RESERVE BANK OF INDIA

(APEX BODY OF COMMERCIAL BANKS)



RBI asks Banks to Fix Cheque_ clearing Fees on a
“COST PLUS” Basis..

Banks, which have fixed their service charges for station/speed clearing
for instruments vaiing above Rs 1 lakh as percentage to the value of
instruments are advised to review the same and fix the charges orp#usost

basis,"RBI said.

The RBI also asked the banks to update the@égae collection policy and
display the revised rates on their websites. RBI said banks were not
recovering the collection charges in a fair and transparent manner on a cost
plus basis, instead they were charging on the basis of arbitrary basis as a

percemage of the value.

It further said "instances of banks levying charges as an arbitrary percentage
to the value of the instrument, contrary to the instructions issued in the

circular have been brought to our notice".



Such practices, RBI added, were in vima of the provision of Payment
and Settlement Systems Act 2007. It also wanted the bank to frequently use
Speed Clearing mechanism for collection of-station cheques. As regards
banking services in areas which do not have clearing houses, RBI daid tha
the lenders should develop their own mechanism for speedy clearance of

cheques.

"Banks, through mutualdiscussions, will put in place
arrangements to ensure that the instruments drawn on the other banks are
delivered/exchanged at a mutually decided place and time every working
day,” RBI said. Banks should also ensure that the fate of the cheque is
known onthe same day and the return instruments amexchanged at a

mutually decided place and time, RBI said.
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‘DRAFT DIRECTIONS’

Core Investment Companies - Overseas lnvestment (R eserve
Bank) Directions, 2012

Short title and commencement of the Directions

(@) These Directions shall be known as the Core Investment

Companies - Overseas Investment (Reserve Bank) Directions, 2012.

(b) These Directions shall come into force with immediate effect.



2. Prior Approval of RBI in cases of Overseas investment by
CICs

(a) These directions will be only applicable to CICs registered with the

Reserve Bank.

(b) CICs desirous of making overseas investment in financial sector
shall hold a Certificate of Registration (CoR) from RBI and shall
comply with all the regulations applicable to registered CICs.
Therefore, CICs that are presently exempted from the regulatory
framework of RBI, would be required to be registered with the Bank,
for the purpose of overseas investment in financial sector. Investment
in non-financial sector by such exempted CICs however does not

require CoR and these Directions are not applicable to them.

(c) These directions are in addition to those prescribed by Foreign

Exchange Department for overseas investment.

(d) The eligibility criterion for investments abroad and other conditions

prescribed for CICs are described in following paragraphs
3.1 Eligibility Criteria

(a) The adjusted net worth of the CIC shall be not less than 30% of its
aggregate risk weighted assets on balance sheet and risk adjusted
value of off-balance sheet items as on the date of the last audited
balance sheet as at the end of the financial year. The CIC shall
continue to meet the requirement of adjusted net worth not being less

than 30% of its aggregate risk weighted assets post overseas



investment. For this purpose the risk weights are as laid down in the
Notification No.219 dated January 05, 2011.

(b) The level of Net Non-Performing Assets of the CIC should not be

more than 1% of the net advances;

(c) The CIC should be earning profit continuously for the last three
years and its performance in general should be satisfactory during

the period of its existence.
3.2 General conditions

(a) Direct investment in activities prohibited under FEMA or in

sectoral funds will not be permitted,;

(b) The aggregate overseas investment should not exceed 400% of
the owned funds of the CIC. The aggregate overseas investment in

financial sector should not exceed 200% of its owned funds;

(c) A registered CIC need not obtain prior approval from Department
of Non-Banking Supervision (DNBS), RBI for overseas investment in
non-financial sector. However it should report to the Regional Office
of DNBS where it is registered within 30 days of such investment in
the stipulated format of quarterly return and also continue to submit

the return quarterly;

(d) Investment in financial sector shall be only in regulated entities

abroad:;



(e) Overseas investments by a CIC in financial /non-financial sector

would be restricted to its fund based commitment;

() Non-fund commitments entered by CIC prior to the Directions, on
behalf of overseas subsidiaries and joint ventures, shall not be
reviewed. These will have to be reported to the Bank in the quarterly

return prescribed;

(g) CICs must ensure that investments made abroad do not result in
creation of complex structures. Further, all subsidiaries and joint
ventures set up abroad must be operating entities. CIC which
already have non-operating holding companies in existence overseas
will need to report the same to the Reserve Bank for a review. (Note:
As far as possible there shall be no cross share-holdings between the

holding companies within the group);

(h) CICs shall comply with the regulations issued under FEMA, 1999

from time to time;

(i) SPVs set up abroad or acquisition abroad shall be treated as
subsidiary(ies)/joint venture(s) abroad, depending upon percentage of

investment in overseas entity;

() An annual certificate from statutory auditors shall be submitted by
the CIC to the Regional Office of DNBS where it is registered,
certifying that it has fully complied with all the conditions stipulated

under these Guidelines for overseas investment;



(k) A quarterly return in the enclosed format shall be submitted by the

CIC to the Regional Office of DNBS and also Department of Statistics
and Information Management (DSIM), RBI within 15 days of the close

of the quarter.

() If any serious adverse features come to the notice of the Bank, the
permission granted shall be withdrawn. All approvals for investment

abroad shall be subject to this condition.
3.2 Specific Conditions.

(A) Opening of Branch

As CICs are non-operating entities, they will not, in the normal
course, be allowed to open branches overseas. Hence CICs which
have already set up branch(es) abroad for undertaking investment
business should approach RBI within 3 months from the date of these

Directions for a review.

(B) Opening of Subsidiary Abroad by CICs

In case of opening of a subsidiary abroad by a CIC, all the conditions
as stipulated above shall be applicable. The NoC to be issued by the
Bank is independent of the overseas regulators’ approval process. In

addition, the following conditions shall apply to all CICs:

(a) The subsidiary being established abroad should not be a shell
company i.e "a company that is incorporated, but has no significant
assets or operations." However companies undertaking activities

such as financial consultancy and advisory services, shall not be



considered as shell companies, as they will have significant

operations.

(b) The subsidiary being established abroad by the CIC should not be
used as a vehicle for raising resources for creating assets in India for

the Indian operations;

(c) In order to ensure compliance of the provisions, the parent CIC
shall obtain periodical reports/audit reports about the business
undertaken by the subsidiary abroad and shall make them available

to Reserve Bank and inspecting officials of the Bank;

(d) If the subsidiary has not undertaken any activity or such reports
are not forthcoming, the approvals given for setting up a subsidiary

abroad shall be reviewed/ recalled:;

(e) The permission granted to any CIC for setting up of overseas
subsidiary shall be subject to the condition that the subsidiary shall
make disclosure in its Balance Sheet to the effect that liability of the
parent entity in the proposed overseas entity shall be limited to its

either equity or fund based commitment to the subsidiary;

(f) All the operations of the subsidiary abroad shall be subject to

regulatory prescriptions of the host country.

(C) Joint Ventures Abroad

Investments abroad, other than in subsidiaries also shall be governed

by the same guidelines as those applicable to subsidiaries.






