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Reserve Bank of India's 2025 Directions on pre-payment charges: enhancing
borrower protection and transparency

In order to ensure fair practices and enhance transparency regarding the levy of pre-payment charges on loans
extended by Regulated Entities (“REs”) to individuals and Micro and Small Enterprises (“MSEs”), the Reserve Bank of
India (“RBI”), on July 2, 2025, has issued the RBI (Pre-payment Charges on Loans) Directions, 2025 (“Prepayment
Directions”).

Key provisions and changes

1. Scope and Applicability: The Prepayment Directions will be applicable to all commercial banks (excluding
payments banks), co-operative banks, Non-banking Financial Companies (“NBFCs”), and All India Financial
Institutions, for all loans sanctioned or renewed by them on or after January 1, 2026.

2. Exemption for non-business loans: The Prepayment Directions prohibit levy of any pre-payment charges on
floating rate non-business loans extended to individuals, whether with or without co-obligants.

3. Exemption for business loans: The Prepayment Directions prohibit levy of any pre-payment charges on the
following floating rate business loans extended to individuals and MSEs, whether with or without co-obligants:

a) business loans extended by commercial banks (excluding small finance banks, regional rural banks and local
area banks), Tier 4 urban co-operative banks, upper layer NBFCs, and All India Financial Institutions; and

b) business loans extended by small finance banks, regional rural banks, Tier 3 urban co-operative banks, State
and Central co-operative banks, and middle layer NBFCs, for an amount up to INR 50,00,000 (Indian Rupees
fifty lakh only).

4. Nolock-in period: The above exemptions will be applicable irrespective of:
a) the source of funds used by the applicable borrower for making the pre-payment;
b) whether the prepayment is made in part or full; and
¢) any minimum lock-in period imposed by REs.

5. Dual/special rate loans: For loans with a combination of fixed and floating rates, the Prepayment Directions will
be applicable if the said loan is on a floating rate at the time of pre-payment.
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Key differences

Earlier regulations Prepayment Directions

Pre-pavment charges Levied by many REs, often with lock-in Prohibited for most floating rate loans to
pay g periods individuals and MSEs
Uniformity Varied across REs Standardised across all REs

Clearly distinguishes between business

T fl learly defi
ype of loan covered Not clearly defined and non-business loans
Applicability Discretionary Mandatory from January 1, 2026
Clarified based te at ti f pre-
Dual rate loans Ambiguous treatment IS R RS SRR e
payment
Conclusion

Once the Prepayment Directions are effective, individuals and MSEs will enjoy a greater degree of flexibility, as they
will have an option to repay loans from their own sources or out of refinancing facility from other REs, thereby saving
on prepayment charges. Further, REs will be also required to revise their loan agreements, internal policies, and IT
systems prior to January 1, 2026, to be in compliance with the Prepayment Directions.

From a regulatory perspective, given that the Prepayment Directions are a directive and not merely an advisory issued
by the RBI, there will be enhanced transparency for borrowers, and is therefore likely to reduce their grievances
regarding charging of pre-payment penalty by REs.
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Finance Practice

JSA has a widely recognised market leading banking & finance practice in India. Our practice is partner led and
is committed to providing quality professional service combining domain knowledge with a constructive,
consistent, comprehensive and commercial approach to issues. Clients trust our banking lawyers to take a
practical and business-oriented approach to achieving their objectives. Our lawyers have a clear understanding
of the expectations and requirements of both sides to a financing transaction and provide tailored advice to
each client’s needs. The practice is especially praised for its accessibility and responsiveness and its ability to
work well with international firms and clients. We represent a variety of clients including domestic and global
banks, non-banking finance companies, institutional lenders, multi-lateral, developmental finance and export
credit institutions, asset managers, funds, arrangers and corporate borrowers in different sectors on a wide
range of financing transactions.

Our full spectrum of services includes advising clients on corporate debt transactions (including term and
working capital debt), acquisition finance, structured finance, project finance, asset finance, real estate finance,
trade finance, securitisation, debt capital markets and restructuring and insolvency assignments.

Our practice has been consistently ranked in the top-tier for several years, and several of our partners are
regarded highly, by international publications such as Chambers and Partners, IFLR, Asia Law, Legal 500, Asia
Legal Business, IBL] and Leaders League.

This Prism has been prepared by:

Nand Gopal Anand Harshit Dusad
Partner Principal Associate
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This Prism is not an advertisement or any form of solicitation and should not be construed as such. This Prism has
been prepared for general information purposes only. Nothing in this Prism constitutes professional advice or a legal
opinion. You should obtain appropriate professional advice before making any business, legal or other decisions. JSA

and the authors of this Prism disclaim all and any liability to any person who takes any decision based on this
publication.
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