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GOVERNMENT OF INDIA

MpasTry Or Fisnasen
DEparRIMENY OF LCONOMIU AFFAIRS
(Banking Division)

Jrevas Desp’
PARLIAMINT S1RFCT,
NOw—DELi—1 10001,
Dated fily 20, 1932

OFFICE MEMORANDUM

Subject @ Bank Guarantee Scheme—DModel Bank Guarantee Form

It undersigned is directed to vefer o pura 3 of this Mimstey s Oflice Menarundum N, 7).
B.O.- 11275, dated 2nd November. 1977 (copy enclosed) on the above subject, und to suy that the question
of wmending the Model Form of the Bank Guarantee Bond has been considered in consultation with  the
Ministry of Law, Reseive Bank of India and Indian Banks' Association. It has been decided to specifi-
cally provide in the Bank Guarantee Form that the liability or obligation of the banks under the udrantes
bonds shail not be aflected or suspended by any dispute(s) between the Government and the contractor(s )
supplier(s) and the payments under the guaraniee bonds need not wait till the disputes are decided b)l a
competent court or tribunal and that any payments made by the banks to the Governemnt Departments
cte, under the guarantee bonds shall be deemed to have been rightfully und lawfully made. 11 bus  also
been decided to provide in the guarantee bond that the guarantee bond will not be discharged  due to the
change in the constitution of the bank or the contractor(s)/supplier(s). The encloscd Medel Form of
the Bank Guarantee has been revised accordingly, which has also been approved by the  Derartment  of
l.-.x?cndimre and the Comptroller and Auditor-General of India.  The Central Government L¢pariments
Railways as well as State Governments, Public Sector Undertakings and autonemous bodies Frl-c]y accept
bank guarantees from all scheduled commercial banks, in liev of security or deposits by conlructor(s)p}
supplier(s) for due fulfilment of the contracts for supply of stores or exccution of any work. If introduc-
tion of any additional clause or alterations in the clause of the Mcdc! Fermof the guarantee are considered

necessary owing to the pecularitics of certain contracts, it may be ensured that these additions! alterutions
are not on¢-sided and are made in agreement with the guarantecing bank.,

2. While it is obligatory on the banks to honour the guarantces without delay and  lesitation

¥

w berever they are invoked in accordance with the terms and conditions of the gudarantee deed. unless here
is a Courl order restraining them in this regard, it will e appreciatcd that involking ol 2 -uuraﬁllc- b
insufficient grounds will cause discontentment ard aveidable disputes  and litigation. 14 :'\l- !h-:n:!E: u.n
requested that it may be impressed on all concerned that the banh puarantees should be m\ul..:d unly W ;rt“
there is a specific breach on the part of the conticvtor of the term~ nd conditions of the relevant g ;,-1.L-n
ment and the Bank Guarantee Bond, and thut the decision to imvoke the guarantee should ‘bu.- IHLL‘I‘%I L:;s
foras Eus:\lblc. by an officer higher in rank than the efficer who accepted the guarantee. In this connection
it may be stress that all claims under the guarantee bond should be made and Todged with  the bank witLir;
the period specified in the relevant guaranice bond. It will not be legally possible for the bunks to admit a
claim which is not made within the period specificd in the guarantee bond or which is not slri‘clfy in
accordance with the terms and conditions of the bond. It may also be clarified that g guq'-a.ntc- bond
is issued by the bank at the request of the contractor(s)/supplier(s) and it can be renewed o n: h c:.j wd of
\alld_:ly extended only at the request of the contractor(s)isupplicr(s) concerned. 11 s, 1]1L-I|¢I'¢..r-1- : not
possible for the banks to renew or extend the pericd of validity of o Bank  Guarantee Bond ot the rey »-{{
of Il;c beneficiary Government Department/public sector undertubings, ete.  Government De ':r!;t:.i}‘n‘l)s'
public sector undertakings, etc. should, theicfere, be advised 1o tuke apprepriale action Lo \r(r:;ucl :}1'1:'
interests well in advance of the date of the expiry ol the Bank Guarantee Bond, I )

3. As already suggested in this Department’s Office Memorandum, dated 2nd November, 1977
the Government Departments/public scctor undertakings, cte. should reltain fre m asking the b’anks ‘to'
give guarantecs for indefinite periods or unduly long pertods and retern tse expired guarantecs -within a
reasonable period (viz, 3 months) after the fulfilment of the contracts or expirey of the guarantee pel:iod,



4

As the guarantees given by the banks are therr contingent labthities, it may kindly be ensured that the guam‘u\

tce bonds are returned to the banks concerned syon after the relevant contracts are tullilled or  on ex:
piry of the guarantee periods and ia any case within a period of theee months of expiry.

N. D. BATRA, -

[Under Secretary to the Government of Inlia.

Tu,
All Ministries/Departments of Government of India.
Copy with a4 copy of the enclusures forwarded to—

(1) Chiel Secretary to the State Governments and Union Tetritories with the request that — they
may kindly issue necessary instructions in this regard 1o the Departments, public sector  uinder-
takings, autonomous bodies cte., under them.

(2) Bereau of Public Lnterprises with the request that these may be circulated among il public
seclor enterprises.

(3) Department ol Expenditure (E./H-A) with reference o their U. O, No. 1176-L. -1-A,
dited June 8, 1982,

(4) T!u:‘ Comptroller und Auditor-General of India, New  [elhi with relerence to their U0,
no. 769-T.A.(11)-162-82, dured July 8§, 1952,

.(5’ R‘cbcrvc l}amk ol Indiy, DBOD, Central Oliice, Bombay with the reguest that they may
hindly issue suitable instructions (o all scheduled commereial banks,
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opy of Office Memuerandun No, F.(T)—8. O-111-7>, Juied l{m{{ Nuweenbor, 190 !.r.'m‘; Snkt Havoly
SINGH, Joint-Secretary (o the Governmeat of India, Minisiry of Finance, Department of Economic Ajfairs,
Bunking Division, New Delhi, addressed 1o Al Miuistries] D('parmmu“(y’ (; overnment of India Bureau of
Public Laterprises, Chicf Secretarics of the State Governhivnis and Union Terettaries and Reserve Bank of
Ladia, DBOD, Bombuay'.

Subject : Bunk Guurantee Scheme - Conplaints regarding

The undersigued is dirceted to say  that this Department had cireuluted a model Torm Tor bank
suarantees and the Government Departments were udvised that they may lrcciy dacecepl guarantees from
att scheduled commercial banks. Oflate, a number of complaings lave been recetved from the user Depart-
jassis/public seetor undectakings that the banks do not honout the guarantees, when invoked, and Jrom
the buaks that the user Departments/public sector undertakings mvoke the guarantees on insutlicient
greunds and in a manner detrimental of the iuterest of the guarantor Bank, usk Iur changes n Lhe
prescribed fornm of the guarantee which may jeopardises o the interests of the banks vis-a-vis, the principal
debtor, insist on guarantees being given for indelinite period or unduly long periods and do ool return the
cxpired guarantee bonds after fullilm:nt of (he contract or alter the expiry of the period of the guarantees.

2, To saleguard the lnterests off the Guverment L)-;puruncnmpul)i|-c sector umlurl;kags and (o
easure that there is no discontentmant in regard to the working of the Bank  Guarantee Scheme  the
Reserve Baak have issued instructions to all scheduled commuercia bunks to honour the guarantees  with
out delay and hesitation wherever they are invoked in accordance with the  tero and conditions of the
guarantes deed ualess there is wcourt vrder resteainiag them i this regard.  Any decision not to honour
the obligation under 4 guarantes should be taken alter cacelul consideration, al u I“Airly senior level, and
ouly in circuistances where the bank is satisfied that any such payment to the bencliciary would not  be
deemed ‘rightiul paymeat within th: meaning of Section 145 of the Contract Act.

1t is reguested that all user Departmant/public sector undertikings may also 1'asuc_ instructions o the
conzerned officers under thz n that bank guarantees should be invoked only when thereisu specific breach
oi the part of the contractor and steictly in terms and conditions of the relative agreement, and that  the
Jdecision to tavoke the guarantee should be taken, as far as possible by an officer higher in runk than the
ofizer who accepted the guarantee. 7 o T

o The question whetlier any antendment is secessary to the funm af the guaruntee bond, to min-
sodse the dispute of the type referred to above, is being vonsidered in consultation  with the Ministry of
Law, 1T any changass are found nevessary in the revised model form, these wiil be circulated to al) concerned
in Jdue ¢course,

4. Guarantees given by the banks are their contingent habilines,  Therefore, il' garantees  are
asked for and given for indefinite periods (or are not returned to the banks after the relative  contracts
are fulfilled or on the expiry of the guarantee periods) they give an unreal picture of the conti ngent liab'.
lities of the bauks in their balunce sheets, Secondly, the banks sccure their own position by obtaining
zounter guarantees from ucceptuble suretics.  [f guarantees tor unlimited period/long period are  insisted
upon, 0o acceplable sureties will be forthcoming and banks will be unable 1o give guarantes on  behaf
of their constiuents, Thirdly, Banks are permitted to give unsceured  guarantees only up to a particular
‘Lnit. Guarantees for unduly long or indetinite period would exhaust this limte fuirly quickly. Lastly,
Ga banks churge commission for giving guarantees Tor as long peciod as they are in vopue, contructors
will have Lo pay guarantee conmission tor indeliniteJong perlod, not waurranted by the nature of the con-
tract, and th,s w, Il indirectly raise the cost ol the Government contacts..

o3 In view of this it is s uggested that the Goverament Depurtment/public sector]institutions should
refrain for asking the bunks to give guarantees for indefinite periods or unduly long periods and return
the expired guarantees wthin a reusonable period (suy three months) after the lullitment of the contructs
or vn ¢xpiry of the guarantee period.

. 6. Asregards introduction of add tional clause or changes in the cluuses of the Model Form of - thie
Uuaraatee while such changes may be found necessary to fit the Model Form of Guarantee Bond to the
pecularitices of certain contriicts, it may be ensured that these changes are not one-sided und  are maide in
spreement with the guarantecing bank.
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s " REVISED MODEL FORM OF BANK GUARANILEL BOND
GUARANITLEL BOND
IN consideration of the Governor of Uttar Pradesh (bereinafter called  *"the Government™) having
agreed Lo exempt = : (hercinafter
called “the said Contractor(s)") from the demand, under the terms and conditions ol an Agreement, dated

——id —

made between —— e
for (hereinatter called “the sard Agreament”), of sceurily deposit for the due
fullilmient by the sumd Contractor(s) of the terms and conditions contamed in the said  Agreement, on
production of a bank guarantee for Ra. (Rupuees : only)
we, e, (hercinalter referred  to us “the Bank™) at
(indicate the namc of the bunk)

the requust of et e e e —fCON L UCLOT(S )/ dO hereby undertahe 10 pay to the
Government an amaount nol exceeding Rs. = == against any loss or damage caused
to or sulfered or would be caused w or sullered by thic Governent by reason ol any  breach by the said
Contructor{s) of any of the terms or conditions contained tn the said Agrecment,

2 We du hereby undertake to pay  the wnounts
Godicute thy pume ol bunh) .
due and payable tnder tiins guarantee without any deman, ierely o o denand from the Giovernnient
stating thut the amount calimed s due by way ol foss ur damage nqucd Lo Ui W vuld be cuused to or
suffered by the Governnrent by reason of breach by the sand contractor(s) of any of the lenms or conditivng
contained in the said Agreement or by reason ol Ui contracior(s) luilure to pecform the suid Agrcement,
Any such demand made on the bunk shall be con, Jusive as regards the amount due and payable by the Bank
under this goarantece,  However, our liubility vader tus guacantee shall be resteicted Lo an wnount  nol
Exceading R,

3. We undertuhe to puy to the Government any money so demanded natwithstanding any dispute
or disputes raised by the contractor(s) supplier(s) in any suit ar proceeding fmnd}ng before any court  or
Tribunal relating ll\ci‘cloiuur Hability under this present being alisalute aod unequivoleal, )

The payment so mide by us under this bond shall be w valid discharge of our diubiily for puy-
ment thercunder and the contiactor(s) supplicr(s) shall have no clain ugainst us for makig such payment,

4, We,— — furthier agree thut the guarantee herein
(indicate the name of bank)

contained shall yemain in full force und cffeet during the period that would be taken for the perlurmance
of the said Agreement and that it shall continue 1o be enforceable tll all the dues of the Governmen: under
or by virtue of the said Agreement have been fully paid and its claims satisfied or discharged or lily
—— — —_ — = — —-Office; Department)

certifics thut the teims und conditions of the said Agreement, hase been fully and properly carricd out
by the suid Contracton(s) and sccordingly discharges this guwraniee. Unless a demand or claim under this
gudrantee is made on us in writing on or before the
we shall be discharged from wlf liability under this gudrantee thereafter,

5. We, e e e e e furthee apree with the Government that the Govern-
(indicate the name of Bunk)

ment shat have the fullest bty without our consent and withe ul aflectivg in any wanner  our obligationy
hercunder to vary any of the terms und conditions of the said Agreentent or to extuntdtime of perfor mance
by the said contructor(s) from time to time or 1o postpone for any time or from time to time any ot the
powers exercisable by the Government against the siid Contractoi(s) wnd Lo For bear or enfurce any ol
the terms and conditions relating (o the said agreement and we shall not be relieved from our lrability
by reuson of uny such variation or extension being granted to)the said Contractor(s) or for any forbearance,
act or commission on the part of the Government oy any indulgence by the Governmient to the  said Can-
trucvor(s) or by any such matier or thing whatsoever which under the law relating to sureties would, but
for this provision, huve effeet of so relivving us.

6. This guarantee will not be discharged due 1o the chunge i the constitution of the Bank or the
Contractor(s);Supplivi(s).

7. We, —
(ndicate the nante of bank)
ils currency eacept with the previous consent of the Goserinent in riting.
.

———untly undertahe nol o revoke this guurantee  during

Lt d thy————————duy Of o ____
for
finGicals the name ol Bank,

0 TH0 T0 TTo—=T1 Fu 1§ 870 (4872 22 i 4= (417)=1983-=%.000 (fzu) |




No. 02-07-01-CTE-30
Government -of Indig

Central Vigilance Commission
sfe ke e ok g e
Satarkata Bhawan, Block “A’,
GPO Complex, INA,
New Delhi-110023.
OFFICE MEMORANDUM - 3 | pore 97

Cargulag ‘A/’c- ol /@) /0_9
Sub. : Acceptance of Bank Guarantees.

A number of instances have come to the notice of the Commission where
forged / fake bank guarantees have been submitted by the contractors/
suppliers. Organizations concerned have also not made any effective atterapt
to verify the genuineness / authenticity of these bank guarantees at the time of
submission. e

2. In this background, all organizations are advised to streamline the system
of acceptance of bank guarantees from contractors/suppliers to eliminate the
possibility of acceptance of any forged/fake bank guarantees.

3. The guidelines on this subject issued by Canara Bank provides for an
elaborate procedure, which may be found helpful for the organizations in
eliminating the possibility of acceptance of forged/fake bank guarantees. The
guideiines issued by Canara Bank provides that -

“The original guarantee should be sent to the beneficiary directly under
Registered Post (A.D.). However, in exceptional cases, where the
guarantee is handed over to the customer for any genuine reasons, the
branch should immediately send by Kegistered Post (A.D.) an
unstamped duplicate copy of the guarantee directly to the beneficiary
with a covering letter requesting them to compare with the original
received from their customer and confirm that it is in order. The A.D.
card should be kept with the loan papers of the relevant guarantee.,

At times, branches may receive letters from beneficiaries, viz.,
Central/State Governments, public sector undertakings, requiring
bank’s confirmation for hasipg issued the guarantee. Branches must
send the confurmation letter to the concerned authorities promptly
without fail.”

4, Therefore, all orgénizations are advised to evolve the procedure for
acceptance of BOUs, which 18 compatible with the guidelines of
Banks/Reserve Bank of India. The steps to be ensured should inciude-




iii)

iv)

v)

Copy of proper prescribed format on which BGs are accepted from
the contractors should be enclosed with the tender document and it

'should be verified verbatim on receipt with original document.

It should be insisted upon the contractors, suppliers etc. that BGs to
be submitted by them should be sent to the organization directly by
the issuing bank under Registered Post (A.1).).

In exceptional cases, where the BGs are received through the
contractors, suppliers etc., the 1ssuing branch shouid be requested to
immediately send by Registered Post (A.D.) an unstamped
duplicate copy of the guarantee directly to the organisation with a
covering letter to compare with the original BGs and confirm that it
is in order.

As an additional measure of abundant precaution, all BGs should be
independently verified by the organizations. '

In the organisation/unit, one officer should be specifically
designated with responsibility for verification, timely renewal and
timely encashment of BGs.

5. Keeping above in view, the organizations may frame their own detailed
guideiines to ensure that BUs are genume and encashable.

6. Receipt of the above guidelines should be acknowledged.
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All Chief Vigilance Officers




