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MOST IMMEDIATE

F.No.5(3)-B(PD)/2014
Government of India
Ministry of Finance
Department of Economic Affairs

New Delhi, the 29" December, 2014
OFFICE MEMORANDUM

Subject:- Loans and Advances by the Central Government - Interest
rates and other terms and conditions.

Reference this Ministry's Office Memorandum F.No.5(3)-B(PD)2013
dated 12" November, 2013 on the captioned subject.
2. Thelending rates prescribed in the aforesaid Office Memorandum

have been reviewed. The revised rates of interest applicable from 1st April,
2014 are given in the Table below:—

TABLE
Category of borrower i af s @t wfoe <)
& type of loan Interest rate per cent per annum

1. State Governments:
(i) Ways and Means Advances

(Recoverable within the year) 8.50
(i) Other Loans 9.00
2. Union Territory Governments (with Legislature):
(i) Loansupto 1 year 8.50
(i) Other Loans 9.00
3. Industrialand Commercial Undertakings in
the Public Sector and Cooperatives.
(1) Investmentloans 11.50
(i) Working Capital loans and loans to
meet Cash losses 13.50
(iii) Loans for implemantation of VRS in
sick PSUs 11.50
4. Financial institutions in the Public Sector,
Port Trusts, KVIC, NHAI, Municipal
Corporation of Delhi,Commodity Boards,
Social Service Institutions, Individuals, etc.
(1) Rural Electrification Corporation:
(a) For Minimum Needs Programme (M.N.P.) 10.00
(b) Others 10.00
(i) National Bank for Agriculture and Rural
Development (NABARD) and National
Cooperative Development Corporation (NCDC)  10.00
(iii) National Highways Authority
of India (NHAI) and Port Trusts 10.00
(iv) Others 11.50

The rate of interest prescribed for "Other Loans" under sub-para 1 (ii)
and 2 (ii) above is also applicable for Additional Central Assistance (ACA)
on the un-disbursed amount of the loan/issues for all disaster Reconstructions
and Rehabilitation Programme assisted by World Bank & ADB.

The loans to State Electricity Boards, Damodar Valley Corporation
under the scheme for renovation and modernisation of thermal power
stations would carry interest at the same rate as applicable to 'Other Loans'
to State Governments. Normally, loans should not be given to Private
Sector Companies. In exceptional cases where such loans become necessary
interest should be 1/2% higher than those prescribed for Public Sector.

3. The terms including interest rate of loans to Foreign Governments
may be settled in consultation with Budget Division. Terms for on-lending
of funds under externally aided projects should be in accordance with the
prescribed pattern. In case, deviation is considered necessary, Budget
Division should be consulted.

4. The interest rates prescribed above assume timely repayments
and interest payments and hence no further rebate in rates is to be allowed
for timely payments.
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6.

OTHER TERMS AND CONDITIONS

The loan sanctioning authority should meticulously follow the
instructions contained in General Financial Rules, 2005 (GFR
2005), particularly, rules framed under Chapter 9 (II-LOANS)
of GFR, 2005, while sanctioning loans to various entities as
stipulated therein.

The instructions issued from time to time have been reviewed
and are set out in the following paragraphs for facility of reference.

STATE GOVERNMENTS

In the case of loans to State Governments, the arrangements for
payment of annual instalment of principal and interest will be as under:-

(a)

(b)
7.

Block loans for State Plan Schemes and other Plan loans for
Centrally Sponsored Schemes:- These loans when drawn in
instalments, will be consolidated and deemed to have been drawn
as on Ist October in each year. The maturity period of the
loans sanctioned for State Plans is 20 years, repayments being
made in 20 annual equal instalments together with interest on the
outstanding balance commencing from the following year, subject
to consolidation under the award of Twelfth Finance Commission
(TFC).

However, fifty per cent of these loans will enjoy a five year
initial grace period, after which repayments of these loans will be
effected in 15 annual equal instalments. The amounts annually
payable (by way of principal and interest) would be recovered in
10 equal monthly instalments commencing 15th June, subject to
debt waiver under the award of TFC.

Other Loans:- The terms of repayment of these loans will be as
laid down from time to time.
PUBLIC SECTOR PROJECTS

(A) For new installations or expansion of existing institutions:

(a) The terms and conditions of loans should be fixed with
reference to the financial picture presented in the approved
Project Report. (Once the pattern is settled, there should be
no change except with the specific concurrence of this
Department for reasons to be stated in writing).

The capital requirements of a project should include adequate
provisions for interest payment on borrowings during the
period of construction (as specified in the Project Report).
The interest on loans due during the period of construction
will be allowed to be capitalised to the extent of the provisions
made for this purpose in the approved Project Report. In
other words, while interest on loans advanced to an
undertaking during the period of construction will be
notionally recovered by allowing its capitalisation, the
payment of interest should effectively commence after the
construction period is over.

The repayment of principal should ordinarily commence one
year after the project commences production, the number of
instalments being determined with reference to the financial
projections and repaying capacity specified in the Project
Report. Requests for further moratorium will be considered
only in exceptional cases where the Project Report has
specified any special circumstances that may necessitate a
longer period of moratorium and has indicated clearly what
staggering of repayment would be needed over the necessary
break period. The period of loans sanctioned against
capitalised interest during the period of construction may
also be on the same terms and conditions as are applicable
to loans provided for financing the project costs.

A suitable period of moratorium subject to a maximum of five
years from the date of drawal of the loans may be allowed for
the repayment of instalments of principal, having regard to the
nature of the project, the stage of construction etc. The period
of moratorium should not, however, extend in any case, beyond
two years from the date of project going into production, or in
the case of programmes of expansion, beyond two years from
the date of expanded project coming into operation.

(b)

(©)

(d

(B) For meeting working capital requirements: The undertakings

are expected to obtain their cash credit requirements from the
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State Bank of India/Nationalised Banks by hypothecating their
current assets (such as stock of stores, raw materials, finished
goods, work in progress, etc.) and where the entire working capital
requirements cannot be raised in this manner by seeking a
guarantee from Government. Accordingly, requests from Public
Sector Undertakings for funds for meeting working capital
requirements should be considered only to the extent the same
cannot be had from the State Bank of India/Nationalised Banks.
GENERAL
REPAYMENT PERIOD

(A) (i) The period for repayment of loans for all parties other than

(B)

©)

State Governments should be fixed with due regard to the
purpose for which they are advanced and it should be
restricted to the minimum possible. Normally, no loan should
be granted for a period exceeding 10 years. Where a longer
period for repayment is sought, prior concurrence of the
Budget Division in this Department will be necessary for
fixing the period.

(ii)) The repayment of a loan should normally commence from the
first anniversary date of its drawal or on expiry of the period of
moratorium, as the case may be. The recovery should ordinarily
be effected in annual equal instalments of principal.

(iii) The period of repayment of working capital loans should
preferably be restricted to two or three years. In no case,
however, the period of these loans should exceed 5 years.

Moratorium: Subject to exceptions made in respect of pubic sector

projects, a suitable period of moratorium towards repayment might

be agreed to in individual cases having regard to the project for
which the loans are to be utilised. However, no moratorium should
ordinarily be allowed in respect of interest payment on loans.

Ministries/Departments may with the approval of their Financial

Advisers allow moratorium on repayment of principal wherever

considered necessary upto a maximum period of 2 years.

(i) Repayment before due date: Any instalment paid before
its due date may be taken entirely towards the principal
provided it is accompanied by payment towards interest due
upto date of actual payment of instalment; if not, the amount
of the instalment will first be adjusted towards the interest
due for the preceding and current periods and the balance, if
any, will alone be applied towards the principal. Where the
payment of the instalment is in advance of the due date by
14 days or less, interest for the full period (half year or full
year as the case may be) will be payable. If any State
Government repays an instalment of a loan which is
consolidated as on 1st October, in advance of the due date
by more than 14 days the interest will be payable with
reference to the actual date of repayment.

(ii) Pre-payment premium: Prepayment premium of 0.25% on
the loans with residual maturity of less than 10 years and
0.50% for the loans with residual maturity of 10 years and
above, shall be charged. The provision does not apply to the
loans to State/UT Governments.

(D) Penalty Clause: The loan sanctions/agreements should invariably

B

include a penalty clause providing for levy of a penal rate of interest

in the event of default in repayment of instalment(s) of principal

and/or interest. The penal rate of interest should not be less than

2.50% above the normal rate of interest at which a loan is sanctioned.

Defaults in repayment/interest payment:

(1)  In the event of a default in repayment of loan/interest
payment, the recovery of interest at penal rate may not be
waived unless there are special reasons justifying a waiver.
However, a decision in this regard will be taken by the
Ministry of Finance (Budget Division) on the advise of
Financial Adviser. Even in such cases, a minimum of
0.25% should be recovered from the defaulting party as
penalty.

(i)  The penal rate of interest is chargeable on the overdue

instalments of principal and/or interest from the due date of

their payment to the date preceding the date of actual
payment.

Whenever a fresh loan is to be sanctioned to a borrower

who has earlier defaulted, the loan sanctioning authority

(iii)



(iv) @1 W g5 g @ & Taredl/Rwm

(v) /R a:\%—%«‘?‘cﬁﬂ’[ Arfroey wfed SaREar

(vi) o= a®s

(vii)
(viil) STat 4 Harer/ AW

T A H ST F 0T B i@t e 8@

(iii) o1 TR AT TS B aGel B BE N B
fopRfl ey araf & forg Srerar ¥ orafy @& forw)
TS BT AHRI R WR Wl fbAm 147 o1, o)
JmT facia faemaet, 2005 & 223 (1) & gr@u™
R B &R 99 TR TegdR HRATE B S A1eY

() S = ¥ el Tl b1 RAR &% wR e b
ST B A1 e i fmmae, 2005 & 223
(1)) # ffET 1wl & UTerd SAT BT | U A
|, enf¥e Ferar (Jfs) ot el (Rard @,
A AT R 3R R &R & dla =R 1 )/

(®) Rumlt @R w® Wed %o

(iv)

V)

(vi)

(vii)

must consider the question of recovery of defaulted dues.
All releases to Public Sector Undertakings against
budgeted outlays should be made only after adjusting
the defaults, if any, pertaining to repayment of loans
and interest. If for special and exceptional reasons such
adjustments are not possible, specific orders of Secretary
(Expenditure) should be obtained through Budget
Division, before release of fresh loans, in relaxation of
extant orders, in conformity with this Division circular
No.F.2 (190)-B(SD)/91, dated 15.10.1991.

Any defaults should ab-initio serve as a warning signal to
the Ministries/ Departments for which curative action has
to be taken immediately.

Ministries/Departments need to critically review the
financial position of the borrower, including defaulting
CPSUs and wherever possible, should take immediate
action to recover the money due to the Government.

In the case of defaulting CPSUs, there has to be a clear
road map for restructuring of these CPSUs, as prolonged
approval results in burgeoning of defaults.
Ministries/Departments are to ensure that these defaults
do not become fiscally unsustainable.

(viil) Wherever Ministries/Departments are considering

restructuring of a CPSU, it must be ensured that besides
equity infusion, funds mobilisation, rescheduling of loans/
interest payments, write off of dues, etc. should be
formulated holistically.

However, no request for waiver/postponement of
instalments on any ground whatsoever will be accepted,
exceptin cases of companies referred to BIFR or in respect
of those companies which have incurred cash losses for last
three years, in conformity with this Division circular
No.F.2(165)-B(SD)/94, dated 06.10.1994.

(F) Requests for modification of terms of loans:
(1) Borrowers are required to adhere strictly to the terms settled

for loans made to them and modifications of these terms in
their favour can be made subsequently only for very special
reasons. Requests for modification of terms may relate to
increase in the period of aloan or of initial moratorium period
towards repayment, or waiver of penal interest or reduction
in or waiver of normal rate of interest. The procedure of
dealing with requests for waiver of penal interest has already
been dealt with in paragraph 8. Cases involving other
modifications in repayment terms should be considered in
consultation with tPlfe Budget Division in this Ministry. In
referring such cases, the impact of the modifications on the
estimates of repayment/interest which have gone into the
Budget and Government's resources position should be
succinctly brought out by the administrative Ministry.

(ii) Inexamining proposals for modification of the period of the

loan, the interest rate at which the loan was sanctioned should
also be reviewed.

In the case of a loan of which repayment has already
commenced the revised rate of interest should be applied ab
initio only to the residuary portion of the loan outstanding
on the date of extension of its period.

(iii) Requests for waiver of recovery of normal interest (either

for a specified period or for the entire period) on a loan
which originally sanctioned at normal rate of interest,
will attract the provisions of Rule 223 (1) of G.F.R.2005
and should be dealt with accordingly.

(G) Loans sanctioned at concessional rates:

(i)

(i)

In cases where loans are to be sanctioned at a concessional
rate, the instructions contained in Rule 223 (1) of G.F.R.2005
have to be observed. In such cases, payment of subsidy (to
cover the concession viz. difference between normal rate and
concessional rate) should be made conditional upon prompt
repayment of principal and payment of interest thereon by
the borrower.

In cases where loans are sanctioned interest free (e.g. loans
to technical educational institutions for construction of
hostels) prompt repayment should be made a condition for
the grant of interest free loans. That is to say, the sanction
letter in such cases should provide that in the event of any
default in repayment, interest at rates prescribed by
Government from time to time will be chargeable on the loans.
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(iii) Similarly, in the case of interest free loans to departmental

canteens where subsidy is also Frovided to meet running
expenses, the sanction letter should stipulate that in the event
of any default in repayment, the defaulted dues would be
recovered out of the subsidy payable.

(H) Miscellaneous: A standard form prescribed for issue of loan
sanctions (Appendix-I) should ordinarily be followed.

(i)

(i)

The date of drawal of a loan by the borrower will be date on
which he received cash, cheque or bank draft from the
Drawing and Disbursing Officer. It should be ensured that
the time lag between the date of obtaining the cash/cheque/
bank draft and its disbursement/delivery/despatch to the payee
is reduced to the minimum. Where the cheque or bank draft
is sent through post, the date of posting should be treated as
the date of disbursement of the loan. The Drawing and
Disbursing Officer should invariably intimate the date of
payment to his Accounts Office to enable the latter to make
a suitable note in his records.

In the case of loans sanctioned to parties other than State and
Union Territory and Foreign Governments and Government
Servants, the borrower should tender the amounts due on or
before the due date, at the New Delhi Office/Main Office of
the public sector bank accredited to the Ministry/ Department
which sanctions the loan, in cash or by cheque or draft drawn
on any scheduled bank in Delhi/New Delhi in favour of the
said PSB Branch. The payment should be accompanied by a
memorandum or challan in duplicate indicating (a) name of
the loan sanctioning Ministry/Department; (b) No. and date
of the loan sanction letter and the loan amount sanctioned;
(c) amount due for payment separately for interest and
grincipal and the head(s) of account to which the dues are to

e credited in the Government Accounts; and (d) due date of
payment. The borrower should be asked to tender separate
cheques/drafts and challans for payment of principal and
interest.

Outstation loanees are required to arrange the dues
through their bank ensuring that the memorandum/challan
and the cheque/draft reaches the aforesaid PSB Branch in
New Delhi by the due date.

(iii) Ministries/Departments are required to keep close watch on

timely repayments of loans advanced by them and recovery
of interest thereon. Rule 220 (1) (viii) of G.F.R. 2005
provides for anotice to be given to the borrowers a month in
advance of the due date of payment of instalment of the
principal and/or interest thereon. Such notices may be sent
in the form given in Appendix II. The borrower should not
however be given any advantage in the event of non-receipt
of such a notice.

Repayments/interest payments due from the loanees
should also be reviewed at least quarterly, and where any
default has occurred, a fresh notice should be served on the
borrower to arrange payment with penal/higher rate of interest
in the form set out in Appendix III.

(iv) Individual cases relating to terms and conditions of loans

need not be referred to the Department of Economic Affairs
(Budget Division) unless itis proposed to deviate from those
laid down in this Office Memorandum.
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(Peeyuéli Kumar)
Director (Budget)
Tel. No. 23092744

All Ministries, their Financial Advisers and Controllers of Accounts.

Finance Secretaries of all States and Union Territory Governments and
Administrations.

Comptroller and Auditor General of India (10 copies).
Controller General of Accounts/Controller General of Defence Accounts (10

copies).

All Accountants General and Directors of Audit.
Reserve Bank of India, Central Office, Bombay (10 copies).
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APPENDIX-I
FORM OF SANCTION LETTER
To

(In case of State and Union Territory Governments to be addressed
to

i)  Chief Controller of Accounts/Controller of Accounts concerned.

ii) Secretary of the Administrative Department of the State/UT
Government).

(In other cases to be addressed to
i) Theborrower

ii) Controller of Accounts of the Ministry/Department
of. )

Subject:—
Sir,

I am directed to convey the sanction of the President to the payment
ofloan of Rs. Rupees

(In figures) (in words)

to

2. The essential details are given in the annexure to this letter.

3. (Conditions on fulfilment of which loan is to be sanctioned e.g.
those given in Rules 220 (3) and 225 of G.F.R. 2005 to be inserted, if
necessary).

4. This sanction has been accorded in accordance with the rules/
principles laid down with the previous consent of the Ministry of Finance
and that the rate of interest on the loan and period of repayment thereof have
been fixed in accordance with the existing instructions issued by them.

Yours faithfully,

No. dated

Copy to the Accountant General concerned (In the case of States and
Union Territory Governments only).

e /favm Annexure to the Ministry/Department of
& UF G e letter No.
BT Y Dated
B WHR gRT H0T 3R W LOANS AND ADVANCES BY CENTRAL GOVERNMENT
1. AT BT AH Name of the Borrower
2. HoR @ S AR (3fwi &R vt H) 2. Amount sanctioned (in figures & words)
Y (fenT #) Rs. (in figures)
Y (I #) Rupees (in words)
3. R @ g fafy 3. Sanction valid upto
4. U BT TS 4. The purpose of loan
5. &g W § qF 31T FHEISH GRI 5. Payable in cash or by adjustment
6.  SITATST/IRATST-A= (AT & 6. Plan/Non-Plan (in the case of Plan,
AT 7 AT Bt Sioft category of Plan).
7. 3I9EN R Su-HfY 7. Grant & Sub-head under
e srata Wi which amount sanctioned
IR AT STt SOt is debitable
8. iy a¥ # it 8. Progressive amount of loan
BT AR B T FHOT sanctioned to the borrower
EaRCRIGTRURN to date in the financial year

9. U BT Al

9. Period of loan




10. 9O JERAN & ey H
Rarad o) srafd, afe oig &

11, IRE iR ¥, By
ELERIECHURI Tl
12, ATORA-SERATt BT TRIBT

13. =T
(i) T ARBRI, A IS &3 B BRI AR WD & b
IeHl BT HOT D G H:
®) A R
@) qre) R/
Bl ereraft §
B TR TS Bl
ESIIETC
M) ST B et
BT IRADT
(i) T TSR, T I
g3 B WHRI 3R
WS &F B IYHAT
@ Irerrar velt & forg:

(iii) =TSt B ARILAT BT TRABT

7

10. Moratorium towards
repayment, if any

11. Date and year from which
repayment to commence

12. Mode of repayment

13. Interest:
(1) For loans to State Governments, Union Territory Governments
& Public Sector Enterprises:
a) normal rate
b) Penal rate of interest
in the event of defaults in
repayment/interest
payments
¢) Mode of recovery of
interest
(i) For parties other than
State Governments, Union
Territory Governments and
Public Sector Undertakings:

(iii) Mode of recovery of interest.

BXER Signature
(Al e arel FiEsr B A1) (Seal of the Sanctioning Authority)
gRREE-1I APPENDIX-II
e NOTICE
e No.
o fREFs &1 erte Office of the Controller of Accounts
AT/ [T Ministry/Deparmment of
78 faeet] Il New Delhi, dated the

- o &1 arovA-sreraEft s 9w oY &ror B st
firr ey,

ey /R &
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TR enferg fopam o]

3. < IRl @Y FuiRa TR B 3rRar SH T
w

To

Subject:— Repayment of loan and payment of interest thereon.
Dear Sir,

According to the terms and condition of the loan of Rs.
sanctioned to you vide Ministry/ Department of
letter No. dated ,
the annual repayment instalment and/or interest thereon, detailed below,
will become due on

(1) Repayment Rs.

(in words and figures)
(ii) Interest Rs.

(in words and figures)

2. Please arrange the payment by the due date. It should be noted
that the amount of interest has been calculated on the assumption that
payment will be arranged promptly; otherwise it will be revised upwards
in accordance with the terms of the loan.

3. The amounts due should be tendered, on or before the due date at
the

(75 feccht (R e @raferay/avare &7 &f d& (f.oa.dt)
ERGS

ST HATTI/ AT W Hafora 8)
% W ¥ 3rraT 9% A1 Ue g1 o fR off ergfaa de/aE R
P AT ¥ IRIFT ARBN &7 Bl 96 a1 & ueT § 3meRa fopar
B, 37e1 B S IRy e, Ueh iU S1ear ATl & Wi &

(New Delhi head office/main office of the Public Sector Bank (PSB)

accredited to the Ministry/Department)

in cash or
by cheque or draft drawn on any scheduled bank/New Delhi in favour of
the aforesaid PSB Branch. The payment should be accompanied by a
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(v) el #t g T
(vi) i qarn T oA, R e @l J afy
ARSI B, AT e S AR

oG-y
(i) Horua @ e
(i) =TS
4, YA AR AT B @I S Y STeT-31eTT AF /o
3R Fre TR By S =Ry

5. 918 KOG gRT < AT BY ETIT S/ &
1T AT I B AETH I T3 fooeh H SIRIK WA &5 B b by
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memorandum or challan, in duplicate, giving the following details:—
(1) Name of the Ministry/Department
(ii) Name of the Borrower
(iii) No. and date of the
loan sanction letter with
the loan amount sanctioned
(iv) Amount due for
payment, separately
for interest and repayment
(v) Due date of payment
(vi) The head of the account indicated below, to which the amounts
will be adjustable in Government accounts, should be included in
the challan:—

Head of Account

(1) Instalment of Principal
(ii) Interest

4. Separate cheque/draft and challans should be submitted for
payment of principal and interest.

5. For outstation loanees, payment of dues together with
memorandum/challan is to be arranged through their bank to the aforesaid

AT BT T ARG TF BT 1 AR PSB branch in New Delhi by the due date.
g, Yours faithfully,
o Ifdrrt Accounts Officer
Yottehd UTeeit REGISTERED A.D.
TRRTE-II APPENDIX-IIT
gAYl G IMPORTANT NOTICE
e No.
@l e @1 et Office of the Controller of Accounts
HATA fFHTT Ministry/Department

- o @1 qrovA-srerIEft s 9w oY &ror B st
firr wEiey,

eI T BE1 & b el SR =T B AR HoAar:

Y AR
v (Rt =R iy
& T B) 91 ST N B e H ¥ & Rt Soor 99 A
f5ar T ¥ ol 9% MU SHAB! SIGRAT B avery el B 2

U WGy FEmn iR ade

(1) Hererd

(i) =S

2. J[UIATATF P N BW B G F 10 A B o
IR RN URT ARBR P WA H STHT BRAT B AT B, g7
I Hq IO S|

3. I UTIe Srerft WRBR BT FH I gH & A A5/ At
ST BT fFaRor iR

5
(IREBRY &7 & d B} rEr BT TTH)
B B ARG Bl BN debled Wl & Y|
WA
oG Ifdrert

R WHR o HAe (qSomerd) gR1 qfec/13714112013

To

Subject:- Repayment of loan and payment of interest thereon.
Dear Sir,
I am to state that the payment of Rs.
and Rs. (as detailed
below) representing principal and interest respectively, which fell due
on in respect of loans mentioned thereagainst,
has not so far been arranged by you.

Loan sanction No. & Date

(1) Principal
(ii) Interest

2. Please arrange to deposit the aforesaid amount to the account of
the Government of India within 10 days of the issue of this letter, failing
which other measures would be initiated.

3. In case the payment in question has already been made to the
Government, particulars of the cheque/demand draft and the date of deposit
at the

may be indicated immediately.

(Name of the public sector bank branch)
Yours faithfully,

Accounts Officer



