BombuY, cmc:i t.h-::y ar,J submit.:ud to top ffi<:1nage-

m~nt. (The bank 11<:1s not furnish(!d a copy of any review). 

Bank of Burodil 

by thG International Division <J.t ContrClI Office, Bombay, onc~ a 

year. Th~ ravio\"! h,i submitbJdto theBo.:lrd of Dir8ctors. (Tho 

Rev im" put u:? to the: Board in D(.;cemb~r 1981 in r·';)s,;,.J0ct of its 

domestic forcdgn 'J:-:ch2.nge busincs:.o for i:ll~ years 1979 and 1980 

dQ2ls .;i th uubor ised br;:irlches, purchases and sules, training of 

st<:tff an6 o.)erotional probl...!ms oftbc Cluthorised branches). 

3anl<: of India ------. --- .-.. --- - .. -
The foreign (~xchClng~ opC!rations of the bank arc r(~viC\'/ed 

~J'...!rioaically as und2r :-

( i) Monthly r...!.;.)ort including turnover 
f igur.~s is submiti...·...!d to tl1~ Manc::g·.)m\Jnt. 

( ii) Annunl rrJPort of the For .'ign D,JpartlClcnt 
of th2 BomlJay (Hain) branch (,Jhich is the 
muin o,;,)...;rCltions \l1ing in Bombay) is 
submitted to the I1an,J.gclI10nt. 

(iii) A consolid<:1tcd annuill report of the 
for, . .?ign cxch2.ng3 business of the i)ank 
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is submitted to the Bo~d of Directors. 

(The annual report submitted to the Board of Directors 

for the year 1980 contains detailed information in respect of 

the bank's business under exports, imports, deferred payment 

guarantees, remittpnces, foreign currency non-resident accounts, 

exchange statistics, exchange profit and correspondent relation­

ships. It also conteins a study of intern8tional monetary 

developments and aevelopments in Indian Exchenge Control. 

Statisties furnished in the report are for the year under 

report as well as for the previous ye8r to hpve a comparptive 

view. The informption is also given regionwise). 

Q entr el B PILl{ of I ndi a 

The foreign exchpnge business of the bank is reviewed 

periodic~ly by the Chief MCIIlager and Assistpnt General MADPger 

alongwith Chief Depler. The review of cover operetions is 

done on daily basis. The position book preppred by the Depling 

Department in connection with foreign exchange operptions is 

submitted daily to Chief Manager who in turn refers to AGM, 

whenever necessary. The annual review of the working of 

foreign exchange business of the bpnk is preppred and submitted 

to the Bo?rct. (The review for 1980 submitted to the Board in 

July 1981 covers gener ~ developments in the world foreign 

exchange markets, perform PIx:: e of the brpnches, profi ts, export 

credit, cover operptions, Rupee funding operptions, Rupee 

accounts of foreign b?nks/Exchenge Houses, Rupee trpvellers 
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Cheques, Non-resident(External) and FCNR accounts, training of 

staff, foreign tours, etc. It is stated in the review that during 

the period of review, main brpnches at Calcutta Md MFdras were 

permi tted to conduct cover operation;3 directly which had to 

some extent affected the profitability of operptions. It is 

fUrther stated that prior to decentrpiis?tion, the bank was able 

to absorb in its overall position major part of foreign exchange 

operations of vprious branches with the result that the bank's 

recourse to foreign exchange carkets had been to the extent of 

spillover only, thus seving considerpble anount of brokerage 

and out of pocket expenses, such as telex ch~ges, for inter­

bank sales and purchases). 

United Commercipl Bpnk 

Foreign exchflllge operptions pre reviewed by the Inter­

national Division on the basis of returns and statements and 

inspection reports. (The bank has not, however, sent pny copy 

of the review nor nas it indic~ted its periodicity). 

Union Bpnk of Indi a 

FCEDD reviews the foreign exchp.nge business of tho bpnk 

once a ye ar at the time of review of Anrrupl Business Plan and, 

in some respects, monthly pnd qUF\I'terly reviews ClI'e mP<ie on 

receipt of statements from the brpnches. General business 

review is submitted once a yepr to the mpnpgement. Currency 

position pnd outstpnding contracts review is submitted to the 

Bop,rd of Directors every quarter. (The annupl review for the 
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yeer 1981 submitted to the Boerd covers zone-wise turnover or 

foreign exchange business, need for diversific~tion of export 

involvement, export prospects for various cornmodi ties, overse?S 

oper8tions, importFflce of foreign exchange business ~d ebout 

the brenches conducting foreign exchenge business). 

Corporption Bank 

Forei,sn exchenge operations of the benk are reviewed 

periodicelly by the Centrel Foreign Exchenge Department end the 

review submitted to the Boprd of Directors on a monthly besis. 

(A copy of such review hps been furnished). 

]Pnk of Mehflreshtrp 

Review of foreign exchpnge business is done at the Foreign 

Exchenge Department et Pune, monthly and qU8rterly, ?TId such 

reviews ere put up to the top menpgamont. Note on the working 

of the foreigne2cbangebusiness is put up to the Board of 

Dir8ctors, yearly. (Copy of the Review for 1981 has been 

furnished). 

Indi 8D Bank 

The foreign exchenge operptions of the bMk Bre reviewed 

periodic plly. (," copy of such p review for the ye pr 1981 

preppred by the Intern8tionel Division pnd put up to the Boprd 

in Februery 1982, hes been furnish ad by the benk. On perusfll, 

it is observed thpt the review contains the b~k's spIes end 

purchpses during the lest five yeers. It elso covers region-
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wi se bre~k-up cf sales ~nd purchases in 1980=1981. The progress 

m~de by the Regional Foreign Exchenge Cells, trpining progr~~e 

conducted for brpnch M80~gers end proposed stretegies for 

~evlngthe targets set for 1982 hpve ~lso been covered). 

Syndicete Book 

Review of the bpnk's foreign exchange operptions is done 

on p quarterly basis by the Economic Intelligence Division ~t 

Bomb8Y end submitted to the Bo erd. (On p perusal of the review 

for the querter October-December 1981, it is observed that it 

contains informetion regprding agency arrengoments, oversees 

exppnsion, merchant benking, exchange de~lings, systems ~nd 

Manual, Economic Intelligence, overseps projects ~nd shipping 

finence, working results and staff position). 

Q..en er e Book 

Internetional Division submits to the Credit Wing, Hepd 

Office, vprious st~tcments end information for the letter to 

monitor/review the foreign exchenge operptions, including quarterly 

review of business turnOV2r of Foreign Departments end Inte~ 

netionel Division, end for putting up a note to the Boprd of 

Directors on e h~lf-yeerly basis on the working results of the 

IntGrnaticnel Division enu For3ign Depertmcmts. (The note put 

up to the Board covers the growth of the be.nk's foreign business, 

world economic scene, globel trade, Indipn tr?de, tprgets in 

respect of foreign business pnd Non-resident(Externel) end 

E'Cl~R deposi ts, profi tpbili ty, trpvellers dheques, internel 
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control, manpower, treining, etc.) 

Grindl~ys Bank 

The foreign exchpnge operptions of the bpnk pre reviewed 

monthly pt the Bombpy Mpin Office, where these operptions pre 

controlled. These pre reviewed by the Officer-in-Chprge of the 

Reconciliption Section with the pssist~nce of his supporting 

stpff, who pre independent of the Processing Section. The review 

is submitt.12d to the Unit HeF<l, Menpger Operptions pnd Area 

Generpi M pn pg,_r. (A copy of the rovi ew for M prch 1982 hRs been 

furnished by the bpnk). 

Chprtered Bpnk 

Review of foreign exchpnge J-'l'siness is done by the Chief 

Mpnpgor, Indip monthly, which is submitted to HeF<l Office. (A 

copy of the review hps not been fUrnished by the bpnk) • 

.Qgestion 5 

(8) Plepse furnish the nPlIles of the brpnches/offices which 

pre puthorised to conduct foreign exchpnge depling operptions 

independently. 

(b) Plepse give the Orgpnisption Chprt of the Depling 

Depprtment pt epch of the centres indicpting the functions 

performed by the personnel pttpchud to the Depprtment. 

Replies 

st pte B pnk of Indi 8 

The cover operptions pre cent rplised pt the Foreign 
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Dep prtment, C plcuttp. 

B pnk of Bprodp. 

Five brpnches in cptegory I AI et Bombey, Celcuttp, Mcdrps, 

New Delhi pnd .Ahmedpbed pre F'uthorised to mpintpin posi tion pnd 

conduct foreign exchpnge deeling oper~tions independently. 

Dapling Rooms pt pll these centres heve three officers, one 

depler keeps trpck of developments over ticker, screen, etc., 

pnd concentrateson Rupee funding end overseps depls, pnother 

dopIer hpndles pll inter-bpnk trpnspctions, pnd the third 

depler pttends to merchpnt business. The inter-bpnk depler pnd 

merchpnt depler inter-pct pnd co-ordinpte with GPch other. The 

Depling Depprtment h~s three sections, viz., De pIing, Bpck-up 

pnd Accounts Sections end their functions pre segregpted. 

B pnk of Indi ~ 

The bpnk l s six brpnches, viz., Bombpy (Overseps brpnch) , 

Mpdrps, New Delhi, Ahrnedpbpd, Vpsco-d?-g~p, pnd Celcutt?, pre 

puthorised to conduct dopling operptions independently. (The 

informetion regprding the orgpnisptionel set up of the depling 

depprtments et these centres hes not been furnished by the bpnk). 

C,~ntrpl B pnk of Indi e 

At the Bombpy(Mpin) Office, there is p Chief De~er 
" 

8ssisted by two otn.r deplers. /it Cplcuttp pnd MFdrps Mpin 

brpnches, where depling operptions ere done independently, there 

is one depler who works under the supervision of the brpnch 
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M8I1Pger/Chief Mpnpg..Jr or I.GII.1 of the R~gion conc8rned. 

United Commercipl Bpnk. 

Nine brpnchos of the benk in importpnt cities ?re putho­

rised to do depling operptions pnd meintpin currency positions. 

Tho foreign exchpnge deeling depprtmont consists of p Chief 

de pIer, one ?sistpnt depler pnd two officers, one to follow-up 

contrects pnd ;mother to pssist checking of Nostro pnd Vostro 

pccounts pnd funds mpnpgement. 

Uni on B pnk of Indi a 

Three brpnches, viz., Bombey(SmlPchprMprg), Cochin(Mpin) 

pnd C plcuttp (Indi p Exchpnge Plpce), pre puthorised to conduct 

foreign exchpnge dcpling operpticns independently. New ~elhi 

(Connpught Plpce) brpnch mFintpins currency positions in pound 

sterling pnd U.S.dollprs. This brpnch, however, is not yet 

pcrmi tted to depl in inter-bpnk mprkets for cover operptions, 

pnd the brpnch is required to enter into depls with Bombpy 

(Scm?chpr Mprg) brpnch. Nine oth8r brpnches heve plso been 

pllowed to meintpin mini-positions in pound sterling only in 

ordGr to expeditiously trpnspct export-import business in thpt 

currency. These br~nchcs pre required to mpintpin p squpre 
or ps ne pr squpre po si tion 

positionLps possible pnd, in pny cpsc, not exceeding £ 5,000 

overbought or ovursold. The depling centre ?t Bomb?y (Sl'mpchpr 

Mprg) brpnch hps two depling officers, p funding officer pnd 

pn pccounting officer under the chprge of puperintendent who 

works under the guidpnce of Mpnpger, Foreign Exchpnge Depprtment, 
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Depling operations C1re solely conducted by the Centrpl 

Foreign Bxchpnge Dep~rtmcnt, Bombpy. 

B pnk of M C1hprpshtre 

Depling operations pro c8ntrelised pt the Foreign Exchpnge 

Depprtment, Bombey. The foroign exchpngo business is conducted 

et 15 brpnches/offices. Due to the smell volume of trenspctions, 

the dopIer pt Bombpy porforms both fuqctions of pccounting pnd 

derling, including follow-up functions. 

Indi pn Benk 

Only the Internptional Division pt Centrpl Office is 

authorised to conduct depling operptions for the wholG bpnk. As 

regprds the orgpnisptionpl set-up of the De pIing Depprtment, it 

consists of one senior depler end onu junior dealer. 

Syndic pte Benk 

IntGrn('!tionpl ~dng pt Bombry end Cplcutte brpnch hl!l'Jle been 

puthorised to conduct foreign exchpnge d~pling operptions 

independently in Indi 1". .'i.t the Bomb?y Depling Depprtment, there 

ere four de~lers including p seperptu depler for merchpnt business 

Bpck-up Depprtment is soppreto from Doeling Depprtment pnd is 

provided with sufficient staff. 

C pnprp B pnk 

The bpnk's offices pt Bombpy, Bpngplore, Cplcuttp pnd 
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New Delhi heve been puthorised to conduct depling oporptions 

independently. 

Grindlpys B8l1k 

Bombpy pnd Celcuttp offices h?ve be~n euthorised to 

ccnduct foreign exchpng8 deeling opcrpti ns independently. The 

Depling Dcpprtmcnt is he?dl3d by Funds Mpnpger pssisted by Chief 
Trader. There are three Traders under the Ch ief Trader, two in 
Bombey pnd one in C plcuttp. The Funds Mpnpgcr pnd the Chief 

Trp,der pre besed in Bombpy. The Tr?ders report to the Chief 

Tr?der who is in chprge of the foreign exchpnge dcplings in 

Indi? One of the two Tr?dcrs in Bombpy is involved in pctive 

deplings pnd the other mpintpins the position ppd pnd plso the 

rupee-p?d for Bombf1Y. 

Chertered B enk 

J.t Bombpy(M?in) office, the J.ssistpnt Mpneger is in 

charge of the Bombey Depling Centre (Centrplised). There pre 

two depl~rs, two processing officers pnd one intGrnel 8uditor 

in the De aling Centre. 

Questio!L.§ 

Whpt pre the infrestructure fpcilities, such ?s telex 

m pchine s, tick ers, etc., provided to the De pIing Dep prtment ? 

Replie s 

stpte Benk of Indi e 

Point to point teleprinter chpnDel with Oversep8 Brpnch, 
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Bombey, and Mpdrps, direct hot t~lephone connecticrs with 

Singepore Office, direct telephone line between Foreign Depprt­

ment Md M~res Ov(!rseps Brpnch end with brokers, etc., :fpcilities 

are pvailpbl-J pt the :toreign Depprtment, Cplcuttp. Usupl Telex 

mechines hpvc plso been provided. 

Depling rooms pre provided with telex mpchines, tickers 

pnd direct telephones. ~t Bombpy, the depling room hes e 

Reuter Money Scre~n. 

B pnk of Indi a 

The d0Pling Depertment et Bombpy hps been provided wi th 

a telex mpcnine, Reuter Monitor, PTI teleprinter pnd direct 

telephone facilities. Hot lines with brokers end some of the 

mpin operpting brpnches pre pvpilpble. 

Centrel Bpnk of India 

The benk fLe'S telex es also STD fpcili ties et Bomb?y, 

Calcuttp, Delhi, etc. nowevor, pt some centres, becpuse of 

communication difficulties, errpngcm2nts for fixed time telephone 

c plls in the afternocm between the brpnch pnd Bombpy(M pin) 

office hpve be.;n m~e. This is in cddi tion to the telex 

fpcili ty. Thl.)re is p Reuter Moni tor Service pt Bcmbpy(Mpin) 

Office pnd plso p direct connection with London brpnch through 

Reuter Monitor Service. 
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United Commerci~l Bpnk 

The Depling Depprtmont hps A telex mpchine, PTI rptes 

sorvice, pccount trpnscript service of foreign correspondents 

find tolephones. 

!Inion B pnk of I ndi ~ 

The De pIing Depprtment ~t BombflY hps been provided with 

sep~rpte direct line telephones, telex mpchines find Reuter 

Monitor Screen. The Depprtment hfls plso rnpny hot lin~ telephone 

connections with brckcrs. ~t Cplcutt~ pnd Cochin brpnches, there 

pre dir~ct telephones pnd telex IDPchines fer the Depling Dep~rt­

ment pnd direct tel~x link with Bombpy brpnch. 

Corpor ption Bank 

Infr~structure fpcilities provided to the De pIing Depprt­

munt consist of two telex m?chines, telephone fpcilities pnd hot/ 

direct lines with importpnt brokers, Reut~r Video Screen pnd 

teleprinter. 

Depling Dep~rtmGnt hps been provided with independent 

telex mpchies ?nd UNI Finpncipl Service. No sepprpte room is 

provided fer depling. The bpnk is studying the requirements of 

tho Depling Depprtment in regprd to infrpstructure pnd org?­

nisption, in the light of the guidelines issued by ECD in 1981. 

Indi pn Bcnk 

It is stpted in p note put up to the Boprd in September 
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1981 regcording CentrE'l Office control over foreign e xchpnge 

trpnspctions thpt the bpnk is now equipped with United News 

Service ticker for getting the informption on currency movements, 

foreign exchpnge rptes, mprket conditions in vprious intern~tionel 

finpnci8l merkets, Gtc. It will be going in for Reuter Money 

Service pnd other scenner equipments in due course. Besides, 

fE'cilities of telexes cond direct telephones pre pVPilE'ble. 

Syndic pte Bank 

DeE'ling Depertment pt BomoFlY hes Spectrum-II, teleprinters 

with Cplcutte, Delhi, MFdr?s, Mpnipel pnd Bombpy{Homji Street) 

Brpnch, Reut~r Monitor Report( Tickar), PTI Ticker, Reuter­

Monitor Screen, telex8s, hot lines with locpl brokers cond four 

direct telephone lines. tt CplcuttA Office, teleprinter with 

Bombey, telexes end telephones ere ~pilE'ble. 

C E'n ru- e a pnk 

The depling centres pre provided with telex pnd STD 

fpcilties. Hot lines with brokers pre plso provided in Bombpy 

?nd othc:r depling centres·where such fpcili ties ru-e eVE'ilcoble. 

There is 8 teleprint0r connection between InternpticnE'1 Division, 

Bombey, pnd Foreign Depcortment, Bpngalore. ~pplicptions hpve 

been mpde for teleprinter connections for Intarnptionpl Division 

E'nd For6ign Depertmonts flt Ccolcut-.:.co pnd New Delhi. The benk 

colso proposes to instcol p video monitor screen • 
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Q£ind18Ys Bpnk 

The Depling Department in Bomb?y hps two te18phcne lines, 

two telex machines, onG ticker-tape ?nd one Reuter Screen. In 

eddition, it has e numb8r o~ telephon~ hot lines with exchpnge 

brokers. The depl~r in Cplcuttp has one telephone line pnd one 

telex machine. 

Chprtered Bpnk 

There ~c e te~ex mpchine, Reuter Monitor Screen, Ticker 

pnd direct telephone lines with Brokers. 

Question 7 

Ple~se describe the .policy pnd system of the bpnk regArding 

~ixing o~ dpylight, ov\~rnight, intcr-bpnk And custcmer limits, 

control over mismatchings in mpturities(gpps), pipelines trpnsp­

ctions ~d operptions in foreign currency notes. 

Replies 

Stpte B pnk of Indi 8 

The GOnerel l'vlf'negcr, who heeds the Foroign Depflrtment, 

oxercis,-,s dpy-to-day control on the 8ctivi ties of the Deppr1r 

ment, including reconciliAtion o~ 'Nostro' bplpnces. Bpl?nces 

pre regulpted according to day-to-dpy require~ents on the bpsis 

c~ the up-to-dpte information pvpilpble including the informption 

received from the princippl corresponden~s throughout the world, 

who send cpbles end telex messpges. Dpylight limits pnd 

Inter-bpnk limits hAve not been fixed. Pipeline trpn~J!lctions 
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ere kept to the minimum by introduction of speciel procedure for 

reporting trpnspctions of high v~lue, improvement in communic?­

tien system end restriction of foreign exchenge business to 

limited brpnchcs. Fcr~ign currency notos(stock) pre not tAken 

into currency position. Howev8r, the eccrupl cost pnd disposel 

proc8eds pre tF-kcn into currency pcsi tien ?s eple pnd purchpse. 

B pnk of B prod 8. 

Scpprpte limits for epch of posi tien mpintpining brpnches 

hpvc been fixed for dpylight, oV3rnight, inter-bpnk F'nd customer 

open positions, mismptchings, etc., in pccordpncc with the RBI 

guidelines. 

B Fnk of Indi p 

Dpylight, overnight pnd mismptchings (Gpp) limits pre 

fixed for er'ch depling centl'o by the Bo erd of Directors, pfter 

tpking into considerption the volume of business, both exports 

pnd imports. ~"hile grenting credl t fpcili ties to customers, 

suitpble limits fer forwprd covors, where eppliceble, pre elso 

g.:;n,:,;rp,lly stipuleted. Pipeline trpns?ctions have been reduced 

by decontrplisetion ef exchpng8 deplings pnd by instructing 

brpnches to report to the depling centre pll items ~bove 

Rs. 10, 000/ - on the SFffiC d Py by telephone or telex. The b ?nk hps 

suggested thpt the foreign currency notos position sheuld be 

delinked from the oxchpnge positions ~s inclusion thereof 

distorts funds mpnpgement pnd the exchpnge positien of tho bpnk • 
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Contr("l B("nk of Indi 8 

The bpnk he's not yet fixed eny dpylight, ovornight, 

inter-bank pnd customer limits. The mptter is under its consi­

derption. The brpnches hpvc been instructed to mpintpin ~s 

near squpre position as possible and mismptchings should be 

adjusted as quickly as possible, but within five days. In cpse 

of pipelino transpctions, the brpnches should report them to 

BombFty(MFtin) Office (Cover Department) whcm these exceed the 

prescribed limit of equivplont of ~.7500/- either by telex or 

during fixed time telephones. In CFtse ef mpjor trpnspctiens 

they should cont?ct by STD or telex. The bpnk mpintpins very 

limited stock ef foreign currency notos. In cpse of excess 

stock, it is sold to puthorised money chpngers. Similarly, they 

arc elso bcught from the money changers when required. 

Uni ted Commerci pI B enk 

The bpnk has recently evolved bro~d guidelines for 

observpnce by the depling department. These guidelines h~ve 

been modelled on the RBI instructic'ns cont~ined in the booklet 

'Guidelines for Internal Control over Foreign Exch~nge Business' • 

The ectual implemGnt~tion will be known in due course. Foreign 

currency nctes are desp etched to the cenc erned centre fer crG di t-­

ing to the Nostro ~ccount et ccnv2nient intarvpls. 

Union Bpnk of Indi ~ 

The bpnk is putting up e note to the Board recommending 
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vprious, limits (Daylight, overnight, inter-b~nk end customer 

limits) to be fixed fer exchange dealing brenches. 

QQ£Qorption Benk 

At present, no dpylight limits h~ve been l~id down. The 

m~tter is under considerption of the bpnk. However, ~ cpreful 

wC'tch is kept to see thpt pIl trpnspctions pre CIS fpr f.lS possible 

simultpneously covered. Ov~rnight limits pre set to ensure thet 

the deplers do net hold a Iprge open position. No limits hpve 

been fixed for depling with individ~ bpnks, both ovcrse~s 

b~nks 8S well 8S puthorised deplers in Indi~. Most of the 

trpnspcticns erG, howev~r, with foreign benks pnd the nptionel­

iSGd bpnks only. Fixing of limits for the b~nks is also 

rGceiving attention of the b~nk. No customGr limits heve been 

fixed for forwprd exchpnge ccntrpcts et present. Forwprd 

exchpnge contrpct f~cility is being offered only to customers 

who enjoy credit limits with the b~nk. Fixing of limits for 

c ustcmcrs is plso under ccnsiderp.ticn. IGL pnd /.GL in respect 

of mismptchings in mpturities hpve not been fixed. tt present 

o utstFnding forwprd covers pre gono thro ugh perie,dic plly pnd 

gPps ~ro minimised. Tho volume of pipeline trpnspctias is kept 

to the minimum by prrpngement of rcpcrting trpnspcti('ns pbC've 

USp 10,000 pnd 1: 5,000 rr equivplent, by brpnches to the Centrpl 

Fcreign Exchpngo Dep prtment immedi ptely ever telex or telephone. 

purchf'ses/sples cf currency nctes pro tpken intc positicn on 

the besis of telephone or telex messpges or on receipt of 
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relev?nt purchflse cr s?le nctos pt the Ccmtr?l Fcreign Exch?nge 

D8p prtment. Br?nches sand such currency nctes te the correspo-

ndents in convenient lets. The bpnk is plse reviewing the 

entire pcsiti:n in this rogprd. 

~ pnk cf M phprpshtre 

The: bpnk hes net yet prescribed dpylight, cvernight, 

intcr-bpnk pnd g?P limi ts. It h?s st?tod thpt the bpnk l s 

dealers heve be0n instructed tc execute mpinly covor cper?ticns 

bflcked by tr?de trpnsflcti;':ns pnd mfltchirig funding operpticns. 

I t is centempl pting 1 pying down limits fer deplers -in respect 

c f dpylight cpen pcsi ticns pnd overnight limi ts fer IDPjer 

currencies. Limits h?ve, hewevor, be~n fixed fer custcmers. 

In respect cf pipeline tr?nspcti, ns, offrrts pro mpde tc meni tcr 

c utstpnding ccntrpcts pnd unpd,iustod entires poriodic plly. 

Effc:rts pre plsc mpde tc imprcve cemmunicF'tiC'n between cporpting 

centres pnd depling cffices. It is st?ted thpt due tc ppucity 

c f trpined perscnnel, it is net fOflsiblc fc r the bpnk tc flrrpnge 

decentrplisptL-n cf dcpling cper?ticns. Det?iled guidelines hpve 

been issued to brpnches/cffic(;;s rogprding cdilings pnd dispcspl 

c f fc r,:dgn currency notos. Imy surplus ever the ceilings is 

diverted tc the Fcreign Exchpnge Divisicn, Bunbpy. 

Indi pn B?nk 

Tho fc 1L. wing contrcl systems ever the Dcpling Secti,n 

hps b.ecn prescribed. (fl) Dcpl limits - Single dcpls pbrve the 

.... . 39/ ..... 



39 

specified ECount will be put thrc ugh cnly wi th the prior apprcvC"l 

ef Chief Officer/AGM ef Int.:JrnC"ticnpl Division. Single depl 

ever ? certpin f(D.ount will be put thrr~ ugh only ?fter the prier 

ppprcvpl cf G.M. ~ dpy's turncv~r sh~ll net exceed p cert~in 

specified pmcunt. 

(b) Cr0di t limits - Depls wi tIh nen-npticnplised b?n1.cs pnd ether 

foreign bpnks with whom nc experience is there will not be put 

thrcugh unless 8 foreign exchpnge de81 limit is cstpblished. 

Limi ts heve beGn pr~scribed fl r C'vornight pcsi tien in vC"rieus 

currencies. The benk prc:pc SGS tc~ intrcducoe gPp limi ta fer 

vpri~o U3 currencies C'nd /=1lso intGr-bpnk limits. (The infcI'ffipticn 

rQgerding pipeiine trpnspctilns ~d oporpticns in foreign 

currency nctos h?s net been furnished by the bpnk). 

SyndicC'te Benk 

DAylight, cvernight, inter-bC'nk ?nd custemer limits pre 

fixed tFking intc pcceunt th0 risk limits, velume of business, 

ccnfidencc in deplers, prcfit tprget, ppst oxporienca, etc. 

Pipeline trpnspcticns pre minimised by decentrplisF-ticn cf the 

deplings, by fixing pmcunts fer the brpnch for dpily purchC'se 

~nd sple pnd prepprpticn c.f currency posi tien st?t8ITIcnt C'n the 

lpst Fridpy cf eC'ch month. ,"-.. m?jer p0rtilon ef tho fe-reign 

currency nctes cellectad frcm orpnchGs is disprsed cf thrcugh 

mcney ch8ng~rs in BcmbC'y. 

C pn C're B ?nk 

The: limits foI' Int.:ll'nc?ticn C'l Di vi sic n find v prious 
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Foreign Dep?rtmcnts for intr?-dey, overnight, gPp position on 

?ccount ef rnisrnptched rnpturities pnd for vpricus types of 

trpding risks, bpnk-wisc limits fer bpn~s oporpting in Indi8 8S 

plso for b pnks outside I ndi P, countrywise J limits (for developed 

ceuntries ?nd other countries) end customer-wise limits fer 

forwprd centrpct boeking, ?re fixed by the Boprd of Dirocters. 

The limits ere recommended tc the Boerd, tpking into consider?­

tion the present Exchpnge Control regulptions, guidelines issued 

by the Reserve Bank of Indip, pest exporit:mce pnd expected 

merket ?ctivities of the bpnk. 

1irindl Pys B enk 

Th-J deplers' d?ylight pnd overnight pcsi ticns pre fixed 

by th8top .m~mpgemont in Indi p. The main pirn is to minimise 

exchpnge risk. Inter-bpnk end customer limits pre fixed by the 

Corporpte Bpnking Division pfter studying the finpncipl stptus 

of the individupl bpnk!customer. Gpp report is prepared tri­

mcnthly by the Reconciliption Depprtrnunt in Bembpy shewing the 

month-wise exchpnge gPps on pn ?ll-Indi p b !=Isis. These reports 

pre given to the dealers who then clo se the gPp s by covering 

the trpnspcticns with? mptched mpturity ps fpr ?S pcssible. The 

brpnches send p dpily mosspge to the Mpin Brpnch in Bcrnbpy, 

gi ving the tctpl of the exchpnge trpnspctions of the dpy. The 

difference between the tctpl of exchpngG trpnspctiens pdvised 

during the dpy pnd the tot81 of exchpnge trpnspctiens of the 

d Py repre sents pipeline trpnspctions end it is taken in the 
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position, the next dpy. The purchpse rf foreign currency nGt~s 

is restricted to pounds sterling Fnd u.s. dollprs; other foreign 

currency notes pre eccepted by the bpnk on coll~cticn bpsis 

only. It is ensured thpt the helding of foreign cur~ency not~s 

dces net exceed the ncrmpl requirement· 

dispcsed of through authorised deFIers. 

Surplus, if Fny, is 

Seles/purchpses of 

fcreign currency notes pre Fdvised to the depler who tpkes them 

in his position Pl:'-ct. 

Cherter-..;d B enk 

The dpylight, cvernight end mismptched maturity limits 

pr~ fixed by Hepd Office en the bpsis of the operpticns in 

Bcmbpy inte~benk pnd custoID0r limits ere estpblished on the 

bpsis cf balpnce sheet ccnsiderpticns. 

~uGsticn 8 

Whpt is the syst~ of the bpnk regprding control over 

reccncilipticn of INcstrc l bplpnces pnd mpnpgement cf risks 

eri sing in Rupee (Vc stro) pcccunts? 

Rcpli os 

Stpte B pnk of Indi a 

The r0concilipticn of the trpnspcticns repcrted by the 

offices with the entires pppepring in the stpt~0nts cf pccounts 

of the foreign bpnks is dcne cn pn on-going bpsis et Foreign 

DepC'rtm.:;nt, Cplcuttp. Tho wcrk is stptGd to be in prreprs pnd 

stops pre bein["; tpken to r..:gulprise the posi tien. 
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B enk of B erode 

All Ncstro ?ccounts ere rogulerly r2conciled by the 

Beck-up Secticn in the Depling Depprtmont. 

:B enk cf Indi a 

Evory effort is mede tc r03ccDcilc Nostro flccounts promptly 

with p proper follow-up of outstpnding/unreccncilcd entries. A 

qUElrterly stfltoffi-.:nt is submitted to the menpgcm;Jnt of the 

unroccnciled entries. (It is observed from tho repcrt of the 

bpnk en the werking of the Fcreign Dep~rtm~nt for the yeer 1980 

thet there were fI Iprg03 numb~r of entries which were yet to be 

mprked eff end reconciled in mejor Ncstre flccountS). Weakly 

fortnightly/monthly stptcmcnts ~s required by the fcr03ign benks 

pr.~ furnished to them in respect cf their Vostrc pccounts. The 

ccncGrned dep prtmcnt else moni tors these pccounts periodic plly 

with p viuw to ensuring thpt they pre properly ccnducted. These 

Elccounts pre gcnerplly in credi t. Any occ psion1:l1 cverdrflwings 

rre i~~edifltely ccnveyed to the bpnk crncerned by telex find 

replenishment is mpde premptly by the fcrcign bpnks. 

Centrpl Bpnk cf Indi8 

As regprds foreign currency pccounts, the bfllpncGS pro 

received from the frrcign bpnl{s by telex dpily; in the cpse C'f 

highly operptive ecccunts, pprticulprly U.S. dcllprs, bi-weekly 

cr weekly, depending upen the turncver in pcccunts. Besides, 

seme c f the correspcndent b pnl{s pdvi se by telex mpjcr dehi ts 
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?nd credits exceeding ~ 10,000. Reccncili?tirn rf foreign currency 

~cccunts is prep?red en ? mcnthly b~sis. This is submitted by 

the brpnches tc the br?nch M?n?ger or Divisicn~l Office ~s the 

c~se mey bu. Divisicnel Office scrutinises the stptements with 

a view tc ~scertpining if there ere pny cld pnd lerge c·utstending 

entries which hevG rem?ined unreccnciled ?nd repert them tQ the 

Fcrcign Divisiln, Centrpl Office. It is the prpctice cf the 

b pnk tc fcrw?r<l the stp-tOOl~nts c f pcccunts in respect cf Rupee 

~cccunts I!leint?ined by fcreign benks tc them ?cccrding to the 

pericd required by them. If the acccunt is cverdrewn, the 

ccncerned benk is immediptely ccnt-~cted by telex fer Ipying 

funds. 

llnited Ccmmerci pI B enk 

Reccncilieticn cf bplpnces in Ncstrc ?ccounts is required 

tc b a de ne every me nth end ccpies cf such stetements sent to 

the Heed Office, Internetienpl Division. Similprly stptements 

cf Vcstrc ec~eunts ere sent to the foreign ccrrespcndents/ 

brpnches pnd their queries deel t with prcmptly. 

Unicn Bpnk cf Indie. 

/.t the Fe-reign ExchpngG Depprtment, Bembey S;:mpchpr Mprg, 

where IH strc ~nd Vc strc ecccunts ere mpintpined, there is a 

seppr~te Reccncilieti(n Depprtmont under the cherge ef p Super­

intendent. The rocencilietLn cf Ncstre eccGunts is done in 

thpt Depprtment, which else fcllcws-up cld cutstpnding entries 

pnd submi ts mcnthly rope rt tc' FCEDD pnd the Reserve B enk. The 
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Sfffie depertment kec;ps fin effective centrel cv~r the bplpnces in 

Vc strc flCCCWltS. In· cpso (f c,verdrpfts in Vcstrc PCCC'Wlts cn 

pccc unt c f unfcrGseen genuine trpnspcti( ns, tho dcp ertment tpkes 

up the metter wi th r0sp8ctiv8 bpnks asking them tc repl~nish 

thGir ecccunts. A mcnthly stptelTIGnt (f belF'nces in the VcstrC' 

pcccunts is received in the FCEDD fer scrutiny. 

Ccrpcreticn Bpnk 

'N c strc' pccc unts wherein C'p or pti" ns rre cc ntinuc us pnd 

hepvy pre rcccnciled fit pn intervpl r:f 15 dpys tr cne mrnth; 

wherops pericdici ty ~f nc't exceeding 3 IDC'nths is e,bserved in 

the cpse cf ecccunts which pre op0rpted sppringly. Effcrts pre 

mpd9 tc ensure thpt rcccnciliptirn is dcne regulprly to elimi­

npte all C'utstpnding items speedily. The Vcstro pcccunts pre 

mpintpined et the Nprimpn Pc int, Brmbpy, brpnch by tho stpff 

deputed by tho Centrpl Fcroign Exchenge Depertment, fer the spke 

~f ccnvcniunco. The guidelinos issued by RBI fer internpl 

centrel cvor frr~ign oxchpngo business pre tFken ncte cf end 

mepsures erc being pdcpted tc hevc clntrcl cv~r vpric us espects. 

!i£'nk (f Mphprpshtrp. 

Ii sepprptl; secticn AttQnds tc roccncilipticn cf Nc stro 

pcccunts pnd ffipnpgcffi..Jnt ~ frisks erising in Vf:strc ecccunts. 

Mcnthly stptamont cf Ncstrr pcccunt bplpnces plengwith rOffiPrks 

is submitted by the Divisicnpl Menpgcr, Foreign Exchpngo, Brmbpy 

tc tcp mpnpgement. Bi-mcnthly stptcmcnt cf reccncilipti(n cf 

Nc strr- ?cccunts is plsc submi tted tc the Divisi~ npl Mpnpgcr, 
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FEX, Pune. Vc strc. pcccunts pre mpintpined pt Bcmbpy Office, 

sep?rpte frc.m ct.hor Rupo2 pcceunts. Funds flew intc these 

RCC( unts is r-.:viewed p ericdic ally. 

Indi pn Bpnk 

Tho Rcgi<. npl FcrC)ign Exchpnge Cells hpve bden pllcttod 

differc:nt ccrrespc-ndcnt bpnlcs fc.-r keeping N: strc pcci.unts in 

U.S. dcllprs pnd st0rling pounds. f.s mpjrr prrticn rf trpnsF'­

cti'·.ns r8lptcs to U.S.~ pnd st~rling pcunds (·nly, the re;ccncili?­

tL n we rk ?t tho Regie npl Fcraign Exchpngo Cells hps beon 

smccth ~'nd ap.sy. Intc:rnpti-npl Divisicn ch~Jcks tho (utstpndings 

in the rcconciliption stptomonts r~ceivod frcm R.F.E.Cells 

p cricdic plly pnd ini ti ptas follow-up pctiC'n, to keep the un­

roccnciled entries tc tho bpr~st minimum. HGwever, bpckl,g of 

p nwnb lJr c f unrec, ncilud ontircs fer SInpll chprges, etc., is 

being cprriod pnd tho bpnk ~ccts thpt tho recent decentrpli­

spticn mpde pt RegL-npl Fcrcign Exchpnge ColIs wculd help in 

cIcpring tho bpcklcg. It is plso prcpcsed tc strenghen the 

Roce ncili ptiln Dep prt..rn.Jht by pc sting pdequpte sonier level 

st?ff. The bpnk hpd cnccuntcred ccrtpin difficuIti~s in 

ccnducting Vc strc pcccunts c..f oxchpnge ccmppnies pnd hpd tpkon 

ccrtpin mopsurus f~r oliminfting Iccphclos in the ccnduct cf 

those pcccunts. CcnsequentIy, exchpngo ccmppnius whr woro 

pnncyed pt those mepsuros shifted their pcccunts tr ethor bpnks. 

I.s such, tho bpnk hps ('nly p few ncn-rosidont Rupee pccounts cf 

bpnks pnd oxchpngG ccmppnies n~w, which the bpnk cIcsely mcnitors • 
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~nclic etc Benk 

Stptom,mts cf Nc strc acccunts er8 cbtpined r n e de.ily cr 

we..;kly bpsis fer scrutiny. Besid~s, pprticulprs cf debits pnd 

crcdi ts fc r lprgor PIIlcunts in ectiv0 ecccunts ere cbteined in 

crdiJr te have c~ntr(;l CVdr mejcr dobi ts. Roce ncilieticn wrrk 

is entrustud tc e soperpt~ depprtrnent independent cf Acccunts 

Secticn. The c-fficer dcos net hpve tho pc-wers tr. eparete the 

Nc strc eccounts. The stpff l f the Reccncili etic-n Dep ertm-.3nt 

is rctF'ted m.:.'rG frequently. The r\.>c, nciliptL-n stetc;mcnts pre 

prepered every mc nth pnd ('utstrnding i terns pro fellc·wed-up. 

The pcsiticn cf roccncilipticn is ropcrtad tc Hepd Office 

every mcnth. Centrel ever Vc strc pcccunts is exercised by 

tF'king immedi pte st0pS tr F'dvise the cc nc(;rned crrrespcndonts 

eb, ut cvurdrewpls, if pny, end cbtpining funds tc clopr the 
debt. A continuous track is kept of local changes, market 
.information on the w('Irking of various banks, exchange companies, 
etc. Exchange companies have to maintain a fixed mil1imum 
belFnce in their 8CC(Unts. Fer drewings cf Rs.50,OOOI- pnd 

eb~ va, th0 ccnccrned bpnk hes t:- send telox (' r c pblc instruc-

tic.ns tc tho peying brench. There is p system cf vplue-dpting 

811 the trpnspctLns in Vcstrc eccLunts frcm time tc time (by 

mepns l f p ccmputer) se ps t.. find cut hidden cv(;rdrpwpls, if 

pny. Ccnfirmeti::-n cf bpl::-nccs is cbtpined cn p quprtcrly bpsis. 

Limi ts fer bpI pnces tr be mpintpired in Ne strc pcccunts, 
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in importpnt currencies, pro fixed by thi:3 B.:,prd. SGpprpte 

limits fc.r the Intornpti':npl Divisic n pnd DGPling Fcreign 

Depprtments pro stipulptod. Occpsir.-npl increFlsos in bplpnccs 

ever end ebc-vo the limits pll:::. wed, pro required te- be rope- rto d 

t.: the executives r f tha IntQrnpti nFll Di visL n~ giving rcpscns 

f~ r such f!"(cess bplpnc~s. The Internpticnpl Divisi!-n fellcws 

up lcng (utstpnding it~ms in Ncstrr pccGunts, frcm tho mcnthly 

stptcmcnt cf rcccnciliptLn C'f' such pccrunts r:.:,;ceivod frcm 

Fe-reign Depprtml3nts, tc sl3e thpt eff'ectiva stops pre tpkcn fer 

eprly elimineti~n (f such entries. Nc r~gulpr cV.Jrdrpf't limits 

prG p~rmi tted tc bpnks mpintpining Vc strc pccC'unts wi th the 

b pnk GXcept wi th the epprc v pI c f the Res3rve B pnk. C psupl 

c vcrdrefts pIle. wad pro gc. t clepred wi thin the nr rmpl peric d cf 

five dpys. If nc t se clcprcd, tho mptter is r..;pc rted tc the 

Int~rnpticnpl Di visi. n f'er pc st-fpctc ppprrvpl. 

Qrindlpys Benk 

R€lccnciliptir n cf Ncstrc pcccunts is dcne ('In mrnthly 

bpsis by p clerk whc is independent c-f' p( sting pnd precessing 

trpnspctirns., The clerk is rct?ted every yopr. Roccncilipticn 

cf' opch N, strc pcccunt is reviewed mcnthly by senior mpnpgemcnt. 

Unr~ccnciled items pre listed pnd brpnch Mpnpg,Jr evpluptes 'Whem 

mcnthly, tpking intc FCccunt the tr~nsi t/procGssing tim~ lpg.­

Invostigpti,n pnd ccntinucus f'cllcw-up pcticn is initipted cn 

all cutstpnding items. G~ncrplly Rupeo (Vcstrc) ecccunts pre 

mpintpinud wi th credit bpl pnces. If' th0y get c vordrpwn PS P • 
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rosult (f lprge ccmmorcipl trpnspcti'-ns, co telex rdvicG is sent 

tr the cc ncarncd bpnk, re"uGsting prcmpt pdjustmont. It is 

l::nsured thpt cvcrdrpft·s in VI.. str~. rCCi.;uJ1t.:> Y.· n~ t ~.xc-.:ud the 

limit pr~scribcd by RBI. 

Chprtorcd B pnk 

IlII Nc stro Flccounts pre riJ~cnciled every mcnth Plld 

prcmpt l:'cticn is tpkon in rcspact cf ~GccncilGd items. Vostro 

pccounts pre scrutinised cften by the f.ssistFint Mpnpger in 

chprge ef FWlds pnd i'crcign Exchpnge oparpticns in BcmbFlY. 

~Q1:sticn 9 

Whpt is the prccedure fer pcccunting impe·rt bills 

received under letters cf credit pnd when prG they tr~pted FlS 

'sple' cf fcroign currency. 

B.£:2lie s 

~t pte B pnk cf Indi p 

Bills recl::ivGd und~r impert lottors cf credit pre 

tre eted FlS spl\..; c f fc reign currency cn the dpy they pre retired 

by the impcrting customer, pnd entry is plsc p pssed in respect 

cf impcrt bills ('utstpnding pt tho time c-f ye~rly clcsing. 

~ pnk c f B pred p. 

Impc rt bills r8ceived under letters cf credit pre 

1ubi ted to 'i.dvpnc ~ Bills I~cccuntr pt tho B.C. selling rptc 

['ul-ing cn the dey cf thll ~ntry pnd th.J ccrruspcnding credit 
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is given to the mirrcr C1CC(\unt cf the currency, S pIe of the 

f'c reign currency is repcrt8d when the bills C1re retired by the 

drewees. 

B pnk cf Indi a 

Impcrt bills receivod undor letters (f credit pre being 

crnvi:.lrted intc lccpl currGncy end rupeL) liflbility fixed cn the 

seventh dflY cf' presentptL n efter rup( rting splo rf' the rolptive 

f'e-reign curroncy. 

C entrel B Mk If' Inui.. C1 

Thc brpnch cpcning letter cf credit extinguishes f'crcign 

cxchpnge lipbility in r0spect cf dem~d bills r~ceived under 

impcrt lett~r (f credit et tho prevpiling B.C. retos, cn the 

dpy the bill is retired by the impcrter cr cn the 7th dpy f'rcm 

the dpy cf its prcsentpti(n cdvice, whichev2r is eprlier. In 

the CF'se cf uspncc bills, the brpnch extinguishes f'rreign 

cxchpngc lipbili ty cn the due d("te cr the dpte ('f' retirement 

cf dccuments by credit cpeners, whichever is eprlic:r. If the 

bill. is net retired bcfcre 7 deys in the cpse cf dempnd bills 

find bef'cre tho due dptL)s in cpse cf' uspnco bills, the f'rrcign 

cxchpnge lipbility is crystpllised intc rupee loen. 

Implrt bills und;:;r letters cf' credit pre first tpkcn 

tc Suspense :.cccunt (IBP) find the sctufll sele is ccnsiddred 

tc be ef'fected when the impcrtIJr custcIDer peys f'er the 
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dCcUIn8nts, HrW;Jvcr, when there is e fcrwprd sple ccntract 

plre ady bee-ked, the impcrt-.;r is required tc tpke up the dccu­

monts rn cr befcro the due dpte cf the ccntrpct pt the ccn-

trpct-::d rpte, fFiling which the ccntract is ~justed and the 

rupee liability crept~d. 

Unicn Bpnk cf India 

Immedi ately upcn rGceipt cf dccumonts drawn under letters 

ef credit, p centrel entry is ppssed crediting ccrrespcndents 

mirror acccunt pnd dobi ting suspi::nse acccunt styled PS 'P pyment 

pgainst d('cuments eccount ' (PJ..D). I t is cnly when the custcmer 

rotir0s the dccuments, the trpnspcticn is trept~d as splo and 

tFkun int~ the exchpnge posi tien. If custcmcr wants rupe8 

fin pnce until arri vpl of st,..:roIcr, the s~e is extended by 

ccnvcrsicn (f fcrcign currency intc rupee equivplont with prcpor 

m pndpte c f tho customer and when ccnverted, it is rc;pcrted as 

splo. 

In the cpse rf impcrt bills received under letters cf 

credi t, th(; fcllcwing entries pre ppssed : 

Dr. (.dvrnce Bills under l(ltt~rs cf credi t ( pt B.C. selling 
rpte cr pt f-.rwprd dcntrect rpte.) 

Cr. C~ntral Fcreign l!.ixchpngo Depertmont thr ugh Branch 
I'\CCCunts fc r passing en tho reI ati ve cr8di t to 
B pnk pcccunt. 

On retirement cf the bill by tho custcmer, tho fcllcwing entries 
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are passed at the branch 

Dr. r. us tomer 

• • 

(a) for draft amount 

(b) other charges (commissioi.1 and interest from the 
dpte of negotiation abroad to the date of retire­
ment at B.C .selling rate ruling Ocl the date of 
retireme~t or at forward contract rate, if 
already booked.) 

Cr. Advance Bills under letters of credit 

Cr. In terest 

Cr. Commission 

Cr. Suncry as~ets - stamp account 

Dr./Cr.- Exchange difference 

The tran~actioi1 is trE'ated as sale of foreign currency 

only on the retirement of the bill. 

Bank of .Maharash tra 

Initially, Foreign Advance Bills PurchRsed Account is 

de~ited which is immediately adjusted to the cli&~t' s account 

if the bills snow no discrepancy. In case of any discrepancy, 

the amount remains in the FABP Account, ti 11 actual authori­

sation for accepting the d0cuments is received. The amount is 

treate~ as sale onlv when it is adjusted with the clients' 

account. 

Indian Bank 

As soon as import bills are receivec and if no discre­

pancies 8re observed in the documents, they are immediately 
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debited to 'Advance Bills Account' an~ the amount is treated 

as sale. 

Syn~ic pte Bank 

Import bills received uncer letters of credit are 

entered in the Register. Tl-Je bill is converted into rupee 

liability on the 8th day at the prevailing B.C.selling rate 

in the case of si~ht bills. On the day of conversion, Foreign 

Import Bills Purchased account (FI3P) is debited and FETlC:O is 

credited. Thus, the cover for Nostro debit is passed on to the 

International Division and the sale is re~orted to the Dealing 

Section. On the date of conversion, the sale of foreign 

currency is reported. In the Case of usance bills, the 

following entries are passed immediately on receipt of hill 

at B.C.selling rAte: 

Credit - Usance Bill under Import Letters of Credit for 
Collection (UBILC) 

Debit - UsRllce Bill unr'ler Letters of Cre~it Receivable 

On the due dates, the cover is provided to Interl.lational 

Divi sion by effecting the sale and converting the foreign 

currency amount at the B.C.selling rate. 

Canera Bank 

Import bills under letters of credit are received at 

Foreign Departments who open letters of credit. The bill 

amounts are credited to the mirror accounts and dehited to 

import suspense account which is called 'AdvaLlce Bills' 
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aCcoun t. The doc urn en ts ar e the<l forwarded to the conOerned 

branches. On the dates of retirement of bill s at the branches, 

t1...,ey are treate~ as sale of foreign currency. 

Grindlay~ Bank 

On receipt of an imJort bill drawn in conformity with the 

terms of the letter of credit the following entries are passed: 

Dr. - Import Bills Local Currency or 
Forei gn C urreClCY. 

Cr. - Vostro/Nostro account. 

The balance in the I .B. account represents import bills 

out standing and which CanJ.lot be readi 1 y debi ted to the customer's 

acc'Junt. The s;;.le of foreign currency in res)ect of an import 

bill unrer letter of credit is treated only on tbe date of 

retiremf'!lt of the bill. 

Chartered BaillL 

~ills received under letters of credit are initially 

debited to General Ledger account styled as 'Rills Reeeivable 

Account' and entries for Sale of foreign currency are passed 

only when the bills are retired by the drawees. 

Question 10 

(a) What accounting entries are passed when export bills 

are purcl'll sed/di scoun ted or negoti ated under letters of credi t? 

(0) In Case the bills are not acce~ted-or remain out-

standing for a long time, what action i~ taken to ensure that 
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the bank 00es not suffer a loss due to changes in rates of 

eatchane;e ? 

Re pli es 

'ltate Rank of India 

In the Case of demand export bills negotiated, the 

concerned currency account is debite0 an0 the proceeds paid to 
the exporter. The purchase of foreign currency is taken into 

account imme0iately by the Forei~n Department to whom the 

transaction is reported by the bral.1ch concerned. In the Case 

of Usance bills discounted, office~ deb~t the amounts to Bills 

of Exchangp Account and release the amount to the perty. The 

entries in the '8ills of E):change Account are reversed on 

receipt of rel ... tive t'ayment aovice at firm rates, in 

consultation with the Foreign Department who take the 

purch2se in their ~osition. If the bills remain outstanding, 

there is no exch.?nge risk to the bank as the purchase of 

foreign currency is tnken into ~)osi tion c:t the time of 

purchase/negotiation. The ex~orters pe.y overdue interest 

from the date of negotiation of the bill to the actual d2te 

of paymen t. 

Bank of Baroda 

l!1hen ex)ort bills are purchased or discounted or negoti­

~·ted, Foreign Bills Purchase account is debited at O.J). buying 

rate and the corresponding credit is given to the drawer. On 

T'ealis[ltion, the F.B.P.account is reversed to the debit of the 
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mirror account. In Cases where the export bills are not 

acce)ted or remain outsta!l(Uilg for a long time, s'''aP costs 

are recovered from the drawers. 

Bank of 1.1dia 

The following accounting entries are passed when export 

bill is purchpsed/discounted or negotif'lted •. 

Dr. - Export Bills Purch!:'sed at the applicable 
O.D. buying r~te. 

Cr. - Customer's account (for bills purchased 
and eli sc oun ted) 

Dr. - Export Bill~ Negotiated at the 
applicable O.D.buying rp,tc 

Cr. - Customer's account \for 
bills negotiated) 

In Case export bills ar8 not accepted or remain outstanding 

for a long time, the bank recovers overdue interest eith€r from 

expiry (lete of trailsit period till date of reali.s1:tion of the 

bill or from the date of purchase (at the .T.T.selling r~t€s)1 

negotiation till the date of refund obtained from the customer, 

as per the rates of interest stipulated by R~I from time to 

time. 

C€ntral_B~k of Iildia 

1 . .Jhen export bills Fre purchased/discounted or negoti<,ted 

unr'ler letters of credit, 'Foreign Rills Purchased' or 'Foreign 

Bills T)iscounted' account is debited a,nd Party's account is 

credited. When the bill is realised, the entry is reversed by 
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debitin~ the overseas be,nk's foreign curreacy a~count in the 

General Ledger, and credi ting FBP or FBD, as the cpse may he. 

In c~s~ the bill purches8c is nJt accepted or remains oustanding 

the customer is immf.'di ptely iL1formf'd and the entries in the 

pforesflid aCC oun ts are ad j usted by debi tin,~ c ustomert s account 

at current T.T. selling r~tes and the bill is tnken on collec­

tion basis. l./hen the collectiJn is realised, the customer is 

p,qid at current T.T. buying rates. 

United Commercial Bank 

When export bills ~He purchRsed or discounted, the rpte is 

inclusive of transit period interest. Bowever, when the bills 

get reali srd, thE rcversf\l is done hy passing credi t to FBP, at 

the TT mean rate on the data of reversal. At the end of every 

half ye8r, FBP foreign currency acc'Junt is revalued at the TT 

mean rate pt that time and profit ~nd loss account adjusted 

acrordingly. In the Case of overdue bills, the bank chargee; 

interest Rt ?% more than the normal rate of interest and also 

covers through appropripte swaps to s8feguarr ag~inst exchdnge 

flue tUCltions. 

Union ~rnk of Indi~ 

At the time of purchrsing/discounting/ne~otirting export 

bills under letters of credit in foreign currencies, the custom~ 

er's account is creditedCllld Suspense Account,i.e.,Foreign Bills 

Purchpsed account, is dehited. The entry in the F.R.P. account 
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is reversed to the debit of the correspondent's account upon 

receipt of the credit advice by the b~nk. In the event of bills 

being not acc~pted or remFining ,")utstanding for A long time, the 

matter is tAken up with the exporters asking them to chase the 

buyers for acceptAnce or Paympnt of the bill. Simultpneously, 

the matter is taken up wi th the correspondents to ascertaiL1 the 

position of the goods which might have rem?ined uncleared in 

the docks. The exporter customer is also asked to r~PaY the 

Rdvance and transfpr the hill to the collection portfolio. 

Cor poration Bank 

The following accounting entries are )assed at the design­

ated brancheS when eXjJort bills are purchesed/discounted or 

negotipted un~er letters of credit. 

n... Forei gn Doc umen tary Bills negoti et E"d/purchased/ 
discounteo at the appropriate buying rates 
ruling on the day or at contract rate. 

Cr. Customer 

Cr. Po stag e , (' ommi s s ion, etc. 

On the S8me daY, the purchase is tC'lkeni nt:> exchange 

position. 11/hel1 export bills rempin unpC\id beyond due d2tes, 

no pddi ti anal exchange los s is charged to the p ~rty exc ept Penal 

rpte of interest as prescribed by R~I. 

Benk of Mah?rashtra 

When export bills are purch?sed/discoilllted or nEgotipted, 

a telex is sent to the Foreign Exchange Division, BombaY, for 
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incorporating it in currency position. In Case any sight bill 

remains unp~id beyond trpnsit period or 45 faYs from the d~te 

of desp?tch pnd the USBnce bill rem;:tins unpnid on due date, the 

bills are transferred to overdue FOBN aCcou-lt and removed from 

the exch2nge )osition by converting the liability into rupee 

li a bi li ty. Simul tc::neous11T, pC ti on is ini tipt ed to protec t the 

goods on arrivpl pt destinction and tJ extend the insur~nce 

cover. A registerEd notice is served on the clieL1t asking him 

to Pay the amount of interest Clnd loss of exchange. 

Indian Bank 

1.'/hen export hills nre purchpsf!d under letters of credit, 

they ere dehited to, lForeign Bills Negotiation Account' and if 

they are 2uthorised branches they will send the bills dir€ctly 

to correspondent bpnks. If the bills are not under letters of 

credi t, they pre dehi ted to I Forei gn "8ills Purch ased Acc oun t' • 

If a bill remRins oukstpnding for a long time, normally, the 

entry is reversed and the bill is tpken on collection basis. 

""hen the rpvAr<;~l is done, thev pre treAted as srles as per the 

FET)AI rules. 

Syndic pte Benk 

If the bill is drawn in foreign currency, the amount is 

convf!rted int') rupees at rates of exchpn:~E as ohteined from 

F~DCO. In the CRse of bills which are not Rccepted or remain 

outstCl.lding for e. lOL1g time, the bank hp.s stated thBt the matter 

hs under consideration and suitpl~le procedure is being worked out. 
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C encre Bank 

Export bills purchased/discounte~ or negoti~te~ under 

letters of cr~dit are debited to 'Bills Purch~sed' account. In 

res~ect of bills which remp.in ~utstanding for more than two 

months, Foreign DCt'.:...rtments instruct the cOilcerned braL1ches to 

recover the advance 01' delink the foreign clil'reL1cy and grant a 

rupee advance. 

Grinflays Bank 

Export bills that become overdue are traasf~rred from 

I Export Bills' account t~ overdue bills account. The purchase 

of foreign currency is trepted at the time of negotiation of 

exp')rt bills. Therefore, the bank does not sUffer any loss due 

to c'-1ange in exchange rRtes. llowever, incurring of swaP costs 

especially in respect of currencies which are at discount, CRn­

not be ruled out. The hank recovers 0.:11 y overdue in terest in 

terms of RBI directives which mayor mRY not cover swaP costs. 

r.har tered Bank 

Export bills purchrsed or negotipted under letters of 

credit are dehited to 'Credit Bills Negottated f and the de~its 

are rEversed when Jayments are receivEd from abropo. Where biDs 

remain unaccepted or unpRid after rrp:rc:>sentatlon, repayments 

are o"tained from drawers end where the bills for l,'"lrge amounts 

are L'volved, Swap o~erptions are Carried out. 

Question 11 

Please descrihe the follow-u) action taken in regard to 
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import and export bills under letters of credit which remain 

outstnnding beyond due ~2tes. 

Re plies 

'3tate Benk of' 1.1('11 r 

Close follow-up ~ction is undertAken by the bank's offices 

in rcs,Ject of imLJort rnd Export bills outstanding for which a 

proper diary .lote 1s kept. The Locel Head Office also moni tors 

the position in res~ect of overdue export bills. 

Bank of Baroda 

When import bills under letters of credit remain outstanding 

beyond due ~~tes, possession of goods is taken and the bills Cire 

transferred to Past Due Bills Account. Thereafter, legp,l 

action Asaidst the concerned client is taken for rE'covery of 

;,dvance. In the Case of dishonoured eX.Jort bills, the advance 

is recovereo from dr~wE'rs ~nd the bill is kept in collection 

portfolio. 

Bpnk of Indi e 

In Case of Ui.lpaid expor t bi 11 s under letters of c redi t, the 

concerned branch/depRrtment generelly tpkes the following Bction: 

(i) RemindE'r s F.rp sent to the bank's for oi gn br anches/ 
corres)ondents f.or the fptc of the bill. 

\,1i) If the bill is outstAnding for a very long time, 
refund is oht~ined from the drrw€rs in India. 

(iii) If necessary, Reserve B .... J.:.:'s IJermission is obtaL.i.€d 
for. €)(te.lsion of time limi t for rPRlisation of 
pr~(' €€'d s beyono 190 day s. 
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(iv) In Case of bills unpaid for very long time, Reserve 
Bank's permission is SOU2ht for release of triplicate 
forms. 

(v) Necessary steps are t.akell to .)rotect t!r-e goods by 
cle::!ring/storing at the foreig!1 centre and arrange 
for protesting/noting of the bill, if necessary. 

(vi) If all the efforts feil to realise the proceeds of 
the bills, arrange'Tents are made for rf'shipment of 
gooC's to India after obtaining the necessary approval. 

Cen tral Bank of Indi a 

In Case the hill under import letter of credit remains 

outstanC'ing beyond its due date, notice is given to the import­

er for immediate Payment failing which the bank will reserve 

the right to dispose of the goods and adjust the .proceecs along 

with the ma.rgin amounts towards the amount due to the baL1k 

from the importer. In the Case of export bills purchased by 

the bank and not paid on due dates, notice is given to the 

exporter in r'Ospect thereof. He maY substitute the buyer or 

extend the period of the bill by substitution of another bill 

provided, in totality, tre eXJort proceeds are realised within 

180 days. ECGC is also intimated in respect of these bills 

and of the possihle clnim which maY arise if the bill is 

ultim8tely not Paid. The exporter also has the right to ask 

E.r.D. permission to import the goods to India or for a 

reduction in price as maY be permissible. 

United Commercinl Bank 

Export bills are kept under close attention for follow-uJ 

and if not p~id within normal settlement date, the exporter is 
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called upon to ei ther reimburse or give ~8tisfactory expl8nation 

for the deleY. If the time limit of 180 days is exceeded, 

f!:xchange ron tro 1 ~)ermissi on is ep.)lied for keeping the bi 11 

outstanding for e. further perioe. In the meantime, necesspry 
~ 

steps for protecting the bank's interests in the relRtive goods 

and/or preferenc e of claims with OCG(' are undertClken. Regarding 
import bills remaining unpaid on presentat ion even on arrival of 
the vessel, notice is given to the PC!rty to immediately retire 

the bill and if there is 2ny delay in p~ment, the goods are 

cleared Clnd stored in ~onded warehouses pnd further follow-up 

Clction is t8ken. 

Union Bank of India 

As eegaras import and export bills unrer letters of credit 

which remain outstanding beyond due dntes, the bank takes up 

the matter with its customers or credit opening banks to expe-

~ite the Payment of the hills. In cese of import bills un~er 

letters of credit which are not ppi~ by the importers for a long 

ti~e, the bank takes c~re to protect the goods, the metter being 

follow~r up simultaneously with the Im~orter for payment of the 

bill. As regerds export bills w~ich remain outstanding beyond 

due dr.·tes, the mfltter is t8ken up with customers and correspond-

ents as stated above. 

Corporation Bank 

In the C8se of import bills rpmaining outstanding beyond 

due dates, normallYl. the importer will be pressurised to mpke 

••••• 63 



- 63 -

the Payment. Meanwhile, the goods will be cleared and stored 

with the bank( s ap~roved cle::'ring agents, ~fter giving due 

notice to the importer about the cost involved which ultim~tely 

will have to be reimbursed by him. ~tJher€ ju~tified, an advance 

will be given to the Pflrty after obtainl,ng approval of the 

appropriate sanctioning authori ty. In ('ase there is any default 

or fraudnlent intention, immediate action including criminal 

action, where warranted, is taken. In the case of export bills 

outstanding beyond due dfltes, th~ following ~ction is taken: 

(i) Recover the money from exporter and t2ke the 
bill into collection. 

(ii) Arrange for c learp,nc e, storing Dnd ins ur anc e 
of the goods. 

(iii) Pres~urise the party to ex~lore possibility of 
fin0ing an 21ternetive buver by allowing concessions, 
discount, etc. 

(iv) If these do not result in realisation of proceeds, 
resort to leg?l proc 8pdings incllldin:~ noting and 
protesting in the Case of bills discounted. 

(v) Where it is necessary, seek the help of the Embassy. 

On receipt of debit advice pt the branch where the opener 

is m?int[lining his account, if the branch 1s not C\ble to adjust 

it due to want of funds, the Amount is debited to a seper~te 

RCCOunt styled 'Bills Receivable under letters of Credit' under 

e.dv1ce to the concerned Divisional Mane. .. ~'er and Foreign Exchange 

Office and the documents are held till the amount is ~ctually 

pa'.d. In Case the amount is 110t paid before the arrival of 

the steamer, the branch gets the goods cleared by the approved 

.... .. 64 



- 64 -

clearing agents. The goods when received are taken under pledge 

pending further instructions from thp. Divisional Office. 

Indian Bank 

The outstandings of bills are periodically taken and fOllow­

up action with the drawees and the drawers is initiated. RBI is 

kept informed in respect of export bills which are overdue for 

more than six months from the dHte of shipment. 

Syndicate Bank 

If import bills are outstanding beyond due dates and if 

the goods arrive, the bank is obliged to bond the goods entirely 

at the importer's cost. If the importers fail to make pe.yment 

to the bank and take delivery of the ~oods, the bp'nk m8Y sell 

the goods and the proceeds adjusted towards the bank! s dues. 

If the bankfs dues ~re not fully covered, legal action will be 

taken against the importer for recovery of shortfall. If the 

P8yment is not forthc oming in respect of export bill s and they 

are remaining outstanding beyond due dates, the amounts 8re 

recovered from the customers, as a lrst resort. 

C anp.ra Bank 

In the Case of export bills, the bank looks to the exportEr 

for repayment of the advance or branches prE instructed to delink 

the foreign curl"ency element and grant Rupee advances. The 

import bills under letters of credit are sent by Foreign Depart­

ments to the concerned branches for presentption to the 

••... .. 65 



- 65 -

importers. The branches follow up the matter till retirem~~t 0i 

bills. Where there is a delay in getting the documents retired. 

by the importers in time, wherever possible, the foreign curj.'Cl"l.~~ 

element is delinked from the advance by clearing the consignmE:lio; 

and making a rupee advance against the pledge of consignment. 

1U:1Udlays Bank 

Overdue import bills are subjected to weekly review to 

ensure that appropriate action is taken to protect the bankls 

interest. Particul8.r attention is given to the arrival of 

carrying vessles, insurance, etc. Overdue e:yport bills are 

~ubjected to tri-monthly review by a senior br~~ch operatio~s 

officer and credit sanctioning authorities to ensure that 

appropriate action is taken to protect the bankts interest., 

Chartered Bank 

Normally, bills under letters of cr8dit are paid on due 

dates, b'J.t wherE this is not the Case, the advance is transferroS 

to the p~st-due bills protfolio and special e.ttention is giv'2'1. 

in obtaining p8.yment. 

Questions I? and 13 

12. How often d.J you evalu8te foreign exchange ~rof,i -::/:_: __ 

and when do you book the profit/loss? 

13. Pl~ase describe the manner of evalurtion of profits/ 

losses in foreign e)ch~nge business by the bank and furnish a 

copy of the latest evaluation showing the computation of 
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stnte Benk of India 
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bank 
This is done by theLannUAlly, on the first Fridey of 

December every yeAr. The method fc>llol.,ed is in line wi th that 

indicated in the RBI IS GuiCleLnes for Internal Control over 

Foreign ExchAn~e Business'. Profit in the forward portfolio is 

Rlso taken .into account. 

Bank of Baroda 

At the time of half-yee-r1y closing of accounts on 30th June 

Fnd 31st D€cernber, foreign e:xchenge profit/loss is evalueted and 

booked. Evalupti on of profits/losses is done by applying the 

leest profitable rpte. The previous d2Y's closing rates in 

London mprket eT'e crosse., with current F~'T)AlI s merchant T.T. 

buying ~nd T~~. selling r~tes fnr pound ster~ing ~nd the T.T. 

buying rate so errived at for ledger balances in debit (in 

funds) and T.T. selling rates for ledger b81ance in credit 

(overdrafts) are ap.~lied and the f:neign curr'ency balances in 

ledger are converted into Indian rupees. The difference 

between the rupee equivalent so arrived et and the rupee bAlence 

in the ledger represents the exchenge ~rofit/loss. 

Bank of Indi a 

Ev~luption of foreign exchange profit/loss is done on half -

yeArly hasis on the last bUsiness dpy of June and December • 
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Evaluation is done on the Nostro balances £s on those days, 2S 

appepring in the 'Mirror Accounts'. (However, the bank has not 

indicated the rates applied for evalu:o>tion purposes). 

Central Bank of India 

Evaluation of profi t and loss of ,foreign exchpIlge transa­

ctions is done on a notional basis every month. However, the 

book en tries are pass ed through profit and loss ace oun t every 

helf-year ending June and December. B.:;.ldlces in foreign currency 

accounts are evalu2ted on prevailing rates on the date of 

evaluatien, which are advised by the Foreign Exchange Accounts 

Department, Central Office. 

United Commercial Bank 

The for ei gn exchange profi t or los sis :evalupted as and 

when there is a chan ge in Pari ty of pound sterling with the 

Indian rupees as Rlso at tho end of each calendar year. The 

booking, however, is done at half-yearly intervals. The working 

of profit or loss is done by recalculation of assets and 

liabilities at T.T. me~n rates prevalent on the date of 

ev Clluation. 

Union Bank of Inci a 

The foreign exchange profi t or loss is evaluAted and booked 

as at the end of every calend8r h;:lf-yeF.lr. For this purpose, 

the Nostro balances are evc:lupted. The rntes applied are RBI 

selling/purchase spot r~tes for ~ounds sterling in Case of 

sterling Nostro accounts, and in the ccse of other currencies, 
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the RBI selling/buying rates for spot sterling crossed with the 

conc erned currency rates in the Londoo market and the resultant 

rate is ap~lied for evalu~tion. Regarding forward tr2nsactlons, 

no profit is booked; the valuation of the contracts is done to 

en sure that une~rned profi ts are not booked and los ses in the 

forward trans~ctions are not carried to the next accountIng 

period. Foreign money on hand is valued at the buying rates 

advised by RBI, for the purpose of evaluation. 

Corporation Bank • 
The evaluation and ~ooking of exchange profit/loss is done 

every half-year. Only Nostro account balan.:.:es pre taken for 

evalupti·on. For arriving at the buy1!fig and selling rates: to be 

applied for the purpose of calculatioo of exchange profi t/los s, 

RBI rates with the overseas rates are applied. 

Bank of Maharashtra 

Evaluation of foreign exchange profit or loss is done quar­

terly by the Foreign Exchange Division, BombaY. H01Arever, booking 

of profits is done once in a year, i.e. C1t the end of December. 

Profits are calculrted on the Nostro account bpl811ces by 

applying EEl rates ~d/or London closin~ rRtes. 

Indi ~In B;-nk 

The bank books profit or loss on a monthly basis. The 

method adopted to calculrte profit is the normal disposal 

theory. 
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Syndic ate BOnk 

The bank eVRluates forEign exchange profit/loss every month 

for internal inform[ltion. H,.)wcv~r, .-rofit/loss is booked every 

half-ye8r, i.e., 30th June and 31st D€cember. Everf h~lf-yesr 

end, the Nostro balances as revealed in the mirror accounts P.re 

valued for adjustment of profit or loss by applying the opposite 

rates for closing bal~ces notionally; RBI spot rates for pound 

sterling are applied and the rates for other currencies are 

arrived at by crossing the day's closing rates in London market 

with thE corresponding RBI's spot rates for sterling. 

CaPara Bank 

Only balances in Nostro accounts ?re revealed in the mirrol~ 

accounts are reckoned for ~.djustment of )rofits/losses. The 

Nostro bplances ere valued at RBI rates in the Case of pound 

sterling, RBI rate crossed with S1n~?pore market rate for U.S. 

dollars and the U.S.dollar rate so arrive~ at crossed with the 

rate prevailing in 8in:;apore for other currencies. (The bank 

has, however, not furnished inform~tion regerding how often it 

(,valuates forei gn exchange profit/los s and when it book s the 

profi t/loss) • 

Grindlays Bank 

The bank evaluptes exchange profits on a monthly b2sis but 

books them on a quarterly basis. 

persons independent of dealings. 

Evalu?.tions is cerried out by 

e alculation of exchange profi t 
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is done on the net positions by applying liquidation principle 

on a m~tched maturity b2sis to all foreign currency assets and 

liabiliti es. 

Charte{"ed Bank 

All foreign currency balances including those in bills 

account are revalued ~t the end of each month and profit or loss 

transferred to profit and loss account. While all the foreign 

currency balances including Nostro accounts, bills accounts, 

et~., ('re revplued at the middle rates, the forward contracts 

(O.B/O.S) position in each curl"ency month-wise is revalued r-t 

market rates prevailing on the last dRY of the month. 



.Q~stion 1 

APPENDIX VII 

Summary of re,lies received 
from banks to a questionnaire 
on operations of foreign 
E!~n£~!~ __ 2f-_~~!!~ __ E~E!! __ 

Please describe the system of control and general 

supervision exercised by the Head Office/International 

Division over the operations of overseas branches/offices. 

A copy of the Organisation Chart of the International 

Division may please be furnished. 

:tLeplies 

state Bank of Ind~ 

All foreign offices of the barue are controlled by 

the International Division at Central Office. The 

International Division is headed by Chief General Manager, 

"Tho is assisted by three General l\fanagers, that is, 

General Hanager (Overseas Operations), General lfanager 

(Domestic Operat ions) and General Manager (Planning). In 

the evolution of a system of control and general super­

vision over the functioning of foreign offices, the bank 

b~.9 taken into account the l)I'8.ctical experience it has 

g~ined over the past several years. The system of control 

designed by it is basically a balanced mix between optimum 

delegat ion of pOlvers and centralised control through a 
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structured information system, the salient features of 

which are briefly outlined below : 

(a) Manageme~t at foreign offices 

Only officials with the requisite background, 

experience and seniority are posted as Managers/ 

Representatives and other supporting staff at foreign 

offices. 

(b) Discretionary powers of r·1anagerS' 
~nd reporting system 

Discretionary powers for sanction of loans and 

advances and for the conduct of the bank's business in 

general are delegated to the r1anagers/Representatives and 

all decisions taken by them under these discretionary 

powers are required to be report ed to the Internat ional 

Division periodically through various control returns. 

Proposals for advances and other business which fall outside 

the purview of the discretionary pow·ers have to be referred 

to Central Office for prior approval except in emergent 

situations "Then decisions taken by the Hanager in excess 

of his discretionary po,.;ers are reported to Central Office 

immediately for post facto sanction and confirmation. Even 

in such cases, the IlIJanagers are expected to consult 

International Division over telex/telephone wherever 

•• :3 •• 



•• 3 •• 

possible. The scheme of delegation of powers and other 

allied instructions have been suitably codified and 

circulated among all the bank's foreign offices. All 

foreign offices function directly under the International 

Division at Central Office, except in the case of a few 

smaller offices in the U.K. and U.S.A. which undertake 

limited banking activities. These offices function under 

the control of the Manager of the bank's London/New York 

Main Offices respectively. In the same way as other 

foreign offices do, these local offices i~ U.K./U.S.A. are 

expected to report decisions taken within their discretionary 

powers to the bank's London/New York Managers as the case 

may be and decisions in excess of their discretionary 

pOVlers are taken by JJOndon/Nevl York r1anager. r.1:atters which 

are beyond the London/New York Managers I discretionary 

pmters are referred to Central Office. In add it ion to the 

foregoing, the folloVling measures also assist the bank in 

exercising control over its foreign offices : 

(i) Periodical inspection by the inspection teams 

deputed by it; 

(ii) System of annual ~erformance budgeting and 

periodical review of performance; 
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(iii) Scrutiny of audit/inspection reports submitted 

by statutory auditors, RBI inspection teams and local 

central banking/deposit insurance authorities, Exchange 

Control authorities, tax authorities, etc.; 

(iv) On-going audit by India-based internal auditors 

positioned at large overseas branches; 

(v) Visits to foreign offices by senior executives 

from Central Office. 

Bank of Baroaa 

The bank has established Regional Offices (also 

known as Group Control Offices) at centres like Guyana, 

Fiji, London, New York, Abu Dhabi, nauritius and Kenya, 

headed by senior executives. They supervise, control and 

guide the overseas branches under their jurisdiction, in 

their day-to-day operations. These Regional Offices and 

other branches which are not covered report to the 

International Division at Central Office. The International 

Division exercises overall control over the operations of 

overseas branches and Group Control Offices, as under : 

(a) Appraisal and sanctioning of advances which are beyond 

the discretionary powers of Zonal Committees/Regional 

Executives and keeping a Hatch on the review of advances 

sanctioned by the Board or Committee of Executives at the 

Central Office. 
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(b) Post-sanction scrutiny of all advances and other 

important administrative decisions taken by Committees/ 

Regional Executives. 

(c) Posting, repatriation and transfer of officers/ 

executives at overseas centres and determining their 

service conditions, etc. 

(d) Scrutinising inspectinn reports on overseas branches 

(of internal/external auditors, RBI and Central r10netary 

Authorities) and take fol=lovl-up action. 

(e) Keeping a close watch on advances which are considered 

substandard or doubtful of recovery. 

(f) Scrutinising the various control returns received from 

the above offices. 

Bank of India 

The bank has sent only the Organisational Chart of 

its International Department. 

Central Bank of India 

The bank has prescribed returns/forms to be submitted 

b~T its overseas branches to Central Office for the purpose 

of control and general supervision. They are on weekly, 

monthly, quarterly and half-yearly basis. The bank has 

only three overseas branches, i.e., London, East Ham and 
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TIir~ingham in the U.K. The statements and control returns 

are submitted by the branches to the Assistant General 

r1anager in charge of the U.K. offices, .... Tho for\vards them 

to Central Office along with his comments. At Central 

Office, the statements are attended to by the Foreign 

Division and submitted to Chief Manager who in turn forwards 

them to AGM/GM with his comments. 

Indian Bank 

The bank has sent only the Organisation Chart of 

its International Banking Division. 

Syndicate Bank 

International banking operations of the bank are 

handled by the International Banking Division and 

Investment Department. The day-to-day supervision over 

the routine operational and administrative areas and the 

implementation of policy decisions are carried out by the 

Chief Executive at the branch in London. The International 

Division exercises control over the branch by calling for 

various statements. Advances at the London branch are 

regularly reviewed by the International Division once in 

a quarter and deviations observed are followed up. Overdue 

accounts and overdue bills are also regularly followed up. 
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The balance sheet and profit and loss account of the 

branch prepared at the end of June and December every 

year are scrutinised to assess the performance of the branch 

and suitable instructions/guidance issued to the branch 

wherever necessary. Expenditure budget prepared by the 

branch is submitted to the Int"ernat ional Division, which 

recommends suitable limits. 

Union Bank of Ind ia 

The system of control over the London branch is 

through the returns required to be submitted to the 

Foreign Operations and Export Development Department 

periodically. They relate to statement of affairs, 

statement of advances granted beyond sanctioned limit/ 

drawing power/Chief Executive's discretionary pO\'Ters, 

statement of bills purchased remaining outstanding, profit 

and loss statement, statement of exchange position and 

gaps, statement of country-wise commitment, etc. 

United Commercial Bank 

The foreign branches have been divided into three 

territorial divisions, viz., U.K., Singapore and Hong Kong. 

The branches in SinGapore and Hong Kong are headed by 

Assistant General r'1anagers while U.K. operations are 
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controlled by Chief Manager. The foreign branches have 

their second tier of controls at Head Office, International 

Division. 

2uestion 2 

(a) Please furnish specimens of the returns/ .- . 
statements which you receive from overseas branches. 

(b) \Jhat is their periodicity? 

(c) vlhat action is taken thereon at the Head 

Office/International Division? 

Replies 

~e Bank of India 

Periodical returns are called for from all foreign 

offices in respect of resources, investments, advances, 

sticky accounts, positions maintained in various foreign 

currencies, charges, suspense and sundry deposit accounts, 

purchase and disposal of deadstock, monthly profit and 

loss, performance report, et:c. These are scrut inised upon 

receipt at Central Office and appropriate follow-up action 

taken thereafter, as warranted. 
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Bank of Baroda 

Two sets of returns have been evolved for submission 

to the Regional Offices (Group Control Offices) and to the 

International Division. The International Division at 

the Central Office scrutinises the statements and takes 

follow-up action wherever necessary. Internal inspection 

team is required to look into the proper submission of 

r.ontrol returns and scrutiny by Group Control Offices. 

Bank of India 

The foreign branches are required to submit to 

Head Office,Gcneral I~dger balances statement (monthly), 

p~ofit nnd loss statement (monthly), statement of staff 

sal~ries and reconciliation (monthly), reconciliation 

stB.tement of accounts \lith other branches of bank, statement 

of tempor~ry overdrafts and out-of-order accounts (monthly), 

report of overlimit/ casual bus'iness undHrtaken by foreign 

branches (immediately), re~ort of the progress made by the 

branch (bi-monthly), annual report of the branch performance, 

annual statistical returns, annual closing returns duly 

audited by the statutory auditors, statement of afrairs of 

overseas offices which are in turn submitted to RBI 

~uarterly), proposals for advances sanctionGd by overseas 

branches nnd proposals beyond their authority for sanction 

at Head Office. Those returns, etc., nre scrutinised by 
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the aGsk officers and letters of routine nature are issued 

by them. Any serious discrepancies noticed are immediately 

re!,>orted to the Chief Hanager. Any se-rious irregularities 

noticed are then reported to the AGH/G11 and, if necessary, 

to the Executive Director and Chairman also depending 

upon the seriousness of the matter. 

Celltral ~ank of India 

The foreign branches are required to submit a copy 

of the General Ledger balances (monthly), statement of all 

types of advances (monthly), profit and loss account 

(monthly), statement of overCl.ue and returned bills (monthly), 

statement of sundry debtors and creditors (monthly), 

statement of bills purchased and discounted (monthly), 

quarterly statement of bad and doubtful debts, and half_ 

yearly statement of letters of credit and guarantees. 

8tatements/returns ~'lhen received are scrutinised by the 

concerned departments and forwarded to Gri with the comments 

of the Department and "There necessary, follow-up action 

is taken. 

Indian Bank 

(The baruc has not furnished the required information.) 
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1Y_ndic§lte Bank 

The following returns are submitted by the London 

branch to the International Division : 

Da~l.y 

Telex report of currency position. 

Trial balance, statement of foreign currency 

position as on Friday, review of currency position as 

on Friday and statement of mismatched forward contracts. 

rIonthlx. 

Nanager's certificate, newsletter to Chairman and 

Managing Director, statement of excesses permitted over 

sanctioned limits, interest rate-wise classification of 

funds generated and employed, report of foreign exchange 

trading, statement of deposits of £5 lakhs and above, and 

statement ofloana/placements of £5 lakhs and above. 

Quarterly 

Statement of advances, statement of limits 

sanctioned under Manager's discretionary ~owers, statement 

of overdue unpaid bills, statement of overdue bills 

locally paid, statement of irregular loans/ overdrafts and 

other advance~ and balance sheet and profit and loss 

account. 
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Half-yearly 

Maturity-wise classification of deposits and 

classification of deposits by size. 

International Division scrutinises and takes action 

wherever necessary. Irregular advances are reported to 

the Board on a quarterly basis. 

Union Bank of India 

The following returns/statements are submitted by 

the London branch : 

Weekl.:y 

Statement of exchange position. 

Honthly 

Statement of affairs, statement of advances granted 

by the Chief Executive beyond sanctioned limit/drawing 

power/discretionary powers of the Chief Executive, 

statement of bills purchased and remaining outstanding for 

more than 60 days in case of documentary bills and 30 days 

from due date in case of usance bills, profit and loss 

statement and statement showing country-wise commitments. 

,Quarterly 

Report on irregular accounts, statement on irregular 

accounts, certificate of balancing of books and reconcilia­

tion of accounts, statement of party-uise outstandings 
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under various trade facilities, particulars of foreign 

business (bank-"Tise), statement of outstanding letters of 

credit, and statement of outstanding guarantees. 

On receipt of these statements, Foreign Operations 

and Export Development Department scrutinises the same 

keeping in mind the objective/rationale behind the 

~rescribad statements and if any additional information is 

needed, it is called for from the London branch to complete 

the scrutiny. 

United Commercial Bank 

The foreign branches submit the following statements: 

~Joekly 

Currency purchases/sales, foreign currency position 

statement, and statement of irregular accounts. 

Fortnightly 

Overdue trust receipts statement and statement of 

customors' acceptances. 

I',10nthly 

Past dUG and dishonoured bills statement. 

I~uartarly, half-yearly 
E'.nd annually 

Profit and loss account statement on currency 

revaluation. 

The AGM in the International Division is involved 

in the scrutiny of the above returns and follolv-up action • 
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QU13..'?_tion 1. 

(a) How often are overseas branches inspected/ 

audited? 

(b) Has the bank preAcribed any proforma inspection/ 

audit report and/or check-points for the guidance of staff 

attached to the Internal Insp~ction/Audit Department? 

If so, copies thereof may please be furnished. 

!leplies 

State Bank of Ind~ 

Overseas branches are required to be inspected 

once in tl'lO years. The bankls standard format is used for 

compiling inspection reports on all the bankls domestic/ 

overseas offices, sub ject to such modificat ions as may be 

necessary to take oare of the business operations conducted 

by the foreign offices. In addition, inspecting officials 

are advised to compile and submit a report on procedural 

and serious irregularities, General administration, premises, 

etc., on the branches they inspect. 

Bank of Baroda 

The overseas branches are normally inspected by 

the Head Office inspectors once in three years. \llherever 

•• 15 •• 



•• 15 •• 

it is considered necessary due to special circumstances, 

inspections at shorter interval are also carried out. The 

bank has posted expatriate officers as internal auditors 

at a few overseas centres such as London, Nairobi and Sua 

(Fiji Islands). These internal auditors undertake 

periodical visits to branches and carry out audits. The 

bank has issued a letter to overseas territories detailing 

the job role of internal auditors. The format of inspection 

report prescribed for the Indian branches is adopted for 

foreign branch inspection also. 

Bank of India 

The operations of overseas branches are subjected 

to audits/inspections by the statutory auditors, inspectors 

of the local Monetary Authorities, internal auditors, and 

officers of RBI. Statutory auditors audit all the foreign 

branches once a year. In some cases, they also undertake 

an additional surprise audit during the year. The inspectors 

of the local Monetary Authority also audit the bank's foreign 

branches periodically. Reports of the above audits received 

at the Head Office are scrutinised and necess.?ry remedial 

measures are taken to rectify the matters, if any. The 

bank's internal auditors audit the foreign branches normally 

once in 3 years. From experience, the bank has observed 
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that more frequent audits by internal auditors are not 

t'larranted, because of audits by the statutory auditors and 

inspectors of local Monetary Authorities, and in view of 

the cost and time involved. The bank has prescribed work­

sheet listing out the items to be audited, inspection note 

detailing the pOints on which the comments are required and 

a background note on areas to be checked • 

.Qel?-tral Bank of India 

The bank deputes at periodic intervals senior 

officers and executives from the Central Office to visit 

the U.K. for the purpose of audit and inspection. The 

statutory auditors, in addition to routine audits, also 

look into all types of business activities. The reports 

are received by the Central Office, Audit Department, and 

attended to by them. No specific proforma for audit and 

inspectlon has been prescribed. 

Indian Bank 

Overseas branches are inspected/audited once in 

three years. The proforma of the inspection report in 

respect of foreign branches is the same as that for Indian 

branches. 

•• 17 •• 



•• 17 •• . . 

Syndicate Bank 
~-.:..=.;:;..:;.;;..;;..: 

Overseas branches are inspe cted/audlted every year. 

The bank has prepared a Dcsk-Gulde/lnspection-Kit for the 

overseas branches and circulated among the executives for 

their remarks and observ:),tions. The same is under print. 

It has been prepared on the basis of manuals of various 

international banks for conducting inspeotions. 

Union Bank of India 

The bank's branch in :London was opened in February 

1931 ~~d was inspected by ita internal auditors in August 

1981. It has as yet not fixed any period for audit/ 

inspection of the brancll by the internal auditors. The 

statutory auditors would also conduct a surprise audit. 

'rhe bank is yet to prescribe proforma inspection/audit 

report and/or ch~ck pOints for the guidance of the staff. 

This will be done in due course from the experience gained. 

United Commercial Bank 

The overseas branches are inspected by senior 

officers dp.~uted by the top management once in a year. 

".rhe branches are also audited by external aud itors every 

year. The proforma inspection report for overs~as branches 

is the same as that for Indian branches. The inspect ing 

officers are required to supplement the information/details 

called for therein by furnishing their own observations as 

pertinent to the branch. 
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QU03tion 4 

(a) Are ouerations of overseas branches reviewed 

?Jeriod ically? 

(b) If so, by whom and hOl'T often? 

(0) To whom is the review submitted? 

(d) Please furnish a c09Y of the last review made 

by the bank. 

Replies 

State Bank of India 

In order to ensure satisfactory growth in business 

arid profits and to ensu:ce that the performance of each 

foreign branch is closely rGviewed and monitored in the 

light of its performance, vis-a-vis the budgeted levels, 

each foreign office suhmits an annual budget in respect 

of ~he various ty"?es of business handled by it and the 

earnings, ex~enses and net re3ult profit for the next 

calendar year. The budget is presented to Central Office 

and is accepted, after suitable modification, wherever 

necessary, under advice to the concerned foreign offices. 

The accepted budgets thus form the basis for performancf) 

during the year. Foreign offices submit monthly performance 

reports in which the actual performance and the budgeted 

levels in respect of each s·phere of act ivi ty are ind ica ted 

•• 19 •• 



•• 19 •• 

:i.n.cluc1 ing earnings, eX"Jenses and net result profit • 

... Tc:.riances are commented u:}on in tho monthly performance 

re",?orts submitted by the oliices. These reports. are 

ezamined at Central Office f'.nd put up to the top management 

fer review. Suitable action, wherever wnrr~nted, is also 

initiated to brin~ the performance in line with the 

budgeted projections. A review of the performnnce of the 

f'Jreign offices is a.lso submitted to thr;; bank I s Central 

~o&rd of Directors once in a quarter. Copies of these 

qnarterly reviews are also for~larded rGgularly to RBI, 

Department of Banking Operations 8:. Development, since June 

1979 in conformity 'iTith the instructions contained in DBOD. 

D.O. letter No.~/3502/C.212(A)3-79 of the 13th June 1979. 

The bank is exaI!lining the feasibility of issuing, t01Tards 

the close of the "year, policy guidelines (as in the case 

of i"i;s domestic offices) to its foreign offic·os also on a 

rOB"ional basis (say, Far E2.St, fiTiddle East, U.K. and :8urope 

and the Americas) indicating the oVE~rall objectives it 

would expect its foreign offices to achieve during the 

following year in t erma of busin'eSs levels, promotional 

activities, net result profits, etc. 

Bank of Baroda 

The overall pcrform:-'.nce of overseas branches is 

'being reported to the Committoe of ~xl)cutives/Board 
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:?c::'iodicnlly. Tl10 baTh::: pro~osp-s to introd uce country-wise 

performance review from the cu:"'rent ycc..r. 

Bn.nk of Ind io. ---
O~orntions of overscas branches are reviewed 

period icnlly as ulid er : 

(a) Statement of total co-posi ts and advances bra'rlch-\'Tise 

and country-'\vise is suomi tt ed every month to the execut ives. 

(b) At the end of June, pe:rformance of the fore ign branches 

as c". whole for t~1e first i1alf-year is reported to the 

executives. 

(c) fu"11lual performance reviavT is ~.:;.de every year and . 

re~orted to the Board of Directors. 

Central Bank of Ind ia. 
~ --

The operat ions of overseas b ranches are J:'eviewed 

peri'Jd ically by the Chief :r-lanaeer on the bas is of stat ements 

and data received from the branches. The reviews are then 

su1)mitted to AGI'I/GIoJf for ini'ormation and" instructions, if 

any. Half-yee.rly reports are also submit ced to the BOflrd. 

Ind ian Bank 

The oDerations of overseas branches are reviewed once a 

Joar and the reviev; is put u~') to the Board. 
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Syndicate Bank 

Operations of overseas branch are reviewed on a hal~ 

yearly basis at the International Division. The review 

is submitted to the Board of Directors. 

Union Bank of India 

Operations of overseas branch are reviewed 

periodically by the Foreign Operations and Export 

Development Denartment. The revieiT is submitted to the 

Executive Director/r,y.D. as also to the Board wherever 

required. 

United Commercial Bank 

T~e operations of overseas branches are reviewed 

every six months and at the conclusion of the full year, 

a revie\,.. report of the branches is put up to the Board. 

~part from this, a quarterly note is put up to the top 

management • 

.Question 5 

(a) Do you have a system of maintaining country 

and customer profiles? 

(b) If so, VThat are the main aspects covered in 

this regard? 

(c) Have you issued guidelines to overseas branches 

for assessing country risks? If so, a copy thereof may 

please be furnished. 
•. 22 •• 
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Replies 

state Bank of India 

Individual credit files are maintained in respect of 

all borrm'lers uhere credi t limits have been sanctioned by 

the bank's Central Office. Where loans are sanctioned by 

its foreign Managers under their discretionary powers, the 

files are maintained at the foreign offices. ROl"ever, 

relevant particulars of each such loan are furnished to the 

Central Office in control returns required to be sent by 

the foreign offices. Apart from these files of correspondence, 

a system of maintaining customer profiles has been introduced 

at the Central Office. vlhile the ind ividual cred it files 

vl0uld contain all information on the customer, including 

the credit proposal, only the essential data are incorporated 

in the Customer Profile which is meant to serve as an 

'aide memoire'. The :profiles cover name of bOrrOYler and 

group. if any, index number of the file, names of principal 

promoters/directors, nature of business, facilities 

extended vlith terms and purpose thereof, key financial 

indicators and remarks to include special features/problems 

connected with the advance. Files have been built up at 

the Central Office on all countries to yield adequate data 

on basic data on the political system and economic 

infrastructure, GDP and population grouth rate, inflation 

.. 2, .. 
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rate, level of foreign exchange reserves and import 

coverage, total external debt and debt service as percentage 

of export earnings, current account and balance of payments 

position, and composition and growth of exports and imports. 

Country reports appearing in the international financial 

press and publications of large international banks, 

supplemented by information furnished by the bank's 

representatives stationed abroad, have helped in building 

up country files. In addition, the bank also depends on 

its foreign offices, from lvhich the loan proposals emanate, 

to assess the country risk involved based on an evaluation 

of the latest develo,ments relating to the particular 

country obtained through personal contacts (when the country 

is in its operational area) or through discussions with 

other local banks having close business links with the 

country concerned. The bank maint9.ins a country-wise 

record of exposures taken up at its various~offices abroad, 

and at the time of processing the loan proposal, due note 

is taken of its total exposure in the particular country 

in order to determine the acceptability of any further 

exposure. 

Bank of Barod a 

The bank has a system of maintaining country profiles. 

It has such profiles of 100 countries in respect of which 
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it h ...... s commitments. These profiles are up-dated from time 

to time. Besides, the b~nk does country risk rating before 

talring up a commitment. Customer p"'C'ofiles as such are not 

maintained but individual files on borrowers are maintained. 

Various economic, political, geographic, and social 

indicators (including attitude towards foreign investments) 

are taken into account. Certain weightage is given to each 

factor listed above and the total assessment in terms of 

pOints, out of possible 100, 1~ attempted. The bank's 

results are compared with other sources before participation 

decisions are taken. The guidelines for assessing country 

risk have been orally conveyed to the overseas executives 

at the conference held in February 1981. 

Bank of Ind ia 

The bank has a separate Economists Cell in the 

Department. Country-wise files are kept in the Department 

in which clippings from various international newspapers 

containing important developments in these countries are 

kept. A:ny adverse development's 1\1'hich affect the bank's 

business in these countries are immediately reported to 

the executives in Head Office, and, if necessary, to H.O. 

Committee and Board of ilQreotors. The customer profiles 

are kept essentially at the bank's concerned branches • 
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A se:parate dossi"er is kept for each customer in which 

balance sheets and other financial statements are kept. 

Important information contained in balance sheets/financial 

statements is culled out and incorporated in the proposal 

for advances to customers. In the R.O. International 

Department, the bank has a register containing names of 

all borrowers, names of main partners/directors/guarantors, 

etc., for all important customers. Separate files are 

kept in R.O. International Denartment. 

Central Bank of India 

There is no regular aystem for maintaining country 

profiles. The bank collects data from various sources 

including its overseas correspondent banks, Chambers of 

Commerce, Trade Counsels, etc. No guidelines have been 

issued to overseas branches for assessing country risks. 

Indian Bank 

As the bank has been dealing with only a few 

countries like IndoneSia, Singapore, Sri Larura and Rong Kong, 

it has collected information from various economic and 

financial journals like Economic Intelligence Unit Bulletins, 

TrW Reports, the report of the Central Bank of the country 

concerned and other prime ba~~sl count~ profiles. The 
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bank also supplements this by the information available 

from. f London Times' reviews and I Euro-T''Ioney' Service. 

Syndicate Bank 

The bank has a system of maintaining country and 

customer profiles. It has since advised its London office 

to maintain profiles of prospective clients. The main 

aspects covered in this regard arc area, population, 

c~pital, principal towns, climate, language, time, foreign 

regulations, currency, exchange rate, GDP statistics, 

Government, agriculture, mineral resources, energy, industry, 

banking system, money and treasurers, foreign trade,e xchange, 

foreign capital, links with India, business opportunities, 

embassy of India in that country, their embassy in India, 

our correspondent banks and comparative basic statistical 

data. The bank has also started publishing the country 

profiles for the benefit of its branches and prospective 

clients. As per the existing arrangements, all proposals 

are processed at the International Division, Bombay. Uhile 

proceSSing them, the bank assesses the country-risk, taking 

into account political, social, economic and cultural factors, 

lIhich have the potency to prevent or delay the payments. 

The bank takes data preferably from the ::J'orld Bank, Tr'IF, 

Euro-money publications, etc. It takes factors such as 

•. 27 .• 



.. ~ .. 
political stability, external debt, international reserves 

in relation to imports, export earnings, capacity to 

service the debt, dependence on imported energy and micro­

economic indicators, into consideration while analysing 

tho country-risk. To minimise the risk generally, the 

bank tries to lend within safe limits to the country, 

participate in syndicated loan proposals, obtain guarantee 

from commercial bank/Central Banlc of the country in the 

case of private borrower, obtain guarantee from the third 

country, obtain, llherever available, risk coverage from 

credit-risk insurance companies or Government Organisation 

in the lending country, obtain collateral such as foreign 

currency depOSits or external assets of the borrower. 

Union Bank of India 

The bank has a system of maintaining country profiles 

and customer profiles. Country profiles are being received 

by the bank from Midland Bank/Barclays Bank, Union Bank of 

Sllitzerland, Grindlays Bank, Hong Kong Shanghai Banking 

Corporation, etc. Customer profiles (credit reports on 

overseas buyers/sellers) arc being regularly up-dated on a 

yearly basis. The aspocts covered in relation to customer 

profile are by ... ·,ay of credit reports on them. Of ton, 

wherever so required, the credit vlorthiness of thr: customer 
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for particular Sums are also called for. Since the bank's 

branch in London was recently opened, it has not issued any 

guidelines to it for assessing country risk. All credit 

proposals exposing ~ho branch to a particular country are 

pro cessed at the FOED Department, Bombay, and IvIanagement/ 

Board approval obtained. 

United Commercial Bank 

The bank maintains separate files for each credit 

customer and files contain also credit reports on borrowers 

and th~ir principal associates. As for country profiles, 

the bank maintains records of the intelligence supplied 

to it by its branches and correspondents abroad (i.e. 

ABECOR, Natwest Economic Report, Eurornoney, Chase, etc.) 

ThG main pOints in customer evaluation are financial 

standing, previous experience, other bankers' report and 

the extent and nature of business operations. Regarding 

country aspects, tho bank takes into account economic 

situation, market prospects, political factors and the 

cou.ntry's track record of settlement in foreign exchange. 

From R.O. International Division, the bank transmits to 

overseas centres important intc:lligence reports that it 

receives regarding countries and keeps thom alertod if 

there is any need for observance of caution. By themselves 

also, the branches get to know about tho factors having 

boaring on the country risk and adopt procautions as 

suited to the occasion. 
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Quustion 6 

(a) Do you obtain periodical information on 

Government/Central Banking Authority policies and other 

environmental factors in the countries where the bank 

has branches/offices? 

(b) If so, please indicate the countries in respect 

of l:hich such information is available with you. 

State Bank.of India 

The foreign offices are managed by very senior 

officials of the bank and the information referred to are 

being monitored by them at their end. Necessary action, 

if required, is taken by them under advice to Central 

Office. In some regions, the bank does not have an 

operating office but has established representative offices 

to cover a group of countries in the region. The 

representatives have been instructed to collect the 

information on an ongoing basis on countries covered by 

them and the reports are kept in separate country-wise 

files at International Division. The paper cuttings on 

the relevant information are also filed in the country 

files for periodical reference. While the bank has 
reports 

up-to-dateLon south-East and Far East countries and also 
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on Bgypt and Sudan, brief country files on economic 

environment of other countries are also maintained by it. 

Bank of Baroda 

The bank's Regional Offices at overseas territories 

furnish to it information on Government/Central Banking 

Authority policies and other environmental factors. Such 

particulars are informed to Board/Committee of Executives 

as and when deemed necessary. Such information is available 

vlith the bank in"respect of the U.K., Kenya, Mauritius, 

Fiji, Seychelles, Brussels, ~.A.E., etc. 

Bank of India 

Foreign branches are required to submit a bi-monthly 

report to International Department, reviewing their 

performance and containing important economic/political 

developments in the centre/country in which they opprate. 

Besides the above information, the bank is also contributing 

regularly to the Economic TIeviews of the. Economist 

Inteligence Unit Ltd. The bank obtains reports on 64 

countries in which it is interested. 

Central Bank of India 

The bank has at ,resent 3 branches in the U.K. and 

its TJondon l\1ain Office advises it periodically about 

Government/Central Banking Authority policies, etc • 
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Indian Bank 

The bank obtains periodical information on 

Government/Central Banking Authority policies, etc. Such 

information in respect of Singapore, Sri Lanka, Hong Kong 

and Indonesia is available vlith it • 

.§yn~J ... 9.!3-_te Bank 

The bank obtains information on Government/Central 

Banking Authority policies and other environmental factors 

\There it has overseas branch. Such information in respect 

of the U.K. is available with it. 

Uni~n Bank of India 

The bank's London branch has instructions to advise 

Head Office periodically information on Government/Central 

Banlr:ing Authority policies etc., in the U.K. Although the 

branch by itself has not furnished anyauch information, 

the Head Office is in constant touch with the developments 

both in political, social and economic areas from various 

periodicals. The bank subscribes to papers such as London 

Economic Times and Financial Times. 

United Commercial Bank 

The bank receives from its overseas branches infor­

mation pertaining to local government policies, etc • 
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Reports of the above nature are available in respect of the 

three territories where the bank is represented, viz.~ 

Singapore, Hongkong and U.K. 

Questian 7 

(a) Have you given guidelines to overseas branches 

regarding their (i) borrowings in Buro-currency markets, 

(ii) participation in Euro-currency loans/bonds, (iii) 

operating budgets and goals, (iv) tunds management and 

(v) maintenance and evaluatiDn of foreign currency positions? 

(b) If so, a copy thereof may please be furnished. 

Renlies 

State Baru{ of India 

Medium to long-term funds are periodically raised 

by the bank abroad through FRNs/FRCDs with a view to 

strengthening its foreign currency resources base. All 

such borrowings are subject to prior approval of Central 

Office. It has also arranged vlith international banks 

5 year standby lines which ensure availability of ~unds to 

its foreign offices as and when necessary, during the 

currency of such lines. Tha terms on whj.ch such standby 

lines are arranged are approved by Central Office. The 

bank's foreign currency assets portfoliO mainly comprises 

commercial loans and bills, participation in syndicated 
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:Curo-currency loans J loans to Indian companies and Indian 

joint ventures, investments in securities and bonds and 

inter -bank placements. The maturity mismatch between 

liabilities and assets is monitored through periodical 

statements of assets and liabilities submitted by foreign 

offices. Such mismatch is controlled by Central Office on 

~ global basis within the norms sti~ulated by the bank's 

cnrporate management. All participations in Euro-Curr'enoy 

loans are subject to prior approval of Central Office as 

the maturity and country risk aspects of such loans are 

monitored and controlled at the apex level. As it has not 

granted any discretion to foreign offices in regard to 

~articipation in loans, the need to issue general guidelines 

on this subject has not been folt. However, foreign 

offices are cautioned -not to take risks in countries facing 

politioal or chronic economic problems. The need for them 

to exercise utmost selectivity is also being emphasised from 

time to time in response to proposals which foreign offices 

send to Central Office for ap~roval. Count~J files are 

maintained at Central Office for monitoring the country risk 

aspect. As mentioned eIsel-There, besides collating data on 

the basis of published reports, country reports are obtained 

from international banks through foreign offices; the 

information on country risk is further corroborated through 
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discussions with the representatives of international banks. 

Investments in FRNs/FRCDs are permitted at select foreign 

offices. Such investments are made within the limit and 

norms stipulated by Central Office from time to time for 

each foreign office. The bank has not so far laid down 

detailed guidelines in regard to operating budgets and 

goals. This was one of the subjects considered at the 

Regional Conference of its foreign fJIanagers held at 

Singapore in May 1982. Suitable follovl-up action is being 

initiated in this regard. The funds management broadly 

covers two areas, viz., raising of resources and deployment 

of resources. These tivO functions give rise to the need 

to oontrol mismatch between the maturities of liabilities 

and assets in a given currency. The bank's currency 

resources base mainly consists of customers' deposits, 

short-term inter-bank borrOl'lings, medium to long .. term funds 

raised through FRNs/FRCDs and standby lines. Its foreign 

brnnches have freedom to accept deposit s from their customers 

~rovided they are in a position to deploy such depOSits 

profitably. Short term funds (normally upto 6 months) are 

raised by foreign offices in inter-bank market and these 

funds constitute a major source of liquidity for them. Such 

funds are made available to them by other banks under 

lines fixed by them for the bank on a global baSis. As 

it is not the general practice for international banks 
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to disclose their lines to the Dorrowing banks, the exact 

quantum of such lines cannot be determined. ltThile it has 

only limited control on the availability of inter-bank 

lines which is dependent on the internal norms adopted by 

every lending bank, the cost of funds made available under 

such lines is an important factor to be reckoned by the 

bank. As a rule, foreign offices do not pay more than 

LIBOR on funds borrowed in inter-bank market. t/hile 

approving dealing limits for foreign offices, the bank 

issues suitable instructions on the control aspect of this 

business. This aspect was also one of the subjects for 

discussion at the conference in Singapore. 

Bank of Baroda 

The bank has not issued any specific guidelines 

regarding these aspects. It is, however, generally guided 

by the following : 

(a) The bank's principal sources of funds are customer 

deposits, FRCDs and the inter-bank borrowings. Customer 

deposits form the core of the bank's resources and they 

always grow, lessening its dependence on roll-over 

operations which has proved to be the bane of Euro-currency 

transactions and which is small in the bank's operations. 

Decisions on raising long-term paper such as FRCDs are 
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taken at CentrGl Office. Resort to FRCDs is made to reduce 

the imbalance between the term of resources and maturities 

of lending. Inter-bank borrowings are resorted to only 

\'lhen the bank has to lend in a currency in which it has 

not developed funding capability under the lines of credit 

made available by the correspondent banks. 

(b ) I1ain components of Euro-currency loans are 

(i) participation in syndicated loans, (ii) participation 

in financing of joint ventures in third countries promoted 

by Indian entrepreneurs, and (iii) participation in 

financing of a private or public sector company in India 

for projects at home. There is no investment of the bank 

in Euro-bonds at present. 

(c) The overseas territories are required to furnish 

to Central Office their operating budgets/goals at the 

beginning of the year in the prescribed format. The bank 

calls for figures of deposits and advances of overseas 

branches as at the end of every month and keeps a watch on 

their performance vis-a-vis the targets fixed. 

(d) The bank's funds management is very conservative. 

It manages liabilities and creates assets within the 

framework of its policy. Hedium-term lendings are not 

allQ'\oTed to exceed a certain percentage of deposits, 

leaving the balance and other resources (mainly FRODs) 
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for meeting trade b ills and inter-bank lend ings, which are 

for periods not exceeding six months. These lendings are 

made with the objective of profitability and maintaining 

the required liquidity. In respect of country risk, 

clearance is obtained from Central Office. Reference to 

Central Office is also made where global position is involved. 

As in the case of resources, deployment is also mainly in 

u.s. dollars and on floating rate basis. 

Bank of Ind ia -- -
At all the wajor foreign centres where the bank has 

branches, it has posted officers in the senior management 

level, i.e., AGMs (Scale V). Besides, major foreien 

branches are headed by Chief I·1anagers (Scale IV). All the 

above officers are well qualified, experienced and comuetent. 

In view of the bank's limited exposure in the Euro-currency 

loans/bonds, etc., it has not given any routine guidelines 

to the foreign branches. However, Euro-currency borrowings/ 

participation in Euro-currency loans/bonds are generally 

approved at Head Office level. For the bank's major foreign 

branches, inter-bank borrowing limits have been fixed. In 

viev: vf the fact that the bank has in all major foreign 

centres officers in senior management level, aspects of 

operating budgets, funds management, maintenance of foreign 

currency positions are generally looked after by the AG~~ 

posted abroad. 
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Central Bank of India 

No regular guidelines have been issued. HOl-leVer, 

all transactions are required to be reported to Central 

Office, including those falling under the sanctioning powers 

of branch Manager and AGMs, for approval of Central Office 

wherever necessary. 

Indian Bank 

A copy of the approach paper prepared for the bank's 

recent Overseas Conference said to have been enclosed, was 

not received • 

.§yndicate Bank 

The bank is developing its Euro-currency portfolio 

and has advised its London office about prospective areas 

for Euro-currency finance, such as finance to shipping 

companies, project exporters, Indian and overseas companies, 

against guarantees of other banks and participation in 

syndication.Curr~ntly, all proposals are routed through 

International Division, Bombay, where currency and country 

risk is taken into account. A corporate plan for overseas 

operatiOns is prepared annually covering the targets in 

respect of deposits, advances, contingent liabilities, 

profit, etc. To support the corporate plan objectives, 
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credit plans are draw'n up. Expenditure budget for the 

year is also drawn up separately. The bank tries to manage 

funds judiciously. It has substantial deposits in major 

currencies, viz., pounds sterling, U.S. dollars, Swiss 

francs, Japanese Yen and Deutche f-larks. The bank tries to 

match its deposits and loan terms. The wndon branch '\'lill 

also be funding the loans from one of the following sources: 

(i) Using its dollar resources to purchase the 

relevant currency and simultaneously covering in the 

for\OTard market. 

(ii) Inter-bank borrowings in respective currencies. 

The inter-bank deposits may be procured at LIBOR. Substantial 

lines are set-up for this purpose uith international banks. 

(iii) Selectively floating of FReDs. 

The liquidity report and currency positions are 

looked into by DGN, London branch. The bank has fixed 

limits in respect of foreign exchange dealings, such as 

daylight, overnight, customer limits and deposit placement 

lines. The London branch submits to the Bank of England 

returns giving details of currencies, maturity analysis, 

analysis by country, territorial analysis and foreign 

currancy exposure. The bank follov1s consistent me.thod 

of evaluation of profit or loss in foreign exchange • 
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Union Bank of India 

At present, as the bank's London branch is new, 

it operates in the market only for funding its commitments 

for import/export business. Proposals relating to 

~articipation in Euro-dollar syndication are always 

referred to Head Office for prior approval. They are 

considered by the rlfanageffient or the Board. An AdviSOry 

Committee has been constituted to study and lay down policy 

guidelines regarding the business development and growth 

of London branch. As regards the funds management, the 

instructions to the branch are to avoid gaps in the 

maturities and to match them as far as possible. As to 

m~intenance and evaluation of foreign currency pOSitions, 

bank has permitted its London branch to carry out cover 

l"'perations for trade related transactions. Uhen the branch 

gains sufficient ex~erience, it will be permitted to enter 

into trading operations. The Board will be approached for 

fixing limits in respect of daylight and overnight pOSitions 

as also for gaps. 

]&ited Commercial Bank 

The bank's foreign branches receive Euro-currency 

de~osits from members of the public as also in inter-bank 

market. The funds so mobilised are used in lending and if 

there is gny spillover, extra funds available are deployed 
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in shorter placements with banks of good standing, The 

bank has participated in Euro-currency loans syndicated 

in favour of the Republic of Nigeria, Bank Handlowy of 

.Boland and ONGC and ICICI from lndia. These participations 

have been done after study of the relative proposals by 

the Head Office, International Division. The main 

considerations have been the borrowing country's risk­

rating and the bank being in a position to have direct 

access to know about the soundness of the economy, foreign 

exchange situation, etc., of the borrowing country, from 

the view point of its capacity to repay. The branches 

have been instructed to see that the funds bring forth 

such levels of return as the bank shall have a good spread 

betvreen the funding cost and available return. As regards 

the foreign currency balances with correspondents, the 

bank's instructions are that the idle balances should be 

avoided and funds should be put to optimum use. The branches 

have also been instructed to ensure that excessive long or 

short positions are avoided. 

Question 8 

(a) Have you implemented, to the extent appropriate 

in respect of overseas branches, the "Guidelines for 

Internal Oontrol over Foreign Exchange Business" issued 
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by the Exchan~e Control Department regarding fixing of 

daylight, overnight, inter-bank and customer limits and 

control over mismatchings in maturities (gaps)? If so, 

a copy of the instructions issued in this regard may please 

be furnished. 

(b) tfhat is the system introduced at Head Office 

to ensure proper compliance of the instructions by the 

overseas branches on a continual basis? 

Replies 

state Bank of India - -
The bank has not so far issued detailed guidelines 

on the basis of the booklet referred to in the questionnaire. 

It has called for the opinions of the ~~agers of London, 

New York, Singapore, and Bahrain offices on the subject 

and a set of guidelines ,.,ill be framec1 by the bank after 

taking into consideration all aspects of this business. 

The bank's branches are required to submit loreekly statement 

of currency position indicating the opening position, the 

highest position during the \-;eek and the closing position. 

These are scrutinised with reference to the limits sanctioned 

for each branch and appropriate action initiated wherever 

necessary. In addition, branches active in forex trading 

are also required to submit l·reekly statements of pr of it 

and loss: separately in respect of trading undertaken in 
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Indian rupeo and other curroncies. Another control measure 

to monitor forox operations is the submission of monthly 

statement of oxchangG earnings a.s an enclosure to the 

profit and Loss ~tatemont of Gach branch. In addition, as 

and when changes in Rupee-Sterling parity are announced by 

the Reserve Bank, the bank's branches are required to 

immediately advise Central Office the notional profit/loss 

on tho rupee open position maintained by them. Based on 

the data thrown up by the statements/returns referred to 

in the foregoing, appropriate action is initiated, whenever 

necessary. The adequacy of the present monitoring and 

control systems will be reviewec by the bank when the new 

Buidelines are framed. 

Bank of Baroda 

Copies of the Guidelines have been sent to overseas 

territories for their information and guidance. Since the 

Guidelines are essentially meant fo~ the use of authorised 

dealers in India, no system has been introduced to ensur.e 

compliance by the bank's overseas branches. 

Bank of India 

The foreign exchange dealings and pOSitions are 

looked afte.r by tfell experienced and suitably trained 

dealers who are India based officers. General guidelines 
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for the branches are that they should have as near square 

a position as possible. However, separate limits for 

daylight and overnight positions are saactioned at Head 

Office level and advised to concerned foreign branches. 

All the foreign branches are required ttl submit to H.O. 

a periodical report of the foreign exohange positions held 

by them. These are scrutinised at H.C. level to confirm 

that there is no undue overbrot~ht Qr oversold position 

maintained at the branches. 

Central Bank of ~ 

The bank has not implemented the Guidelines as it 

has issued instructions that the foreign exchange position 

should be maintained as near a sq~e position as possible 

and mismatched contracts, if any, saould be regularised as 

soon as possible or within 5 working: days, the compliance 

of lThich is ensured on the basis of "larious returns received 

from overseas branches. 

Indian Bank 

The bank has forwarded Its letter dated the 1 st 

October 1981 addressed to Deputy (}(;neral Hanager, Singapore, 

"Therein it is statad nUhile ve a~e ourselves anxious to 

ensure that proper systems exist for controlling the 
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foreign exchange and trading operations, I have been 

constantly reminded of this particular aspect both by 

Reserve Bank of India and the Government of India in the 

context of certain unfortunate happenings in other 

nationalised banks. I shall, therefore, be glad if you 

will please re-examine the system obtaining at your centre 

and revamp it, if found necessary. I wish to reiterate 

that while we approve of your recommendations for a day­

tima open limit and an overnight open position, the 

following control meaeares may also be strictly adhered to: 

(a) Deal Limit - Single transaction to be fixed at US ! 1 

million (over and above this, the deal should be put through 

only with the concurrence of the Chief Officer/Dm·1 - should 

you require any revision in this, based upon the business 

needs, pleasG feel free to write to us). 

(b) Open position - ~he open position of U.S.$ 2 million 

in aggregate of all currencies should be· maintained. Any 

excess thereof for genu·ine reasons should be brought to the 

notice of the Chief Officer/DGr.1 who should record the 

reasons for the excess and it should be ensured that these 

excesses are off-loaded as soon as possible. 

(0) Cash balanco - You may fix limits for oash balances 

in the currencies with a view to ensure against any idle 

cash balance. (Please send your recommendations at your 

earliest. ) 
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(d) Haturity gap - A monthly maturity gap statement should 

be prepared and submitted to the Chief Officer/DGr1. The 

CO/DGM should discuss and implement ueasures to rectity 

and narrow the maturity gaps. The minutes of such discussions 

should be recorded. 

(e) Checks and control - There should be a ceiling on the 

total turnover for the whole day_ This shall be fixed by 

you based on your experience. Any large and unusual tran~ 

sactions should be brought to the notice of the Chief 

Officer/DGr.r, if possible then and there and in any case, 

definitely at the end of the day. Alternatively, at irregular 

intervals, the Chief ~mnager at Singapore branch/Chief 

Officer in DGM's office should check all the transactions 

for one day to ensure that the transactions put through 

are in order and within the stipulated checks and control. 

The surprise element in this regard can hardly be over­

emphasised. Overnight open pOSition statement and cash 

balance statement should be periodically scrutinised by the 

DGr.l. Regarding limits to various institutions to be fixed 

by the branch, the vieus of DGr,1 of Singapore have been 
It called for. Overseas branches have instructions to report 

to H.O. any deviations. Such reports are, however, submitted 

by Singapore branch to the DGB s tat ioned there • 
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Syndicate Bank 

The bank has forwarded a copy of the Guidelines, 

along with a copy of its report on the steps taken by it 

to implement the Guidelines, to its London branch and 

reqnested the branch to follmv up. The bank is awaiting 

the views of London branch and it will formulate a system 

to ensure Proper compliance of the instructions. 

Q!Lion Bank of India 

As to maintenance and evaluation of foreign currency 

posi t ion, the bank has permitted its London bran ch to 

carry out cover operations for trade related transactions 

and enter into exchange market operations for customer 

cover. 'fuen the branch gains sufficient experience, say 

in a few months time, it will be permitted to enter into 

trading operations within the framework of the guidelines 

to be issued by the bank. The Board will be approached 

shortly for fixing up limits for daylight pOSition, overnight 

pOSition and gaps. Similarly, limits for banks for money 

market operations and foreign exchange loTill be fixed. The 

comyliance of the ~nstructions will be ensured through 

perio_d1crtl. returns submitted to Head Office and inspections 

by the Aud it & In&poat.~on Depnl'ilttWlt. 
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United Commercial Bank 

The bank has broadly adopted the salient provisions 

of the Guidelines. Head Office, International Division, 

is overseeing the operational performance of overseas 

branches through statements and returns as well as reports 

of inspectors/auditors. 

Q~stion 9 

(a) Please indicate broadly the discretionary powers 

delegated to overseas branches. 

(b) When were these revised last? 

(c) Have the foreign branches expressed any 

difficulty in o~erating within the gelegated discretionary 

powers? 

Replies 

state Bank of India 

A copy of circular issued by the banle to its foreign 

offices on the subject has been furnished. The discretionary 

pOHers were last revised in September 1981. The foreign 

offices have not expressed any difficulty in operating 

i-lithin the delegat ed discretionary powers. 
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Ba:1!;': of Baroda 

Copies of discretionary powers granted to various 

executives/man~gers at all overseas territories have been 

furnished by the bank. The territories are Bahrain, 

Bru.sBcls, Fiji, Guy::mn., Kenya., Mauritius, New York. Nassau, 

U.K. and \Jest Asia. In respect of the U.K., different 

discretionary pOl'Ters for lending have been given to U.K. 

Committee, DGN, andy the Chief Hanager, London. The pOrTers 

of individual territories are revised as and wheh specific 

requests for such revision are received from the concerned 

territories. As the discretionary powers have been sanctioned 

at the specific requests of the territories, they have not 

expressed any difficulty in operating within such powers. 

llhenever they exceed the powers, they are rellorted to 

Central Office for obtaining confirmation. 

BanI: of India 

The lending powers of overseas branches uere last 

revierTed at the Board meeting held in r·iarch 1982. Delegation 

of powers given in 1978 were found to be inadequate al~ 

accordingly the powers were revised in March 1982. 

Central Bank of India 

The discretionary pmrers vlere revised in June 1980 

a.nd are again under revis ion. The foreign branches have 

expressed diff'icul ty in o-perating vIi thin the delegated 

discretionary pO'lTers. 
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]nd iap Bank 

(The minutes of the Overseas Offices Conference to 

vThich the bank has made a reference in this regard was not 

received ). 

§.yndicate Bank 

Revision of the delegated powers to the London branch 

is under consideration. H01-TeVer, the sanctioned powers in 

respect of Euro-currency finance were revised in February 

1982. The branch has expressed difficulty to operate within 

the discretionary powers. To obviate the difficulty, the 

bank has posted DGH. to the branch with higher discretionary 

pOl-lers. 

Union Bank of India 

The bank propos~S' to revievT the discretionary powers 

delegated to its London branch. Tb.e pOl-lerS were delegated 

to the branch in 1981. The bank is nOl'T in the process of 

collecting similar data from various Indian banks having 

branches in the U.K. with a viel'T to ensure that the delegated 

authority is commensurate with the requirements of the 

branch. Though the London branch has not €'xpressed any 

difficulty in operating '\"lithin the delegated discretionary 

)ol'lers, it has desired the Head Office to constantly revieVl 

the sarno. 
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United Commercial Bank 

Tho operational heads at overseas branches have 

bOOll granted discretionary pO~Ters -for customer business 

under various facilities. The present discretionary powers 

'Jere set up with the approval of the Board in 1980. By and 

large, the discretionary pO'tvers he..ve been found to be 

adequate. HOlvever, in order to taJ:::e care of any requests 

of the bank's important customers, it has introduced a 

committee system in each territory whereby decision upto 

1 .5 times the Amps powers can be taken at the local level. 

~:)~cstiOl1 10 

Please describe the QY_s"tem of supArvision and control 

exercised by the Head Office/International Division over the 

advances portfolios of overseas branchns. 

:;~e'IJli(Js 
- I _ 

3tatc BanI: of Indi~ 

The ,rimary responsibility for proper appraisal of 

loa.ns rests with the foreign offices. The quantum of 

:1.iscr'2-Gionary powers vested in the Nanager has p&cn ttctermined 

on the basis of his scniority and the business potential 

at his contre. DownstreamiTl-€; of the financial powers 

dologated to tho Hanagar is subject to prior and specific 
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a~proval of Central Office. Control being an essential and 

inextricable part of every scheme of delegation as mentioned 

above, the foreign offices are required to submit control 

reports relating to the exercise of discretionary powers 

at the level of the No.1 pos it ion at weekly intervals in 

renpect of loans and advances. Apart from the control 

reports, foreign offices are also required to submit 

periodical follow-up reports in the case of project finance 

and the review/renewal exercise is done on a half-yearly or 

annual basis. ~Jhile foreign offices have been permitted 

to exceed the prescribed powers by 10%, subject of course 

to the ceilings laid down in the Regulations of the bank, 

such excess dralVi:ng's are to be reported on a monthly basis 

in the prescribed format. Besides the above control systems 

i-rhich provide for an on-go ing reviel'T, the fore ign offices 

are required to re-evalu.ate the credit risk of all the 

borrowal accounts tmTards the end of each financial year 

and su1)mit re commend at ions as regards provisions, if any, 

to be made and follow-up measures to be initiated for 

safuguarding the bank's intorests. Considerable importance 

is also given to the aspect of documentation l'lhich is 

invariably vetted by the 10c8.1 so lici tors so as to ensure 

conformity with thc prevalent govcrning 1;).l'1s at the centre 

co~cerned. The foreign offices ha~o also been asked to 

}lrepare a branch pr0fUe \:,i th details of the environment, 

.. 5' .. 



•• 53 .• 

business potential, trade and lending practice, etc., and 

exchange credit information with other offices of the bank 

abroad, particularly in respect of customers having operating 

presence at more than one centre. 

Bank of Baroda 

The International Division exercises control over 

the advances portfolios of overseas branches as under : 

(a) ,Appraisal and sanctioning of all advances which 

are beyond the discretionary powers of Regional Executives 

and keeping a watch on the review of advances as sanctioned 

by Board or Committee of Executives at Central Office. 

(b) Post-sanction scrutiny of all advances. 

(c) Keeping a close watch on the advances accounts 

which are considered sub-standard or doubtful of recovery. 

(d) Scrutinising the various control returns and 

inspection reports and taking follow-up action. 

Bank of L'"1dia 

The International Division exercises control and 

supervision ovor advances portfolios of overseas branches 

as under : 

(a) The branchos have to submit to International 

Division proposals for advances sanctioned by them and 

proposals for advances beyond their authority for sanction 

at H.O. level. 
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(b) Report of over-limit/casual business undertaken 

by them. 

(c) Statements of t0mporary overdrafts, out-of-order 

accounts, etc. 

Those are scrutinised by the International Division 

and follow-up action taken. Any serious irregulariti8s 

noticed are reported to AGN/GN and if necessary, to the 

D.D. and Chairman and even to the Boar~. 

Central Bank -of India 

Various returns are received by Central Office, 

Foreign Division. The sanctions above the discretionary 

!JO'\vQrs of AGN, London are ratifiod by Head Office. 

Indian Ba."1k 

The International Division at Central Office, Tliadras, 

recoives from overseas branchos various returns/statements 

in rospect of their advances portfolio. In respect of 

advancus sanctioned by H.O., follow-up is initiated by 

periodical review of the accounts and renewal of advances. 

Syndi cate Bank 

Intornat ional Division calls for v9.rious control 

statements and scrutinises the same. Regarding advances 

of the London branch, the accounts arc r0gularly reviewed 

by the International Division onC0 in a quarter. The 
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quartorly statomont of limits and liabiliti.;)s of the customers 

is scrutinised and follow-up action is taken wherover limits 

aru exceeded. The overdue statements are also scrutinised 

and appropriate action tal{en. Major irregular accounts are 

reported to the Board on quarterly basis. While renewing 

or sanctioning the facilities, operation experience of the 

accoQ~t, market reports or credit investigator's report is 

taken into account. Auditors and inspectors check the 

advances portfolio and submit the reports. Rectification 

reJ?orts of the branch are duly scrutinised. 

Union Bank of India 

The system of supervision and control over the 

advances portfolio of overseas branch is exercised through 

the medium of monthly/~arterly statements. These include 

monthly statement of advances gr~~ted by the Chief 

Executive beyond sanctioned limits/drawing power/discretionary 

pOvTers of the Chief Executive, statement of bills purchased 

remaining outstanding for more than stipulated number of 

days, report on irregular accounts, statement of irregular 

accounts and statement of party-wise outstandings under 

various credit facilities. 
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United Commercial Bank • 

The International Divisio'n supervises and controls 

sticky advances and p~blem accounts, takes follow-up action 

on correspondence regarding audit/inspection reports, does 

appraisal of all major credit pro.posals and post-sanction 

review and follow-up. It receives statements/returns from 

overseas branches in respect of credit limits sanctioned 

by local AGI>1/GM/Committee, provisions for bad and doubtful 

debT.s and past-due and dishonoured bills, overdue trust 

receipts and irregular accounts. 
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