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REGULATION OF FOREIGN CONTRIBUTIONS BY THE
GOVERNMENT OF INDIA

RESERVE BANK OF INDIA ISSUED DRAFT NORMS
FOR LENDING OF GOVERNMENT SECURITIES

INTRODUCTION OF FOREIGN CONTRIBUTION
(REGULATION) ACT RELATED TRANSACTION CODE
IN NEFT AND RTGS SYSTEMS

GOVERNANCE, MEASUREMENT AND MANAGEMENT
OF INTEREST RATE RISK IN BANKING BOOK

All foreign contributions and donations in India are governed and
regulated under the Foreign Contributions (Regulations) Act,
2010 (FCRA). On May 18, 2021, the Ministry of Home Affairs
(MHA) issued a public notice where it mandated the creation of a
designated “FCRA Account” opened with the SBI following
which all foreign contributions must be received to the FCRA
account. No other account is permitted to receive foreign
contributions and donations. Based on this notice, the RBI on 16th
February 2023 made several changes to the NEFT and RTGS
systems for the FCRA-related transactions. Following the
changes, all beneficiaries must hold a designated “FCRA
Account” at the State Bank of India’s (SBI) New Delhi Main
Branch (NDMB) to directly receive foreign contributions and
donations through the SWIFT (Society for Worldwide Interbank
Financial Telecommunications) system and the Indian NEFT and
RTGS systems.

The RBI has further mandated SBI to capture all details of the
donor such as name, address, country of origin, amount, currency,
and purpose of remittance for transactions, which are supposed to
be reported to the MHA by the SBI on a daily basis. Member
banks are advised to incorporate the required changes in their core
banking solutions to capture the requisite details while forwarding
the foreign donations through NEFT and RTGS systems to SBI. 
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As per the notification, the proposed changes are issued
under Section 10 (2) read with Section 18 of the
Payment and Settlement Systems Act, 2007 and shall be
made effective from March 15, 2023. 

These changes arise following a series of amendments
proposed by the Central Government since 2014 to the
FCRA in order to monitor all funds, contributions, and
donations arriving from foreign entities to Indian
beneficiaries. One such landmark move includes the
cancellation of registration of about 2,000 Non-
Governmental Organisations (NGOs) as of 2021. Thus,
this notification by the Reserve Bank of India is a
significant reflection of the policy adopted towards
foreign contributions and donations by the government
of India.

RESERVE BANK OF INDIA ISSUED DRAFT NORMS
FOR LENDING OF GOVERNMENT SECURITIES

“Government Securities Lending (GSL) transaction”
refers to dealing in government securities involving
lending of eligible Government securities for a GSL fee
by the owner of those securities (the lender) to a
borrower, on the collateral of other Government
securities, for a specified period of time, with an
agreement that the borrower shall return the security
borrowed to the lender and the latter shall return back
the security received as collateral to the former at the
end of the agreed period.

Shaktikanta Das, governor of the Reserve Bank of India
(RBI), suggested on February 8 that government assets
be borrowed and lent to increase market liquidity and
price discovery. Das stated when introducing the
monetary policy committee's choice, "This will give
investors an avenue to spend in their ideal securities,
improve portfolio returns, and enable broader
involvement." Das continued by saying that this action
will increase the breadth and liquidity of the G-Sec
market, facilitate effective price discovery, and advance
the conclusion of the centre and states' smooth market
financing programme. On February 17, the Reserve
Bank of India (RBI) released a proposed set of rules for
borrowing and lending government assets. The action is 
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intended to increase market liquidity and price discovery. The
RBI first introduced the borrowing and loan of government assets
in the February monetary policy. Banks, market players, and other
interested parties are asked to submit comments on the Draft
Directions by March 17, 2023.

Government securities loan (GSL) deals, according to the RBI,
can be carried out for a minimum of one day and a maximum of
90 days. Regarding eligible assets, it stated that only central
government-issued securities, excluding Treasury Bills, would be
permitted for loan and borrowing in a GSL deal. The Central
Government's (including Treasury Bills) and State Government's
securities shall be eligible for use as security in a GSL deal,
according to the RBI. Additionally, it was stated that GSL trades
could be conducted using any jointly agreed-upon trading process,
including but not limited to bilateral or multilateral quote-driven
or order-driven processes, whether anonymous or not.

Any entity authorised by the RBI to conduct government
securities repo transactions as well as any other entity will be
qualified to take part in loan transactions involving government
securities as a dealer of securities.

The guidelines for loaning and acquiring government assets are
outlined in the Draft Reserve Bank of India (Government
Securities Lending) Directions, 2023. These regulations state that
Government Securities Leasing (GSL) deals can last a minimum
of one day and a maximum of ninety days.

The draft norms also provide for the following (a) The securities
lending transaction should be executed through an approved
platform, and the settlement should take place on the same day (b)
The transaction should be carried out only between registered
entities i.e. entities that are eligible to deal in government
securities as per the RBI’ guidelines (c) The lending of securities
can only be done against cash collateral (d) The lending fee,
which is the fee charged for borrowing securities, should be based
on market conditions (e) The lender can recall the securities at any
time during the term of the transaction (f) The borrower should
maintain the securities in the same form and manner as received
from the lender. 

Several advantages are anticipated from the advent of borrowing
and lending of assets in the market for government securities.
Investors will have the chance to use idle assets to boost the
profits on their portfolios. The government stocks market will
become more liquid thanks in part to the securities loan market. 

The effective price finding of government assets will
benefit from this. The growth of repo markets will also
be assisted by the stock loan market. Repo markets are
places where assets are borrowed and lent on brief
notice. The growth of the repurchase market is
anticipated to contribute to the money market's effective
operation. Additionally, it will aid in the dissemination
of monetary policy. [1]

INTRODUCTION OF FOREIGN CONTRIBUTION
(REGULATION) ACT RELATED TRANSACTION
CODE IN NEFT AND RTGS SYSTEMS

According to Foreign Contribution (Regulation) Act,
2010 (amended on 28.09.2020), foreign contributions
should be only in the Foreign Contribution (Regulation)
Act (FCRA) account of the State Bank of India (SBI)
New Delhi Main Branch. Payments to FCRA account
are received directly from foreign banks through SWIFT
and from Indian intermediary banks through NEFT and
RTGS systems.

In terms of current requirements of Ministry of Home
Affairs, Government of India, the donor details such as
name, address, country of origin, amount, currency, and
purpose of remittance are required to be captured in such
transactions and SBI is required to report the same to
Ministry of Home Affairs on daily basis.

[1] Money Control
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Keeping in view the above, necessary changes have been
introduced in NEFT and RTGS systems, technical details of
which are provided in Annex. Member banks are advised to
incorporate necessary changes in their core banking/middleware
solutions to capture the requisite details while forwarding the
foreign donations through NEFT and RTGS systems to the State
Bank of India. The instructions will be effective from 15.03.2023.

These instructions are issued under Section 10 (2) read with
Section 18 of Payment and Settlement Systems Act, 2007 (Act 51
of 2007). 

The Reserve Bank may, from time to time, Power to prescribe
— determine 

Section 10: Power to determine standards, 

(a) the format of payment instructions and the size and
standards shape of such instructions; 
(b) the timings to be maintained by payment systems; 
(c) the manner of transfer of funds within the payment
system, either through paper, electronic means or in any other
manner, between banks or between banks and other system
participants; 
(d) such other standards to be complied with the payment
systems generally;
(e) the criteria for membership of payment systems including
continuation, termination and rejection of membership; 
(f) the conditions subject to which the system participants
shall participate in such fund transfers and the rights and
obligations of the system participants in such funds.

Without prejudice to the provisions of sub-section (1), the
Reserve Bank may, from time to time, issue such guidelines,
as it may consider necessary for the proper and efficient
management of the payment systems generally or with
reference to any particular payment system.

“Without prejudice to the provisions of the foregoing,
the Reserve Bank may, if it is satisfied that for the
purpose of enabling it to regulate the payment systems
or in the interest of management or operation of any of
the payment systems or in public interest, it is necessary
so to do, lay down policies relating to the regulation of
payment systems including electronic, non-electronic,
domestic and international payment systems affecting
domestic transactions and give such directions in
writing as it may consider necessary to system providers
or the system participants or any other person either
generally or to any such agency and in particular,
pertaining to the conduct of business relating to
payment systems”

Section 18: Powers of Reserve Bank to give
directions generally, [2]

GOVERNANCE, MEASUREMENT AND
MANAGEMENT OF INTEREST RATE RISK IN
BANKING BOOK

Interest rate risk is a crucial risk faced by banks that can
lead to losses resulting from unfavorable movements in
interest rates in both the banking book and the trading
book. In the banking book, this risk arises due to the
maturity mismatch between assets and liabilities and
changes in the yield curve.

To manage interest rate risk effectively, banks must have
a robust governance, measurement, and management
framework in place. This framework should include
clear policies and procedures, adequate resources, and
regular monitoring and reporting to ensure that banks
can take proactive measures to mitigate potential risks
and maintain a sound financial position.

The governance framework for interest rate risk
management should include board and senior
management oversight, risk management policies and
procedures, risk appetite and limits, and robust reporting
mechanisms to ensure that the board and senior
management receive timely and accurate information on
the bank's interest rate risk exposure.

Governance framework for interest rate risk

management should include

Board and senior management oversight

Risk management policies and procedures

Risk appetite and limits

Robust reporting mechanisms

tel:+911141318191
tel:+911141032969
http://www.ksandk.com/
mailto:info@ksandk.com


The Reserve Bank may, from time to time, Power to prescribe
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GOVERNANCE, MEASUREMENT AND
MANAGEMENT OF INTEREST RATE RISK
IN BANKING BOOK

Interest rate risk is a crucial risk faced by banks that can
lead to losses resulting from unfavorable movements in
interest rates in both the banking book and the trading
book. In the banking book, this risk arises due to the
maturity mismatch between assets and liabilities and
changes in the yield curve.

To manage interest rate risk effectively, banks must have
a robust governance, measurement, and management
framework in place. This framework should include
clear policies and procedures, adequate resources, and
regular monitoring and reporting to ensure that banks
can take proactive measures to mitigate potential risks
and maintain a sound financial position.

The governance framework for interest rate risk
management should include board and senior
management oversight, risk management policies and
procedures, risk appetite and limits, and robust reporting
mechanisms to ensure that the board and senior
management receive timely and accurate information on
the bank's interest rate risk exposure.

Banks should measure interest rate risk using a range of
techniques, including gap analysis, duration analysis,
and scenario analysis. Asset and liability management
(ALM), hedging, stress testing, and reporting and
monitoring should be used for managing interest rate
risk.

Banks are required to prepare regular reports detailing
their interest rate risk in the banking book (IRRBB)
exposures to assess and manage the risks associated with
fluctuations in interest rates. These reports include
interest rate risk reports, gap reports, duration reports,
stress testing reports, ALCO reports, and regulatory
reports.

Under the Basel III framework, Pillar 2 requires banks to
perform a comprehensive assessment of their IRRBB 

[2] Technical Details related to FCRA Transactions in NEFT and
RTGS Systems are detailed mentioned in the Notification dated
16.02.2023 bearing No. CO.DPSS.RPPD.No.S1931/04-03-001/2022-
23 issued by Reserve Bank of India 
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Section 10: Power to determine standards, 

(a) the format of payment instructions and the size and
standards shape of such instructions; 
(b) the timings to be maintained by payment systems; 
(c) the manner of transfer of funds within the payment
system, either through paper, electronic means or in any other
manner, between banks or between banks and other system
participants; 
(d) such other standards to be complied with the payment
systems generally;
(e) the criteria for membership of payment systems including
continuation, termination and rejection of membership; 
(f) the conditions subject to which the system participants
shall participate in such fund transfers and the rights and
obligations of the system participants in such funds.

Without prejudice to the provisions of sub-section (1), the
Reserve Bank may, from time to time, issue such guidelines,
as it may consider necessary for the proper and efficient
management of the payment systems generally or with
reference to any particular payment system.

“Without prejudice to the provisions of the foregoing, the
Reserve Bank may, if it is satisfied that for the purpose of
enabling it to regulate the payment systems or in the interest
of management or operation of any of the payment systems or
in public interest, it is necessary so to do, lay down policies
relating to the regulation of payment systems including
electronic, non-electronic, domestic and international
payment systems affecting domestic transactions and give
such directions in writing as it may consider necessary to
system providers or the system participants or any other
person either generally or to any such agency and in
particular, pertaining to the conduct of business relating to
payment systems”

Section 18: Powers of Reserve Bank to give directions
generally, [2]
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Banks should measure interest rate risk using a range of
techniques, including gap analysis, duration analysis, and scenario
analysis. Asset and liability management (ALM), hedging, stress
testing, and reporting and monitoring should be used for
managing interest rate risk.

Banks are required to prepare regular reports detailing their
interest rate risk in the banking book (IRRBB) exposures to assess
and manage the risks associated with fluctuations in interest rates.
These reports include interest rate risk reports, gap reports,
duration reports, stress testing reports, ALCO reports, and
regulatory reports.

Under the Basel III framework, Pillar 2 requires banks to perform
a comprehensive assessment of their IRRBB and hold sufficient
capital to cover the risk. The capital assessment for IRRBB under
Pillar 2 involves several steps, including IRRBB identification,
scenario analysis, stress testing, and capital adequacy assessment.

Factors to consider for IRRBB capital adequacy assessments
include internal limits, hedging effectiveness and cost, sensitivity
to modeling assumptions, basis risk, currency mismatches,
embedded losses, capital distribution, underlying risk drivers, and
risk crystallization circumstances.

The board should receive semi-annual reports on the bank's
IRRBB exposures, compliance with policies and limits, key
modeling assumptions, stress test results, reviews of IRRBB
policies and adequacy of measurement systems, and periodic
model reviews and audits. A validation framework includes three
core elements: evaluation of conceptual/methodological
soundness, ongoing model monitoring, and outcomes analysis
including back-testing of key parameters.

Banks should consider several factors when developing interest
rate shock and stress scenarios. These include identifying risks,
evaluating concentration in certain instruments/markets, assessing
interactions with related risks, measuring potential impact on net
interest income, accounting for option risk, specifying the term
structure of interest rates, estimating changes to administered or
managed interest rates, measuring time needed to reduce or
unwind unfavorable exposures, and incorporating changes to
portfolio composition due to external or internal factors.
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The Board/ALCO must set IRRBB limits, establish
systems for measuring IRRBB, and implement reporting
and review processes, performance assessment, and
effective internal controls and MIS.

In conclusion, to manage interest rate risk effectively,
banks must have a robust governance, measurement, and
management framework in place, including appropriate
limits, measurement systems, and reporting and review
processes. This will ensure that banks can take proactive
measures to mitigate potential risks and maintain a
sound financial position. 
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