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RBI releases guidelines on loan system for delivery of bank credit

With a view to enhance credit discipline among the larger borrowers enjoying working capital facility from
the banking system, delivery of bank credit for such borrowers shall be as under:

1. Minimum level of ‘loan component’ and Effective date

In respect of borrowers having aggregate fund based working capital limit of 1500 million and above from
the banking system, a minimum level of ‘loan component’ of 40 percent shall be effective from April 1, 2019.
Accordingly, for such borrowers, the outstanding ‘loan component’ (Working Capital Loan) must be equal to
at least 40 percent of the sanctioned fund based working capital limit, including ad hoc limits and TODs.
Hence, for such borrowers, drawings up to 40 percent of the total fund based working capital limits shall only
be allowed from the ‘loan component’. Drawings in excess of the minimum ‘loan component’ threshold may
be allowed in the form of cash credit facility. Working examples for bifurcation of working capital limit are
provided in table below. The bifurcation of the working capital limit into loan and cash credit components
shall be effected after excluding the export credit limits (pre-shipment and post-shipment) and bills limit for
inland sales from the working capital limit. Investment by the bank in the commercial papers issued by the
borrower shall form part of the loan component, provided the investment is sanctioned as part of the
working capital limit.

Working Example for Bifurcation of Working Capital Limits
(After adjustment as at above paragraph )
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2. Sharing of Working Capital Finance

The ground rules for sharing of cash credit and loan components may be laid down by the consortium,
wherever formed, subject to guidelines on bifurcation as stated in point 1 above. All lenders in the
consortium shall be individually and jointly responsible to make sure that at the aggregate level, the ‘loan
component’ meets the above mentioned requirements. Under Multiple Banking Arrangements (MBAs), each
bank shall ensure adherence to these guidelines at individual bank level.

3. Amount and tenor of the loan

The amount and tenor of the loan component may be fixed by banks in consultation with the borrowers,
subject to the tenor being not less than seven days. Banks may decide to split the loan component into WCLs
with different maturity periods as per the needs of the borrowers.

4. Repayment/Renewal/Rollover of Loan Component

Banks/consortia/syndicates will have the discretion to stipulate repayment of the WCLs in installments or by
way of a "bullet" repayment, subject to IRAC norms. Banks may consider rollover of the WCLs at the request
of the borrower, subject to compliance with the extant IRAC norms.

5. Risk weights for undrawn portion of cash credit limits

Effective from April 1, 2019, the undrawn portion of cash credit/ overdraft limits sanctioned to the aforesaid
large borrowers, irrespective of whether unconditionally cancellable or not, shall attract a credit conversion
factor of 20 percent. The guidelines will be effective from April 1, 2019 covering both existing as well as new
relationships. The 40 percent loan component will be revised to 60 percent, with effect from July 1, 2019.




Please contact for any query related to this mail to Ms. Surbhi Sharma, Associate Economist at
surbhi@phdcci.in with a cc to Dr. S P Sharma, Chief Economist at spsharma@phdcci.in of PHD Chamber of
Commerce & Industry.

Warm regards,

Dr. SP Sharma
Chief Economist
PHD Chamber of Commerce and Industry
PHD House, 4/2 Siri Institutional Area
August Kranti Marg, New Delhi-110016
Ph.: +91-11-26863801-04, 49545454
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COPYRIGHT: All rights reserved. No part of this publication/Release may be reproduced, distributed, or
transmitted in any form or by any means, without the prior written permission of the publisher. For
permission requests, write to the publisher.

DISCLAIMER: This message and its attachments contain confidential information. If you are not the intended
recipient , you are strictly prohibited to disclose, copy, distribute or take any action in reliance on the
contents of this information .E-mail transmission cannot be guaranteed to be secure or error-free, as
information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses.
The sender therefore does not accept liability for any errors or omissions in the contents of this message,
which arise as a result of e-mail transmission. If verification is required please request a hard-copy version.
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